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Our regional insights: 

Another CNB’s rate cut on the way 

The Czech National Bank (CNB) is likely to lend (again) a helping hand to the Czech 

economy as early as tomorrow. We expect the CNB repo rate to be further 

reduced by 50 basis points to 0.5%. The question is whether the CNB with 

extended powers (after the amendment of the law) will finally decide to reach for 

new and less orthodox measures too – meaning a possibility of asset (bond) 

purchases. Among other things, the decision can be supported by a new forecast, 

which should point out a truly significant slump in the economy in the first half of 

the year and the extremely high uncertainty associated with the development in 

the subsequent quarters of the year. So, besides the rate cut, the Bank Board could, 

if nothing else, discuss other unconventional easing tools (QE), too. 

At this point in time, interventions against the Czech koruna are indisputably out of 

the game. The tool that was significant in the deflationary year of 2013 would now 

do more harm than good. The Czech koruna, burdened with a high volume of short-

term foreign capital, is weak quite naturally. Paradoxically, a significant proportion 

of Czech exporters would then rather appreciate its stabilization. As in 2013, strong 

arguments against negative rates in the Czech Republic are still valid. 

On the other hand, this time it could make sense to set certain targets for long-

term interest rates (on the yield curve of Czech government bonds). In fact, it is the 

longer-term interest rates that matters for the Czech business sector and 

households. The last month also showed that the combination of boosted 

government bond issues and foreign capital outflows is able to return higher risk 

premiums to the Czech bond market. 

It is true that the huge surpluses of koruna’s liquidity in the Czech financial system 

alone may be sufficient to calm down the situation at least for some time. In this 

environment financial institutions store liquidity surpluses in repo-operations, 

hence CNB’s rate cuts might alone increase the natural demand for government 

bonds. Accordingly, the extreme actions of the Fed and the ECB help to maintain 

large volumes of foreign capital in Czech korunas. Thus, the risk premiums in the 

Czech bond market became stabilized over the last week. Still, this situation is not 

sure to last. 

The CNB Bank Board could therefore signal the efforts to stabilize government 

bond yields, while it does not necessarily have to declare any specific sums of bonds 

that it would like to buy. Such a verbal intervention may have a high “signalization” 

effect and may keep the risk premiums attached to the Czech government debt 

under control, without the central bank having to purchase high volumes of 

government bonds in the market. 
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Interest-rate Swap Curves 

* 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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