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I. SUMMARY

Nine domestic and two foreign analysts took part in the CNB’s March survey. The
respondents believe on average that inflation will rise more slowly at the one-year
horizon. No change was recorded for expected GDP growth. The monetary policy
settings are not expected to be changed at the CNB Board meeting in March either.
However, the views regarding the possibility of foreign exchange interventions being
commenced at the next meeting have started to diverge slightly. The forecast for the
koruna’s exchange rate was again affected by current foreign exchange market
developments, and a more gradual appreciation is expected than in the previous
survey. Nominal wages are expected to rise more slowly in the two years under study
than expected in February.
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We would like to thank everyone who contributed to this survey of financial market
inflation expectations.

Prague, 19 March 2013
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1. INFLATION

1y 3Y Prediction Horizon 1y 3Y 1y
March CPly/y CNB
2013 % Date of Prediction y/y CPI % %
minimum 1,3 1,3 1-12 2,2 2,2 1Q: 1,6
average 1,7 1,9 IvV-12 2,4 2,2
maximum 2,0 2,2 VilI-12 25 2,2 3Q: 2,3
X-12 2,4 2,2
XI-12 2,3 2,1 4Q: 2,3
1-13 1,8 2,0
11-13 1,8 1,9 1Q:,7
1H-13 1,7 1,9

Disinflation continues in the Czech Republic. The consumer price index recorded its
smallest year-on-year increase since August 2011 (1.7% in February).

The average annual inflation forecast based on the March survey fell by 0.1 pp to
1.7%. The analysts’ views were unchanged at the three-year horizon and their
expectations remain at 1.9%. The range of the forecasts was unchanged from the
previous survey. Both the minimum and maximum values were the same at the one-
year horizon, while both extreme values shifted 0.1 pp downwards at the three-year
horizon.

Consumer price inflation will continue to be dampened by negative demand-pull
inflation. By contrast, the analysts consider the koruna’s weaker exchange rate and
growth in prices of food and administered items to be the main upside factors for
inflation. Despite this, headline inflation is expected to remain in the tolerance band
slightly below the CNB’s inflation target over the coming three years.

CPI for 1Y: average and range of the predictions
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1. INFLATION
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I11. GROSS DOMESTIC PRODUCT

Prediction Horizon end of year

end of year current current+1Y
March current +1Y Date of Prediction % GDP Growth
2013 GDP % 1n-12 0,1 2,0
minimum -0,4 0,9 1vV-12 0,2 1,9
average 0,0 1,7 V-12 0,0 1,8
maximum 0,4 2,2 X-12 -0,8 0,6
XI11-12 -1,0 0,1
1-13 0,0 1,7
11-13 0,0 1,7
11-13 0,0 1,7

The analysts’ view of the domestic economy this year and the next remained stable for
the third consecutive month. The analysts still expect the Czech economy to grow by
1.7% next year after stagnating this year. The range of the forecasts for this year
narrowed slightly owing to a decline in the maximum value, while that for 2013
remained unchanged.

The analysts believe, based on the latest domestic macro-data, that foreign trade will
remain the driver of the Czech economy. The signs of recovery in Germany are a
positive signal and should encourage domestic industry. Given the evolution of
consumer confidence, some stabilisation might be recorded for household
consumption, which might no longer show as large a fall as last year, although it will
continue to be burdened by a high unemployment rate. Fiscal policy is also unlikely to
have such a large negative impact on GDP growth in 2013 as in 2011 and 2012. It
might even record a positive contribution to growth in 2014 (an election year).

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
March 2W Repo Rate 12M PRIBOR 5Y IRS 10Y IRS
2013 % % %
minimum 0,05 0,05 0,77 0,70 0,90 1,15 1,45 1,65
average 0,05 0,10 0,81 0,95 1,00 1,39 1,51 2,01
maximum 0,05 0,25 0,90 1,20 1,10 1,60 1,60 2,23
Prediction Horizon iM 1Y iM 1Y iM 1Y iM 1Y
2W Repo Rate 12M PRIBOR 5Y IRS 10Y IRS
Date of Prediction % % % %
1-12 0,75 0,86 1,69 1,89 1,84 2,41 2,24 2,78
IvV-12 0,75 0,88 1,78 1,97 1,81 2,46 2,23 2,83
VII-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
XI-12 0,05 0,09 0,83 0,93 0,89 1,24 1,44 1,79
1-13 0,05 0,12 0,87 1,01 0,88 1,33 1,44 1,90
11-13 0,05 0,10 0,84 0,93 1,00 1,35 1,50 1,93
1-13 0,05 0,10 0,81 0,95 1,00 1,39 1,51 2,01

Actual indicator values as of forecast deadline

2w i2M 5Y 10Y
Repo Rate PRIBOR IRS IRS
13.3. 0,05% 0,78% 0,96% 1,46%

According to the analysts, key interest rates will not be changed at the CNB Board
meeting in March. Moreover, ten of the eleven analysts expect the CNB not to ease
monetary policy in any other way.

The change in the average monthly estimate of the 12M PRIBOR (-3 bp) again virtually
copies the decline in corresponding rates on the market (-4 bp) observed since the
previous survey. On the other hand, the forecast for the 12M PRIBOR rose slightly at
the one-year horizon (2 bp).

The market 5Y IRS rate was unchanged from February, while the 10Y IRS rate fell by
12 bp. The analysts’ one-month IRS forecasts remained unchanged, while the one-year
forecasts increased slightly. The 5Y IRS and 10Y IRS expectations increased by 4 bp

and 8 bp respectively.
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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 1Yy
Exchange Rate EUR/CZK March Exchange Rate
Date of Prediction 2013 CZK/EUR
11-12 24,77 24,05 minimum 25,40 24,30
IV-12 24,79 23,91 average 25,49 25,14
VIII-12 25,20 24,50 maximum 25,70 26,00
X-12 24,89 24,51
XI-12 25,37 24,93
1-13 25,57 25,02 Actual EUR/CZK as of forecast deadline
11-13 25,39 25,11 || 13.3. [ 2563 |
1-13 25,49 25,14

The CZK 0.13 depreciation of the euro-koruna exchange rate, to which the outcome of
the parliamentary elections in Italy probably contributed, was reflected in the analysts’
forecasts. The one-month forecast naturally showed greater sensitivity to the market
changes. By mid-April, the koruna is expected to appreciate to CZK 25.49 against the
euro, which is CZK 0.10 weaker than the analysts had expected for the one-month
forecast in February. The koruna is expected to move to CZK 25.14 against the euro at
the one-year horizon; the forecast has thus not moved very far from its February level
(CZK 25.11 against the euro).

The debate regarding the commencement of CNB interventions on the foreign
exchange market is still alive. However, only one of the respondents admits that
interventions will, with 50% probability, be launched at the March meeting. Another
respondent believes that the probability of the CNB entering the foreign exchange
market has decreased. He supports his argument with reference to better macro-data
published in recent weeks. In this context, the CNB might moderate its rhetoric and
this might subsequently shift the koruna to slightly stronger levels. On the other hand,
the koruna might weaken as a result of payments of dividends abroad, which are
usually made in the spring.

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

March current +1Y current current+1Y
2013 Wages % Date of Prediction % Wage Growth
minimum 2,00 2,10 1-12 2,6 3,3
average 2,20 2,91 Iv-12 2,8 3,4
maximum 2,50 3,50 V-12 2,7 3,6
X-12 2,5 2,8
XI1-12 2,3 2,3
1-13 2,0 2,6
11-13 2,4 3,0
1-13 2,2 2,9

The analysts’ opinion about nominal wages deteriorated slightly compared to February.
A slightly greater shift was recorded for the estimate for this year. Wages are thus
expected to go up by just 2.2% this year (i.e. 0.2 pp more slowly than predicted in the
previous survey) and by 2.9% in 2014 (i.e. 0.1 pp less than in the previous survey).

The analysts who made a distinction between the forecast for nominal wage growth in
the business sector and that in the non-business sector expect wages to grow by 2.4%
in the business sector and by just 1% in the non-business sector in 2013.

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