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I. SUMMARY

Ten domestic and three foreign analysts sent in their contributions to this year’s final
survey. Their view of inflation remains unchanged. Also unchanged is the expected
speed of recovery of the Czech economy next year. However, this year’s fall should be
even larger than expected in November. The analysts expect the two-week repo rate
to stay at the present level throughout next year. The forecast for 12M PRIBOR
reference rates rose slightly and the forecasts for swap rates were adjusted in light of
the current market rates. The koruna is expected to appreciate slightly in 2014. Some
analysts thus still do not believe that the CNB will try to stop the koruna appreciating
beyond the prescribed level throughout 2014. Nominal wage growth this year has been

improved slightly, but the analysts are again rather more pessimistic about next year.
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We would like to thank everyone who contributed to this survey of financial market

inflation expectations.

Prague, 19 December 2013
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1. INFLATION

1y 3Y Prediction Horizon 1Y 3Y 1Y
December CPl y/y CNB
2013 % Date of Prediction y/y CPI % %
minimum 0,8 1,5 12.12 2,3 2,1 4Q: 2,3
average 1,7 2,1 1.13 1,8 2,0 1Q: 1,7
maximum 2,5 2,9 3.13 1,7 1,9
6.13 1,6 2,1 2Q: 1,8
8.13 1,7 2,0
10.13 1,4 2,1 3Q: 1,7
11.13 1,7 2,1
12.13 1,7 2,1 4Q: 2,2

Annual CPI inflation picked up to 1.1% in November, but this had no effect on the
analysts’ average forecasts. Both the one-year and the three-year forecasts were
unchanged at the November level, at 1.7% and 2.1% respectively. The range of the
extreme values narrowed at the one-year horizon owing to an increase in the minimum
forecast and a decline in the maximum forecast and was unchanged at the three-year

horizon.

Given the weakening of the koruna, the domestic economy should avoid deflation
thanks to rising import prices. A gradual recovery of the domestic economy should
then bring inflation back towards the CNB’s inflation target. Similarly, demand-pull
inflation pressures, and therefore positive demand-pull inflation, are expected to return
in 2014 H2 at the earliest according to some of the analysts.
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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
December current +1Y Date of Prediction % GDP Growth
2013 GDP % 12.12 -1,0 0,1
minimum -1,5 1,4 1.13 0,0 1,7
average -1,3 1,9 3.13 0,0 1,7
maximum -0,9 2,5 6.13 -0,7 1,8
8.13 -0,9 1,8
10.13 -0,9 1,8
11.13 -1,1 1,9
12.13 -1,3 1,9

According to an updated CZSO estimate, the domestic economy contracted by 1.3%
year on year in 2013 Q3, compared to 1.6% according to the previous preliminary
estimate.

By contrast, the analysts’ estimate of the decline in GDP this year worsened by 0.2 pp
on average to -1.3%. As in November, however, the analysts expect a 1.9% recovery
next year. The range of the estimates narrowed in both years under review, owing to a
larger decline in the maximum value for this year’s estimates and to a larger increase
in the minimum value in case of the forecasts for 2014.

The optimism about a recovery next year stems from leading indicators and confidence
indicators. Government consumption should not hinder economic growth, either.
A greater preference for semi-durable and durable goods compared to last year is
raising hopes that household consumption will improve as well.

GDP growth in the current year: average and range of the predictions

3 2,3

2011 2012 2013 5
° A 1,5 N
< ' L/\
o/ ()]
5 5
(@] \/\ 0’8 )
e 9
Q °
© L 0.0 (0]
E ’ g
& IIIIII IIIIIII 5
o - N
o 1 0,8 p
o 2
-2 -15 O
7.11 1.12 7.12 1.13 7.13

. average range of predictions (right axis)

Czech National Bank / Financial Market Inflation Expectations — December 2013



IV. INTEREST RATES 6
1M 1Y 1M 1Y iM 1Y 1M 1Y
December 2W Repo Rate 12M PRIBOR 5Y IRS 10Y IRS
2013 % % % %

minimum 0,05 0,05 0,55 0,60 1,10 1,30 1,80 1,80

average 0,05 0,05 0,60 0,73 1,21 1,71 2,02 2,44

maximum 0,05 0,05 0,61 0,90 1,30 2,10 2,10 2,80
Prediction Horizon 1M 1Y 1M 1Y 1M 1y 1M 1y
2W Repo Rate 12M PRIBOR 5Y IRS 10Y IRS

Date of Prediction % % % %
12.12 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
3.13 0,05 0,10 0,81 0,95 1,00 1,39 1,51 2,01
6.13 0,05 0,10 0,76 0,92 1,12 1,44 1,63 2,03
8.13 0,05 0,10 0,76 0,90 1,48 1,78 2,10 2,40
10.13 0,05 0,07 0,73 0,87 1,48 1,94 2,11 2,46
11.13 0,05 0,05 0,58 0,68 1,29 1,74 2,05 2,38
12.13 0,05 0,05 0,60 0,73 1,21 1,71 2,02 2,44
Actual indicator values as of forecast deadline
2W 12M 5Y 10Y
Repo Rate PRIBOR IRS IRS
12.12. 0,05% 0,61% 1,16% 1,96%

None of the respondents expects the CNB Bank Board to change key interest rates
the near future. The two-week repo rate should thus still be at 0.05% at the end of

2014.

in

The 12M PRIBOR rate decreased compared to the previous survey, but the analysts’
average forecast rose slightly, with a somewhat larger shift being recorded at the one-

year horizon.

Swap market rates dropped compared to November. This was reflected in the analysts’
forecasts, which decreased as well. The only exception is the 10Y IRS outlook, which

shifted upwards.



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 1M 1y 1M 1Yy
Exchange Rate EUR/CZK December Exchange Rate
Date of Prediction 2013 CZK/EUR
12.12 25,37 24,93 minimum 27,30 26,00
1.13 25,57 25,02 average 27,45 26,94
3.13 25,49 25,14 maximum 27,75 28,00
6.13 25,75 25,13
8.13 25,91 25,31
10.13 25,71 25,06 Actual EUR/CZK as of forecast deadline
11.13 27,00 26,79 [ 1212, | 27,48 |
12.13 27,45 26,94

The exchange rate of the koruna against the euro depreciated further compared to the
previous survey and thus moved away from the CZK 27 level. This naturally affected
the analysts’ short-term estimate, according to which the koruna should be fluctuating
around CZK 27.45/EUR at the start of 2014. In the longer term, however, the koruna
is expected to appreciate gradually and approach CZK 26.94/EUR at the end of next
year.

Several of the analysts still believe that the koruna may appreciate below
CzZ 27.00/EUR despite Governor Singer’'s statements. On the other hand, one
respondent expects the koruna to stand at CZK 28.00/EUR in December 2014.

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
December current +1Y current current+1Y
2013 Wages % Date of Prediction % Wage Growth

minimum 0,50 1,30 12.12 2,3 2,3
average 0,82 2,28 1.13 2,0 2,6
maximum 1,10 2,80 3.13 2,2 2,9
6.13 1,5 2,8
8.13 1,0 2,5
10.13 0,7 2,5
11.13 0,7 2,4
12.13 0,8 2,3

The analysts’ average opinion about nominal wages recorded minor changes of 0.1 pp
in both cases. Whereas the forecast for this year rose slightly to 0.8%, the outlook for
next year continues to follow a gradual downward trend and fell slightly to 2.3%. The
labour market situation is evidently not improving as quickly as previously expected.

The respondents who further break down their forecasts believe that wages in the
business sector will grow more slowly both this year and the next (up by 0.5% and
2.7% respectively) than in the non-business sector (up by 1.1% in 2013 and by 2.9%

0,5

in 2014).
Wage growth - end of the current year: average and range of the
predictions
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