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. SUMMARY

Fifteen domestic and two foreign respondents took part in the February survey of financial market inflation expectations.
The results show that the analysts are expecting inflation to drop to the upper boundary of the tolerance band at the one-
year horizon. The estimate for GDP growth remains unchanged for this year, but the outlook for 2023 is less optimistic.
Most of the respondents expect the 2W repo rate to be increased yet again — by 25 basis points — at the Bank Board
meeting in March. The subsequent movement is expected to be a downward one, and the analysts see the 2W repo rate
lower at the one year horizon than in the January survey. The forecast for the koruna exchange rate has shifted to a
stronger level. This is again in the same direction as the change in the foreign exchange market in the past month. The
nominal wage growth estimate for this year has been increased, while the average estimate for next year remains
unchanged. The risks remain elevated and include possible continued issues in international trade, the effect of high energy
prices, the impact of the koruna exchange rate and increased CNB interest rates. The greatest risk at the moment, though,
is of course the geopolitical situation.
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We would like to thank everyone who contributed to this survey of financial market inflation expectations.

Prague, 23 February 2022
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II. INFLATION
FORECAST FOR Y/Y CPI GROWTH 1Y AND 3Y FORECAST FOR CPI GROWTH
(%) (%)
February CPI CNB (%)
2022 1y 3y Date of ANALYSTS
minimum 1.2 2.0 Prediction
average 3.0 2.2 1Y 3Y 1y
maximum 4.1 3.0 .21 22 2.0
.21 2.1 2.0 1Q: 2.3
V.21 2.2 2.1
VI21 2.2 2.1 2Q: 2.4
V.21 2.4 2.1 3Q:2.4
X.21 2.9 2.2 4Q: 4.1
.22 3.2 2.2
.22 3.0 2.2 1Q: 3.0

Inflation surprised again in January, with the consumer price index surging to 9.9% year on year, 3.3 percentage points
higher than in December. The rise was driven mostly by prices of housing, transport and food. Consumer prices rose by
4.4% month on month, the highest rate of increase since 1993. Electricity and natural gas prices went up by more than
30%, reflecting the reintroduction of the obligation to pay VAT. Although inflation exceeded expectations and the initial
conditions suggest a higher level in the future, the average one-year forecast in this survey moved 0.2 percentage point
down to 3.0%. The range of the one-year estimates narrowed considerably owing to a drop in the maximum value. At the
three-year horizon, the forecast remains unchanged at 2.2%. In this case, the range between the maximum and minimum
values widened marginally owing to an increase in the maximum value.

The analysts generally expect inflation to peak in 2022 Q1, when it will probably (but not certainly) break through the
psychological threshold of 10%. The key factor will be how much firms incorporate the rising cost of energy and materials
into their output prices. Inflation could start to slow gradually in Q2. This will be fostered by an easing of the supply chain
pressures, a stronger koruna exchange rate in the foreign exchange market, the impact of high energy prices on household
consumption, the high base in late 2021 and early 2022 and, last but not least, the CNB’s higher key interest rates.
According to some estimates, inflation could be close to the 2% target in 2023. However, this return will be slowed by
favourable labour market developments.
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lll. GROSS DOMESTIC PRODUCT

FORECAST FOR GDP GROWTH FORECAST FOR GDP GROWTH
(%) (%)
February end of year Date of Prediction end of year
2022 current current + 1Y current current+1yY
minimum 3.0 2.4 .21 3.4 4.6
average 3.9 3.7 .21 3.3 4.4
maximum 5.2 6.0 V.21 3.5 4.5
VI.21 3.6 4.3
Vi.21 3.4 4.7
X.21 3.3 4.7
.22 3.9 4.0
.22 3.9 3.7

The Czech economy grew by 3.3% year on year in 2021, driven most of all by final consumption expenditure and change
in inventories. By contrast, external demand had a negative impact. In 2021 Q4, GDP grew by 3.6% year on year and 0.9%
quarter on quarter. The year-on-year growth was again fostered by final consumption expenditure of households,
supported by gross capital formation, while the quarter-on-quarter growth was largely due to external demand. The
published data had no effect on the GDP growth forecast for this year, which remains at 3.9%. The range of the forecasts
was unchanged, owing to equal increases in the minimum and maximum values. The outlook for next year is less optimistic
than in the January survey, expecting economic growth to slow to 3.7%, 0.3 percentage point lower than a month ago. A
larger decrease in the minimum value caused the range of the forecasts to widen.

The analysts view the developments in 2021 Q4 positively. Despite a renewed spread of the contagion and persisting
problems with supplies of production components, most notably in the automotive industry, the negative impacts on
production could have been more pronounced. According to the analysts, this suggests that each successive pandemic
wave has a smaller economic impact.

Only modest economic growth is expected in 2022 Q1. The growth will be slowed by high energy prices, tightened CNB
monetary policy, a related stronger koruna and less expansionary fiscal policy. Given the persisting supply problems and
potentially lower consumption expenditure of households, a decline in GDP cannot be excluded. However, the annual
growth rate is expected to remain positive and relatively high, due to base effects. Subsequently, economic performance
in the Czech Republic will be stimulated by recovering external demand and perhaps also by fading supply chain problems.
Moreover, some believe that domestic economic activity will be boosted by EU funds next year and by lower key CNB
interest rates.

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
(%)

February 2W repo rate 12M PRIBOR 5Y IRS 10Y IRS
2022 1M 1Y iM 1Y 1M 1Y 1M 1Y
minimum 4.50 3.00 4.80 3.10 3.90 3.15 3.10 3.00
average 4.78 4.13 5.00 4.21 4.11 3.60 3.67 3.46
maximum 5.00 4.75 5.40 4.88 4.66 3.92 4.76 4.01

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

n21 0.25 0.56 0.53 0.89 1.26 1.53 1.44 1.68

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

Vi21 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

.22 4.42 4.28 4.82 4.33 4.11 3.66 3.63 3.45

n22 4.78 4.13 5.00 4.21 4.11 3.60 3.67 3.46

ACTUAL INDICATOR VALUES AS OF FORECAST DEADLINE
(%)

2w 12M 5Y 10Y
repo rate PRIBOR IRS IRS
15.2. 4.50 4.89 3.98 3.53

Most of the respondents (16 out of the 17) expect monetary policy to be tightened again at the CNB Bank Board meeting
in March, due to concerns about rising inflation expectations and the pass-through of higher energy prices to other items
of the consumer basket. However, the change in the key interest rates is not expected to be as large as at previous
meetings, with 13 respondents expecting an increase in the 2W repo rate of 25 basis points and three an increase of 50
basis points. Only one analyst thinks that the key interest rates will remain unchanged in March.

As indicated by the table below, a decline in key interest rates is expected more at the one-year horizon (12 out of the 17
respondents). The analysts thus believe, in line with the CNB forecast, that the key interest rates are now close to their
peak and might start to fall again in the second half of the year as the inflation pressures subside. Monetary policy is
expected to continue to ease in 2023. According to some, however, a new Bank Board line-up implies some uncertainty,
as the mandates of three members end in June.

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 1 0 1 2 4 4 2 3 o]
-previous survey 0 0 1 0 2 2 5 2 2 2

The monthly forecast for 12M PRIBOR interbank reference rates shifted upwards (by 18 basis points), in line with the
expected increase in key interest rates. By contrast, at the one-year horizon, when a monetary policy easing is mostly
expected, the forecast for the 12M PRIBOR declined (by 13 basis points). The movements in the forecasts for one-month
and one-year swap rates have been mixed since the last survey, ranging between -6 and 4 basis points. The average one-
year forecast for the 5Y IRS continues to exceed the forecasted level for the 10Y IRS.

2/2022
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12M PRIBOR AT 1Y 2W REPO AND 12M PRIBOR AT 1Y
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V. EXCHANGE RATE

1M AND 1Y EXCHANGE RATE FORECAST EXCHANGE RATE FORECAST
Date of Prediction EUR/CZK February EUR/CZK
1M 1vY 2022 1M 1Y
21 25.78 2523 minimum 24.20 22.90
.21 26.01 2532 aver_age 24.38 24.19
maximum 24.60 24.80
V.21 25.55 25.19
V921 25.36 24.88
ViiL.21 25.37 24.82
X.21 25.33 24.73 ACTUAL EUR/CZK AS OF FORECAST DEADLINE
.22 24.52 24.30
15.2. 24.42
.22 24.38 24.19

The exchange rate of the koruna against the euro in the foreign exchange market has not changed significantly since the
previous survey, having appreciated by just 8 hellers to CZK 25.42 to the euro. The analysts’ forecasts moved to stronger
levels to a slightly greater extent — by 14 hellers to CZK 24.38 to the euro at the one-month horizon and by 11 hellers to
CZK 24.19 to the euro at the one-year horizon. The expected pace of appreciation of the koruna over the next 12 months
thus slowed slightly.

According to the analysts, the koruna exchange rate is currently being affected by conflicting effects. One factor pushing it
towards stronger levels is the tightening of the CNB’s key interest rates and the ensuing interest rate differential. However,
it will have the strongest effect in the first half of 2022, as the CNB might turn around, start to ease its monetary policy and
thus narrow the interest rate differential in the second half of the year. Moreover, the effect of higher interest rates in the
Czech Republic is lessened by an expected interest rate increase in the USA and related appreciation of the dollar against
the euro. The other effect of key importance at the moment, which is conversely weakening the domestic currency and
also increasing its market volatility, is the geopolitical situation and the escalation of military tensions in Ukraine.

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

(%) (%)
February year end Date of Prediction year end
2022 current current+1Y current current+1Y

minimum 4.6 3.9 .21 3.3 4.2

average 6.0 5.1 nm.21 3.4 4.4

maximum 8.6 6.0 V.21 38 4.3

V921 3.7 4.4

Vin.21 4.0 4.6

X.21 5.0 5.0

.22 5.5 5.1

.22 6.0 5.1

The unemployment rate rose slightly, owing to the usual decline in seasonal work, mainly in construction and agriculture.
The share of registered unemployed persons thus rose by 0.1 percentage point to 3.6% in January. It is 0.7 percentage
point lower than last year. At the same time, according to the latest December 2021 Eurostat data, the Czech Republic
continues to report the lowest unemployment rate in the entire EU.

According to some of the analysts, there are signals of overheating in the Czech labour market. The room for the
unemployment rate to decrease is relatively small, while that for wage growth is greater. The analysts have therefore
increased the nominal wage growth forecast for this year by 0.5 percentage point to 6.0% on average. In 2022, wage
growth is expected to be driven mainly by the private sector, which must face increased wage demands due to the tight
labour market and high inflation. The outlook for next year remains unchanged, expecting wage growth to slow to 5.1%.

However, the financial condition of some firms and the uncertain economic outlook may prevent wages from outpacing
inflation in many firms. But given the overheating labour market, decent nominal wage growth and slowing inflation, the
decline in real wages is not expected to be long-lasting or pronounced.

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