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Friday, 03 August 2018

Regional insights
The CNB hikes, but the koruna feels disappointed

Yesterday, the CNB Bank Board has unanimously increased its base rate to 1.25%,
Lombard rate to 2.25% and discount rate to 0.25%. The decision adopted by the
Bank Board was underpinned by a new central bank’s macroeconomic forecast
based on slower appreciation of the koruna and higher inflation.

A bit surprisingly, in spite of faster rate increase this year the CNB remains
conservative in the longer term - especially for the 2019. Still, the CNB talks about
reaching neutral 3% level of the rates but not within the present monetary policy
horizon.

The Czech koruna, however, might feel disappointed by the CNB and the story
behind that is about expectations. Yesterday’s hike had been more or less priced in
the market, but a part of the market had believed the decision could be
accompanied by more significant change in the CNB (staff) forecast: assumption of
weaker koruna and higher rates. That would probably help the koruna as it would
signal, the CNB was ready to hike much more in the subsequent quarters.
Nevertheless the CNB weekend its koruna’s forecast more significantly only for this
and next quarter while it assumes fast(er) strengthening of the Czech currency in
2019 (see the chart below). As a result the projection does not predict any further
hikes in 2019 and sees tightening of monetary conditions through the strong(er)
exchange rate. That is probably the main negative message for the koruna.

Hence, our updated forecast says that (in line with the fresh CNB prediction)
central bankers will deliver one more 25 bps hike by the end of 2018. As for 2019,
though, we do not believe the CNB Board that it will add no further hikes. Our
main scenario counts with two more hikes, or even three hikes (25 bps each), if
koruna’s exchange rate should lag remarkably behind the CNB forecast.
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Interest-rate Swap Curves
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* upper plot in each panel shows interest swap curve (%), lower plot shows change in interest rates in basis points (against previous Friday).
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content. The document is not intended as personalized investment advice and does not constitute a recommendation to buy, sell or hold investments
described herein. Although information has been obtained from and is based upon sources KBC believes to be reliable, KBC does not guarantee the
accuracy of this information, which may be incomplete or condensed. All opinions and estimates constitute a KBC judgment as of the data of the
report and are subject to change without notice.




