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CZGB 10Y 1.573 1.573 0.0
HUGB 10Y 2.05 2.05 -0.1
PLGB 10Y 2.14 2.14 0.0
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Regional insights

The CNB - the only hawk in town delivers an
unexpected model-based 25 rate hike

Quite unexpectedly and despite increasingly worse macro readings from the Czech
economy, the CNB decided to raise the official interest rates yesterday. At the ratio
of 4:3, the CNB Bank Board decided to increase the repo rate by a quarter of a
percentage point. Actually, this was in line with the central bank's new staff
forecast, with which it is consistent that the interest rates grow initially, followed
by their fall in the second half of the year.

Therefore, the Bank Board is abandoning the interest rate smoothing for now and
has decided to respond actively by a narrow majority. The decision was obviously
not simple, perhaps because the announcement of the negotiation outcome and
the press conference were postponed by an hour.

The Bank Board decided to raise the rates, although the new inflation forecast
clearly points to a 2% decline in inflation at the monetary policy horizon. Even the
closely monitored monetary-policy-relevant inflation is expected to fall below 2
percent based on this outlook. Thus, the CNB apparently believes that after last
year's slowdown, economic growth has accelerated since the beginning of this
year. According to the Central Bank, the government and private investments will
also contribute to growth; however, wage growth should slow down. The economy
should add 2.3% this year, according to the CNB. Hence, the CNB being one of the
most optimistic institutions in terms of growth during this year, as well as during
the next year.

The most interesting thing about the new forecast is that the CNB expects the
Czech koruna exchange rate to be stable when the EUR/CZK pair should not fall
below the 25.0 level. All this in a situation of extremely wide interest rate
differential against the euro interest rates. For the entirety of this year, the CNB
expects the exchange rate to be at around EUR/CZK 25.30. However, the market
has been ignoring these figures from the Central Bank model and the Czech koruna
strengthened to its seven-year high after the meeting.

As far as the interest rates are concerned, the CNB model output really
recommended another hike but subsequently, as early as in the second half of
2020, rates should gradually decline according to the model. All in all according to
the CNB new staff forecast, the official interest rates at the current level of 2.25%
should reach the maximum levels. We believe that interest rate stability is likely to
occur in the near future, however the question of whether the CNB optimistic
forecast would really come true remains open.
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Calendar
Forecast Actual Consensus Previous
Country Date Time Indicator Period
m/m yly m/m yly m/im yly m/im yly
HU 02/07  9:00 Trade balance EUR M 12/2019 *P 134 290 484
cz 02/07 10:00 FXreserves of the CNB EUR B 01/01/2020 133.3
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