
Czechia Watch: CNB delivered expected
rate stability
Same as at its August meeting, the CNB bank board voted to keep rates stable. The
decision was in line with analysts' unanimous expectations. There was also no change in
the FX interventions strategy; the CNB will continue to prevent excessive FX fluctuations.
At the press conference, Governor Ales Michl was brief, but some of his answers were
surprisingly hawkish.

Rates stable or higher, discussion about cuts is not on the table

The question of a possible rate cut was not raised at all at the meeting and rates will thus
“remain stable or rise” in the future. The Board would lean towards a rise in the event
of rising budget deficits or high wage growth - both of which are currently feasible risks.
In his comments on interventions, Governor Michl said that the CNB has no threshold
below which it would be unwilling to let foreign exchange reserves fall, but he avoided any
further comments on this subject. Some more information could theoretically be found
in the CNB minutes released next Friday.

Pro-inflationary and anti-inflationary risks

As at the last meeting, five members voted for rate stability, two for a (75bp) hike. The only
change is that at the last meeting the two hawkish votes were for a 100bp hike. The CNB
sees risks in both directions, where the mentioned wage growth combined with more
expansionary fiscal policy, but also a higher outlook for foreign output prices or a loss
of anchoring of inflation expectations, could act as a pro-inflationary factor. Conversely,
the rising likelihood of a recession abroad, a higher-than-expected slowdown in domestic
demand and the introduction of measures to curb energy price growth could be anti-
inflationary. The CNB's forecast does not rule out the possibility of annual inflation still
rising towards 20% despite the August y/y decline. The CNB expects a return to the 2%
target in about a year and a half. Our forecast assumes a slower retreat.

Markets barely reacted to the expected decision

Financial markets did not react to the decision itself and major movements occurred only
during the press conference. The koruna strengthened sharply from 24.70 to 24.55 EUR/
CZK, probably as a result of interventions, as the domestic currency was at its weakest
levels since July and in the range where the CNB has been entering the market in recent
months.
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 Market sees rates stability as the most likely scenario
FRA 3x6 spread over Pribor 3M (in pp)

-0.2

0.0

0.2

0.4

0.6

0.8

1.0

1.2

1.4

1.6

1.8

Source: Bloomberg, Raiffeisen Research/RBI

Risks both ways for our outlook, no change for now

In our forecast, we do not rule out a rate hike in the final quarter of this year. The lower
inflation dynamics, along with some comments by Board members, are the main risks
to this forecast, where the CNB could lean rather towards longer-term stability without
future hikes. On the other hand, today's meeting made it clear that the CNB is willing to
discuss a hike even in its new more dovish composition, and if it happens, rates could
rise even more than our forecast assumes (+25bps). This is especially so if a price-wage
spiral were to emerge. Thus, we will continue to assess the latest data (led by September
inflation numbers), but for now we leave our forecast unchanged. From the koruna's
perspective, we continue to expect ongoing interventions and so koruna should stay
around 24.80 EUR/CZK until approximately the middle of next year.
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Risk notifications and explanations

Disclosure
Risk notifications and explanations

Warnings:

• Figures on performance refer to the past. Past performance is not a reliable indicator for future results and the development
of a financial instrument, a financial index or a securities service. This is particularly true in cases when the financ...
A description of the concepts and methods used in the preparation of financial analyses is available under:
www.raiffeisenresearch.com/concept_and_methods.

"
Detailed information on sensitivity analyses (procedure for checking the stability of potential assumptions made in the context
of financial analyses) is available under: www.raiffeise..."

Disclosure of circumstances and interests which may jeopardise the objectivity of RBI: www.raiffeisenresearch.com/
disclosuresobjectivity

"
Detailed information on recommendations concerning financial instruments or issuers disseminated during a period of 12
month prior to this publication (acc. to Art. 4 (1) i) Commission Delegated Regulation (EU) 2016/958 of 9.3.2016) is available
under...

 
IMPORTANT LEGAL NOTICE

Copyright law

The contents offered on this website and subsites (hereinafter: the “RBI Research-Website”) are protected by copyright law. The
downloading or storage of applications or programmes contained on the RBI Research-Website and the (complete or partial...

Information content, timeliness of information

The contents of the RBI Research-Website you are seeking to access is for information only and does neither qualify as investment
advice nor constitute or form part of any offer to buy or sell any securities or other financial instruments as defined i...

RBI has made every effort to ensure reliability in researching the information published on the RBI Research-Website or sent via
RBI Research-Website as well as in selecting the source of information used. Nonetheless, RBI does not assume any liabilit...

The information contained on the RBI Research-Website as well as forecasts published on the RBI Research-Website are based on
the information available and the market assessment at the point in time stated in the respective publications. Certain infor...

You agree and acknowledge that the information and statements contained in the materials you are accessing on the RBI Research-
Website speak only as of the date of such document and such information and statements will become inaccurate, stale and/or ...

RBI assumes no responsibility to maintain documents posted on the RBI Research-Website or to update any documents. Therefore,
users of the RBI Research-Website acknowledge that the content of documents available on the RBI Research-Website may not
sho...

Restricted access due to local regulations

Users of the RBI Research-Website can access some documents and information without registration requirements and without
further barriers (the respective area on the RBI Research-Website is hereinafter referred to as “Unrestricted Area”). By acce...
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Other documents are only available to persons who have registered themselves in accordance with the required procedure. The
part of the RBI Research-Website which can only be acceded by way of registration is hereinafter referred to as “Restricted A...

Due to the laws applicable in some jurisdictions or regulations imposed by capital market or securities authorities, some of the
information published on the RBI Research-Website (e.g. stock analyses) is not addressed to private individuals. In order ...

The distribution or dissemination of information published on the RBI Research-Website as well as the purchase and offering of
the respective products in certain jurisdictions may be subject to restrictions or additional requirements. Persons who retr...

Users of the Unrestricted Area should be aware that the documents available on this part of the RBI Research-Website are not
made available on the basis that any customer relationship is created between RBI and such user solely on the basis of such us...

Links to websites or URLs of third-party providers

With the exception of the cases regulated under § 17 of the Austrian E-Commerce Act, RBI does not assume any liability for the
content of websites or URLs of other providers to which links are provided. Neither does RBI assume any liability for the u...

Exclusion of liability

RBI makes no warranty and will accept no liability for any damages whatsoever (including consequential or indirect damages, or
lost profits) relating to the access to the RBI Research-Website, the opening, use or querying of the contents on the RBI Re...

Furthermore, RBI shall not be liable for technical disruptions such as server breakdowns, operating disruptions or failures of the
telecommunications links and other similar events, which could lead to the (temporary) unavailability of the RBI Researc...

Storage of registration data

The content in the Restricted Area of the RBI Research-Website is only available to registered users. By sending the completed
online registration form, the user confirms the completeness and correctness of the data given and also confirms having trut...

Changes to the RBI Research-Website

RBI retains the right to change and to remove the RBI Research-Website at any time (if necessary also without prior notice), in
particular as regards changing existing contents (in full or in part) and adding new contents.

General terms and conditions of business

For (authorised) users who use the services of RBI provided on the RBI Research-Website, the General Terms and Conditions of
Business, as amended, of RBI shall apply in addition to the terms and conditions of this Disclaimer.

Please also take ...

IF YOU CANNOT SO CERTIFY, YOU MUST CLICK THE BUTTON LABELLED “I DECLINE” OR OTHERWISE EXIT THIS WEBSITE.

BY ACCESSING THE MATERIALS ON THIS WEBSITE, YOU SHALL BE DEEMED TO HAVE MADE THE ABOVE REPRESENTATIONS
AND CONSENTED TO DELIVERY BY ELECTRONIC TRANSMISSION.
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