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I. SUMMARY

Ten domestic and three foreign analysts sent in their contributions to the October
survey. The results reveal that the one-year inflation forecast decreased. The opinion
on domestic economic growth did not change over the last two months. Although none
of the respondents expects any change to be made to key interest rates in November,
two analysts expect the CNB to intervene in the forex market, with one other attaching
a 50% likelihood to this. The koruna’s exchange rate is expected to continue

fluctuating around a gradual appreciation trend over the next 12 months.

wages will show even slower growth this year than expected in September.
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We would like to thank everyone who contributed to this survey of financial market

inflation expectations.

Prague, 25 October 2013
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1. INFLATION

1Y 3Y Prediction Horizon 1y 3Y 1Yy
October CPly/y CNB
2013 % Date of Prediction || y/y CPI % %
minimum 05 | 15 | [ x12 | 24 | 22 | 30:23]
average 1,4 2,1 XIl-12 2,3 2,1 40Q: 2,3
maximum 1,9 2,8 1-13 1,8 2,0 1Q: 1,7
11-13 1,7 1,9
VI-13 1,6 2,1 2Q:1,8
VII-13 1,7 2,0
IX-13 1,7 2,1 3Q:1,7
X-13 14 2,1

At 1.4%, the annual average inflation forecast was 0.3 pp lower than in the previous
survey. The forecast remains unchanged at 2.1% at the three-year horizon. The range
of the one-year forecasts widened significantly due to a rapid decline in the minimum
value, while an increase in the maximum value resulted in only a slight widening at the
three-year horizon.

The sharp decline in the average one-year forecast stems in all probability from a
surprisingly large September decrease in the annual consumer price index (of 0.3 pp)
to the lowest level since March 2010 (1%b). This fall was largely due to package holiday
prices and food prices.

The rise in the price level might yet pick up slightly before the end of this year. Fuel
prices might increase if the global economy recovers, and administered prices might
also rise at the start of next year. By contrast, given the outlook for household
demand, the analysts expect demand-pull inflation to remain very weak. They do not
expect it to turn positive again until the second half of 2014. No major increases are
expected for indirect taxes, either.

CPI for 1Y: average and range of the predictions
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1. INFLATION

%o

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
October current +1Y Date of Prediction %0 GDP Growth
2013 GDP % X-12 -0,8 0,6
minimum -1,3 1,2 XII-12 -1,0 0,1
average -0,9 1,8 1-13 0,0 1,7
maximum -0,6 2,3 11-13 0,0 1,7
VI-13 -0,7 1,8
VII-13 -0,9 1,8
IX-13 -0,9 1,8
X-13 -0,9 1,8

The analysts’ view of GDP growth is unchanged from the August survey. They still
expect the Czech economy to contract by 0.9% this year and to expand by 1.8% next
year. The range of the extreme forecasts widened in both years due to a decline in the
minimum value.

According to the latest statistical data, the domestic economy has emerged from
recession. Going forward, the recovery is expected to be driven mainly by external
demand, especially from Germany. According to the analysts, domestic demand might
also gradually recover. They consider it crucial that fiscal policy will be neutral to
slightly expansionary in 2014. Economic growth will be very fragile next year.

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

minimum 0,05 0,06 0,70 0,75 1,35 1,70 2,00 2,08

average 0,05 0,07 0,73 0,87 1,48 1,94 2,11 2,46

maximum 0,05 0,25 0,75 1,00 1,65 2,20 2,20 2,70
Prediction Horizon M 1y iM 1Yy M 1y M 1y

2WRepo Rate 12M PRIBOR 5Y IRS 10Y1IRS

Date of Predidion % % % %
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 1,01 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 2,3A
X-13 0,05 0,07 0,73 0,87 1,48 1,4 2,11 2,46

Actual indicator values as of forecast deadline
2W 12M 5Y 10Y
Repo Rate PRIBOR IRS IRS
14.10. 0,05% 0,73% 1,33% 2,07%

None of the respondents expects the CNB Board to change key interest rates at its
November meeting. Only one analyst feels that the 2W repo rate may be increased to
0.25% at the one-year horizon. All the other analysts believe that the 2W repo rate will
stay at the current level of 0.05% over the next 12 months.

The forecast for the 12M PRIBOR reference rate at the one-month horizon copied the
decline in the corresponding rate on the interbank market and fell by 2 bp, while
remaining completely unchanged at the one-year horizon. The one-month forecasts for
5Y and 10Y swap rates decreased by 11-13 bp, while the one-year forecasts went up

by 6-12 bp.

Czech National Bank / Financial Market Inflation Expectations — October 2013




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

1,20
1,00 -
0,80 -
B 2W Repo
X 0,60 - Rate
m1i2M
0,40 - PRIBOR
0,20 -
0,00
analysts
12M PRIBOR: actual data and prediction of analysts for 1Y
3,0
X

actual data

1y
prediction

0,5

V-11

XI-11 V-12 XI-12 V-13 XI-13 V-14

Czech National Bank / Financial Market Inflation Expectations — October 2013




V. EXCHANGE RATE

Prediction Horizon iM 1y iM 1y
Exchange Rate EUR/CZK October Exchange Rate
Date of Prediction 2013 CZK/EUR
X-12 24,89 2451 minimum 25,50 24,20
XI-12 25,37 24,93 average 25,71 25,06
1-13 25,57 25,02 maximum 26,00 25,50
11-13 25,49 25,14
VI-13 25,75 25,13
VII-13 25,91 25,31 Actual E CZK as of forecast deadline
IX-13 25,84 25,13 | 14.10. 25,55
X-13 25,71 25,06

The koruna’s exchange rate appreciated against the euro by CZK 0.27 to CZK 25.55
compared to the previous survey. The analysts probably consider this appreciation to
be excessively large and expect the koruna to correct to CZK 25.71 by mid-November.
At the one-year horizon, the koruna is expected to be on course for CZK 25.06 to the
euro.

The analysts’ opinion on foreign exchange interventions changed slightly again. Two of
the analysts now expect the CNB Bank Board to approve foreign exchange
interventions, probably due to the slower-than-expected rise in inflation. Another
analyst attaches almost a 50% likelihood to the CNB entering the forex market. The
rest expect no interventions against the koruna for now, their main argument being
the signs of a gradual economic recovery.

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

26,5

26,0 -

25,5 1 actual
25,0 1 ;:‘(ediction
24,5 -

24,0 |

23,5 T T T \ \

V-11 XI-11 V-12 XI-12 V-13 XI-13 V-14

EUR/CZK for 1Y: predictions of individual analysts

26,00

25,50 -

25,00 -

24,50 -

24,00 -

23,50

analysts

Czech National Bank / Financial Market Inflation Expectations — October 2013



11

VI. WAGES

end of year Prediction Horizon end of year

October current +1Y current current+1Y
2013 Wages % Date of Prediction % Wage Growth
minimum -0,50 1,90 X-12 2,5 2.8
average 0,74 2,51 XIl-12 2,3 2,3
maximum 1,20 3,20 1-13 2,0 2,6
11-13 2,2 2,9
VI-13 15 2,8
VIII-13 1,0 2,5
IX-13 0,8 2,5
X-13 0,7 2,5

The nominal wage growth estimate for this year decreased again slightly, while the
forecast for next year has been unchanged since August. The average wage is
expected to increase just by 0.7% in 2013. The growth rate is expected to rise to
2.5% in 2014 due to the economic recovery and a related gradual easing of the
difficult labour market conditions.

The analysts who made a distinction between the forecast for wage growth in the
business sector and that in the non-business sector estimate that wages in the
business sector will grow by 0.7% this year and by 2.7% in 2014. Growth of 1.3% and
2.0% is expected in the non-business sector this year and the next respectively.

Wage growth - end of the current year: average and range of the
predictions
3,0 -
~ g
3 s
~ 215 BN ()]
c c
9 =
) L
= 9
° 2,0 - T
0 0
1. 1
o o
)] Y
°
8 1,5 o
; I I g
J TNIHINTTHT :
1,0
V-11 XI-11 V-12 XI1-12 V-13
‘- average range of predictions (right axis) ‘

Czech National Bank / Financial Market Inflation Expectations — October 2013



