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I. SUMMARY

Ten domestic and four foreign analysts took part in the CNB’s May survey. The results
reveal that the one-year inflation forecast was unchanged. The analysts’ opinion on
Czech GDP growth this year worsened, but a slightly faster recovery is expected next
year. At the same time, none of the analysts expects key interest rates to be changed
in June. Only one admits that foreign exchange interventions may be commenced on
the same date. The 12M PRIBOR and 5Y and 10Y IRS forecasts recorded mixed but
negligible changes. The expected koruna-euro exchange rate again followed the
current foreign exchange market trend and depreciated at the one-month horizon, but
was little changed at the one-year horizon. The expected rate of nominal wage growth
decreased again in both years under analysis.
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We would like to thank everyone who contributed to this survey of financial market
inflation expectations.

Prague, 22 May 2013
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1. INFLATION

1Y 3Y Prediction Horizon 1Y 3Y 1Yy
May CPly/y CNB
2013 % Date of Prediction y/y CPI % %
minimum 1,3 1,4 V-12 2,5 2,2 3Q: 2,3
average 1,7 2,0 X-12 2,4 2,2
maximum 1,9 2,3 Xl-12 2,3 2,1 4Q: 2,3
1-13 1,8 2,0
11-13 1,8 1,9 1Q: 1,7
11-13 1,7 1,9
IvV-13 1,7 1,9 2Q: 1,8
V-13 1,7 2,0

According to the CZSO, annual CPI inflation remained at 1.7% in April. The analysts’
one-year average forecast was also unchanged at 1.7%. The three-year forecast rose
slightly to 2%. Medium-term inflation expectations are thus very well anchored at the
CNB’s inflation target. The range of the one-year forecasts narrowed owing to an
increase in the minimum estimate and a decrease in the maximum estimate. No
change was recorded at the three-year horizon.

The analysts expect inflation to slow a little further, but do not expect deflation.
Although household consumption is not expected to decline as much as it did last year,
demand-pull inflation is not expected to go up. Food prices and changes to indirect
taxes will also have a less inflationary effect than in 2012. Consumer price inflation will
thus be driven by the current evolution of the koruna exchange rate. There is
considerable uncertainty about the impacts of koruna oil prices, as they are difficult to
predict.

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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CPI for 1Y: predictions of individual analysts
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I11. GROSS DOMESTIC PRODUCT

end of year
May current +1Y
2013 GDP %
minimum -0,7 1,3
average -0,3 1,8
maximum 0,4 2,2

Prediction Horizon end of year
current current+1Y
Date of Prediction %0 GDP Growth
V-12 0,0 1,8
X-12 -0,8 0,6
XI-12 -1,0 0,1
1-13 0,0 1,7
11-13 0,0 1,7
11-13 0,0 1,7
1IV-13 -0,1 1,7
V-13 -0,3 1,8

According to the CZSO’s preliminary estimate, the domestic economy contracted by
1.9% year on year in 2013 Q1. The size of the decline came as a big surprise, so the
analysts’ average forecast moved downwards by 0.2 pp. GDP is therefore expected to
contract by 0.3% this year. By contrast, a slightly faster recovery is expected next
year, with the domestic economy growing by 1.8%. The range of the forecasts for
2013 widened owing to a decrease in the minimum estimate, whereas the forecasts for
2014 narrowed due to a rise in the minimum estimate.

The coming months, however, may see a further increase in the expected contraction
of the Czech economy, as the analysts probably have not yet all incorporated the
current unfavourable GDP data into their forecasts. On the other hand, some of them
may believe that the CZSO’s preliminary estimate will be revised significantly.
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IV. INTEREST RATES &6

iM 1Y iM 1Y iM 1Y iM 1Y
May 2W Repo Rate 12M PRIBOR 5Y IRS 10Y IRS
2013 %0 %o % %o
minimum 0,05 0,05 0,70 0,75 0,80 0,98 1,27 1,55
average 0,05 0,09 0,77 0,94 0,84 1,34 1,36 1,89
maximum 0,05 0,25 0,80 1,20 0,90 1,55 1,50 2,30
Prediction Horizon iM 1Y iM 1Y iM 1Y iM 1Y
2W Repo Rate 12M PRIBOR 5Y IRS 10Y IRS
Date of Prediction % % % %
V-12 0,69 0,71 1,74 1,84 1,58 2,22 2,01 2,63
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
IV-13 0,05 0,10 0,79 0,93 0,86 1,36 1,36 1,84
V-13 0,05 0,09 0,77 0,94 0,84 1,34 1,36 1,89

Actual indicator values as of forecast deadline

2w i12M 5Y 10Y
Repo Rate PRIBOR IRS IRS
15.5. 0,05% 0,76% 0,81% 1,31%

All the analysts now believe that key rates will not be changed at the next monetary
policy meeting. Most of them also do not expect monetary policy to be relaxed in any
alternative way in June. Only one respondent admits that foreign exchange
interventions may be commenced.

12M PRIBOR market rates have not changed since mid-April. The decline in the 5Y and
10Y IRS was negligible (-1 bp). The analysts’ forecasts did not show any major
changes either (ranging from -2 to +5 bp). According to the analysts, the main risk to
the current IRS outlook is a weaker-than-expected economic recovery in the Czech
Republic and the EMU or an escalation of the European debt crisis.
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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 May Exchange Rate
Date of Prediction 2013 CZK/EUR
V-12 25,44 24,17 minimum 25,60 24,50
X-12 24,89 24,51 average 25,90 25,20
XI-12 25,37 24,93 maximum 26,50 25,80
1-13 25,57 25,02
11-13 25,39 25,11
11-13 25,49 25,14 Actual EUR/CZK as of forecast deadline
IV-13 25,71 25,18 || 15.5. [ 26,01 |
V-13 25,90 25,20

The koruna depreciated by CZK 0.14 against the euro between mid-April and the cut-
off date of the May survey. The analysts’ average one-month forecast naturally had to
react and shifted by CZK 0.19 towards weaker values. Only a negligible change (of
CZK 0.02 to CZK 25.20) was made at the one-year horizon.

In April, no analyst was expecting the Bank Board to decide to commence foreign
exchange interventions at its next meeting. This time, one analyst admits this
possibility given the weakness of the domestic economy and the efforts to support
growth. By contrast, some are of the opinion that foreign exchange interventions
would not have the desired pro-growth effect and the CNB will therefore not
commence them regardless of the recently released worse GDP macrodata.

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

May current +1Y current current+1Y
2013 Wages % Date of Prediction % Wage Growth
minimum 0,90 2,20 V-12 2,7 3,6
average 1,93 2,84 X-12 2,5 2,8
maximum 2,80 3,50 X11-12 2,3 2,3
1-13 2,0 2,6
11-13 2,4 3,0
1-13 2,2 2,9
1IV-13 2,1 2,9
V-13 1,9 2,8

The forecasts for nominal wage growth decreased again. In line with the change in
opinion on GDP growth, the estimate for this year saw a larger shift. Wages are
expected to increase by only 1.9% overall in 2013, 0.2 pp less than in the previous
survey. Given the expected inflation rate, expected real wage growth is thus slowly
approaching zero. The forecast for next year also saw another slight correction and
nominal wage growth should thus drop to 2.8%.

As in April, the analysts who made a distinction between the forecast for wage growth
in the business sector and that in the non-business sector believe that wages will grow
by 2.4% in the business sector and by only 1% in the non-business sector this year.

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