CZECH CNB NATIONAL BANK

Measuring financial market inflation expectations — Results of the 101th
Measurement (September 2007)

Nine domestic analysts and one foreign analyst sent in their predictions for inflation and other
financial market indicators to the CNB’s September survey. The number of respondents was reduced at the
same time due to the merger of analytical teams of Zivnobanka and HVB Bank to Unicredit Global

Research.

The inflation forecast went on increasing and has reached its highest level since October 2001.
Reasons for faster inflation growth are lower VAT rate rise from the beginning of 2008, expected faster GDP
growth (stronger household consumption) and tighter labour market conditions. Analysts expect interest rate
hikes, which would result in gradual reduction of interest rate differential towards EMU and thus to repeated
Czech crown appreciation. The expected monetary conditions tightened again compared to the August

survey.
1. Inflation
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The analysts kept increasing their inflation forecast significantly in September. They expect inflation at 4,2
% y/y at the one-year horizon compared to 3,6 % in August, which represents the highest level in nearly 6 years.
Nevertheless the expected inflation at the three-year horizon remains unchanged at 2,5 % y/y. The main reason for
the forecast increase is projection of approved fiscal reform, namely rise in the lover VAT rate and higher excise tax
on tobacco. The main upside risks to inflation consist of higher regulated prices (in 2008: gas, rent, heat supply,
water supply and sewage collection charges, electricity), indirect taxes (VAT and tobacco excise tax) and ongoing
food price growth. Expected stronger exchange rate of the koruna will have an opposite impact.

The chart shows that the inflation forecast spread increased at the one-year horizon' compared to August
owing to the drop of the minimum estimate (from 3,3 % to 3,1 % y/y) on the one hand and the growth of the
maximum estimate (from 5,0 % to 5,3 % y/y) on the other hand.

annual CPI CNB
Prediction for 1Y 3Y 1Y
Month of prediction % % %
x06 32 27 40
x06 31 27 41
1074 3.1 26 34
Iv-07 31 25 35
V07 32 25 38
V07 31 25 42
V07 36 25 42
D07 42 25 41

" The difference between the maximum and

minimum estimate of the domestic analysts in this

survey, due to a more stable data base.
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2. Gross domestic product
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The analysts increased their forecast for the GDP growth in 2007 to 5,8 % y/y and and keep their
estimate 4,7 % for 2008. The main contributor is expected to be higher household consumption, stemming
from higher real wages, lower unemployment and ongoing household credit growth. However, at the end of
this year some analysts expect slowdown in household consumption due to lower credit growth. In the
following year the household consumption should further decrease due to the impact of approved fiscal
reform (reduction of social benefits and increase in lower VAT rate won’t be fully compensated by the
decrease of natural person income tax). Investment activity should growth faster in 2008 due to inflow of the
EU funds contributions and continuing FDI inflow (Hyundai).

The range of the GDP growth estimates for 2007 decreased further compared to August survey
owing to the rise in the minimum estimate from 5,2 % to 5,4 % y/y.

3. Interest rates

IX-07 2W repo rate (%) 12M PRIBOR (%) 5Y IRS (%) 10Y IRS (%)
1 month 1 year 1 month 1 year 1 month 1 year 1 month 1 year
min. 3,25 3,50 3,75 3,90 4,10 4,30 4,40 4,40
average 3,28 3,83 3,83 4,09 4,21 4,53 4,47 4,75
max. 3,50 4,25 3,90 4,50 4,30 5,00 4,65 5,20

Expected short-term interest rates increased further in September survey, as the analysts comprised
in their forecasts last CNB rate hike (August) and higher inflation expectations. The acceleration of inflation
due to the higher household consumption will result in further rate hike need despite of stronger koruna
exchange rate. Expectations of further interest rate hikes were supported also by the CNB’s hawkish
outcomes of most Bank Board members. However only one of the ten analysts expects another 25 bp rate
hike in September, the rest of them predict no move in interest rates. At the one-year horizon they expect the
level of the 2W repo rate around 3,75 %, the same level as in August.

The range of the estimates for 2W repo rate in 1 year horizon increased, one analyst moved its
forecast to the level of 4,25 %. Also the range of the 12M PRIBOR estimates widened slightly due to
increase in the maximum estimate. Future exchange rate and monetary policy of the ECB remain the main
uncertainty to analysts’ forecasts.

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 — further decreased, compared to August by 8 bp to 26 bp, due to
faster growth of the short term maturities.




Expected long-term rates at the one-year horizon increased slightly compared to August. Analysts
predict that after the hypo-crisis financial markets turmoil fading investors focus on the real economy data
again. The probability of one more ECB rate hike is increasing. On the contrary, the negative net state bond
issue in 3Q/07 and low issue in 4Q/07 will limit the move of long term yields to higher levels.

The range of the estimates for 5Y rates narrowed compared to August owing to the minimum estimate
increase. On the contrary, the range for 10Y rates widened due to increase in the maximum estimate. The main
uncertainty presents the future development of current credit crises in the US and its possible spread to the real

cconomy.

2W repo rate 12M PRIBOR 5Y IRS 10Y IRS
Prediction for 1M 1Y 1M 1Y 1M 1Y 1M 1Y
Month of prediction % % % %
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
I-07 2,50 3,02 2,82 3,34 3,43 3,82 3,79 4,15
IvV-07 2,50 3,10 2,87 3,42 3,56 3,94 3,95 4,25
VI-07 2,80 3,50 3,35 3,76 4,18 4,47 4,52 4,65
VII-07 3,00 3,56 3,53 3,92 4,32 4,51 4,60 4,74
VII-07 3,15 3,71 3,63 4,03 4,18 4,46 4,42 4,71
IX-07 3,28 3,83 3,83 4,09 4,21 4,53 4,47 4,75
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In September analysts expected the koruna exchange rate to be around 27,05 EUR/CZK at the one-
year horizon, which is about 0,10 CZK stronger compared to August survey. The expected appreciation of
the nominal exchange rate of the koruna at the one-year horizon has declined from 2,7 % to 1,6 %, owing
to the koruna appreciation in the last month. Among the main factors of the long-term appreciation trend of
the Czech koruna belong the real and nominal convergences of the economy. The path of the appreciation
in the medium-term might be positively affected by improving trade balance, FDI inflow and inflow from
EU funds. On the contrary dividends outflow and negative koruna-euro interest rate differential might limit
the expected appreciation of the koruna, although the interest rate differential should narrow gradually.

From a short term point of view the future development of credit crises in the US attended by rising
risk aversion will be important for the koruna exchange rate. However, potential calming of hypo-crisis and
reopening of carry trades doesn’t have to lead automatically to the koruna depreciation, according to some
analysts. The reason is expected reduction of the negative koruna-euro interest rate differential.

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

actual data (avg.)
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The range of the domestic analysts’ estimates of koruna narrowed slightly, compared to August,
owing to faster decline in maximum estimate (=towards stronger koruna). The risks of stronger/weaker
koruna are concentrating mainly among the foreign factors.

5. Wages

wage growth in
Wage growth in Prediction for current year nextyear
X7 current year | next year Month of prediction %

min 6,7 4.5 I-07 6,3 6,1
average 7,5 7,2 -07 6,6 6,5
max 8,3 9,5 IvV-07 6,7 6,5
V-07 6,9 6,6
VI-07 7,5 7,1
VII-07 7,5 7,1
VIII-07 7,6 7,2
IX-07 7,5 7,2

In September, the analysts virtually kept their expectations of the nominal wage growth in 2007 to
7,5 % y/y and in 2008 to 7,2 % y/y. A good performance of domestic corporations, sustainable strong
economic growth and lower unemployment are fostering higher wage growth and give evidence of tighter
labour market conditions. No one analyst sent in its distinction between wage growth in the business sector
and in the non-business sector.

The range of forecast for the year 2007 remains virtually stable compared to August survey.
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