
 
 
 
 

 
Measuring financial market inflation expectations – Results of the 96th 

Measurement (April 2007) 
 
 

Eleven domestic and one foreign analyst sent in their predictions for inflation and other 
financial market indicators to the CNB’s April survey. Compared to March, the forecast of inflation 
and other financial variables changed only slightly. Despite marginal decrease of the inflation forecast 
(0.1 %) and expected stronger koruna, the interest rates in one year horizon slightly increased 
(nevertheless majority of the analysts still expected first rate hike in 3Q/07). The reason behind 
slightly higher interest rates could be higher nominal wage expectations in year 2007 (6.7 % y/y). The 
GDP growth forecast for 2007 is the same as in March. The expected monetary conditions tighten 
slightly compared to the March survey owing to the prediction of a stronger koruna and higher interest 
rates. 
 

Inflation 

  
 
In April, the analysts slightly 

decreased their inflation forecast at the one-
year horizon to 3.1% year on year; the 
forecast in three-year horizon (the new inflation target of 2.0% will valid at this time) stayed at 2.5% 
y/y. The expected rise in regulated prices (this year’s increase in excise duty on cigarettes and planned 
rise of the lower VAT), mounting demand-pull inflationary pressures and higher oil prices still pose an 
upside risk to inflation. The downside risks could be revived appreciation of the koruna and increase 
of the productivity. 

The chart shows that the spread of the inflation forecast decreased at the one-year horizon1
 

owing to a faster reduction in the maximum estimate of inflation.  
 

 
 

                                                           
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 (%) IV-07 
1 year 3 years 

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

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

IV-06 2,6 2,4 
VII-06 2,9 2,6 
X-06 3,1 2,7 
XII-06 3,3 2,7 
I-07 3,1 2,6 
II-07 3,0 2,6 
III-07 3,2 2,5 
IV-07 3,1 2,5 

CPI for 1 year: average and range of the forecasts 
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Gross Domestic Product 
 

 
In 2007, the analysts in April expect 

GDP growth at 4.8% y/y, the same as in 
previous months. The forecast for GDP growth 
in 2008 increased slightly to 4.7% y/y. The 
main drivers of the GDP growth forecast 
include expected higher household 

consumption (due to higher real wages, lower unemployment and higher social benefits approved 
before the June elections) and investments (inflow of money from EU funds, continuing FDI inflows, 
increase of foreign demand and low interest rates). The deceleration of GDP growth forecast in 2008 
compared with year 2007 is due to expected slowdown of household consumption (decrease of credit 
growth). 

The range of the estimates of GDP growth this year decreased further. However, uncertainty 
still surrounds the contribution of the easy fiscal policy to overall GDP growth for this year and doubts 
about planned fiscal reform in 2008. 
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Interest rates 
 

 
Expected short-term interest rates slightly increased compared to the March survey, despite a 

modest deceleration of inflation and a stronger exchange rate of the koruna expected by the analysts at 
the one-year horizon. The analysts still expect interest rates to rise in the longer term, chiefly due to a 
pick-up in demand-pull inflationary pressures. According to one analyst, the decrease of inflation 
target from 3.00% to 2.00% in 2010 will have a negligible effect on rates. The CNB will effectively 
target the lower tolerance band of current inflation target with gradual passage towards the new target. 

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

IV-06 5,3 4,8 
VII-06 5,7 4,6 
X-06 5,6 4,6 
XII-06 5,6 4,7 
I-07 4,6 4,6 
II-07 4,7 4,6 
III-07 4,8 4,6 
IV-07 4,8 4,7 

GDP growth in IV-07 
current year next year 

min 4,5 4,0
average 4,8 4,7
max 5,3 5,3

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

min. 2,50 3,00 2,57 3,20 3,40 3,60 3,82 4,00
average 2,50 3,10 2,87 3,42 3,56 3,94 3,95 4,25
max. 2,50 3,25 2,95 3,65 3,60 4,50 4,10 4,70



 
 
 
 
According to the analyst new consumer basked (=lower inflation forecast than forecast based on the 
old basket) will help to achieve expected interest rates path.    

According to most of the analysts, there should be a double rise in monetary policy rates over 
the one-year horizon, to a final level of 3.00%. None of the respondents expects a change in rates at 
the CNB’s monetary policy meeting in April. According to the market, rates should be raised in 
3Q/07. While the range of the estimates of the 2W repo rate remained the same as in March, the 
analysts increased the range between their annual estimates of the 12-month PRIBOR towards a higher 
maximum value.  

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 – rose by 2 basis points compared to March, to 32 b.p. 
 

Expected long-term rates at the one-year horizon showed a slight change in both directions. 
The expected move in long-term rates will depend on passing/non-passing the planned fiscal reform 
bill. If the Parliament passes a bill, there will be no need of further increase of bonds supply. 

The range of the estimates for the 5Y increased (=due to a faster decrease in the minimum 
value) and 10Y yields decreased compared to March (due to increase in the minimum estimates). 

 

 
  
 
 

  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  % % % % 

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 
X-06 2,50 3,00 3,06 3,39 3,58 3,91 3,89 4,10 
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 
II-07 2,50 3,05 2,78 3,32 3,38 3,88 3,79 4,16 
III-07 2,50 3,06 2,81 3,36 3,45 3,99 3,83 4,19 
IV-07 2,50 3,10 2,87 3,42 3,56 3,94 3,95 4,25 

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

12.4. 2,50% 2,89% 3,57% 3,95% 

12M PRIBOR for 1 year: average and range of the forecasts
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Exchange rates 
 

 
In April, the analysts expected 

the koruna exchange rate to be around 
27.16 EUR/ CZK at the one year horizon, stronger by CZK 0.08 from March. The expected 
appreciation of the nominal exchange rate of the koruna at the one-year horizon remained unchanged 
compared to March (2.9%). According to the analysts the koruna should return to the appreciation 
trend suggested by its strong fundamentals, but the pace of appreciation will be slower than in recent 
years (one analyst expects the decrease of appreciation of the nominal exchange rate from 5.0% p.a. to 
1.8% p.a. in 2007). 
 

The expected lower appreciation could be due to the expected widening of the net export 
deficit, generated by strong import demand driven by rising household consumption. Higher imports 
could also be fostered by the renewed oil price growth. 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. 

 
 

 
The range of the domestic analysts’ estimates reminds unchanged compared to the March (see 

the chart). The factors behind the weaker koruna (one respondent expects the koruna to be flat at 28 
EUR/CZK) include a carry trades (financed from CZK), dividend outflow or unclear fiscal policy. By 
contrast, the renewed interest in emerging markets’ assets (= a rising appetite for risk) and possible 
inflows from EU funds may pose a risk of a stronger koruna.  

  
 

EUR/CZK IV-07 
1 month 1 year 

min. 27,70 26,50 
average 27,99 27,16 
max. 28,20 28,00 

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

IV-06 28,71 27,87 
VII-06 28,53 27,67 
X-06 28,29 27,63 
XII-06 27,90 27,35 
I-07 27,69 27,10 
II-07 28,09 27,03 
III-07 28,12 27,24 
IV-07 27,99 27,16 

Exchange rate - fixing on the 
day of deadline for forecasts 

12.4. 27,965 

EUR/CZK for 1 year: average and range of the forecasts
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Mzdy 
 

 
In April, the analysts increased expected nominal wage growth (in organizations monitored by 

the CZSO) to 6.7% year on year in 2007. The good performance of domestic corporations, sustained 
strong economic growth and lower unemployment are fostering higher wage growth. 

Only one analyst made a distinction between wage growth in 2007 in the business sector 
(8.0% y/y) and in the non-business sector (5.8% y/y), the same as in March.  

 
 
We would like to thank the following respondents for their contributions to this survey of financial 
market inflation expectations: 
Davidu Markovi z Patria Finance 
Miroslavu Plojharovi ze Citibank 
Janu Vejmělkovi z Komerční banky 
Pavlu Sobíškovi z HVB Bank Czech Republic  
Aleši Michlovi z Raiffeisenbank 
Petru Dufkovi z ČSOB 
Petru Sklenářovi z Atlantik FT 
Patrikovi Ružomberskému z Živnobanky 
Radomíru Jáčovi z PPF Asset Management  
Vladimíru Pikorovi z Next Finance 
Vojtěchu Bendovi z ING Wholesale Banking a 
Leile Butt z 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, 23 April 2007 
 
 

Wage growth in IV-07 
current year next year 

min 6,0 5,0 
average 6,7 6,5 
max 7,5 8,0 

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

I-07 6,3 6,1 
II-07 6,3 6,1 
IV-07 6,7 6,5 


