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I. SUMMARY | 2

Nine domestic and two foreign analysts took part in the August survey. The results
reveal that the inflation forecast edged up at the one-year horizon. At the three-year
horizon it exactly matches the CNB’s inflation target. The respondents’ opinion on
domestic economic growth this year worsened slightly again, but a slightly faster
recovery is expected next year. None of the analysts expect key interest rates to be
changed, nor foreign exchange interventions to be launched at the next CNB Board
meeting. The 12M PRIBOR and 5Y and 10Y IRS forecasts shifted upwards. The
expected evolution of the koruna exchange rate moved towards marginally weaker
levels at both monitored horizons. Nominal wage growth should be slower this year.
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We would like to thank everyone who contributed to this survey of financial market
inflation expectations.

Prague, August 26 2013
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1. INFLATION

1Y 3Y Prediction Horizon 1Y 3Y 1Yy
August CPly/y CNB
2013 % Date of Prediction y/y CPI % %
minimum 1.4 1.5 VII-12 25 2.2 3Q: 2,3
average 1.7 2.0 X-12 2.4 2.2
maximum 2.1 2.5 Xl-12 2.3 2.1 4Q: 2,3
1-13 1.8 2.0 1Q: 1,7
11-13 1.7 1.9
VI-13 1.6 2.1 20Q: 1,8
VII-13 1.6 2.1
VIII-13 1.7 2.0 3Q: 1,7

According to CZSO data, annual CPI inflation fell to 1.4% in July, down by 0.2 pp from
June. Nevertheless, the analysts’ average one-year forecast rose by 0.1 pp to 1.7%,
returning to the level predicted in the May survey. By contrast, the analysts’ forecast
at the three-year horizon decreased by 0.1 pp to 2%. The range of the forecasts
narrowed at both monitored horizons.

Following a slowdown this year, consumer price inflation should accelerate slightly
again next year. This is expected to be partly due to labour market stabilisation and a
rise in real wages, which could stimulate consumer demand. However, inflation should
not pick up pace dramatically: the analysts expect it to be at the level of the CNB’s
inflation target at the three-year horizon.

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

August current +1Y Date of Prediction %0 GDP Growth
2013 GDP % VII-12 -0.7 1.2
minimum -1.3 1.3 X-12 -0.8 0.6
average -0.9 1.8 XII-12 -1.0 0.1
maximum -0.7 2.3 1-13 0.0 1.7
11-13 0.0 1.7
VI-13 -0.7 1.8
VII-13 -0.8 1.7
VII-13 -0.9 1.8

According to the CZSO’s preliminary estimate, the Czech economy grew by 0.7%
quarter on quarter in 2013 Q2. However, the analysts’ view of Czech GDP this year
worsened slightly. This is probably due to a revision of data for 2013 Q1, when GDP
fell more sharply according to the CZSO than suggested by the first estimate.

The domestic economy is expected to decline by 0.9% this year, 0.1 pp more than in
the previous survey. By contrast, the forecast for next year rose by 0.1 pp, back to the
June level of 1.8%. The range of the forecasts for this year was unchanged, while it
widened slightly for next year due to an increase in the maximum value.

According to the analysts, industry will recover gradually and the situation in
construction will begin to stabilise. In view of the moderation of labour market
pressures, consumer demand should also improve gradually. However, developments
in the EU, which determine an important component of Czech GDP, namely exports,
are still crucial and at the same time very uncertain.

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
August 2W Repo Rate 12M PRIBOR 5Y IRS 10Y IRS
2013 % % % %
minimum 0.05 0.05 0.75 0.80 1.35 1.60 1.90 2.00
average 0.05 0.10 0.76 0.90 1.48 1.78 2.10 2.40
maximum 0.05 0.25 0.80 1.00 1.60 2.05 2.20 2.70
Prediction Horizon iM 1Y iM 1Y iM 1Y iM 1Y
2W Repo Rate 12M PRIBOR 5Y IRS 10Y IRS
Date of Prediction % % % %
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
1-13 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 2.03
VII-13 0.05 0.08 0.71 0.86 1.37 1.65 1.85 2.24
VII-13 0.05 0.10 0.76 0.90 1.48 1.78 2.10 2.40

Actual indicator values as of forecast deadline

2w i2M 5Y 10Y
Repo Rate PRIBOR IRS IRS
14.8. 0.05% 0.75% 1.54% 2.15%

Again, none of the respondents expects the CNB Board to change its key interest rates
at its next meeting. At the one-year horizon, only three analysts admit the possibility
of a rise in the two-week repo rate to 0.25%. The others believe that this key rate will
remain at the present level of 0.05% for another twelve months.

The average forecasts for the 12M PRIBOR reference rate at both monitored horizons
ceased to decline and rose for the first time since May, by 5bps at the one-month
horizon and 4 bps at the one-year horizon. Increases between 11 and 26 bps were also
recorded for the IRS rate forecasts. The largest shift was recorded for the 10Y IRS at
the one-year horizon, due probably to a rise in the 10Y IRS rates on the market.
According to the analysts, IRS rates largely depend on developments in foreign IRS
rates, and therefore external factors such as a recovery in the EMU or a reduction of
QE3 by the Fed.
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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 August Exchange Rate
Date of Prediction 2013 CZK/EUR
VII-12 25.20 24.50 minimum 25.81 24.80
X-12 24.89 24.51 average 25.91 25.31
XI-12 25.37 24.93 maximum 26.10 25.70
1-13 25.57 25.02
11-13 25.49 25.14
VI-13 25.75 25.13 Actual EUR/CZK as of forecast deadline
VII-13 25.89 25.21 || 14.8. | 25.82 |
VIII-13 25.91 25.31

The koruna appreciated by CZK 0.20 against the euro compared with the July survey.
However, the analysts’ average forecasts shifted to slightly weaker levels at both
monitored horizons. The decrease in the one-year forecast was small (only CZK 0.10)
and the change in the one-month forecast was virtually negligible (CZK 0.02). The
analysts expect the koruna to weaken slightly by mid-September, returning to CZK
25.91/EUR. In the course of next year, the koruna should appreciate gradually to CZK
25.31/EUR.

So far the analysts perceive no strong deflation pressures, and therefore almost all of
them expect that foreign exchange interventions will not be launched after the
September meeting of the CNB Board. The analyst who allowed a 50% probability for
them in the previous survey now attaches an even lower likelihood for the CNB’s
potential entry in the forex market.

EUR/CZK for 1Y: average and range of the predictions

25.50
c

c
9 25.00 - 2
3 9
3 o
het s X
S 24.50 - N
¥ 52
3) >
= g
=) 24.00 0
w S

23.50 w w w w 0.6

III-11 IX-11 III-12 IX-12 III-13
average range of predictions (right axis) ‘

Czech National Bank / Financial Market Inflation Expectations — August 2013



V. EXCHANGE RATE

10

EUR/CZK: actual data and prediction of analysts for 1Y

26.5
26.0 e
25.5 [ T N ] actual
25.0 data
1Y
245 prediction

24.0

23.5

23.0 \
III-11 IX-11 1III-12 IX-12 1III-13 1IX-13 1III-14

EUR/CZK for 1Y: predictions of individual analysts
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VI. WAGES

end of year Prediction Horizon end of year

August current +1Y current current+1Y
2013 Wages % Date of Prediction % Wage Growth
minimum 0.40 1.00 VIII-12 2.8 3.3
average 1.04 2.50 X-12 2.5 2.8
maximum 2.20 3.20 XI11-12 2.3 2.3
1-13 2.0 2.6
11-13 2.2 2.9
VI-13 1.5 2.8
VII-13 1.1 2.5
VIII-13 1.0 2.5

The forecast for nominal wage growth in 2013 saw a further slight decline, while the
forecast for 2014 remained unchanged. On average, nominal wages are expected to
pick up by just 1.0% (0.1 pp less than in July) this year. In 2014 their growth should
accelerate to 2.5% (the same as in July). The expected wage growth rate in 2013 has
been falling gradually since January and is already down to one-half of the initial
estimate. By contrast, the prediction for 2014 is slightly above the level expected in
January 2013.

The analysts who make a further distinction within nominal wage growth expect wages
in the non-business sector to rise by 1.5% this year. This is almost double the figure
for the business sector, where wages should increase only by 0.8%.

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