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Regional insights 
A downward Czech GDP revision brings disappointment 

The revision of the Czech GDP for the first quarter brought a surprising 
disappointment, to which the Czech koruna even reacted negatively. The original 
growth estimate (0.5.% QoQ) has been revised down to 0.3%, implying annual 
growth of only 0.2%. This figure is slightly behind the latest CNB staff forecast 
(0.3% YoY). 

The details of the GDP report confirmed that the Czech economy is mainly driven 
by household consumption, which surprised with an even faster growth than 
expected by the central bank (1.1% q-o-q). It is clear that households are very 
positively affected by the visible decline in inflation and the continued rise in 
nominal wages. They are also benefiting from the fact that the higher income 
groups in the Czech Republic have still excessive savings accumulated over the past 
two years and they are now starting to spend more again as interest rates fall. 

On the contrary, the performance of investment was surprisingly worse this time, 
as it fell significantly quarter-on-quarter. We are still betting on a recovery in 
investment activity in the coming quarters and believe that part of today's surprise 
may be of a technical-statistical nature. In particular, lower interest rates, available 
public financing and the resurgence of the property market should continue to play 
in favour of investment. On the other hand, we are somewhat concerned about the 
persistent negative sentiment in a number of industries (especially cyclical sectors 
such as engineering) as well as the relatively sharp decline in corporate profitability 
in the last quarter. Declining inflation necessarily comes together with slower 
nominal GDP growth and, while wage dynamics remain sticky, it means that profit 
dynamics are deteriorating sharply.  

On the other hand, we were slightly positively surprised by the halt in the decline 
in inventories and the cosmetically better growth in real exports (quarter-on-
quarter, however, foreign trade contributes negatively). Hence for the time being, 
we keep our estimate for the following quarters unchanged and the headline GDP 
estimate for 2024 goes down cosmetically from 1.6% to 1.4% due to the weaker 
first quarter. 

Overall, the headline GDP numbers may have missed expectations (both ours and 
the CNB's), but key household consumption remains strong. So, in our view today's 
release of the GDP figures should not imply a need more aggressive easing. A more 
crucial number for the central bank may be wage growth figures released next 
week. Actually, today's GDP downward revision suggest that the actual wage 
growth could bel slightly lower than the number pencilled in the CNB’s February 
staff forecast. 
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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). Source for all market data: Bloomberg
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