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Friday, 26 July 2019

Regional insights
CZK is doing fine as prospects for ECB/Fed easing help

We had significantly weakened our outlook on the Czech koruna during spring as the
third quarter was expected to be negative for all regional due to Brexit and the weak
figures from Germany. However, the reality thus far looks more positive. Although the
German economy will probably drop again mid-year and the uncertainty related to hard
Brexit persists, the Central European currencies are actually doing relatively well. The
plans of the ECB and the US Fed are significantly helping the koruna and its regional
neighbours. While the ECB clearly prepared the markets for September’s easing
yesterday, the US Fed will already begin cut its interest rates next week. Obviously the
leading Central Bank’s preventive campaign is favourable for risky assets, including CE
currencies. Moreover, Czech macro data does not look nearly as bad as that of Germany,
where the nowcast only shows a gradual slowing of the Czech economy in the middle
of the year (from 2.8% to 2.6%).

However, the above stated arguments are not sufficiently strong enough for us to begin
betting on a significant appreciation of the koruna. Firstly, betting on easing (especially
in the USA) seems to be too aggressive at this point. If these expectations change, the
CE currencies may be somewhat worse off again. Secondly, while the Czech economy is
doing significantly better in comparison to Germany, the domestic inflation pressures
seemed to have already peaked. In reality, this means that the Czech National Bank will
probably no longer have the opportunity to increase its interest rates in this economic
cycle, which is not good news for the Czech currency in the long run.

Moreover, the slowdown of the Czech economy in recent quarters has occurred under
clearly deteriorating external results, where surpluses on current account have virtually
disappeared due to worsening trade balance and weaker transfers from abroad
(especially from the EU). In addition, a (relative) level of hedging of Czech exporters is
reaching record-breaking levels. According to the Czech National Bank’s most recent
survey, the level of exporters’ hedging in mid-2019 was above 45%, and the share of
Euro loans on annual Czech exports was close to 8.5%.

In our view, these are signals which may slow koruna’s gains in the near future.
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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).
’ . . Forecast Actual Consensus Previous
Country Date Time Indicator Period
m/m yly m/m yly m/m yly m/m yly
HU 07/31 9:00 PPI % 06/01/2019 1.5 5.3
PL 07/31 10:00 CPI % 07/2019 *P 0.9 5.3
cz 07/31 10:00 Money supply M2 % 06/01/2019
PL 07/31 15:00 Budget balance PLN M 06/01/2019 -2158
HU 08/01 9:00 PMI manufacturing 07/01/2019 54.4
PL 08/01  9:00 PMI manufacturing 07/01/2019 48.4
HU 08/01  9:00 Trade balance EUR M 05/2019 *F
cz 08/01  9:30 PMI manufacturing 07/01/2019 45.9
Ccz 08/01 13:00 CNB meeting % 08/01/2019 2
Ccz 08/01 14:00 Budget balance CZK B 07/01/2019 -20.7
HU 08/02  9:00 Retail sales %  06/01/2019 2.6
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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.




