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Regional insights
The CNB hikes by 75bps, but the top might be close

As expected, the CNB increased its base interest rate by 75 bps to 4.5%;
unsurprisingly in a voting ratio of 5:2 (in favour).

This time, the Bank Board based its decision on a new staff forecast, which among
other things presumes inflation will return to the two-percent target already on the
monetary policy horizon of 18 months.

Although the forecast expects a substantial jump in inflation in the first quarter of
2022 (to nearly 10%) and that it will remain at such a high level also in the second
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quarter, projected short-term rates have virtually been peaking now. In the second
half of the year, the official rates should even start dropping quite fast, and in the
last quarter, the three-month PRIBOR should reach only 3.78% on average. This
would correspond to rate cuts by 100 basis points before the end of this year.

Hence, if the CNB policy matched its new forecast, it would mean a relatively quick
return to a long-term neutral level around three percent, where official rates
should get to perhaps as early as in 2023. This would be a relatively quick
turnabout, nevertheless, it presumes that inflation and inflation expectations will
be successfully brought under control quite fast.

From the point of view of the CNB, the forecast risks are quite significant and
generally are slightly tilted to the upside (with regard to inflation). The forecast
uncertainty is mainly related to the January price hikes of goods and the duration
of the disruptions in global supply chains.

In our view, the CNB Bank Board has completed the major part of the tightening
for the time being, with some space left for necessary fine-tuning. Nevertheless,
unless the future reality extremely deflects from the staff forecast, the Bank Board
will have to do de facto nothing in the very near future. However, taking into
account the risks, Governor Rusnok also did not intend to send out a signal that this
is the end of the hiking cycle or that there are some limits (for the repo rate level)
that the CNB does not want to overstep.

Hence, the key figure in upcoming macro statistics will be the January inflation
result, which will be revealed on February 14th. Nevertheless, as the staff forecast
suggests, the CNB is inclined towards taking quite a pessimistic stand, so it does not
have to be necessarily surprised (by a high figure).



.. Central Europe Publi
KBC iy
Friday, 04 February 2022
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
Sy | B | Time Indicator Period Forecast Actual Consensus Previous
m/m yly m/m yly m/m yly m/m yly
HU 02/04  9:00 Industrial output % 12/01/2021 -0.1 3.6 3.5 2.9 2.1
PL 02/04 15:00 Budget balance PLN M 12/01/2021 50381
Ccz 02/07 9:00 Trade balance (national) CZK B 12/01/2021 5.7
Ccz 02/07 9:00 Industrial output % 12/01/2021 4.5
cz 02/07 9:00 Construction output % 12/01/2021 2.0
Ccz 02/08 9:00 Retail sales ex autos % 12/01/2021 13.2
HU 02/08  9:00 Trade balance EUR M 12/2021 *P
cz 02/08 10:00 FXreserves of the CNB EUR B 01/01/2022 152.5
Ccz 02/08 10:00 Unemploy ment rate 15-64 % 01/01/2022 3.5
HU 02/08 11:00 Budget balance HUF B 01/01/2022 -5101.5
cz 02/09 12:00 CZ bond auction 2020-2029, 0.05% CZK B 02/01/2022 4
cz 02/09 12:00 CZ bond auction 2021-2032, 1.75% CZK B 02/01/2022 6
cz 02/09 12:00 CZ bond auction 2020-2040, 1.50% CZK B 02/01/2022 2
PL 02/09 14:00 NBP meeting %  02/01/2022 2.3
HU 02/09 14:00 NBH minutes 01/01/2022
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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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