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Regional insights

The koruna firms ahead of the upcoming CNB meeting

The Czech koruna has continued to firm ahead of the upcoming central bank
meeting scheduled for next Thursday. While market’s rate hike bets have remained
unchanged a part of the forex market might actually think that there is a possibility
the CNB will bring another hike already before the end of this week. This thinking
was definitely encouraged by a recent hawkish comment delivered by CNB Board
member Benda. He said just before the start of the black-out period that a
(relatively) weaker koruna could be argument for a rate hike in December.

We do not believe (like other analysts on the market) that the CNB will tighten its
policy next week. While it is important to note that Benda actually deviated in his
opinion from CNB’s governor Rusnok view, who said on Tuesday that the debate
was tilting against a rate increase this month, there are other fundamental
reasons why the Czech central bank should not act again in December. Recall that
the performance of the Czech economy does not show any fundamental deviations
from the central bank’s November forecast. Economic growth is slightly weaker,
wage growth slightly faster and inflation still lags behind expectations. The only
thing that the Central Bank is currently worried about is the koruna exchange rate,
because the Czech currency remains significantly weaker than the CNB has
anticipated, so it could be argued that it eases overall monetary conditions. On the
other hand, external risks — like Brexit or falling demand for cars - are in favour of
moderate progress.
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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).

Calendar
ey | i | it Indicator Period Forecast Actual Consensus Previous
m/m yly m/m yly m/im yly m/m yly
PL 12/14  10:00 CPI %  11/2018 *F 0 1.3 0 1.2
cz 12/14  10:00 Current account CZKB 10/01/2018 3 9.99 1 -2.99
PL 12/14  14:00 Current account EUR M 10/01/2018 472 547
PL 12/14  14:00 Trade balance EUR M 10/01/2018 -341 -449
cz 12/14  17:00 Review rating - Fitch 3rd revision
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This non-exhaustive information is based on short-term forecasts for expected developments on the financial markets. KBC Bank cannot guarantee
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that these forecasts will materialize and cannot be held liable in any way for direct or consequential loss arising from any use of this document or its
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.




