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I. SUMMARY

Ten domestic and three foreign analysts took part in the CNB’s June survey. The
annual inflation forecast decreased slightly. The analysts continued to downgrade their
expectations about this year’'s GDP quite significantly, while the estimate for next year
remained unchanged. None of the analysts in the June survey expects key interest
rates to be changed at the next CNB Board meeting or foreign exchange interventions
to be commenced immediately. The 12M PRIBOR forecast edged down, while the 5Y
and 10Y IRS forecasts recorded sizeable upward shifts. The expected koruna-euro
exchange rate again followed the current foreign exchange market trend and moved to
a stronger level at the one-month horizon. The forecast for the one-year horizon also
expects a slightly stronger koruna. The forecasted rate of nominal wage growth
deteriorated significantly for this year, while remaining unchanged for next year.
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1. INFLATION

1Yy 3Y Prediction Horizon 1y 3Y 1Yy
June CPly/y CNB
2013 % Date of Prediction y/y CPI % %
minimum 1,3 1,5 6-12 2,5 2,1 3Q: 2,3
average 1,6 2,1 10-12 2,4 2,2
maximum 2,0 2,5 12-12 2,3 2,1 4Q: 2,3
1-13 1,8 2,0
2-13 1,8 1,9 1Q: 1,7
3-13 1,7 1,9
5-13 1,7 2,0 20Q: 1,8
6-13 1,6 2,1

According to the CZSO, annual CPI inflation slowed to 1.3% in May. The analysts
lowered their average one-year inflation forecast by 0.1 pp to 1.6%, while the three-
year forecast again rose very slightly to 2.1%. Medium-term inflation expectations
thus remain anchored around the CNB’s inflation target. The range of the one-year
forecasts widened owing to an unchanged minimum value and a slight increase in the
maximum value. The two estimates at the three-year horizon shifted upwards, and
their range also widened slightly due to a larger shift in the maximum value.

Inflation remains subdued. The rise in the price level this year is due to indirect taxes
and growth in administered prices. According to the analysts, the prospect of growth in
demand-pull inflation will emerge only in late 2014/early 2015. The current decline in
inflation is being fostered by competition between mobile operators and gas companies
as well as by prices of commodities, most notably oil. By contrast, the koruna
exchange rate and food prices are pushing consumer prices upwards. The analysts
mention that commodity prices are hard to predict and very volatile.
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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

June current +1Y Date of Prediction % GDP Growth
2013 GDP % 6-12 -0,5 1,3
minimum -1,0 0,9 10-12 -0,8 0,6
average -0,7 1,8 12-12 -1,0 0,1
maximum -0,3 3,3 1-13 0,0 1,7
2-13 0,0 1,7

3-13 0,0 1,7

5-13 -0,3 1,8

6-13 -0,7 1,8

According to a revised estimate issued by the CZSO in early June, the domestic
economy contracted by 2.2% year on year in 2013 Q1 (the CZSO’s initial estimate had
been 1.9%). The size of the decline came as a very big surprise. The analysts lowered
their average forecast by 0.4 pp. According to their current estimate, GDP is expected
to contract by 0.7% this year. They still expect a recovery and economic growth of
1.8% next year. The range of the forecasts for this year narrowed significantly. The
analysts lowered both their minimum estimate and especially their maximum one. By
contrast, the range of the forecasts for next year widened markedly, with the minimum
estimate decreasing and the maximum increasing significantly.

The analysts emphasise that the situation is not unequivocally negative despite the
poor economic performance in Q1, as the fall in GDP is due mainly to a significant
reduction in inventories. By contrast, household consumption was surprisingly positive.
Conversely, a positive effect of inventories, a recovery in industry and a relaxation of
fiscal measures are expected in the months ahead. The June floods are expected to
have no major adverse impacts (except on agriculture). On the contrary, some positive
effect is possible from repairs of destroyed property and infrastructure.

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
June 2W Repo Rate 12M PRIBOR 5Y IRS 10Y IRS
2013 % % % %

minimum 0,05 0,05 0,70 0,75 1,00 1,00 1,40 1,60

average 0,05 0,10 0,76 0,92 1,12 1,44 1,63 2,03

maximum 0,05 0,25 0,80 1,20 1,20 1,70 1,70 2,40
Prediction Horizon iM 1Y iM 1Y iM 1Y iM

2W Repo Rate 12M PRIBOR 5Y IRS 100
Date of Prediction % % %
6-12 0,53 0,50 1,61 1,61 1,38 1,80 1,80
10-12 0,24 0,23 1,07 1,15 1,10 1,58 1,67
12-12 0,05 0,09 0,83 0,93 0,89 1,24 1,44
1-13 0,05 0,12 0,87 1,01 0,88 1,33 1,44
2-13 0,05 0,10 0,84 0,93 1,00 1,35 1,50
3-13 0,05 0,10 0,81 0,95 1,00 1,39 1,51
5-13 0,05 0,09 0,77 0,94 0,84 1,34 1,36
6-13 0,05 0,10 0,76 0,92 1,12 1,44 1,63
Actual indicator values as of forecast deadline
2W i2M 5Y 10Y
Repo Rate PRIBOR IRS IRS
12.6. 0,05% 0,76% 1,36% 1,81%

None of the respondents expects rates to be changed at the CNB’s monetary policy
meeting in June or foreign exchange interventions to be commenced.

12M PRIBOR rates have long remained stable and the forecast for them does not
indicate expectations of any major movements at either horizon (1M or 1Y). By
contrast, the 5Y and 10Y IRS forecasts shifted upwards. IRS market rates increased
sharply after the deadline for submitting forecasts, and their current levels are thus
even higher than those estimated by the analysts at the 1M horizon. The analysts
expect longer-term rates to increase by a further 10-14 bp compared to the May
survey. This is due to the current situation on the market, where yields and IRS rates
are rising globally on account of the announced change in Fed monetary policy.
However, given the weaker-than-expected economic recovery in the Czech Republic
and the EMU and the uncertainties relating to the debt crisis in Europe, some analysts
consider the room for a further rise in rates to be limited.
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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 June Exchange Rate
Date of Prediction 2013 CZK/EUR
6-12 25,57 24,40 minimum 25,60 24,70
10-12 24,89 24,51 average 25,75 25,13
12-12 25,37 24,93 maximum 26,10 25,70
1-13 25,57 25,02
2-13 25,39 25,11
3-13 25,49 25,14 Actual EUR/CZK as of forecast deadline
5-13 25,90 25,20 | 12.6. | 2567 |
6-13 25,75 25,13

The forecast for the EUR/CZK rate shifted towards a firmer koruna compared to the
previous survey, in line with the slight appreciation of the market rate. Some of the
analysts also revised their one-year forecast in the same direction, albeit to a lesser
extent. The average expected EUR/CZK rate at the one-year horizon moved by
CZK 0.07 to CZK 25.13 against the euro in June.

While one of the analysts expected the CNB to intervene against the koruna in May,
none of them now expects interventions to be commenced. They consider the koruna
to be fundamentally undervalued, although according to their comments an
appreciation is being prevented by the CNB’s rhetoric, with the central bank expressing
concern about the very low inflation. However, given the expected economic recovery,
the analysts see room for some appreciation of the koruna at the one-year horizon.

EUR/CZK for 1Y: average and range of the predictions
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V. EXCHANGE RATE | 10
EUR/CZK: actual data and prediction of analysts for 1Y
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VI. WAGES

end of year Prediction Horizon end of year
June current +1Y current current+1Y
2013 Wages % Date of Prediction % Wage Growth

minimum -0,50 2,20 6-12 2,8 3,2
average 1,53 2,78 10-12 2,5 2,8
maximum 2,80 3,30 12-12 2,3 2,3
1-13 2,0 2,6
2-13 2,4 3,0
3-13 2,2 2,9
5-13 1,9 2,8
6-13 1,5 2,8

The forecast for nominal wage growth this year recorded another decline. Wages are
expected to increase by only 1.5% overall in 2013, 0.4 pp less than in the previous
survey. Given the expected inflation rate, expected real wage growth is thus below
zero for the end of the year. The forecast for next year was unchanged — the analysts
estimate nominal wage growth at 2.8%.

The analysts who make a distinction between the forecasts for the business sector and
the non-business sector reduced the estimate for wage growth in the business sector
to 0.6% while leaving the estimate for the non-business sector at 1%o.

wage prediction (%)

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