
 
 
 
 

 
Measuring financial market inflation expectations – Results of the 78th measurement 

(October 2005) 
 
Twelve domestic analysts and one foreign analyst sent in their predictions for inflation and 

other financial market indicators to the CNB’s October survey. An upward shift in the expected 
inflation outturns was accompanied by a rise in the predicted interest rate levels. The GDP forecast for 
this year remains unchanged, but the forecast for next year has shifted slightly upwards, although the 
analysts again expect a faster pace of appreciation of the koruna and thus a tightening of the exchange 
rate component of the real monetary conditions. The reason can be found primarily in expectations of 
rather higher growth in household consumption and, in particular, government consumption, as 2006 
is an election year. 
  

 
 

Inflation 
 
In the analysts’ opinion, the latest data confirm 

that inflation still does not represent any problem for the 
Czech economy. The expected rise in inflation in the 
remaining months of this year and at the start of next year 
should move annual CPI growth up to the level of the 
CNB’s inflation target. The pick-up in inflation, however, 

should still be due to high oil and energy prices and administrative changes. The Czech economy is 
not currently threatened by demand-pull inflationary pressures. According to one of the comments, 
more information about the impacts of oil and energy prices on prices of consumer goods will not 
emerge until January, since retailers and service providers traditionally change their price lists at the 
start of the year.  

 
Rising oil prices and regulated prices (gas, rents, excise duty on tobacco, electricity) are thus 

again the main upside risks to inflation, according to the analysts. Food prices are also expected to 
gradually start rising following this year’s worse harvest. More relaxed fiscal policy in the election 
year 2006 and the high wage claims of trade unions for next year will probably become another 
inflationary factor. By contrast, the expected appreciation of the koruna, which will reduce import 
prices, will remain the principal anti-inflationary factor.  

annual CPI (%) X-05 
1 year 3 years 

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

 
 
  annual CPI 
Prediction for 1 Y 3 Y 
Month of prediction % % 
     

X-04 2,8 2,9 
XII-04 2,8 2,8 
III-05 2,6 2,6 
VI-05 2,3 2,5 
VII-05 2,4 2,5 
IX-05 2,5 2,5 
X-05 2,7 2,5 

 

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

 
 

The favourable data from the real economy confirm that economic growth in the Czech 
Republic this year will be very solid and driven by net exports. Household consumption is gaining 
momentum only slowly, while the government is cutting back its expenditure. Foreign direct 
investment is falling and capital growth will probably remain fairly low going forward. On the other 
hand, modernisation and purchases of machinery are on the increase, which, according to one analyst, 
shows that domestic producers believe in continuing foreign interest in Czech products.  

 
The analysts justify their expectations of a moderation in economic growth next year primarily 

by a lower rate of growth of net exports and a slower expansion of domestic demand. In view of next 
year’s elections, the consumption of the Social Democratic government can be expected to increase in 
an effort to win favour with the voters.  

 
The risks to growth include high oil and energy prices, the rapidly appreciating koruna, a cooling 

of investment interest in the Czech Republic and weaker-than-expected growth of the world economy 
and particularly the euro area economy.  

 
 

Interest rates 

 
 
The forecast for short-term rates at the one-year horizon increased slightly, as did the forecasts 

for medium-term and long-term rates. Some of the analysts left their estimate for the 2W repo rate at 
the one-year horizon unchanged, while others increased it by 25–50 basis points. Whereas in the 
previous survey the average forecast for the 2W repo rate for September 2006 had been only slightly 
above 2%, the average estimate for October 2006 is 2.25%. Only one of the respondents predicts the 
expected repo rate setting to remain at the present level of 1.75%; one predicts it at 2.00%, eight at 

  
GDP growth at the end 

of 
Prediction for this year next year 
Month of prediction % 
    

X-04 3,8 3,9 
XII-04 3,8 4,0 
III-05 4,0 3,9 
VI-05 4,0 3,9 
VII-05 4,2 4,0 
IX-05 4,7 4,2 
X-05 4,7 4,3 

 
 
 

GDP growth at the end 
of X-05 

current year next year 
min 4,4 3,8
average 4,7 4,3
max 5,1 4,8

 

2W repo rate (%) 12M PRIBOR (%) 5Y IRS (%) 10Y IRS (%) X-05 
1 month 1 year 1 month 1 year 1 month 1 year 1 month 1 year 

min. 1,75 1,75 1,80 1,90 2,60 2,80 3,20 3,25
average 1,75 2,25 2,06 2,54 2,95 3,36 3,43 3,88
max. 1,75 2,50 2,20 2,90 3,19 3,90 3,65 4,55



 
 
 
 
2.25% and three at 2.50% (compared to 1.75% predicted by three analysts, 2.00% by four analysts and 
2.25% by six analysts in the previous survey).  

 
The pace at which the CNB’s interest rates go up will depend primarily on the results of wage 

bargaining for next year, the scope of the second-round effects of expensive oil and energy on 
consumer prices, and on fiscal policy next year, say the analysts. In their opinion, the emerging 
consolidation of retail chains poses another risk to inflation. Conversely, the strong koruna is 
mitigating the inflationary pressures. The estimates of the timing of the first tightening of monetary 
policy by the CNB vary: some analysts expect the first 25 basis point rise in the 2W repo rate as soon 
as 2006 Q1. 

 
The average estimate for rates at the one-month horizon is below their current levels, 

especially at short-term maturities (1Y). The reason is that these rates more strongly reflect market 
uncertainty prior to the publication of the CNB’s new inflation forecast. 

 
At the one-year horizon, the analysts expect the longer end of the yield curve to shift upwards 

by around 40–45 basis points from its current levels. The expected increase in yields should be 
affected primarily by the CNB’s monetary policy rate settings, the supply of domestic bonds and 
developments in the euro area. 

  2W repo rate 12M PRIBOR 5Y IRS 10Y IRS 
Prediction for 1 M 1 Y 1 M 1 Y 1 M 1 Y 1 M 1 Y 
Month of prediction  % % % % 
              

X-04 2,57 3,29 3,14 3,68 4,33 4,73 4,97 5,31 
XII-04 2,49 3,04 2,91 3,41 3,68 4,27 4,15 4,76 
III-05 2,02 2,26 1,99 2,55 2,90 3,58 3,49 4,08 
VI-05 1,75 1,93 1,75 2,27 2,59 3,22 3,28 3,85 
VII-05 1,76 1,94 1,78 2,31 2,58 3,21 3,29 3,84 
IX-05 1,75 2,06 1,86 2,32 2,71 3,15 3,31 3,69 
X-05 1,75 2,25 2,06 2,54 2,95 3,36 3,43 3,88 

*/ 10Y benchmark yield

Actual values of indicators on the day of deadline for forecasts 
  2W repo rate 12M PRIBOR 5Y IRS 10Y IRS  

12.10. 1,75% 2,20% 3,02% 3,45% 

12M PRIBOR - analysts' predictions for 1 year (avg.) and 
actual data (avg.)
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The exchange rate 

 
The short-term forecast for the koruna’s exchange rate traditionally differs little from its 

current level and currently stands at CZK 29.43/EUR, with the individual forecasts ranging between 
CZK 29.25 and CZK 29.60.  

 
The outlook for the koruna at the medium-term horizon remains positive, according to the 

analysts. In the coming days, however, the domestic currency will be affected by political 
developments in the region, the negative interest rate differential, the growth prospects of US yields 
and profit-taking related to the end of Q3. 

 
 
At the longer horizon, the koruna should appreciate on the back of favourable domestic 

fundamentals. The koruna’s appreciation is being aided in particular by the Czech Republic’s 
outstanding trade results. By contrast, the negative interest rate differential is acting against the 
koruna. For the future development of the domestic currency against the euro, investors’ view of the 

EUR/CZK X-05 
1 month 1 year 

min. 29,25 28,00
average 29,43 28,83
max. 29,60 30,00

 

                                           exchange rate
Prediction for             1Month 1 year  
Month of prediction Kč/EUR 
     

 X 05                          31,51       31,06 
  XII 04                          30,89       30,56 
  III 05 29,48       29,11 
 VI 05                           30,10       29,27 
  VII 05                           30,09       29,34 

X 05                           29,28       28,97 
X 05                           29,43       28,83 

Exchange rate - fixing on the day of deadline for 
forecasts 

12.10. 29,565 
 

EUR/CZK - analysts' predictions for 1 year (avg.) and 
actual data (avg.)
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currencies of neighbouring Central European countries and their interest in dollar assets will also be 
important at the longer horizon.  

 
In October, the forecast for the koruna-euro rate at the one-year horizon again shifted towards 

a stronger koruna. The average estimate is CZK 28.83/EUR, with the individual estimates remaining 
within the relatively wide range of CZK 28.00–30.00/EUR.  

  
 
 

We would like to thank the following respondents for their contributions to this survey of financial 
market inflation expectations: 
 
David Marek, Patria Finance 
David Navrátil, Česká spořitelna 
Jan Vejmělek, Komerční banka 
Pavel Sobíšek, HVB Bank ČR 
Vladimír Pikora, Volksbank 
Helena Horská, Raiffeisenbank 
Jan Kubíček, Newton Holding 
Petr Dufek, ČSOB 
Petr Sklenář, Atlantik Finance 
Patrik Rožmberský, Živnobanka 
Martin Pohl, PPF Asset Management 
Markéta Šichtařová, Next Finance 
Anders Faergemann, AIG International Limited 
Special thanks go to the analytical teams at Česká spořitelna and Raiffeisenbank for their comments 
on the forecasts. 

 
 
 
Prague, 19 October 2005 


