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. SUMMARY

Thirteen domestic and three foreign analysts took part in the first survey of financial market inflation expectations
conducted in 2022. The results show the respondents’ relatively strong confidence that the CNB (in combination with the
statistical impact of base effects and other effects) will succeed in taming the currently visible high inflation pressures.
This is because the one-year inflation forecast has shifted noticeably downwards. However, it is still above the declared
upper boundary of the tolerance band. The average opinion on inflation at the three-year horizon remains unchanged
and is slightly above the 2% inflation target. According to the analysts, however, tighter monetary policy will be needed to
contain inflation pressures, so the expected key interest rates are noticeably higher. By contrast, the estimated growth
rates of the Czech economy and nominal wages in 2022 decreased moderately. The revision of the view on the future
path of the koruna exchange rate again reflects the recent developments in the foreign exchange market and the
pronounced appreciation of the koruna against the euro.
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Martin Janicko, MND +
FOREIGN ANALYSTS

o+ o+ o+

o+ o+ o+ o+ o+ +

Madhvee Bangur, Goldman Sachs
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Jose A. Cerveira, JP Morgan

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

Prague, 25 January 2022
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[I. INFLATION
FORECAST FOR Y/Y CPI GROWTH 1Y AND 3Y FORECAST FOR CPI GROWTH
(%) (%)

Ja;:zzry 1y ! 3y Dat? C.)f ANALYSTS e eo
minimum 1.2 2.0 Prediction 1Y 3Y 1Y
average 3.2 2.2 .21 21 2.0
maximum 6.7 2.9 .21 2.1 2.0 1Q: 2.3

V.21 2.2 2.1

VI.21 2.2 2.1 2Q: 2.4

VIL.21 2.4 2.1 3Q: 2.4
X.21 2.9 2.2

Xi.21 3.8 2.2 4Q: 4.1
.22 3.2 2.2

Inflation continued to accelerate in December. The year-on-year consumer price index climbed to 6.6%, up by
0.6 percentage point on November. This was due predominantly to an increase in fuel prices, aided by growth in housing
prices. On the other hand, electricity and natural gas continued to have the opposite effect owing to a waiver on VAT. In
month-on-month terms, consumer prices rose by 0.4%, due mainly to growth in prices of food and non-alcoholic
beverages. The latest inflation developments usually affect the analysts’ forecasts significantly, as they modify the initial
conditions of their forecasts. This time, however, the forecasts showed the opposite trend, as the average forecast in our
survey decreased markedly from 3.8% to the current 3.2%. The noticeable widening of the range of the individual
forecasts (to 1.2%—-6.7%) is clearly signalling significant differences in the individual analysts’ opinions on inflation in the
near future. At the three-year horizon, the average forecast remains unchanged at 2.2%. The range of the individual
estimates narrowed due to a decrease in the maximum values.

In January, inflation will no longer be pushed down by the VAT waiver on energy and the recent surge in wholesale
energy prices will thus feed through fully to inflation. In addition, core inflation will probably accelerate further, and food
prices may also increase. Last but not least, it will not be surprising if retailers carry out the seasonal repricing of goods
at the start of the year. According to the analysts, the consumer price index will thus rise sharply again. The two
respondents, who provided estimates in their comments, expect the index to halt at 9% year on year. Inflation may thus
not reach 10%. However, like the senior officers at the CNB, the respondents are not ruling out this possibility. From
2022 Q2, inflation is expected to slow as the base effects gradually manifest themselves. This will also be aided by the
CNB'’s higher interest rates and a stronger koruna. At the same time, consumer demand will be dampened by high
inflation.

CONSUMER PRICE INDEX CONSUMER PRICE INDEX AT 1Y
ACTUAL DATA AND 1Y PREDICTIONS OF ANALYSTS PREDICTIONS OF INDIVIDUAL ANALYSTS (%)
(AVERAGE) AND OF CNB (%) 70 67
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lll. GROSS DOMESTIC PRODUCT

FORECAST FOR GDP GROWTH FORECAST FOR GDP GROWTH
(%) (%)
January end of year Date of Prediction end of year
2022 current current + 1Y current current+1Yy
minimum 2.8 3.4 121 3.4 4.6
average 3.9 4.0 .21 3.3 4.4
maximum 5.0 6.4 V.21 3.5 4.5
V921 3.6 4.3
VIIL.21 3.4 4.7
X.21 3.3 4.7
Xi.21 2.7 4.0
.22 3.9 4.0

The CZSO revised GDP growth in 2021 Q3. According to the latest data, the Czech economy grew at a faster pace — by
1.6% quarter on quarter and 3.3% year on year. Despite the improvement in these statistics, the analysts slightly lowered
their average forecast for 2022. While in November they expected an increase of 4.0%, they now predict growth of just
3.9%. The range of the individual estimates widened slightly due to a small drop in the minimum values. Next year,
economic activity in the Czech Republic is expected to grow negligibly to 4.0%.

The analysts predict that shortages of production materials and components, especially semi-conductors, will continue to
weigh significantly on the data on the output of the Czech economy in 2021 Q4. At the same time, high energy prices will
negatively affect both consumption and investment. This adverse effect could even intensify in 2022 Q1, with the
analysts expecting the domestic economy to recover in Q2 on the back of both domestic and foreign demand. The pace
of economic growth is expected to pick up slightly further in 2023. However, this scenario is fraught with a considerable
degree of uncertainty. On the demand side, there are still several risks in the form of supply shortages of some materials
and components. High energy prices have significant potential to limit the demand side, even more so in an environment
of monetary policy tightening and an unpredictable course of the pandemic. Many of these risks also threaten the
economic recovery in the euro area and their materialisation would also cool the Czech economy due to weaker exports.

GDP GROWTH AT END OF CURRENT YEAR
AVERAGE AND RANGE OF PREDICTIONS
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IV. INTEREST RATES - 2W REPO, PRIBOR, IRS

FORECASTS: MINIMUM, AVERAGE AND MAXIMUM 2W REPO, 12M PRIBOR, 5Y AND 10Y IRS

(%)
January 2Wrepo rate 12M PRIBOR 5Y IRS 10Y IRS
2022 iM 1Y 1M 1Y 1M 1Y 1M 1Y
minimum 4.25 3.25 4.41 3.20 3.80 3.20 3.10 2.90
average 4.42 4.28 4.82 4.33 4.11 3.66 3.63 3.45
maximum 4.50 5.00 5.20 5.10 4.70 4.50 4.30 4.10
FORECAST FOR 2W REPO, 12M PRIBOR AND 5Y AND 10Y IRS
(%)
Date of Prediction 2W repo rate 12M PRIBOR 5Y IRS 10Y IRS
1M 1Y 1M 1Y 1M 1Y 1M 1Y
.21 0.25 0.38 0.50 0.74 1.02 1.28 1.20 1.47
n.21 0.25 0.64 0.56 1.00 1.44 1.71 1.70 1.95
V.21 0.27 0.88 0.67 1.31 1.70 1.95 1.84 2.07
Vvi21 0.42 1.16 0.84 1.66 1.77 2.11 1.85 2.21
ViL21 1.00 1.80 1.36 2.14 2.12 2.34 1.98 2.31
xX.21 1.94 2.69 2.51 3.11 2.91 3.08 2.64 3.00
Xi.21 3.38 3.65 3.95 3.85 3.55 3.47 3.05 3.25
.22 4.42 4.28 4.82 4.33 4.11 3.66 3.63 3.45

ACTUAL INDICATOR VALUES AS OF FORECAST DEADLINE

(%)
2w 12M 5Y 10v
repo rate  PRIBOR IRS IRS
15.1. 3.75 4.55 3.95 3.51

More than two-thirds of the respondents expect another larger increase in key interest rates at the CNB Bank Board’s
monetary policy meeting in February. According to eleven of the sixteen analysts, the 2W repo rate will be increased by
75 basis points to 4.5%. The remaining five respondents expect a rise of “only” 50 basis points. The slower increase in
key interest rates may be due to the currently stronger koruna and the negative impact of high energy prices on
household consumption. On the other hand, given the CNB Bank Board’s communications and the experience of the
previous meetings, the analysts do not rule out greater monetary policy tightening (by 100 basis points, for example).

The expected 2W repo rate shifted upwards again at the one-year horizon, probably due to inflation and the central
bank’s current approach. The analysts on average currently expect this key CNB rate to be set at 4.3%. Many of them
expect the cycle of monetary policy tightening to peak in 2022 H1 and reverse in H2.

ANALYSTS’ FORECAST — 2W REPO RATE LEVEL IN 1Y

(%)
2W repo rate level in 1Y (%) 2.75 3.00 3.25 3.50 3.75 4.00 4.25 4.50 4.75 5.00
number of analysts - current survey 0 0 1 0 2 2 5 2 2 2
-previous survey 0 1 3 5 4 4 0 1 0 0

Market interest rates increased along with the brisk growth in inflation, the tightening of the CNB’s monetary policy and
expectations of continued growth in key interest rates. The rates increased on both money and derivatives markets. The
analysts’ forecasts did not lag behind either and increased significantly, with a larger shift recorded for one-month
estimates (growth of 87 basis points for the 12M PRIBOR, 57 basis points for the 5Y IRS and 58 basis points for the 10Y
IRS). The one-year outlooks, probably capturing the expected reversal in the trend in key interest rates, increased by
much less (the 12M PRIBOR by 48 basis points and the 5Y and 10Y IRS both by 20 basis points). In line with the
inverted shape of the current financial market swap curve, the average one-year forecast for the 5Y IRS continues to
exceed the forecasted level of the 10Y IRS.

1/2022
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IV. —— Interest rates — 2W repo, PRIBOR, IRS

12M PRIBOR AT 1Y 2W REPO AND 12M PRIBOR AT 1Y
ACTUAL DATA, AVERAGE AND RANGE OF PREDICTIONS PREDICTIONS OF INDIVIDUAL ANALYSTS
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V. EXCHANGE RATE

1M AND 1Y EXCHANGE RATE FORECAST EXCHANGE RATE FORECAST
Date of Prediction EUR/CZK January EUR/CZK
1M 1Y 2022 1M 1Y
.21 26.13 25.53 minimum 24.30 23.10
.21 26.01 25.32 average 24.52 24.30
V.21 25.55 25.19 maximum 24.80 25.20
Vi.21 25.36 24.88
ViL.21 25.37 24.82
X.21 25.33 24.73
Xl.21 25.20 24.60 ACTUAL EUR/CZK AS OF FORECAST DEADLINE
1.22 24.52 24.30 15.1. 24.50

The exchange rate of the koruna against the euro has appreciated significantly since the last survey. It strengthened
from CZK 25.3 to the euro in mid-December to CZK 24.5 to the euro in mid-January. The analysts’ one-month forecast
was revised to reflect this gain. According to the forecast, the koruna will fluctuate around CZK 24.5 to the euro in mid-
February 2022. The shift in the one-year forecast was much smaller, with the analysts expecting the koruna to appreciate
to around CZK 24.3 to the euro by the start of next year, 30 hellers stronger than expected a month ago.

The analysts attribute the appreciation of the koruna to the CNB’s policy and the prospect of further increases in key
interest rates in the coming months. Some CNB Bank Board members indicated that the 2W repo rate could approach
5%. The level of key interest rates will be decisive for the path of the koruna in the months ahead. If, for example, the
CNB raises rates to a lesser extent than the market expects, the koruna could depreciate. According to the analysts,
however, the koruna will follow a slight appreciation trend this year. This scenario is based on an improvement in global
economic sentiment and a recovery in export markets, which is expected to lead to increased demand for Czech goods.
Finally, the koruna should also be supported by renewed economic convergence towards Western European countries.
By contrast, a high interest rate differential has already been incorporated in the current exchange rate, according to the
analysts. Given the expected drop in interest rates in the Czech Republic in 2022 H2 and the potential monetary policy
tightening in the USA, it will not contribute much more to the appreciation.

EUR/CZK EUR/CZK AT 1Y
ACTUAL DATA, 1Y PREDICTIONS AND THEIR RANGE PREDICTIONS OF INDIVIDUAL ANALYSTS
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VI. NOMINAL WAGES

FORECAST FOR NOMINAL WAGE GROWTH FORECAST FOR NOMINAL WAGE GROWTH
(%) (%)
January year end Date of Prediction year end
2022 current current+1Y current current+lY

minimum 4.3 4.0 121 3.2 4.4

average 5.5 5.1 \Tii 2;1 :;1

maximum 6.7 6.0 . . .
ViI.21 3.7 4.4
ViL.21 4.0 4.6
X.21 5.0 5.0
Xi.21 6.2 5.6

.22 55 5.1

The number of registered job applicants rose by more than 12,600 to 258,200 in December 2021 (strongly affected by
seasonality). The registered unemployment rate thus increased by 0.2 percentage point to 3.5%. However, this is still 0.5
percentage point less and 33,800 applicants fewer than in the same period a year earlier, and is the lowest
unemployment rate in the EU. The situation in the labour market — with the number of vacancies (24,600 more than a
year earlier) continuing to exceed the number of job applicants despite the ongoing pandemic — thus remains very
favourable from an employee’s point of view. This, combined with high inflation, is exerting strong upward pressures on
nominal wage growth. The analysts’ average forecast for 2022 has changed only marginally, decreasing
by 0.1 percentage point to 5.5%. The outlook for 2023 expects wage growth to slow to 5.1%.

NOMINAL WAGE GROWTH
END OF CURRENT YEAR: AVERAGE AND RANGE OF PREDICTIONS (%)
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