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Measuring financial market inflation expectations — Results of the 94th measurement (February
2006)

Ten domestic analysts and one foreign analyst sent in their predictions for inflation and other
financial market indicators to the CNB’s February survey. The inflation forecast decreased slightly
compared to January, owing to lower inflation expectations, cheaper oil and an expected stronger
exchange rate of the koruna. The GDP growth forecast for 2007 rose modestly due to an expected
trade balance improvement brought about by falling prices of oil imports and stronger expected
household consumption. The interest rate path remained virtually unchanged compared to January.
The analysts expect two rate increases by the CNB within the one-year horizon, of 25 basis points
each. The koruna is expected to continue appreciating at the one-year horizon, on account of an
improving trade balance and interest in emerging market assets. The expected monetary conditions
tightened slightly compared to the January survey, owing to the expected appreciation of the koruna.

Inflation
11-07 annual CPI (%) annual CPI
1 year 3 years Prediction for 1Y 3Y
min. 2,5 1,6 Month of prediction % %
average 3,0 2,6 11-06 2,5 2,4
max. 3,4 3,6 IV-06 2,6 2,4
VI11-06 2,9 2,6
In February, the analysts further
.. . X-06 3,1 2,7
decreased their inflation forecast at the X1-06 34 57
one-year horizon, to 3.0% year on year. ’ ’
. . i X11-06 3,3 2,7
The main reasons were the lower inflation
. [-07 31 2,6
in 2006 Q4 than expected by the market, 1-07 30 26

which will result in lower inflation
expectations, and the expected stronger
exchange rate of the koruna and lower prices of oil and oil derivatives. Nonetheless, inflation will rise
in the following months, mainly due to administrative changes, higher prices of food caused by last
year’s weak harvest, and partly also to a change in the structure of GDP growth towards higher
household consumption.

The chart shows that the uncertainties of the inflation forecast at the one-year horizon'
declined further, owing to a decrease in the maximum estimate of inflation. The forecast of falling
inflation is thus based on a wider consensus. Nevertheless , one of the analysts mentions food prices as
a potential risk to the forecast, since they decreased in 2006 Q4 instead of increasing as expected.
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' The difference between the maximum and minimum estimate of the domestic analysts in this survey, due to a
more stable data base.



CZECH ) NATIONAL BANK

Gross domestic product

1-07 GDP growth in GDP growth in
current year | next year Prediction for current year next year

min 4,2 3,9 Month of prediction %
average 4,7 4,6 11-06 4,6 4,4
max 5,3 55 IV-06 5,3 4,8
. VII-06 5,7 4,6
. The forecast for GDP growth in X-06 56 4.6
2007 increased slightly to 4.7% year on X1-06 56 4.6
year. In 2008, the analysts expect GDP X11-06 5.6 47
growth to stagnat.e at‘ 4.6%. The reasons 1-07 4.6 4.6
for the modest rise in this year’s GDP 11-07 47 46

growth forecast include an expected
higher foreign trade surplus (due to a
lower price of imported oil) and slightly higher household consumption, mainly due to higher real
wages. The other reasons for the rising household consumption — the main driving force of the
expected economic growth — include the higher social benefits approved before the June elections and
a fall in unemployment.

The uncertainty regarding expected GDP growth in 2007 decreased modestly compared to
January. The narrowing of the range of the estimates for 2007 is due to an increase in the minimum
estimate of GDP. However, uncertainty still surrounds the contribution of the easy fiscal policy to
overall GDP growth.
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Interest rates
1-07 2W repo rate (%) 12M PRIBOR (%) 5Y IRS (%) 10Y IRS (%)
1 month 1 year 1 month 1 year 1 month lyear | 1 month | 1year
min. 2,50 3,00 2,65 3,15 3,20 3,60 3,60 3,90
average 2,50 3,05 2,78 3,32 3,38 3,88 3,79 4,16
max. 2,50 3,25 2,85 3,50 3,60 4,20 3,90 4,60

The interest rate path remained virtually unchanged compared to the January survey. The
lower inflation in 2006 Q4 than expected by the market and the stronger koruna fostered lower rates,
particularly at the one-month horizon. By contrast, at the one-year horizon, there was a modest rise in
the interest rate path, brought about by an expected pick-up in inflation from its current low levels and
by the need for the CNB to tighten monetary policy. Continuing interest rate increases in the euro area
are another factor behind the expected rise in rates. At the one-year horizon, the analysts thus expect
two increases in the 2W repo rate, of 25 basis points each, to 3%.
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None of the respondents expects a change in rates at the CNB’s monetary policy meeting in
February. According to the market, rates should be raised at the end of 2007 Q3 at the earliest. While
the range of the estimates of the 2W repo rate remained the same as in January, the analysts increased
the range between the annual estimates of the 12-month PRIBOR towards a lower minimum value.
According to the analysts, a faster/slower appreciation of the koruna than in the past, and food price
developments, remain risks 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 — fell by 5 basis points from January, to 27 basis points.

The expected long-term rates at the one-year horizon showed a slight increase compared to the
January survey. The rise at longer maturities is due to an expected further increase in ECB interest
rates and an expected higher supply of government bonds. 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 5Y and 10Y yields declined compared to January (due to
increases in the minimum estimates), thanks in part to clearer signals of a positive outlook for the euro
area economy.

2W repo rate 12M PRIBOR 5Y IRS 10Y IRS
Prediction for 1M 1Yy 1M 1Y 1M 1Y 1M 1Y
Month of prediction % % % %
11-06 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
VI1-06 2,12 2,65 2,65 3,04 3,71 3,93 4,08 4,17
X-06 2,50 3,00 3,06 3,39 3,58 3,91 3,89 4,10
X1-06 2,50 3,13 3,01 3,43 3,51 3,91 3,79 4,11
XI11-06 2,50 3,06 2,95 3,38 3,44 3,86 3,68 4,10
[-07 2,50 3,02 2,82 3,34 3,43 3,82 3,79 4,15
11-07 2,50 3,05 2,78 3,32 3,38 3,88 3,79 4,16

Actual values of indicators on the day of deadline for forecasts
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The exchange rate

1-07 EUR/CZK exchange rate

1 month 1 year Prediction for 1 month 1year

min. 27,80 26,70 Month of prediction EUR/CZK
average 28,09 27,03 11-06 28,85 28,26
max. 28,40 27,50 IV-06 28,71 27,87
VI11-06 28,53 27,67
Exchange rate - fixing on the day of X-06 28,29 27,63
deadline for forecasts XI-06 28,11 27,49
16.2. 28,250 X11-06 27,90 27,35
I-07 27,69 27,10
11-07 28,09 27,03

In February, the analysts expected the koruna exchange rate to be around 27.03 EUR/CZK at
the one-year horizon, i.e. 0.07 CZK stronger than in January. The expected appreciation of the
nominal exchange rate of the koruna at the one-year horizon increased compared to January (to 4.3%),
owing to the depreciation of the current exchange rate in the period under review.

Underlying the koruna’s expected long-term appreciation trend are the well-known factors of
price catch-up with the EU and positive developments in the trade balance. Compared to the January
survey, one of the analysts revised his opinion about the exchange rate towards a stronger value.
Cheaper oil in particular will lower the value of imports, which, together with decreasing import
intensity of Czech exports, will lead to a rise in the trade surplus. The widening of the current account
deficit will thus come to an end despite a worsening income balance. Net FDI inflow has peaked
already (and investment by domestic corporations abroad is on the increase), and portfolio investment
will continue to suffer from the negative koruna-euro interest rate differential.

EUR/CZK - analysts' predictions for 1 year (avg.) and EUR/CZK for 1 year: average and range of the forecasts
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The range of the domestic analysts’ estimates narrowed by one-half relative to the January
survey (see the chart).” The expected appreciation trend is thus based on a wider consensus. The
persisting interest in emerging market assets (= a rising appetite for risk) and the possible inflow of
EU funds may foster 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. One of the analysts expects higher exchange rate volatility owing to the uncertainty regarding
the evolution of the US economy.

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.
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Wages
1-07 Wage growth in )
current year | next year II} February, the analyst.s expected nominal wage
in 55 50 growth (in organisations momtored by the CZSO) of
average 6.3 61 6.3% t':lnd 6.1% year on year in 2007 and 2008
max 7: 1 7:0 respectively, the same as in January when the wage

survey was launched. Only one of the analysts made a
distinction between wage growth in 2007 and 2008 in the
business sector (5.6% and 5.7% respectively) and in the non-business sector (6.0% and 6.0%
respectively).

According to one of the analysts, wage growth is lagging behind productivity growth, meaning
that cost-push inflation pressures are not being created in the economy.
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Petr Sklenaf, Atlantik Finance

Patrik Rozmbersky, Zivnobanka

Radomir Ja¢, PPF Asset Management

Leila Butt, The Economist Intelligence Unit

Special thanks go to the analytical teams at Ceska spofitelna, Komeréni banka, Raiffeisenbank and
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Prague, 20 February 2007



