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Friday, 26 April 2019

Regional insights

Outcome of next CNB’s meeting still uncertain

German macroeconomic figures make life harder not only for some financial
markets, but for central bankers too. Recall that the latest Ifo business sentiment
index surprisingly dropped to 99.2 points, which is very close to four-year lows. This
is not good news not only for the euro area and the ECB, but even for the Czech
economy and the central bank. We will soon see how the weaker business
sentiment affects the decision-making of the CNB Bank Board, meeting next
Thursday to decide on monetary policy settings.

Itis no secret that Czech central bankers were concerned about the poor news from
Germany at the beginning of the year. Hence, at the meeting in May, the CNB will
have to decide what figures from Germany and the euro area to take into account.
Whether the hard February data from the industry, which does not look so bad, or
the soft indicators such as PMI or Ifo, which suggest that the euro area economy
remains vulnerable even in the second quarter.

Nevertheless, if the CNB Bank Board sees the situation in Germany as stabilized and
looks exclusively at domestic inflationary pressures, we can expect another hike on
May 2nd. However, the overall message of the new quarterly staff projection and
the balance of external risks by the individual bank board members will be crucial.
All in all, the Bank Board’s decision, or the vote will be very tight, which was
confirmed also by recent comments by CNB’s Governor Rusnok or Vice Governor
Mora as they indicated that both the options are on the table. Let us add that the
Czech money market is not sure about the outcome of the CNB meeting next week,
either. Still, a part of the market believes that the CNB could raise official interest
rates over a six-month horizon (which is roughly our opinion too). On the other
hand the market has clearly priced in a rate cut in in the mid-term. In other words,
the shape of the Czech yield curve remains really weird (see the next page) as the
curve has remained inverted since the end of last year.

Eurozone PMiIs and the slope of Czech yield curve

(shadow area = the Czech recession)
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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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