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. SUMMARY

For the May survey we collected contributions from all the analysts — sixteen domestic ones and three foreign ones. The
survey results show clearly that the inflation expectations of the respondents, who have an excellent knowledge of
monetary policy, are rising at the one-year horizon and this time also at the three-year horizon. The nominal wage growth
estimate for next year is also higher. The expected path of the koruna exchange rate shifted to a slightly weaker level. As
a result of this, and in line with the CNB’s communications, all the respondents expect the key interest rates to be increased
further at the June meeting. By contrast, economic performance this year and the next is expected to be lower than in the
previous survey.

DOMESTIC ANALYSTS I
Jiti Polansky, Ceska spofitelna

David Marek, Deloitte Czech Republic

Jan Vejmélek, Komeréni banka

Patrik Rozumbersky, Unicredit Global Research
Helena Horska, Vit Hradil, Raiffeisenbank

Petr Dufek, Banka CREDITAS

Petr Sklenar, J&T Banka

Radomir Ja¢, Generali Investments CEE
Jaromir Sindel, Citi
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Kamil Kovar, Moody's Analytics
Jan Kudlacek, Tomas Lébl, UNIQA
Jakub Seidler, CBA

Lukas Kovanda, Trinity Bank
Michal Soltés, RoklenFin

Martin Janicko, MND +
Jan Bures, CSOB

FOREIGN ANALYSTS

Madhvee Bangur, Goldman Sachs
Prianthi Roy, The Economist Intelligence Unit Ak Ak “F F i
Jose A. Cerveira, JP Morgan
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We would like to thank everyone who contributed to this survey of financial market inflation expectations.

Prague, 24 May 2022
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[I. INFLATION
FORECAST FOR Y/Y CPI GROWTH 1Y AND 3Y FORECAST FOR CPI GROWTH
(%) %)
CNB (%)
Date of ANALYSTS
May CPI Prediction
2022 iy 3Y 1Y 3Y 1y
minimum 3.3 2.0 V.21 2.2 21 2Q: 2.4
average 5.0 2.3 VI.21 22 21
maximum 6.6 3.5 Vil.21 2.4 2.1 3Q:2.4
X.21 2.9 2.2 4Q: 4.1
.22 3.2 2.2
.22 4.5 2.2 1Q: 3.0
V.22 4.7 2.2
V.22 5.0 2.3 2Q: 3.8

Inflation in the Czech Republic is continuing to rise, exceeding estimates. The year-on-year consumer price index reached
14.2% in April, 1.5 percentage points higher than in March and the highest figure since 1993. Inflation continues to be
driven mainly by growth in prices of housing, fuel and food. In month-on-month terms, consumer prices increased by 1.8%,
also due mainly to higher energy and food prices. There is no doubt that the current surge in inflation is one of the factors
affecting the outlook. Overall, the analysts in our survey revised their forecasts significantly upwards again. At the one-
year horizon, the average rate increased by 0.3 percentage point to 5.0%. The otherwise very stable three-year forecast
also changed this time, rising by 0.1 percentage point to 2.3%. The range of the forecasts widened at both the one-year
and three-year horizons owing to an increase in the maximum values.

The analysts estimate that inflation could peak at close to 15% around mid-2022. However, they also point out that these
estimates are subject to a high degree of uncertainty. On the one hand, the previous growth in interest rates could start to
pass through to core inflation, and inflation may also reflect base effects and the anti-inflationary effect of the labour market,
where real wages will start to drop. On the other hand, there is a risk that the high wholesale prices on the energy market
will pass through to end prices for customers and subsequently to other goods and services. Inflation expectations, which
could be reduced by the CNB’s comprehensible, resolute and substantiated steps, might also play an important role. In
general, the analysts do not expect annual inflation to fall to single figures (despite declining gradually) by the end of this
year. They do not expect it return to the target until 2024.

CONSUMER PRICE INDEX CONSUMER PRICE INDEX AT 1Y

ACTUAL DATA AND 1Y PREDICTIONS OF ANALYSTS PREDICTIONS OF INDIVIDUAL ANALYSTS (%)
(AVERAGE) AND OF CNB (%) 70

15.0 %
14.0 6.0

13.0 5.4 5.5
5 4, é‘ 7
4.
33

3.

2.

1.

0.0

12.0 lim range
ANALYSTS

e gctual data
11.0 —gverage
10.0 e CNB
9.0

8.0
7.0
6.0
5.0
4.0
3.0
2.0
1.0
0.0

o

o

o

o

i

o

VI-20 XI1-20 VI-21 XI-21 VI-22 XI-22

Czech National Bank Financial Market Inflation Expectations 5/2022




[Il. —— Gross domestic product 5

lll. GROSS DOMESTIC PRODUCT

FORECAST FOR GDP GROWTH FORECAST FOR GDP GROWTH
(%) (%)
May end of year Date of Prediction end of year
2022 current current +1Y current current+1y
minimum 1.0 0.9 V.2l 35 45
V921 3.6 4.3
average 1.8 28 VIL.21 3.4 4.7
maximum 3.1 4.8 x.21 a3 a7
1.22 3.9 4.0
.22 25 3.2
V.22 1.9 3.0
V.22 1.8 2.8

According to the flash estimate, GDP increased by 0.7% quarter on quarter and 4.6% year on year in 2022 Q1. The CZSO'’s
short commentary indicates that the year-on-year economic growth was driven mainly by final consumption expenditure of
households and gross capital formation, while demand continued to have a negative effect. As regards sectors, growth in
gross value added was supported most of all by construction, followed by trade, transport and hotels and restaurants. The
above figures exceeded the consensus estimates. Some of the analysts are of the opinion that the war in Ukraine and the
drop in real wages will be reflected in the performance of the Czech economy with a lag. Moreover, the year-on-year growth
is probably affected by the low base of the previous year, when pandemic restrictions were weighing on the economy. The
analysts taking part in our survey further lowered their economic growth estimates for both monitored years on average.
In 2022 as a whole, GDP in the Czech Republic is expected to grow by 1.8%, i.e. 0.1 percentage point less than in the
April survey. The growth will accelerate to just 2.8% in 2023, as against the previous 3.0%. The range of the estimates for
this year narrowed owing to a rise in the minimum value and a decline in the maximum value. The minimum and maximum
forecasts for next year are unchanged, as is their range.

The analysts expect economic activity to weaken gradually due to the war in Ukraine, the spread of the pandemic in Asia
as a result of zero-tolerance government policy, and persisting problems in global supply chains. The high inflation is
naturally also a fundamental factor, as it is not only adversely affecting real wages, but also increasing uncertainty. With
consumer confidence at its lowest level since 2012, this may result in a drop in consumption expenditure. Consumer
demand may also be constrained by the current interest rate level. According to the analysts, the high inflation, coupled
with higher policy rates, will also negatively affect private investment and exports. Net exports will additionally be weakened
by a drop in exports to Russia and Ukraine and imports of expensive raw materials. By contrast, government consumption,
which will reflect the provision of war-related fiscal support, is expected to remain relatively strong. Some of the analysts
believe it could make a positive contribution to growth this year.

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
(%)

May 2Wrepo rate 12M PRIBOR 5Y IRS 10Y IRS
2022 1M 1Y 1M 1Y 1M 1Y 1M 1Y
minimum 6.00 4.00 6.17 3.70 4.89 3.10 4.40 2.70
average 6.34 5.38 6.63 5.37 5.43 4.50 5.03 4.29
maximum 6.50 6.50 7.45 6.30 6.12 5.40 5.79 5.10
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
V.21 0.27 0.88 0.67 1.31 1.70 1.95 1.84 2.07
V021 0.42 1.16 0.84 1.66 1.77 2.11 1.85 2.21
VilL.21 1.00 1.80 1.36 2.14 2.12 2.34 1.98 2.31
X.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
n.22 4.93 4.57 5.18 4.61 4.29 3.88 3.75 3.55
.22 5.43 4.90 5.90 5.07 4.94 4.17 4.36 3.83
V.22 6.34 5.38 6.63 5.37 5.43 4.50 5.03 4.29

ACTUAL INDICATOR VALUES AS OF FORECAST DEADLINE

(%)

2W 12M 5Y 10Y
repo rate PRIBOR IRS IRS
15.5. 5.75 6.35 5.33 4.99

At the Bank Board’s meeting in May, the CNB’s monetary policy was tightened by more than had been expected, with the
2W repo rate raised by 75 basis points to 5.75%. Despite the appointment of AleS Michl as the new CNB governor (Michl
is considered to be a dove, but his term of office does not start until the beginning of July), and against the backdrop of
this fact, all the respondents expect another increase in the CNB’s 2W repo rate at the next Bank Board meeting. Four
respondents estimate an increase of 25 basis points, four a hike of 50 basis points and the remaining eleven a rise of
75 basis points. The main factor in favour of an interest rate hike is inflation, which exceeded the CNB'’s spring forecast in
April. The koruna is also weaker than forecasted, while domestic economic growth is higher. At the same time, though, the
analysts do not overlook the view expressed by the CNB that “the current Bank Board cannot be responsible for how the
Board in its new line-up will — or should — decide” in their speculation about the possible outcomes of the voting at the
CNB’s next monetary policy meeting, which are this time also naturally influenced by the new governor’s statements about
his idea of future rates.

ANALYSTS’ FORECAST - 2W REPO RATE LEVEL IN 1Y
(%)

2W repo rate level in 1Y (%) 4.00 4.25 4.50 4.75 5.00 5.25 5.5 5.75 6.00 6.25
number of analysts - current survey 2 0 2 1 1 1 3 4 3 1
-previous survey 3 0 2 2 5 2 3 1 0 0

The path of key interest rates at the one-year horizon is also affected by the higher inflation and the related economic
developments on the one hand, and by speculation about the future line-up of the CNB Bank Board on the other hand.
The analysts continue to expect key interest rates to decline gradually. From the current point of view, the drop is expected
to be sharper, albeit from a higher starting position. The level of uncertainty regarding the future settings of key interest
rates is increasing further. This is clearly illustrated by the widening dispersion of the analysts’ one-year forecasts, which
range between 4.00% and 6.25%.

The forecasts for the monitored interbank reference rates and interest rate derivatives again strongly reflect market
developments; the 12M PRIBOR increased by 57 basis points, the 5Y IRS by 51 basis points and the 10Y IRS by 71 basis
points compared with the previous survey. The forecasts for these variables shifted up by 30—73 basis points. The key
interest rates are expected to drop at the one-year horizon. In addition, the average one-month and one-year forecasts for
the 5Y IRS still exceed the corresponding forecasted levels for the 10Y IRS, albeit less so than in the April forecast.

Czech National Bank Financial Market Inflation Expectations 5/2022
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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 May EUR/CZK
imM iy 2022 1M 1Y
V.21 25.55 25.19 minimum 24.40 23.60
vi21 25.36 24.88 average 24.75 24.49
V.21 25.37 24.82 maximum 25.35 26.00
X.21 25.33 24.73
.22 24.52 24.30
.22 24.82 24.47 ACTUAL EUR/CZK AS OF FORECAST DEADLINE
V.22 24.42 24.17
V.22 24.75 24.49 15.5. 24.74

The koruna weakened against the euro relative to the previous survey. This was due first to unofficial information in the
media about the new governor and then to his actual appointment. Following the CNB’s subsequent interventions, the
koruna returned below CZK 25.00 to the euro. The exchange rate as of the cut-off date of the survey (CZK 24.74 to the
euro in mid-May) is CZK 0.3 weaker than in the April survey. The analysts’ forecasts shifted to weaker levels to a similar
extent. According to their estimates, the koruna will be flat close to CZK 24.75 to the euro until at least mid-June. It might
then follow a gradual appreciation trend until May 2023, strengthening to CZK 24.49 to the euro.

According to the analysts, the koruna, too, has recently been affected by the increased uncertainty and the lower probability
of a further rise in key interest rates after the change in the line-up of the CNB Bank Board. In the short term, the koruna
may have a tendency to weaken, especially if the new CNB Bank Board starts to signal an easing of monetary policy.
Some of the analysts are of the opinion that the potential for “wait-and-see” monetary policy in an environment of elevated
inflation expectations may undermine the credibility of the fight against inflation. In such an event, the CNB might start to
intervene. However, the new governor is not considered to be a supporter of foreign exchange interventions. The line-up
of the new Bank Board thus represents a considerable risk for the exchange rate. Net exports will not probably support the
domestic currency either. Next year, the koruna could start to appreciate very gradually. This will be fostered by an easing
of the stress in supply chains, an improvement in market sentiment and a decrease in domestic inflation pressures, and
possibly also by an economic recovery and depreciation of the dollar. However, this effect will be partially offset by falling
monetary policy rates and hence a narrowing interest rate differential.

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
(%) (%)
May year end Date of Prediction year end
2022 current current+1Y current current+1yY
minimum 4.0 5.0 V.21 3.8 4.3
average 6.5 6.2 Vi.21 3.7 4.4
maximum 11.3 10.1 ViiL21 4.0 4.6
X.21 5.0 5.0
.22 55 5.1
n.22 6.5 5.6
V.22 6.5 5.9
V.22 6.5 6.2

Owing mainly to the start of seasonal work, the share of unemployed persons (according to the Labour Office methodology)
dropped by 0.1 percentage point again to 3.3% in April. This is a decrease of 0.8 percentage point compared to the same
period a year earlier. The unemployment rate in the Czech Republic thus remains the lowest in the entire EU according to
the latest available data. The number of job vacancies continues to markedly exceed the number of job applicants. Given
the above data, which, according to some estimates, are below the steady-state level in the case of the unemployment
rate, the analysts believe that the labour market is still showing signs of overheating. Labour shortages, which will not be
fundamentally affected by the inflow of Ukrainian refugees, will foster higher growth in nominal wages. According to our
survey, nominal wages will grow by 6.5% in 2022. This is the same estimate as a month ago. The growth will thus far from
cover the double-digit inflation this year. In 2023, the upward pressure on wages is not expected to weaken much and they
may rise by 6.2% in nominal terms. This is 0.3 percentage point more than in the April survey. If inflation slows, the year-
on-year change in real wages could turn positive again.

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