
 
 
 
 

 
Measuring financial market inflation expectations – Results of the 93rd measurement  

(January 2007) 
 
 
Eleven domestic analysts and one foreign analyst sent in their predictions for inflation and 

other financial market indicators to the CNB’s January survey. The inflation forecast fell further at the 
one-year horizon (and at the three-year horizon, for the first time in six months) compared to 
December and the interest rate path expected by the market also declined owing to an expected 
stronger exchange rate of the koruna. The forecast for 10Y yields was the exception, increasing 
slightly due to an expected growing supply of government bonds and a similar trend internationally. 
The GDP growth forecast for 2007 declined somewhat. The expected monetary conditions remained 
broadly unchanged compared to the December survey, as the expected stronger exchange rate of the 
koruna will be offset by lower interest rates at the one-year horizon.  

Since January 2007, the survey of analysts has been extended to include expected nominal wage 
growth. The analysts expect nominal wage growth of 6.3% and 6.1% year on year in 2007 and 2008 
respectively. 
 

Inflation 

In January, the analysts further decreased 
their inflation forecast to 3.1% year on year 
at the one-year horizon and 2.6% year on 
year at the three-year horizon, the lowest 
level in six months. Analysts are revising 
downwards the expected demand-pull 
inflation pressures, which will be pushed 

down by a stronger koruna, and oil price growth. However, inflation will increase over the coming 
months, primarily due to administrative changes (deregulation of rents, increased electricity prices and 
water supply and sewerage collection charges and a lagged impact of increased excise duty on tobacco 
products) and partly due to a change in the GDP growth structure. 

The chart shows that the uncertainties of the inflation forecast at the one-year horizon1 
decreased for the first time in six months; the maximum inflation forecast recorded a larger decline. 
The forecast of falling inflation is thus based on a wider consensus.  

 

                                                           
1 The difference between the maximum and minimum estimate of the domestic analysts in this survey, due to a 
more stable data base. 

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

I-06 2,5 2,4 
IV-06 2,6 2,4 
VII-06 2,9 2,6 
IX-06 3,2 2,7 
X-06 3,1 2,7 
XI-06 3,4 2,7 
XII-06 3,3 2,7 
I-07 3,1 2,6 

annual CPI (%) I-07 
1 year 3 years 

min. 2,5 2,0 
average 3,1 2,6 
max. 3,6 3,0 

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

 The forecast for GDP growth in 2007 
decreased slightly (from 4.7% year on year in 
December to 4.6% year on year in January). The 
analysts thus expect slower GDP growth than in 
2006, down from 5.6% year on year to 4.6% year 
on year (see the chart: GDP growth this year). 
For 2008, the analysts expect GDP growth to 

stagnate at 4.6%. The foreign analysts still expect faster GDP growth than the domestic ones. 
The purely cosmetic revision of the GDP growth rate in 2007 might be due to an expected 

lower contribution of net exports and, according to one of the analysts, to a cooling in credit 
expansion, resulting in lower growth in consumer demand. Nevertheless, household demand will be 
the main engine of growth. The falling growth rate of net exports is due to an expected slowdown 
abroad and higher imports thanks to rising household consumption.  

Compared to December, the uncertainty regarding expected GDP growth in 2007 increased 
(the month-on-month decrease in the range of the forecasts in the chart describes the comparison of 
the range of forecasts for 2006 and 2007). The increase in the range of the estimates for 2007 is due to 
a decline in the minimum growth estimate and an increase in the maximum growth estimate.  
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Interest rates 

 
In January, the analysts revised their expected interest rate path further downwards. This was due to 
lower inflation expectations and the expected appreciation of the koruna, which resulted in dovish 
comments by Bank Board members. As a consequence, the expected interest rate hike by the CNB has 
been postponed. However, the analysts still expect higher interest rates (11 of the 12 analysts expect 

  GDP growth in 
Prediction for current year next year
Month of prediction % 

I-06 4,6 4,4 
IV-06 5,3 4,8 
VII-06 5,7 4,6 
IX-06 5,7 4,6 
X-06 5,6 4,6 
XI-06 5,6 4,6 
XII-06 5,6 4,7 
I-07 4,6 4,6 

GDP growth in I-07 
current year next year 

min 4,1 3,9 
average 4,6 4,6 
max 5,3 5,5 

2W repo rate (%) 12M PRIBOR (%) 5Y IRS (%) 10Y IRS (%) I-07 
1 month 1 year 1 month 1 year 1 month 1 year 1 month 1 year 

min. 2,50 3,00 2,75 3,20 3,30 3,55 3,60 3,85
average 2,50 3,02 2,82 3,34 3,43 3,82 3,79 4,15
max. 2,50 3,25 2,90 3,50 3,50 4,20 3,90 4,60



 
 
 
 
the 2W repo rate to be 3.0% at the one-year horizon) due to expected growth in demand-pull inflation 
pressures.  

None of the respondents expects a change in the rates at the CNB’s monetary policy meeting 
in January. The estimates of further growth shifted to Q3 2007. While the range of the estimate of the 
2W repo rate remained the same as in December, the analysts decreased the range between the 
estimates of the 12-month PRIBOR. According to the analysts, a faster/slower appreciation of the 
koruna than in the past remains a risk acting towards lower/higher rates. 

The expected slope of the money market yield curve at the one-year horizon – as measured by 
the 12M PRIBOR minus the 2W repo rate – remained the same as in December at 32 basis points. 

While the expected yield curve up to 5Y maturity declined, the expected 10Y yields increased 
at the 1Y horizon compared to December. The middle of the yield curve is being affected by the 
expected slower increase in interest rates, while the long end is being pushed up by an expected higher 
supply of government bonds and a similar trend on foreign markets. A worse rating outlook for the 
Czech Republic might also pose a risk of higher yields if the Czech Republic fails to reform its 
pension and social systems. 

The range of the estimates for the 10Y yields declined compared to December, partly due to 
clearer signals of a positive outlook for the euro area economy. 

 
 

 
 

  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  % % % % 

I-06 2,02 2,38 2,43 2,70 3,11 3,48 3,41 3,77 
IV-06 2,00 2,52 2,40 2,85 3,42 3,69 3,81 3,93 
VII-06 2,12 2,65 2,65 3,04 3,71 3,93 4,08 4,17 
IX-06 2,25 2,88 2,82 3,23 3,63 3,95 3,90 4,11 
X-06 2,50 3,00 3,06 3,39 3,58 3,91 3,89 4,10 
XI-06 2,50 3,13 3,01 3,43 3,51 3,91 3,79 4,11 
XII-06 2,50 3,06 2,95 3,38 3,44 3,86 3,68 4,10 
I-07 2,50 3,02 2,82 3,34 3,43 3,82 3,79 4,15 

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

10.1. 2,50% 2,80% 3,40% 3,75% 

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

In January, the analysts expected the koruna exchange rate to be 27.10 EUR/CZK at the one-year 
horizon, around CZK 0.25 stronger than in December. The expected appreciation of the nominal 
exchange rate of the koruna at the one-year horizon increased by 2.3% compared to December. 

 
Underlying the koruna’s expected appreciation trend are the well-known factors of price 

catch-up with the EU and the depreciation of the dollar. Nevertheless, some analysts expect a lower 
nominal appreciation of the koruna than in the past, owing to a deteriorating trade balance (lower 
exports due to the expected cooling in the euro area) and falling net FDI inflow (reinvested earnings 
are prevailing over real investment inflow, with an impact on the koruna’s exchange rate, and 
investment by domestic firms abroad is growing). Other negative factors for the koruna, particularly in 
1H 2007, will include a trend of rising outflows of dividends and, according to one of the analysts, a 
possible outflow of portfolio investment due to the expected widening of the spread between euro and 
koruna interest rates to 125 basis points.  

 
 
The range of the domestic analysts’ estimates widened slightly towards a stronger koruna 

relative to December (see the chart)2. A higher FDI inflow (in addition to Hyundai) than expected by 
most analysts might pose a risk of a stronger koruna. On the other hand, an appreciating dollar (= 
weaker CEE currencies) and the non-existence of a government with a strong mandate to implement 
reforms aimed at cutting budget deficits and fulfilling the Convergence Programme might pose a risk 
of a weaker koruna.  

 
 

                                                           
2 Only domestic analysts are taken into consideration in the chart for the difference between the maximum and 
minimum forecast for the koruna-euro exchange rate, due to a more stable data base.  

EUR/CZK I-07 
1 month 1 year 

min. 27,30 26,50
average 27,69 27,10
max. 27,90 28,00

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

I-06 28,85 28,26 
IV-06 28,71 27,87 
VII-06 28,53 27,67 
IX-06 28,41 27,64 
X-06 28,29 27,63 
XI-06 28,11 27,49 
XII-06 27,90 27,35 
I-07 27,69 27,10 

Exchange rate - fixing on the 
day of deadline for forecasts 

10.1. 27,730 

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

 
In January, the analysts expected nominal wage growth 
(in organisations monitored by the CZSO) of 6.3% and 
6.1% year on year in 2007 and 2008 respectively (only 
one of the analysts made a distinction between 2007 
wage growth in the business sector: +6.8%, and in the 
non-business sector: +4.8%).  

 
According one of the analysts, wage growth is lagging behind productivity growth, meaning 

that cost-push inflation pressures are not being created in the economy.  
 
 

 
We would like to thank the following respondents for their contributions to this survey of financial 
market inflation expectations: 
David Navrátil, Česká spořitelna 
David Marek, Patria Finance 
Miroslav Plojhar, Citibank 
Jan Vejmělek, Komerční banka 
Pavel Sobíšek, HVB Bank Czech Republic 
Aleš Michl, Raiffeisenbank 
Petr Dufek, ČSOB 
Petr Sklenář, Atlantik Finance 
Patrik Rožmberský, Živnobanka 
Radomír Jáč, PPF Asset Management 
Vladimír Pikora, Next Finance 
Leila Butt, The Economist Intelligence Unit 
 
Special thanks go to the analytical teams at Česká spořitelna, Raiffeisenbank and The Economist 
Intelligence Unit for their comments on the forecasts. 
 
 
 
Prague, 15 January 2007  
 

Wage growth in I-07 
current year next year 

min 5,5 5,0
average 6,3 6,1
max 7,0 6,7


