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Regional insights

The CNB does not panic as it remains in a neutral mode

The latest CNB Bank Board meeting delivered no surprises in terms of both actions
and rhetoric. The result of the Bank Board's vote indicated that the vast majority of
Czech central bankers are currently running in a neutral mode. One vote for a hike
of the repo rate and the absence of any opinion in favour of rate reductions sent a
clear message to the markets that, looking into the future, the CNB has no big
concerns that would require an urgent action in the form of rate reductions. In this
respect, the Czech central bank's neutrality has a stabilizing effect, which was
appreciated by the Czech koruna that has already reached its annual maximum
against the euro. Nevertheless, the financial markets are still "convinced" that the
time when Czech rates will go down is coming near, and they calculate with one,
two or three official interest rate reductions within a one-, two- and three-year
time frame, respectively. Identically, the declining yields of Czech government
bonds, which are already well below the repo rate, could indicate a clear vision of
market contrasting to the CNB's forecast, which assumes interest stability. On the
other hand, the market is still under the influence of extremely high CZK liquidity,
which, by the way, has increased almost seven times (to CZK 2.7 trillion) since
before the intervention against the CZK, and which is trying to find a use in the
domestic assets with interest gains incomparably higher anything on offer in the
euro area.

The longer pause, currently indicated by the CNB Bank Board, is a logical step that,
for the time being, cannot be interpreted to say that the Czech central bank is going
to respond to the ECB's dovish steps (or even the Fed’s announced interest cuts).
The CNB will continue to monitor the development of the domestic economy and
will react only if the inflation tendencies diminish significantly. Nonetheless, based
on the currently quite solid shape of the Czech economy, the rates are likely to
remain stable over a longer time. Naturally, the precondition for this scenario is
the absence of negative external risks such as trade war escalation.

The Polish inflation ticks above the NBP target in June

The Polish headline inflation passed the 2.5% mark in June, which is the NBP
inflation target. Recall that the Polish consumer price index increased by 0.3% mom
and 2.6% yoy according to the flash estimate. The June headline index was again
driven by more expensive food prices (0.3% mom, 5.7% yoy) and probably by core
inflation, which accelerated from 1.7% in May to 1.9% yoy in June.
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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
e | 2o | e Indicator Period Forecast Actual Consensus Previous
m/m yly m/im yly mim yly m/m yly
cz 06/28 9:00 GDP %  1Q/2019 *F 06 28 06 26 06 26
HU 06/28  9:00 Wages %, ytd. 04/01/2019 9 10.6 10.2
HU 06/28  9:00 PPI %  05/01/2019 05 27 1 4.1
PL 06/28 10:00 CPI %  06/2019 *P 24 03 26 02 24 02 24
cz 06/28 10:00 Money supply M2 %  05/01/2019 6.4 6.3
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