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Friday, 10 July 2020

Regional insights

Short-term rebound in Czech inflation

Today’s release of the Czech inflation surprisingly showed that it jumped from the
CNB's tolerance interval (1-3%), reaching 3.3% YoY in June. Compared to May,
cigarette prices have mainly increased as the latest stocks of tobacco products with
lower excise duties have disappeared, and cigarettes with new stamps have gone
to the newsagents. Fuel prices, in turn, have reacted to recent developments in the
oil market, with car prices also heading up. In the latter case, this is probably not
the last step, given the impending fines for "non-green" cars, which will soon come
into force.

Compared to last June, prices are on average 3.3% higher. Inflation is driven by
increasing prices of food, alcohol, cigarettes and the ever-increasing cost of living.
Only these three items generate more than three-quarters of current inflation. If
we want to know which goods or services we are paying the most for this year, it
are some food prices that are 10% or more expensive, or electricity (+7.6%) etc.

Hence, the June inflation beat the CNB's forecast, which gives it another argument
not to think prematurely about further easing of an already extremely loose
monetary policy. The base rate can thus continue to remain at 0.25% and the CNB
can therefore think as much as possible about instruments to support liquidity and
loosen credit conditions. On the other hand, the current rise in inflation is
temporary, and inflationary pressures will weaken significantly in the second half
of the year. Last year's high benchmark also works, so inflation may return well
below 2.5% in the autumn. The risk factor remains the price of oil, fuel, the crown
exchange rate and the strength of the current recession.
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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
. . . Forecast Actual Consensus Previous
Country Date Time Indicator Period
m/m yly m/m yly m/m yly m/m yly
cz 07/10  9:00 CPI %  06/01/2020 0.4 3.1 3.3 0.2 2.9 0.4 2.9
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