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Regional insights 
The CNB delivers a 75bps hike and a hawkish projection 
At its May meeting, the Czech National Bank hiked its repo rate by 75 bps to 5.75% 
- slightly more than we and the market expected (50 bps). Recent dovish comments 
from the Central bankers (Tomáš Niedetzký, Marek Mora) were probably silenced 
by relatively hawkish implications of a new staff projection. 
The May inflation projection assumes a mid-year inflation peak of around 15% (our 
estimate is 14.3%) and average 2022 headline inflation above 13% (our estimate is 
12.3%). At the same time, the CNB believes that economic growth will slow down 
severely. The new forecast assumes real GDP growth for 2022 at only 0.8% (well 
below our forecast of +1.8% ). It implies a strong fall in household consumption for 
the rest of this year. The forecast is based, among other things, on the assumption 
that the CNB will respond to rising inflation with further sharp rate hikes, 
dampening investment demand. So, according to the new (baseline) forecast, the 
Czech central bank should hike the repo rate above 8% by mid 2022! 
However, even the hawks on the Bank Board hesitate to pursue such aggressive 
monetary tightening. That is why the CNB prepared an alternative scenario forecast 
"with a more distant monetary policy horizon". In this scenario, the central bank 
does not react to new external price shocks, but assumes that monetary policy 
remains credible. As a result, the inflation stays higher and more persistent, but 
ultimately returns to target at the beginning of 2024. This alternative scenario 
assumes the official interest rates to peak slightly below 6% in mid-2022 and then 
to stay at these levels for a long period. 
Thus, the hawks in the Bank Board currently prefer the alternative scenario 
narrative, but stress the pro-inflationary risks associated with it. This is also why 
central bankers are likely to hike the rates once more in June, by at least by 25bps 
to 6.00%. 
We believe June should then mark the peak of the current monetary policy 
tightening cycle, which is, after all, what both the baseline forecast and the 
alternative scenario point to. We should add that the planned personal changes 
within the Bank Board (June 2022, February 2023) should play a role too as they 
have the potential to weaken the current hawkish majority. 

 

The NBP has decided to stay behind the curve 
Yesterday, the Polish central bank raised official interest rates by only 75 basis 
points, which triggered an immediate depreciation of the zloty. This afternoon at 
3pm, NBP’s President Glapinski will have the opportunity to explain to the market 
(which was clearly expecting more) why the central bank decided to stay well 
behind the curve. In any case, the short-term outlook for the zloty is poor. 
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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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Calendar 
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