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I. SUMMARY

Ten domestic and two foreign analysts sent in their contributions to the February
survey. Its results show that neither the annual inflation forecast nor expected GDP
growth changed from January. None of the analysts expects monetary policy to ease in
March, and exchange rate interventions are not expected to commence either.
According to most of the respondents, the two-week repo rate should remain close to
zero during the next year. The forecasts for the 12-month PRIBOR saw only minor
downward changes. The IRS predictions are affected by the recent surprising rise in
market rates. The koruna is expected to strengthen slightly in March, but its
appreciation over the following twelve months will be slower than expected in the
previous survey. Nominal wages are expected to grow faster this year and the next.
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1. INFLATION

1Y 3Y Prediction Horizon 1y 3Y 1y
February CPly/y CNB
2013 % Date of Prediction y/y CPI % %
minimum 1,3 1,4 I1-12 1,9 2,1 1Q: 1,6
average 1,8 1,9 v-12 2,4 2,2
maximum 2,0 2,3 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
II-13 1,8 1,9 1Q:1,7

Annual inflation decreased markedly again in January (by 0.5 pp to 1.9%). CPI growth
fell below the 2% level for the first time since September 2011, but is still within the
tolerance band around the CNB's inflation target. This slowdown is largely due to a
high comparison base from January 2012, when the lower VAT rate was increased.

This situation was probably anticipated by the analysts. The average annual forecast
did not react to the current inflation data and both expected inflation (1.8%) and the
range of the forecasts remained at their previous levels. The three-year forecast
recorded a slight decline (of 0.1 pp to 1.9%) and the range narrowed at the same time
owing to a decrease in the maximum estimate.

The annual inflation rate is expected to decline gradually this year. This is chiefly due
to persisting negative demand pressures. By contrast, the fall in prices could be slowed
by depreciation of the koruna or a rise in food prices or administered prices.

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
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I11. GROSS DOMESTIC PRODUCT

Prediction Horizon end of year

end of year current current+1Y
February current +1Y Date of Prediction % GDP Growth
2013 GDP % I1-12 0,2 2,1
minimum -0,4 0,9 Iv-12 0,2 1,9
average 0,0 1,7 V-12 0,0 1,8
maximum 0,5 2,2 VIII-12 -0,7 1,2
X-12 -0,8 0,6
XII-12 -1,0 0,1
I-13 0,0 1,7
I1-13 0,0 1,7

The average view of the evolution of the domestic economy was unchanged from the
January survey. Czech GDP is expected to be flat this year and grow by 1.7% in 2014.
The range of the forecasts narrowed noticeably for both monitored years, mainly
because of an increase in the minimum estimates.

Net exports should remain the main factor preventing the Czech economy from
contracting this year. Besides a weaker koruna, export activity should be boosted by
an improving economic situation in Germany. The contribution of net exports to GDP
growth should also be quite significant in 2014. According to the analysts, the
contribution of government expenditure to growth will be positive this year, but will not
move too far from zero. By contrast, household consumption and fixed investment will
again have a negative effect on Czech GDP growth because of worsening labour
market conditions, low production capacity utilisation and weak demand.

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 1Y iM 1Y
February 2W Repo Rate 12M PRIBOR 5Y IRS 10Y IRS
2013 % % % %

minimum 0,05 0,05 0,80 0,75 0,90 1,00 1,30 1,50

average 0,05 0,10 0,84 0,93 1,00 1,35 1,50 1,93

maximum 0,05 0,25 0,90 1,20 1,10 1,50 1,62 2,20
Prediction Horizon iM 1Yy iM 1y iM 1Y iM 1Yy

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

Date of Prediction % % % %
II-12 0,75 0,85 1,74 1,92 1,71 2,32 2,20 2,75
IvV-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
II-13 0,05 0,10 0,84 0,93 1,00 1,35 1,50 1,93

Actual indicator values as of forecast deadline
2W i2M 5Y 10Y
Repo Rate PRIBOR IRS IRS
22.2. 0,05% 0,82% 108,00% 1,58%

None of the analysts expects the CNB’s two-week repo rate to change in March. All of
the respondents also believe that monetary policy will not be relaxed further in any

other way.

The 12-month PRIBOR market rate fell by 4 bp from the previous survey. The one-
month forecast of the 12M PRIBOR saw a very similar change. At the one-year horizon,
the decline in the average forecast was somewhat larger (8 bp).

The one-month IRS forecasts have been strongly affected by the recent rise in market
rates (24 bp for 5Y and 16 bp for 10Y). Its size seems to have surprised the analysts,
who consequently expect a minor correction at the one-month horizon. The moderate
increase in the one-year IRS forecasts, which started in January, continued.
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IV. INTEREST RATES

12M PRIBOR for 1Y: average and range of the predictions
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5Y IRS 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 February Exchange Rate
Date of Prediction 2013 CZK/EUR
1I-12 25,15 24,08 minimum 25,00 24,30
IvV-12 24,79 23,91 average 25,39 25,11
V-12 25,44 24,17 maximum 25,66 26,00
VIII-12 25,20 24,50
X-12 24,89 24,51
XII-12 25,37 24,93 Actual EUR/CZK as of forecast deadline
I-13 25,57 25,02 || 22.2. | 25,50 |
II-13 25,39 25,11

The koruna appreciated by just CZK 0.08 to CZK 25.50 against the euro compared to
the January survey. However, the analysts’ average one-month forecast shifted to a
stronger level (by CZK 0.18). By contrast, the one-year forecast was revised further
towards weaker levels (by CZK 0.09 to CZK 25.11).

Although the analysts are speculating strongly about the technical details of potential
foreign exchange interventions, none of them expects these to be commenced at the
next Bank Board meeting. On the contrary, some of the analysts believe the CNB will
not be forced to take this step at all if there is no direct risk of deflation. If, however,
the CNB does commence foreign exchange interventions, the koruna could depreciate
to CZK 26 against the euro. Conversely, a stronger economic recovery in the EMU or a
surprising rise in domestic demand might foster faster appreciation.

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

end of year Prediction Horizon end of year

February current +1Y current current+1Y
2013 Wages % Date of Prediction % Wage Growth
minimum 1,90 2,10 I1-12 2,6 3,3
average 2,36 2,96 Iv-12 2,8 3,4
maximum 3,00 4,20 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
I1-13 2,4 3,0

The average nominal wage growth forecasts are noticeably more optimistic than in
January. The expected growth rate has increased by 0.4 bp in both years under
review. The situation of employees should thus improve by 2.4% this year (compared
to 2.0% in January) and by 3.0% next year (compared to 2.6%).

The analysts who made a distinction between the forecast for wage growth in the
business sector and that in the non-business sector expect wages in the business
sector to grow by 2.1% this year and by 2.9% next year, whereas those in the non-
business sector will rise by only 0.8% in 2013 and by 1.0% in 2014.

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

3,0 4,5
~
4,0 s
q D
< 3,5 =
S 25 3,0 S
F=] =]
K 2,5 kY
H ?
5 20§
o 20 1,5 s
)]
g 1,0 ga
0,5 ©

1,5 0,0

IX-10 II-11 IX-11 III-12 IX-12

I average range of predictions (right axis) ‘

Czech National Bank / Financial Market Inflation Expectations - February 2013



