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|. —— Summary

. SUMMARY

Thirteen domestic and two foreign analysts took part in the October survey of financial market inflation expectations. The
results show that the expected pace of inflation declined both at the one-year and three-year horizon for the first time in a
relatively long time. At the same time, the outlook for economic growth next year declined. The estimate for this year
remains unchanged. Most respondents estimate that the CNB will not change its key interest rates at the monetary policy
meeting in November. They are expected to decline, albeit later and more slowly than initially expected. The koruna
exchange rate is expected to be flat in the weeks ahead and to show a slight long-term upward trend next year after a
temporary weakening. The expected nominal wage growth was revised upwards for this year and the next.
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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

Kamil Kovar, Moody's Analytics

Jan Kudlacek, Tomas Lébl, UNIQA

Jakub Seidler, CBA

Lukas Kovanda, Trinity Bank

Michal Soltés, RoklenFin

Martin Jani¢ko, MND

Jan Bures$, CSOB
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Madhvee Bangur, Goldman Sachs
Prianthi Roy, The Economist Intelligence Unit
Jose A. Cerveira, JP Morgan

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

Prague, 25 October 2022
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[I. INFLATION
FORECAST FOR Y/Y CPI GROWTH 1Y AND 3Y FORECAST FOR CPI GROWTH
(%) (%)
CNB (%)
Date of ANALYSTS
October CPI Prediction
2022 1Y 3Y 1Y 3Y 1Y
minimum 3.3 1.0 X.21 2.9 2.2 4Q: 4.1
average 6.2 2.7 .22 3.2 22
maximum 9.0 5.0 .22 45 2.2 1Q: 3.0
V.22 4.7 2.2
VI1.22 6.0 2.5 2Q: 3.8
VIiiL.22 6.7 2.5
IX.22 6.7 2.8 3Q: 6.3
X.22 6.2 2.7 4Q: 4.2

Following a previous slowdown, growth in the annual consumer price index picked up again in September, reaching 18.0%.
This is 0.8 percentage point stronger than in August and is also above the consensus estimate. Consumer prices increased
by 0.8% month on month (compared to 0.4% in August). The biggest contributor to annual growth was housing, especially
energy and fuel, which reflected an increase in the price of natural gas and electricity. Solid fuel prices naturally also
contributed significantly to the higher prices.

Despite faster growth in actual inflation, the analysts’ forecasts declined on average in our survey. The drop was quite
pronounced at the one-year horizon, down by 0.5 percentage point to 6.2%. The correction was more moderate at the
three-year horizon, with the average level falling by 0.1 percentage point to 2.7%. The range of the individual one-year
estimates widened considerably due to a rapid fall in the minimum value, while the maximum and minimum values of the
three-year estimates shifted downwards to the same extent, so their range remained unchanged.

The analysts estimate that energy and food prices might increase further in October but the trend is expected to reverse
from around November. Government measures, aimed at mitigating the impacts of a sharp increase in electricity and
natural gas prices on end consumers, may start to foster slower inflation. The expected downturn in the domestic economy
(the analysts are talking about a modest recession) and the related decline in consumer demand will gradually start to
affect consumer prices. The labour market situation is gradually deteriorating and investor sentiment is at a record low in
an environment in which several firms have relatively full warehouses. As the global economy cools, prices of some
commodities may decrease, even though a decline in oil prices could be hampered by OPEC+ policy. Ultimately, even
electricity prices may fall given the situation on the energy market. However, it will take some time before they are reflected
in the price lists for end consumers. Given the above, inflation is expected to return gradually to the 2% target, but some
estimate that this process will take at least a year.
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lll. GROSS DOMESTIC PRODUCT

FORECAST FOR GDP GROWTH FORECAST FOR GDP GROWTH
(%) (%)
October |current year current+1y Date of Prediction | current year current+1Y
2022

minimum 2.1 -1.5 <21 33 77

average 2.4 0.7

maximum 3.0 2.0 1.22 3.9 4.0
.22 2.5 3.2
V.22 1.9 3.0
V1.22 1.9 2.3
VII.22 24 1.3
X.22 24 1.2
X.22 2.4 0.7

Together with the publication of the quarterly sector accounts, the CZSO confirmed the estimate of Czech economic growth
in 2022 Q2. GDP thus increased by 0.5% quarter on quarter, which corresponds to annual growth of 3.7%. The published
data also show that real household consumption rose by 0.9% year on year in 2022 Q2 amid an aggregate real decline of
8.1% in households’ money and non-money income. Households’ saving rate fell by 5.7 percentage points to 13.8%. The
profit rate of non-financial corporations saw an annual decline of 2.0 percentage points to 44.7%, with the investment rate
increasing by 2.0 percentage points to 29.8% and the total wage bill going up by 11.1%.

The published statistical data and economic developments over the last month have not changed the analysts’ view of
GDP growth this year. On average, the domestic economy is thus expected to grow by 2.4%. The outlook for next year is
significantly less optimistic, with expected economic growth decreasing by 0.5 percentage point to 0.7%. Given the slight
increase in the same amount in the maximum and minimum values, the range of the individual estimates for 2022 remained
unchanged. The range of the forecasts widened significantly for the 2023 outlook due to a decline in the minimum value.

As domestic and external demand slows, the analysts believe that the Czech economy is currently in the downward phase
of the business cycle. Similar trends are expected in the coming months when domestic economic performance will
continue to be affected by high energy prices and a cooling in the labour market accompanied by an increase in
unemployment, including a fall in real wages. Some respondents also expect a short recession. A decline in sentiment
among households and entrepreneurs, for whom the downturn in demand limits the transfer of the rising costs (of energy
in particular) to the selling prices of outputs, suggests less optimistic developments. Exports will also deteriorate further as
global growth slows. However, the economy may start to recover next year, fostered by investment activity and an increase
in external demand. Household consumption is expected to improve rather gradually. The risks are significant; in the event
of a deeper slowdown in the global economy, GDP would likely fall further and the economy would recover later.

INDIVIDUAL 1Y PREDICTIONS GDP GROWTH AT END OF CURRENT YEAR
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IV. INTEREST RATES - 2W REPO, PRIBOR, IRS

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

(%)

October 2Wrepo rate 12M PRIBOR 5Y IRS 10Y IRS
2022 iM 1Yy iM 1Yy iM 1y iM i1y
minimum 7.00 4.50 6.60 4.50 5.00 3.80 4.50 3.90
average 7.02 5.87 7.38 5.96 5.50 4.68 5.12 4.46
maximum 7.25 7.00 7.55 7.20 6.10 5.30 5.60 5.00
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 iM 1Y 1M 1Yy iM 1Y
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
V.22 5.43 4.90 5.90 5.07 4.94 4.17 4.36 3.83
Vvi.22 6.77 6.20 7.24 6.34 6.23 5.36 5.80 5.19
V.22 7.09 6.03 7.45 6.05 4.86 4.40 4.18 4.07
X.22 7.00 6.04 7.42 5.98 5.12 4.51 4.55 4.14
X.22 7.02 5.87 7.38 5.96 5.50 4.68 5.12 4.46

ACTUAL INDICATOR VALUES AS OF FORECAST DEADLINE

(%)

2W 12M 5Y 10Y
repo rate PRIBOR IRS IRS
15.10. 7.00 7.43 5.72 5.30

Most respondents assume that the key interest rates will remain unchanged and the 2W repo rate will remain at 7.00% at
the CNB’s next monetary policy meeting on 3 November 2022. Only one respondent expects the 2W repo rate to increase
by 25 basis points to 7.25%.

According to the analysts, the press conference statement following the last monetary policy meeting suggests no change
in the CNB’s key interest rates. They are expected to be lowered later. However, it's a question of when. Given the
significant risks, the analysts expect a later and more gradual decline in the CNB’s key interest rates. May or August 2023
have been mentioned as possible dates for the first interest rate decrease. The future course of the war in Ukraine, global
economic growth, the ECB’s monetary policy stance, energy price inflation and wage growth in the Czech Republic will be
the decisive factors.

ANALYSTS’ FORECAST - 2W REPO RATE LEVEL IN 1Y
(%)
2W repo rate level in 1Y (%) 450 475 500 525 550 575 6 625 6.50 6.75 7.00 7.25 7.50 7.5 8.00

number of analysts - current survey 1 3 1 0 0 1 2 1 3 1 2 0 0 0 0
-previous survey 1 1 2 1 1 0 1 0 2 2 2 0 0 0 1

As the PRIBOR rates have recorded only marginal changes since mid-September and the CNB'’s key interest rates are
still expected to remain unchanged in the near future, the average forecasts for the PRIBOR rates have remained close to
the levels in the previous survey. They have changed by a mere 2 and 4 basis points. Conversely, market rates for interest
rate swaps increased, as did the forecasts in our survey (up by 17 to 57 basis points). The analysts continue to expect
PRIBOR and IRS rates to decline from the current levels in the next 12 months. At the same time, the average forecast for
rates with shorter maturities exceeds the expected rates with longer maturities, both at the one-month and one-year
horizon.
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IV. —— Interest rates — 2W repo, PRIBOR, IRS

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 October EUR/CZK
1M 1Y 2022 1M 1Y

X.21 25.33 24.73 minimum 24.50 24.00
.22 24.52 24.30 average 24.61 25.07
n.22 24.82 24.47 maximum 24.70 27.00
.22 24.42 24.17

Vi.22 24.72 24.85

V.22 24.62 24.82

X 22 24.64 25.03 ACTUAL EUR/CZK AS OF FORECAST DEADLINE
X.22 24.61 25.07 15.10. 24.59

The exchange rate of the koruna against the euro depreciated only slightly compared to the previous survey, standing
close to CZK 24.6/EUR. The average monthly forecast of the analysts, who expect no major change in the near future, has
also been fluctuating close to this level since the summer. On average, they thus expect the koruna to trade at CZK 24.61
to the euro in mid-November. A slight depreciation above the psychological threshold of CZK 25 to the euro is still expected
at the one-year horizon.

The analysts believe that there are not many major factors fostering the appreciation of the koruna exchange rate at
present. By contrast, negative market sentiment, a narrowing of the interest rate differential vis-a-vis the euro area and a
deterioration in the Czech economy (including the current account) are putting downward pressure on the koruna.
According to the analysts, the koruna is not depreciating thanks to the CNB’s interventions, which are expected to continue,
as there are no signs that they should be discontinued. However, according to the CNB’s official forecast, the koruna
exchange rate is expected to weaken until around mid-2023, which the analysts must take into account in their one-year
forecasts. The view that the depreciation of the koruna may not be as large as the central bank believes is by no means
uncommon.

According to some comments, the koruna is expected to return to a slight appreciation trend in the longer term, which will
be based on improved sentiment on global financial markets, a recovery in the Czech Republic’s foreign trade and renewed
convergence of the Czech economy to Western European countries. However, the current energy crisis in Europe and the
course of the war in Ukraine pose a risk.

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 (%)

()

(%) Date of Prediction current year current+1Y

October current year current+1Y
2022

minimum 5.5 4.5 X.21 5.0 5.0

average 7.0 8.0 .22 5.5 5.1

maximum 8.2 13.0 n.22 6.5 5.6
V.22 6.5 5.9
VI1.22 7.0 7.0
ViiL22 6.9 7.5
IX.22 6.8 7.7
X.22 7.0 8.0

The share of registered unemployed persons rose by 0.1 percentage point to 3.5% at the end of September. According to
the latest available data, the unemployment rate in the Czech Republic is the second lowest in the EU. According to the
Labour Force Survey, the share of unemployed persons was 2.5% in August, i.e. 0.2 percentage point more than in July
but down by 0.4 percentage point on a year earlier. Although the unemployment rate is gradually rising and the number of
job vacancies is decreasing, the labour market conditions remain tight. The analysts believe that the labour market situation
combined with a high inflation rate will lead to a rapid increase in wage demands and subsequently in actual agreed wages.
They thus expect nominal wages to grow by 7.0% on average in 2022, i.e. by 0.2 pp more than in the previous survey. The
outlook for 2023 is also higher, with wages expected to rise by 8.0% compared to 7.7% in September.

INDIVIDUAL 1Y PREDICTIONS NOMINAL WAGE GROWTH
CURRENT YEAR +1Y END OF CURRENT YEAR: AVERAGE AND RANGE OF PREDICTIONS (%)
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