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I. SUMMARY

Nine domestic and three foreign analysts sent in their contributions to the first survey
of this year. The results show that the inflation forecast decreased further at the one-
year horizon. The Czech economy is expected to stagnate this year and could return to
growth next year. None of the analysts expects the 2W repo rate to change in
February; however, possible foreign exchange interventions and their potential
economic effects are increasingly being debated. The average IRS predictions returned
to growth after several months of decline. The exchange rate of the koruna is expected
to be flat in the month ahead and appreciate only to CZK 25 against the euro at the
one-year horizon. Nominal wage growth in 2013 will be even slower than expected in
December, but should accelerate gradually next year.
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We would like to thank everyone who contributed to this survey of financial market
inflation expectations.

Prague, 28 January 2013
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1. INFLATION

iR 3Y Prediction Horizon 1y 3Y 1y
January CPly/y CNB
2013 % Date of Prediction y/y CPI % %
minimum 1,5 1,4 I-12 2,1 2,1 4Q: 2,8
average 1,8 2,0 II-12 1,9 2,1 1Q: 1,6
maximum 2,2 2,5 IvV-12 2,4 2,2
V-12 2,5 2,2 2Q: 1,9
VIII-12 2,5 2,2 3Q: 2,3
X-12 2,4 2,2
XII-12 2,3 2,1 4Q: 2,3
I-13 1,8 2,0

Annual growth in the consumer price index slowed by 0.3 pp to 2.4% in December.
The average inflation forecast at the one-year horizon also recorded a significant
decrease, falling by 0.5 pp from the previous survey to 1.8%. Base effects stemming
from tax changes effective from the start of this year probably played a role. The
forecast for the three-year horizon also fell, albeit less sharply (0.1 pp). The range of
the forecasts narrowed at the one-year horizon due to a more pronounced decrease in
the maximum value, while the range of the three-year forecasts widened owing to a
larger decline in the minimum value.

Demand-pull pressures are still negative, and according to the analysts the prospect of
subdued household consumption fostering a negative output gap does not suggest that
they will rise much this year. Moreover, even if demand did recover, the analysts
believe that because the Czech Republic is a small open economy, it is more likely that
the current account will deteriorate than that consumer prices will come under major
pressure. The risk of deflation was even mentioned in some of the analysts’ comments.

CPI for 1Y: average and range of the predictions
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1. INFLATION

%

CPI: actual data and predictions of analysts (average) and of CNB for 1Y

4,0

3,0 -

2,0 -

A A

1,0

AAA

AAA

AAA AAAAAA
AAAAAA

AAAAAA

VIII-10 II-11 VIII-11 II-12 VIII-12 II-13 VIII-13

actual data
A CNB
analysts

%

2,60

2,20

1,80

1,40

1,00

CPI for 1Y: predictions of individual analysts

analysts

Czech National Bank / Financial Market Inflation Expectations - January 2013




I11. GROSS DOMESTIC PRODUCT

Prediction Horizon end of year

end of year current current+1Y
January current +1Y Date of Prediction % GDP Growth
2013 GDP % I-12 0,1 2,0
minimum -1,2 0,2 II-12 0,2 2,1
average 0,0 1,7 IVv-12 0,2 1,9
maximum 0,7 2,2 V-12 0,0 1,8
VIII-12 -0,7 1,2
X-12 -0,8 0,6
XII-12 -1,0 0,1
I-13 0,0 1,7

Compared to the previous survey, the GDP growth estimate decreased by 0.1 pp to
zero. Next year, by contrast, the economy could gradually accelerate to 1.7%. The
range of the forecasts for this year widened markedly owing to a sizeable decline in the
minimum value.

The analysts’ view of the evolution of the main expenditure components is broadly
unchanged. Only net exports and change in inventories are expected to have a positive
impact. Other components should again make negative contributions to GDP growth.
Household consumption will not rise before the labour market conditions improve and
the effects of fiscal restriction unwind. The negative contribution of the government
sector will probably not be as high as in the last two years, but a stronger pro-growth
effect will emerge only in 2014, partly in connection with the approaching
parliamentary elections.

GDP growth in the current year: average and range of the predictions
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IV. INTEREST RATES &6

iM 1y iM 1y iM 1Yy iM 1Y
January 2W Repo Rate 12M PRIBOR 5Y IRS 10Y IRS
2013 % % % %

minimum 0,05 0,05 0,83 0,78 0,80 0,90 1,30 1,45

average 0,05 0,12 0,87 1,01 0,88 1,33 1,44 1,90

maximum 0,05 0,50 0,90 1,30 1,05 1,50 1,60 2,15
Prediction Horizon iM 1Y iM 1y iM 1y iM 1y

2W Repo Rate 12M PRIBOR 5Y IRS 10Y IRS

Date of Prediction % % % %
I-12 0,75 0,73 1,72 1,83 1,74 2,36 2,23 2,77
II-12 0,75 0,85 1,74 1,92 1,71 2,32 2,20 2,75
Iv-12 0,75 0,88 1,78 1,97 1,81 2,46 2,23 2,83
V-12 0,69 0,71 1,74 1,84 1,58 2,22 2,01 2,63
VIII-12 0,45 0,31 1,44 1,47 1,16 1,59 1,73 2,18
X-12 0,24 0,23 1,07 1,15 1,10 1,58 1,67 2,13
XII-12 0,05 0,09 0,83 0,93 0,89 1,24 1,44 1,79
I-13 0,05 0,12 0,87 1,01 0,88 1,33 1,44 1,90

Actual indicator values as of forecast deadline
2WwW i2M 5Y 10Y
Repo Rate PRIBOR IRS IRS
16.1. 0,05% 0,86% 0,84% 1,42%

None of the analysts expects the 2W repo rate to be changed at the February meeting
of the CNB Bank Board. In the analysts’ opinion, the current monetary policy settings
are extremely relaxed but fully consistent with the current situation. In addition, the
timing and above all the impacts of potential foreign exchange interventions are
increasingly being debated.

According to most of the analysts, CNB key rates should not rise during the following
year either. Only three respondents expect them to increase at the one-year horizon.
Two of them believe that the 2W repo rate will stand at 0.25% in January, and one
foresees 0.50%. By contrast, some of the analysts do not expect monetary policy to be
tightened before the end of 2014.

The average 12M PRIBOR prediction rose at both monitored horizons. The one-month

IRS rate forecasts were almost flat, while a noticeable increase was recorded for the
one-year forecasts (9 bp for the 5Y IRS and 11 bp for the 10Y IRS).
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IV. INTEREST RATES

12M PRIBOR for 1Y: average and range of the predictions
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IV. INTEREST RATES

2W Repo Rate and 12M Pribor for 1Y: predictions of individual analysts
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V. EXCHANGE RATE

Prediction Horizon iM 1y iM 1y
Exchange Rate EUR/CZK January Exchange Rate
Date of Prediction 2013 CZK/EUR
I-12 25,69 24,18 minimum 25,40 24,50
II-12 25,15 24,08 average 25,57 25,02
IvV-12 24,79 23,91 maximum 25,80 25,65
V-12 25,44 24,17
VIII-12 25,20 24,50
X-12 24,89 24,51 Actual EUR/CZK as of forecast deadline
XII-12 25,37 24,93 || 16.1. [ 2558 |
I-13 25,57 25,02

The koruna’s exchange rate against the euro depreciated by CZK 0.32 to CZK 25.58
compared to the December survey. The analysts’ forecasts also shifted towards weaker
levels, albeit to a lesser extent. The exchange rate of the koruna should be flat around
CZK 25.57 against the euro in the month ahead and appreciate to only CZK 25.02 at
the one-year horizon. The one-year forecast thus exceeded CZK 25 for the first time.

An increasing number of analysts are mentioning foreign exchange interventions.
Although the CNB might discuss the commencement of such interventions at the
February meeting, most of the analysts believe that it will not take this step at the
current exchange rate levels. The main reasons include the CNB’s relative
conservatism, foreign policy constraints (possible concerns of trading partners) and the
relatively low efficiency that some of the analysts ascribe to the foreign exchange
interventions.

EUR/CZK for 1Y: average and range of the predictions
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V. EXCHANGE RATE
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VI. WAGES

end of year Prediction Horizon end of year

January current +1Y current current+1Y
2013 Wages % Date of Prediction % Wage Growth
minimum 1,10 1,80 I-12 2,2 3,0
average 2,01 2,59 1I-12 2,6 3,3
maximum 2,40 3,50 Iv-12 2,8 3,4
V-12 2,7 3,6
VIII-12 2,8 3,3
X-12 2,5 2,8
XII-12 2,3 2,3
I-13 2,0 2,6

The average nominal wage growth forecast for 2013 declined further, shifting from
2.3% to 2.0%. Next year the labour market should start to recover and wage growth
should pick up to 2.6%. However, an improvement had also been expected a year ago,
but this view was gradually revised.

The analysts who made a distinction between the forecast for wage growth in the
business sector and that in the non-business sector expect business sector wages to go
up by 2.0% and non-business sector wages to rise by only 1.0% this year.

Wage growth - end of the current year: average and range of the predictions
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