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Wednesday, 15 April 2020

Our regional insights:

The Czech inflation is already heading down

The Czech inflation rate for March has not registered the start of the coronacrisis
vet, nonetheless it has slightly decreased due to fast reductions in fuel prices.
Hence, the year-on-year inflation figure is decreasing from the previous 3.7% to
3.4% and is getting closer to the inflation target of the CNB.

Although headline inflation dropped, some prices of significant items in the basket
of goods went up quickly once again. Food in particular is an example as their prices
grew by 6.4% year-on-year. Food even replaced housing as the most important
inflation factor so far. The reason is certainly not because housing is any cheaper
as housing itself adds one percentage point to inflation.

To the contrary, the expected upside effects regarding tobacco products can be
seen in inflation due to the high level of stock. Hence, we have to take it into
account for the upcoming months. However, because of the continuous fuel price
reductions not even taxes on tobacco products will prevent inflation from falling
fast.

In June, inflation may be already deep below 3% YoY, and towards the end of the
year even below 2% YoY. The question is how fast the lower rents in Prague, the
prices of package holidays that may not be realized at all, or for example the prices
in the stores and other services the activities of which have been suspended will
start being reflected in it.

Although inflation is still relatively high, it is an old figure, hence the relevance of
which is not too high. From the point of view of the monetary policy it is the
forecast that is relevant, and it now shows fast weakening of inflationary pressures
nearly across the whole Czech economy. This is another reason why the CNB could
make another significant cut of its policy rate at its next meeting (in May).
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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).

Calendar
Country Date Time Indicator

PL 04/15 10:00 CPI %
cz 04/15 12:00 CZ bond auction 2020-2022, X.xx% CZK B
cz 04/15 12:00 CZ bond auction 2014-2027, floating rate CZK B
Ccz 04/15 12:00 CZ bond auction 2020-2031, 1.20% CZK B
PL 04/16  14:00 Core CPI %
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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.
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