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Regional insights
Czech double-digit inflation points to another CNB hike

The annual inflation rate in the Czech Republic broke into double digits for the first
time since June 1998. While consumer prices had risen by 9.9% in January, annual
inflation had already accelerated to 11.1% in February, beating market
expectations by almost one percentage point (again).

Extremely strong price pressures are evident across the consumer basket. Housing
costs continue to account for the largest part (more than one third) of the y/y
increase in inflation. In addition to rapidly rising electricity, heat or gas prices, the
cost of owning a home (imputed rent) is also rising sharply. Transport, due to more
expensive fuel and rising food prices, is also an important contributor to inflation.
A further acceleration of inflation is to be expected in the coming months,
reflecting the ongoing war conflict in Ukraine. The latter has not yet been able to
squeeze into the February figures and represents another significant pro-
inflationary factor for the Czech economy, which will act mainly through higher
commodity prices in the likes of oil, natural gas and food. Annual inflation could
therefore exceed 12% as early as March and, at current energy and fuel prices,
could climb to above 14% in the short term during the spring. The key in the final
analysis will be how long energy futures (gas and electricity) remain high and how
much companies will have to increase their prices to end customers. In any case,
risks are skewed towards higher inflation and a longer lasting inflation shock.
Compared to the Czech National Bank's staff forecast, the February inflation was
1.3 percentage points higher, which we see as an argument in favour of another
rate hike. However, Governor Rusnok recently indicated that any further possible
tightening would only be cosmetic, which corresponds to our baseline scenario
of a 25bps rate hike by the end of March.
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Interest-rate Swap Curves
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* upper plotin each panel shows interest swap curve (%), lower plot shows change in interest rates in basis points (against previous Friday).
Calendar
et | 2o | e Indicator Period Forecast Actual Consensus Previous
m/m yly m/im yly mim yly m/m yly
cz 03/11  9:00 Industrial output %  01/01/2022 3.7 4.6 0.4
Ccz 03/11 9:00 Construction output % 01/01/2022 6.4 8.1
HU 03/11  9:00 Trade balance EUR M 01/2022 *P -196 -378
cz 03/14  9:00 Retail sales ex autos %  01/01/2022 3.3
cz 03/15  9:00 PPI %  02/01/2022 6.9  19.4
PL 03/15 10:00 CPI %  02/01/2022 19 9.2
cz 03/16  10:00 Current account CZKB 01/01/2022 -18.31
PL 03/16  14:00 Current account EUR M 01/01/2022 -3957
PL 03/16 14:00 Trade balance %  01/01/2022 2535
PL 03/16 14:00 Core CPI %  02/01/2022 06 63
HU 03/17  9:30 One week deposit rate % 03/01/2022 5.9
PL 03/18 10:00 Wages %  02/01/2022 87 95
PL 03/18  10:00 Industrial output %  02/01/2022 3.0  19.2
PL 03/18 10:00 PPI %  02/01/2022 13 148
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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
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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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