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Friday, 29 March 2019

Regional insights
CNB on hold and policy bias downgraded to neutral

Yesterday, The Czech central bank (CNB) decided to leave the interest rates
unchanged even in March, particularly due to the uncertainties related to
developments outside the country. Still, two Bank Board members continue to vote
for interest rate raises. However, the overall Bank Board’s bias has been shifting
towards more neutral stance. In contrast to the previous meeting, the Bank Board
does not perceive risks as slightly pro-inflation but rather as balanced this time.
According to the CNB Governor Rusnok, the koruna, which is slightly weaker than
expected by the central bank, remains a pro-inflation risk. On the other hand, the
Bank Board views the weaker economic performance of main trading partners and
the faster disappearance of domestic inflationary pressures (somewhat slower
wages and domestic consumption) as anti-inflation factors.

At the press conference, Governor Rusnok specifically mentioned the situation in
Germany. Despite its stabilisation, the German industry remains very weak in a
number of key areas (automotive, metalworking or manufacturing). A huge part of
the German improvement in January was generated by the energy industry and
refinery production. Moreover, the leading indicators have given no signs of quick
turnaround in the German industry yet. While the poor performance of the
industry is compensated for by services and trading, these are sectors with no
strong connections to the Czech economy. In our opinion, the weak Germany and
the euro area are a major stop to any further Czech rate hikes. In this respect we
should add, the CNB has not emphasised political uncertainty like the Brexit or
trade wars yet, although they are mentioned in the CNB Bank Board comments.
That is why the monitoring any further developments in Germany, together with
the Czech economic news, is going to be essential in the months to come. We still
count on one more CNB’s rate hike, namely in the second half of the year. From the
perspective of the forex and the Czech money market, the outcome of the CNB
meeting were no big surprise and any further development will be affected by the
sentiments in both the mature and emerging markets. In the days to come, this
may be determined by the events associated with the Brexit or the regional Turkish
election (this weekend).

Polish markets eye Fitch rating review

While Polish markets have monitored March’s inflation readings this morning
(the headline inflation accelerated to 1.7% yoy), they also eye Fitch’s sovereign
rating review scheduled for this afternoon. It will be the first assessment (coming
from a rating agency) of government’s pre-election stimuli. We believe that the
rating agency will be cautious. We expect some verbal warnings, but no change of
the rating outlook (it should remain STABLE for the A- rating).
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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
. . . Forecast Actual Consensus Previous
Country Date Time Indicator Period
m/m yly m/m yly m/im yly m/m yly
HU 03/29 9:00 Wages %, ytd. 01/01/2019 10.6 9.9 10.2
HU 03/29 9:00 PPI % 02/01/2019 -0.3 2.7 -0.5 3.8
cz 03/29 10:00 Money supply M2 % 02/01/2019 5.9 5.7
PL 03/29 10:00 CPI % 03/2019 *P 0.3 1.7 0.2 1.6 0.4 1.2
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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

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.




