
Measuring financial market inflation expectations – Results of the 61st
measurement (May 2004)

The May survey of financial market expectations is to a certain extent affected by the publication of the
latest CNB macroeconomic forecast. Although most of the respondents have not significantly changed
their inflation predictions and tend to view the GDP growth rate predicted by the central bank as too
optimistic, they now believe that the CNB is likely to tighten monetary policy sooner than previously
expected.

Ten domestic analysts and one foreign analyst took part in this survey.

1. Inflation
The analysts assessed the April inflation figures as
positive. In May, however, consumer price inflation is
expected to pick up, mostly due to tax changes following
EU entry. The risk of secondary effects of the tax changes
on the price level is still present. Although the majority of
the analysts expect a slower closing of the output gap than
the CNB in its latest macroeconomic forecast, and
consequently their perception of the risk of increasing
demand-pull inflation pressures in the economy is weaker,

their comments indicate some signs of an upturn in cost-push inflation in the Czech Republic. Prices of
food and raw materials (most notably metals and oil) on world markets are therefore again expected to
foster a pick-up in inflation in the months to come.

According to the analysts, annual CPI inflation is expected to peak at the end of the summer and then
gradually fall back until the year end. Due to the high comparison base of 2004, year-on-year CPI
growth should slacken during 2005 and gradually stabilise roughly in the middle of the CNB’s target
band. The average of the predictions for annual consumer price inflation is 2.6% for May 2005 (2.8%
for April 2005). The forecasts of the individual analysts still range between 1.8% and 3.3%.

At the three-year horizon, the inflation predictions remain stable, the analysts’ average estimate again
being 2.9%.

annual CPI (%)
V-04 1 year 3 years

min. 1,8 2,5
average 2,6 2,9
max. 3,3 4,0

annual CPI
Prediction for 1 Y 3 Y
Month of
prediction

%

V-03 3,7 2,8
VI-03 3,2 2,7
IX-03 3,1 2,7
XII-03 3,3 2,8
III-04 3,0 2,8
IV-04 2,8 2,9
V-04 2,6 2,9

CPI - actual data + predictions of analysts (avg.) for 1 year 
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2. Gross domestic product

Expectations of a slight pick-up in GDP growth for 2004 as well as a change in the growth structure
are still present. Slackening household consumption due to slower real wage growth and high
unemployment should be offset by rising investment activity. A positive contribution from net exports,
connected with a demand recovery in EU member states, can also be gradually counted on. The
services balance is also expected to improve.

According to the estimates, economic growth should exceed the 3% level this year (average of the
predictions for 2004: 3.3%) and pick up even further next year (average of the predictions for 2005:
3.6%).

The risks to this scenario are a slower recovery of the world economy and a weaker inflow of foreign
investment.

3. Interest rates

In the analysts’ opinion, the inflation developments do not compel the central bank to raise rates at the
upcoming monetary meeting, but give it scope to wait at least until June, by which time it will have the
figures on inflation in May and GDP growth in Q1. Most of the analysts feel, however, that the CNB will
defer the decision until July, when it will have a revised inflation forecast. If the CNB increases rates by
25 basis points this summer, the analysts foresee a further tightening of monetary policy by at least
another 25 points later in 2004 H2. At the one-year horizon, the estimates for the 2W repo rate range
between 2.50% and 3.00%, which is significantly higher than the previous month. Only one analyst
(foreign) expects the 2W repo rate at 2.50%; six domestic analysts expect 2.75% and four 3.0% in
May 2005 (April forecast: one respondent 2.25%, five respondents 2.50%, four respondents 2.75%,
one respondent 3.00%).

According to the analysts’ comments, the outlook for medium-term rates and long-term bonds will be
determined primarily by developments on world markets, the prospects for the Czech economy and
the CNB’s monetary policy steps. In the short term, the analysts expect the modest upward trend for
yields to persist. Thanks to persisting sufficient liquidity on the Czech market, the difference between
yields in the Czech Republic and Germany should remain between 40 and 70 basis points. The
upward trend should also continue at the longer-term horizon (up to one year). However, the spread
between domestic and German bond yields can be expected to widen to 60–100 basis points if the
CNB raises interest rates and the ECB’s rates remain stable.

GDP growth at the end of
Prediction for this year next year
Month of prediction %

I-04 3,2 3,6
II-04 3,2 3,6
III-04 3,3 3,7
IV-04 3,3 3,6
V-04 3,3 3,6

GDP growth at the end of
V-04 current year next year

min 3,0 2,9
average 3,3 3,6
max 3,5 4,0

2W repo rate (%) 12M PRIBOR (%) 5Y IRS (%) CR 3,70/13 yield
V-04 1 month 1 year 1 month 1 year 1 month 1 year 1 month 1 year

min. 2,0 2,5 2,4 2,8 4,0 4,3 4,8 5,0
average 2,0 2,8 2,5 3,2 4,1 4,7 5,0 5,4
max. 2,0 3,0 2,6 3,7 4,3 5,0 5,2 5,9



4. The exchange rate

According to the respondents’ comments, the short-term outlook for the koruna is positive. The
prospect of a relatively rapid increase in interest rates combined with the calm political situation is
favourable for the domestic currency. The room for an appreciation of the Slovak koruna is being
curbed by the National Bank of Slovakia’s activities, while the potential for a strengthening of the
Polish zloty and Hungarian forint is being limited by political problems.

2W repo rate 12M PRIBOR 5Y IRS CR 3,70/13 yield
Prediction for 1 M 1 Y 1 M 1 Y 1 M 1 Y 1 M 1 Y
Month of prediction % % % %

V-03 2,4 2,7 2,4 3,0 3,3 3,8 3,8 4,3
VI-03 2,4 2,6 2,2 2,8 2,9 3,5 3,5 4,1
IX-03 2,0 2,3 2,1 2,6 3,6 3,8 4,3 4,4
XII-03 2,1 2,5 2,3 3,1 4,0 4,5 5,0 5,4
III-04 2,0 2,7 2,4 3,1 3,8 4,4 4,7 5,2
IV-04 2,0 2,6 2,3 2,9 3,8 4,3 4,7 5,1
V-04 2,0 2,5 2,3 3,0 3,8 4,3 4,7 5,2

 /* expected level of 1W PRIBOR */ CR 6,55/11 yield

Actual values of indicators on the day of deadline for forecasts
2W repo rate 12M PRIBOR 5R IRS CR 3,70/13 yield

11.5.2004 2,00 2,53 4,06 4,94

12M PRIBOR - analysts' predictions for 1 year (avg.) and 
actual data (avg.)
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EUR/CZK
V-04 1 month 1 year

min. 32,00 31,30
average 32,25 31,83
max. 32,50 34,00

exchange rate
Prediction for 1 month 1 year
Month of prediction EUR/CZK

V-03 31,50 30,65
VI-03 31,39 30,92
IX-03 32,70 31,27
XII-03 31,79 30,94
III-04 32,81 31,81
IV-04 32,28 31,65
V-04 32,25 31,83

Exchange rate - fixing on the day of deadline for forecasts
11.5.2004 32,160



The respondents expect the koruna’s exchange rate to be within the range of CZK 32.00–32.50/EUR
at the one-month horizon, the average expectation being CZK 32.16/EUR. A risk to this scenario is a
potential lack of success for the government in the June elections to the European Parliament.

Opinions on the further evolution of the exchange rate also more or less concur. The koruna could be
weakened in the summer months by repatriation of foreign investment earnings and in the autumn by
the debate on the state budget for 2005. A depreciation beyond CZK 33.00/EUR should, however, be
prevented by the expected increase in CNB rates. In the longer term, the koruna is expected to
appreciate. The analysts justify this expectation by an assumed strengthening of FDI inflow resulting
from the Czech Republic’s entry into the EU and a recovery of growth in the euro area. Some
privatisation revenues can also be reckoned on. The inflow of portfolio investment – both in ownership
interests and in debt instruments – should strengthen as well.

The average estimate for the exchange rate of the domestic currency at the one-year horizon is CZK
31.83/EUR. The domestic analysts foresee the koruna’s exchange rate within the range of CZK
31.30–31.85/EUR, while the foreign analyst’s view remains sceptical (CZK 34.00/EUR).

Prague, 17 May 2004

EUR/CZK - analysts' predictions for 1 year (avg.) and 
actual data (avg.)
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