CZECH CNB NATIONAL BANK

Measuring financial market inflation expectations — Results of the 103rd
measurement (November 2007)

Ten domestic and two foreign analysts sent in their predictions for inflation and other indicators to
the CNB’s November survey. Compared to the October survey, major changes were recorded only for the
exchange rate forecast. Despite the stronger koruna, however, the analysts expect CNB interest rates to rise
in the coming months. Eight analysts expect interest rates to be raised at the November monetary policy
meeting. However, expected interest rates at the 1Y horizon remain unchanged from the previous month. The
analysts predict that faster wage growth will be offset by the stronger koruna and will not lead to an
acceleration of demand-pull inflationary pressures. The GDP forecast remains unchanged for 2007 and 2008.

1. Inflation
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Growth in the inflation forecast at the 1Y horizon came to a halt. In November, the analysts expected
inflation to stand at 4.3% year on year at the 1Y horizon, unchanged from October. The inflation expectations at the
three-year horizon rose by 0.1 percentage point to 2.6%, owing chiefly to the inclusion of a new analyst, who expects
inflation of 3.5% year on year at the three-year horizon The inflationary factors next year will mainly include growth
in regulated prices (in 2008: gas, rents, heat supply, water supply, sewerage collection charges and electricity) and
indirect taxes (a rise in the lower VAT rate and higher excise duty on cigarettes under the approved fiscal reform)
and higher food prices. The appreciating koruna will act in the opposite direction.

The range of the inflation forecast at the one-year horizon widened compared to October (see the chart)".
This was due to a decrease in the minimum estimate of expected inflation (from 3.5% to 3.2% year on year) as well
as a slight increase in the maximum estimate (from 5.1% to 5.2% year on year).

annual CPI CNB
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2. Gross domestic product
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In November, the analysts left the GDP growth estimate at 5.8% year on year in 2007 and at 4.7%
year on year in 2008. Expected household consumption growth — due to expected strong wage growth, lower
unemployment and increasing household indebtedness — remains the main driver. However, some of the
analysts expect consumer demand to slow at the end of 2007, owing to a lower expansion in lending.
Household consumption is expected to slacken further in 2008 as a result of the approved reform package,
which will reduce social benefits and raise the lower VAT rate. Lower income tax will fail to offset this
decline. By contrast, investment should grow faster in 2008, thanks to stronger inflows from EU funds and
FDI inflow (Hyundai).

The range of the estimates of GDP growth this year was the same as in October. The range for 2008
widened, as the maximum estimate increased due to the inclusion of a new analyst.

3. Interest rates

X1-07 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 3.65 3.90 4.08 4.20 4.40 4.30
average 3.42 3.85 3.94 4.1 4.25 4.48 4.49 4.74
max. 3.50 4.25 4.10 4.45 4.40 5.00 4.70 5.30

The expected short-term rates at the one-year horizon were virtually unchanged from October. At the
one-month horizon, however, they picked up slightly due to a growing probability of an increase in CNB
interest rates in November. Eight of the twelve analysts expect the CNB to tighten monetary policy by 25
basis points to 3.50% this month; the other analysts expect rates to remain unchanged. The expectations of an
interest rate increase despite the strong koruna are due chiefly to the central bank’s communications. The 2W
repo rate is expected to be around 3.75% at the one-year horizon, the same as a month ago.

The range of the forecast for the 2W repo rate at the one-year horizon remained stable, with one
analyst expecting a rise to 4.25%. The range of the forecast for the 12M PRIBOR was also stable. The
koruna exchange rate and expected ECB monetary policy after the mortgage crisis eases pose a risk of slower
growth in 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 — was the same as in October at 26 basis points.



The expected long-term rates at the one-year horizon rose slightly compared to October. However, the
changes are marginal, with the forecasts for 5Y and 10Y rates being around 4.50% and 4.70% respectively
over the last six months. The situation on foreign markets and the size of primary issues of government bonds
(euro versus koruna issues) remain the main factors.

The range of the forecast for 5Y and 10Y yields at the one-year horizon narrowed compared to
October, due mainly to a higher minimum estimate. A pick-up in inflation resulting from a potential lowering
of interest rates to prevent the financial crisis spilling over into the real economy poses a risk of higher interest

rates.
2W repo rate 12M PRIBOR 5Y IRS 10Y IRS
Prediction for 1M 1Y 1M 1Y 1M 1Y 1M 1Y
Month of prediction % % % %
X-06 2.50 3.13 3.01 3.43 3.51 3.91 3.79 4.11
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
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
x07 3.33 3.83 3.85 4.09 4.21 4.42 4.51 4.64
X-07 3.42 3.85 3.94 4.11 4.25 4.48 4.49 4.74
Actual values of indicators on the day of deadline for forecasts
2W repo rate 12M PRIBOR 5Y IRS 10Y IRS
15.11. 3.25% 4.00% 4.26% 4.41%
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4. The exchange rate
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In November, the analysts expected a koruna exchange rate of around EUR 26.47/CZK at the one-
year horizon, i.e. around CZK 0.50 stronger than in October. The expected nominal appreciation at the one-
year horizon decreased from 2% to 0.6% owing to the appreciation of the koruna. The main factors of the
long-term appreciation trend of the koruna include real and nominal convergence. The medium-term
appreciation factors include the improving trade balance and inflows of FDI and EU funds, while the
depreciation factors include outflows of dividends and the negative EUR - CZK interest rate differential,
which, however, should decline over time.

However, the analysts expect a depreciation of the koruna at the one-month horizon. According to the
analysts, its recent appreciation, attributed mainly to the weakening of the dollar and demand for the
koruna as a safe haven, is exaggerated and the koruna should depreciate as the dollar returns to a slightly
stronger level.
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The range of the domestic analysts’ estimates widened compared to the October survey (see the
chart). This was due to a sharper decline in the minimum figure (towards a stronger koruna). A rapid
narrowing of the koruna-euro interest rate differential and a continuing depreciation of the dollar due to
interest rate cuts by the Fed pose a risk of a stronger koruna.

5. Wages

wage growth in
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07 current year | next year Month of prediction %

min 7.0 6.5 l1-07 6.6 6.5
average 7.6 7.8 IvV-07 6.7 6.5
max 8.5 9.7 V-07 6.9 6.6
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In November, the analysts increased their nominal wage growth estimate to 7.6% year on year in
2007 and to 7.8% year on year in 2008. Over the course of this year, the forecast for wage growth has
already been raised by 1.3 percentage points for 2007 and by 1.7 percentage points for 2008. The expected
wage growth is due to favourable results of domestic corporations, sustained strong growth in the domestic
economy and falling unemployment, which suggests increasingly tight conditions in the labour market.

The range of the domestic analysts’ forecast for 2007 narrowed compared to the October survey
due to an increase in the minimum estimate, and remained unchanged for 2008.
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