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Our regional insights: 

The koruna has not left a summer mode 

Low volatility and slow summer trading have returned to the Czech forex market. 

As for the Czech koruna, we still believe that the sentiment in emerging markets 

will remain an important factor in the coming months – so, the market should keep 

monitoring the Turkish lira, the Russian rouble, the Hungarian forint or the Polish 

zloty. With a worse sentiment (and a higher aversion to risk), foreign capital is 

tending to leave the long koruna’s positions, which have remained high since the 

end of the CNB's foreign exchange interventions. In this respect, it is interesting 

that no significant part of the short-term foreign capital has been withdrawn from 

the Czech Republic yet (even during the intensive sell-off in June). 

On the other hand, the koruna could be still supported CNB's tightening cycle. But 

there should be one warning - the Czech Central Bank has clearly indicated this year 

that it does not want to fight with a market-driven CZK’s weakening. The CNB would 

rather monitor the situation on the domestic foreign exchange market and it would 

only ex-post react with its interest rate policy. We used to believe that the CNB 

could change this approach over time, but the central bank's latest macro 

projection clearly showed that the CNB does not want to commit to more rate hikes 

and it would rather stay behind the curve (on the other hand, it is worth noting that 

the CNB forecasts a visibly stronger koruna, which implies slower inflation and 

interest rates). 

We believe that in such an environment, the Czech koruna can remain vulnerable 

to swings of market sentiment in emerging markets. As a result, we see the 

exchange rate of the Czech currency at weaker levels for the rest of the year, while 

our longer bullish view of the koruna is left without major changes. 
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Interest-rate Swap Curves 

* 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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Calendar 
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