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I. SUMMARY | 2

Nine domestic and two foreign analysts sent in their contributions to the September
survey of financial market inflation expectations. The results reveal that the one-year
inflation forecast was unchanged, whereas the three-year forecast shifted slightly
upwards. The opinion on domestic economic growth did not change last month. None
of the respondents expects key interest rates to be changed in September, but one
respondent admits the possibility of interventions being commenced on the foreign
exchange market. On average, however, the koruna is expected to be flat in the
following month and show a slight appreciation trend thereafter. Nominal wages should
show even slower growth than expected in August overall. The opinion on their growth

in 2014 remained unchanged.

DOMESTIC ANALYSTS

Martin Lobotka, Ceska sporitelna

David Marek, PATRIA Finance

Jan Vejmélek, Komercni banka

Pavel Sobisek, Unicredit Global Research
Michal Brozka, Helena Horska, Raiffeisenbank
Petr Dufek, CSOB

Petr Sklenar, J&T Banka

Radomir J&¢, Generali PPF

Jaromir Sindd, Citi

Tomas Holinka, Moody's Analytics

Jan Kudlacek, AXA

FOREIGN ANALYSTS

Mateusz Szczurek, ING Bank

Magdalena Polan, Goldman Sachs

Katya Kocourek, The Economist Intelligence Unit
Nicolaie Alexandru, JP Morgan

+ +++F+++++H

++

++

++ ++++ +++ +H

-

++++++++H

+

++

++++++++++2

++++++++<

+ +

++ ++

+ +

++++ +++ 4+

+

++++++++E

z

+++ ++8

++ ++ ++ +

+ +

+ ++ +

+ +

X

XI. XII.

We would like to thank everyone who contributed to this survey of financial market

inflation expectations.

Prague, 19 September 2013
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1. INFLATION

1y 3y Prediction Horizon 1y 3Y 1y
September CPly/y CNB
2013 % Date of Prediction CPI % %
minimum IX-12 25 2,3 30Q: 2,3
average X-12 24 2,2
maximum XI-12 2,3 2,1 410Q: 2,3
1-13 1,8 2,0 1Q: 1,7
-13 1,7 1,9
VI-13 1,6 2,1 2Q0:1,8
VIII-13 1,7 2,0 Q1,7
IX-13 1,7 2,1

According to the latest CZSO data, annual CPI inflation fell by 0.1 pp year on year to
1.3% in August, but this had no effect on the average annual inflation forecast, which
remained the same as in the previous survey, close to 1.7%. At the three-year horizon
the forecast in fact increased by 0.1 pp to 2.1%, i.e. back to the July level. The range
of the forecasts narrowed at the one-year horizon owing to a larger decline in the
maximum value, but widened at the three-year horizon due to a rise in the maximum
value.

Inflation should bottom out slowly, but remain modest. Some of the analysts believe
that inflation has no major growth impulses except for regular seasonal changes, so it
is not expected to significantly exceed the 2% level in the months to come.
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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
September current +1Y Date of Prediction %0 GDP Growth
2013 GDP % IX-12 -0,9 1,1
minimum -1,0 13 X-12 -0,8 0,6
average -0,9 1,8 Xl-12 -1,0 0,1
maximum -0,6 2,3 1-13 0,0 1,7
111-13 0,0 1,7
VI-13 -0,7 1,8
VIII-13 -0,9 1,8
1X-13 -0,9 1,8

The analysts’ view of GDP growth this year and the next was unchanged from the
previous survey. On average, they continue to expect the domestic economy to
contract by 0.9% in 2013 and grow by 1.8% in 2014. The range of the extreme
forecasts for this year narrowed owing to a rise in the minimum value, while that for
2014 was unchanged.

According to the analysts’ comments, the domestic economy will continue to show a
gradual recovery, driven mainly by growth in industry and by exports. Domestic
demand will remain weak, however, as the tensions in the labour market will ease only
slowly and firms still have enough unused production capacity. According to the
analysts, domestic demand may start to grow in 2014 H2 or early 2015.

GDP growth in the current year: average and range of the predictions
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IV. INTEREST RATES

6

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

minimum 0,05 0,06 0,70 0,75 1,55 1,55 2,00 1,90

average 0,05 0,07 0,75 0,87 1,61 1,88 2,22 2,34

maximum 0,05 0,25 0,78 0,98 1,70 2,10 2,40 2,70

Prediction Horizon M 1y iM 1Yy M 1y M 1y
2WRepo Rate 12M PRIBOR 5Y IRS 10Y1IRS

Date of Predidion % % % %
IX-12 0,33 0,29 1,24 1,34 1,17 1,63 1,75 2,23
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 0,81 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 0,10 0,76 0,90 1,48 1,78 2,10 2,40
IX-13 0,05 0,07 0,75 0,87 1,61 1,88 2,22 2,34

Actual indicator values as of forecast deadline
2W 12M 5Y 10Y
Repo Rate PRIBOR IRS IRS
12.9. 0,05% 0,75% 1,71% 2,35%

None of the respondents expects the CNB Board to change key interest rates at its
September meeting. One analyst predicts that the 2W repo rate will increase to 0.25%
at the one-year horizon. All the other analysts believe that this key rate will stay at the
current level of 0.05% over the next 12 months.

The forecast for the 12M PRIBOR decreased slightly at both the one-year and three-
year horizons. By contrast, the expected swap rates mostly shifted upwards by 10—
13 bp in line with the corresponding current market rates (except for the 10Y IRS at
the one-year horizon). Gradual upward corrections to the forecasts have been recorded
since May this year.
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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 September Exchange Rate
Date of Predidion 2013 CZK/EUR
IX-12 24,74 24,39 minimum 25,65 24,30
X-12 24,89 2451 average 2534 25,13
XI-12 25,37 24,93 maximum 26,00 25,60
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 25,91 25,31 12.9. 25,82
IX-13 25,34 2513

Compared to the previous survey, the koruna’s exchange rate against the euro on the
foreign exchange market was virtually unchanged. However, the average one-month
forecast shifted somewhat to stronger levels at both the one-month and one-year
horizons. The analysts thus expect the koruna to be broadly flat until mid-October and
then fluctuate around a gradual appreciation trend, reaching around CZK 25.13/EUR in
September 2014.

The analysts’ opinion on foreign exchange interventions saw a slight shift. One analyst
expects the CNB Board to decide to commence interventions against the koruna in
September, while all the others still do not expect this to happen yet.

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

September current +1Y current current+1Y
2013 Wages % Date of Prediction % Wage Growth
minimum -0,50 1,40 IX-12 2,6 3,0
average 0,78 2,54 X-12 2,5 2,8
maximum 1,40 3,30 XIl-12 2,3 2,3
1-13 2,0 2,6
11-13 2,2 2,9
VI-13 1,5 2,8
VIII-13 1,0 2,5
IX-13 0,8 2,5

The forecast for nominal wage growth in 2013 recorded a further decline, while that for
2014 remained unchanged. Wages are estimated to increase by only 0.8% on average
this year. The labour market tensions should start easing next year and wages should
rise by 2.5%.

The analysts who further break down nominal wage growth expect wage growth in the
non-business sector to be 1.4% this year and fall to 1% in 2014. By contrast, wages in
the business sector are expected to rise by only 0.8% in 2013, although their growth
should pick up to 2.9% in 2014.

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