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I. SUMMARY | 2

Nine domestic and three foreign analysts sent in their contributions to the July survey.
The results reveal that the inflation forecast was unchanged at the one-year horizon.
By contrast, the opinion on the growth of the domestic economy deteriorated again.
None of the analysts expects key interest rates to be changed at the next CNB Board
meeting. Similarly, most of them do not expect foreign exchange interventions to be
commenced in August. Whereas the forecasts for PRIBOR reference rates fell slightly,
those for swap IRS rates increased. Nominal wages are expected to grow much less

this year and the next than forecasted in June.
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We would like to thank everyone who contributed to this survey of financial market

inflation expectations.

Prague, 23 July 2013
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1. INFLATION

1y 3Y Prediction Horizon 1y 3Y 1y
July CPly/y CNB
2013 % Date of Prediction y/y CPI % %
minimum 1,2 1,4 Vil-12 2,5 2,2 3Q: 2,3
average 1,6 2,1 X-12 2,4 2,2
maximum 21 2,7 Xll-12 2,3 21 4Q: 2,3
1-13 1,8 2,0
11-13 1,8 1,9 1Q: 1,7
1-13 1,7 1,9
VI-13 1,6 21 2Q: 1,8
VII-13 1,6 2,1

According to CZSO data, annual CPI inflation was 1.6% in June, 0.3 pp higher than in
May. However, the increasing growth rate is not yet reflected in the analysts’ average
forecasts, which are unchanged from the previous survey. Inflation is thus expected to
be 1.6% next year and 2.1% three years later. The range of forecasts at the two
monitored horizons widened owing to a decline in the minimum value and a rise in the

maximum value.

The current negative demand-pull inflation should persist this year. According to some
analysts, it could turn positive in 2014 H2. Nonetheless, it will not be as high as before
the crisis. In addition, a rise in household consumption would probably be reflected not
only in price pressures in the small open Czech economy, but also in a worse current

account balance.
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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
July current +1Y Date of Prediction %0 GDP Growth
2013 GDP % VII-12 -0,6 1,2
minimum -1,2 13 X-12 -0,8 0,6
average -0,8 1,7 Xl-12 -1,0 0,1
maximum -0,6 2,2 1-13 0,0 1,7
11-13 0,0 1,7
111-13 0,0 1,7
VI-13 -0,7 1,8
VII-13 -0,8 1,7

The analysts’ view of Czech GDP growth worsened again (by 0.1 pp in both periods
under review). They expect the economy to decline by 0.8% on average this year and
grow by only 1.7% in 2014. The range of the forecasts for both this year and the next
narrowed due to a larger decline in the maximum estimates.

The analysts’ forecasts were probably adversely affected by the surprisingly large GDP
contraction in 2013 Q1, underlying which was a marked fall in inventories. The
analysts interpret this as a sign of an upcoming economic recovery. They believe it to
be a consequence of higher consumer demand than businesses had expected.
Inventories could have a positive effect in the quarters ahead. In addition, a recovery
of the German economy could start to stimulate domestic exports. Nonetheless,
external factors, particularly the EMU debt crisis, are still considered to be the biggest
risk to future economic growth in the Czech Republic.
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IV. INTEREST RATES &6

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

minimum 0,05 0,06 0,36 0,70 1,20 1,30 1,70 1,85

average 0,05 0,08 0,71 0,86 1,37 1,65 1,85 2,24

maximum 0,05 0,25 0,80 1,00 1,50 2,10 1,95 2,70
Prediction Horizon M 1y iM 1Yy M 1y M 1y

2WRepo Rate 12M PRIBOR 5Y IRS 10Y1IRS

Date of Predidion % % % %
ViI-12 0,48 0,58 1,48 1,61 1,38 1,84 1,80 2,30
X-12 0,24 0,23 1,07 1,15 1,10 1,58 1,67 2,13
Xll-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 1,010 0,88 1,33 1,44 1,90
11-13 0,05 0,10 0,34 0,93 1,00 1,35 1,50 1,93
11-13 0,05 0,10 0,81 0,95 1,00 1,39 1,51 2,01
VI-13 0,05 0,10 0,76 0,92 1,12 1,44 1,63 2,08
VII-13 0,05 0,08 0,71 0,86 1,37 1,65 1,85 2,24

Actual indicator values as of forecast deadline
2W 12M 5Y 10Y
Repo Rate PRIBOR IRS IRS
15.7. 0,05% 0,74% 1,54% 1,91%

None of the respondents expects the CNB Board to change its key interest rates at its
August meeting. Only two analysts expect the two-week repo rate to be increased to
0.25%. The others believe that this key rate will remain at the present level.

The average forecast for the 12M PRIBOR rate decreased at both time horizons under
review (by 5 bp at 1M and by 6 bp at 1Y). By contrast, the IRS rate predictions rose
significantly (by 21-25 bp). This exceeds the rise in actual rates on the market from
the previous survey (18 bp for 5Y IRS and 10 bp for 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 July Exchange Rate
Date of Prediction 2013 CZK/EUR
VII-12 25,43 24,43 minimum 25,65 24,70
X-12 24,89 2451 average 25,89 25,21
XI-12 25,37 24,93 maximum 26,00 25,70
1-13 25,57 25,02
11-13 25,39 2511
11-13 25,49 25,14 Actual E CZK as of forecast deadline
VI-13 25,75 25,13 | 15.7. 26,02
VII-13 25,89 25,21

The koruna depreciated by CZK 0.35 against the euro compared to the previous
survey. This probably again affected the analysts’ opinions, but the change in their
forecasts was not as big as the market exchange rate depreciation. The average
forecast shifted by CZK 0.14 to CZK 25.89 at the 1M horizon. The analysts thus expect
that the koruna will not tend to stay above CZK 26/EUR. The change was even smaller
at the 1Y horizon. The koruna exchange rate should appreciate very slowly towards
CZK 25.21/EUR over the next 12 months, just 0.08 lower than in the June survey.

Most of the analysts do not expect the CNB Board to commence foreign exchange
interventions at its August meeting. Only one analyst admits this is possible, and with
a probability of only 50%. According to some analysts, foreign exchange interventions
are not being launched because of their ineffectiveness. On the one hand,
a depreciation of the koruna would increase the pressure on import prices and
inflation, but on the other hand it may have an adverse effect on household demand,
which was one of the main causes of the 2012 recession. They see more justification
for interventions only when there is a threat of deflation or a risk of an even deeper
economic contraction. This is not the case at present, however.
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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

July current +1Y current current+1Y
2013 Wages % Date of Prediction % Wage Growth
minimum -0,50 1,20 VII-12 2,8 2,9
average 1,13 2,53 X-12 2,5 2,8
maximum 2,80 3,20 XIl-12 2,3 2,3
1-13 2,0 2,6
11-13 2,4 3,0
11-13 2,2 2,9
VI-13 1,5 2,8
VII-13 1,1 2,5

The forecast for nominal wage growth recorded a further significant fall. This is in line
with the prospect of a larger economic decline this year, which increases labour market
tensions. Nominal wages are thus expected to rise by only 1.1% this year (0.4 pp less
than in June). This implies an even deeper fall in real wages. In 2014, wages should
increase by only 2.5%, i.e. 0.3 pp less than expected a month ago.

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 to grow by 0.6% in
the business sector and by 1.0% in the non-business sector this year.

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