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Our regional insights: 
IMF suggests stronger sales of Czech FX reserves 
An IMF mission visited the Czech Republic in recent weeks and more or less praised 
the Czech central bank for its monetary easing so far. However, unlike the majority 
of the CNB Bank Board, it seems to see the future risks associated with lower 
growth rather than unanchored inflation. That is also why they recommend that 
central bankers continue to cut interest rates so that by the middle of next year, 
interest rates are anchored near a neutral rate that neither hinders nor stimulates 
the economy. Again, like the CNB's expert apparatus, it sees this rate close to 3%. 
The Bank Board itself has so far spoken of a higher rate in the vicinity of 3.5%, 
although in recent months central bankers have been emphasising the high 
uncertainty in this respect.  

The bottom line is that the IMF recommends that rates in the Czech Republic 
continue to be lowered gradually, which we also subscribe to, with the terminal 
level being slightly higher. At the same time, the IMF emphasises the need to return 
to a forward-looking based monetary policy on inflation forecasts and to react less 
to the latest incoming figures. Simply put, with inflation expectations well 
anchored, the CNB should no longer be upset by temporary increases in inflation 
caused by factors outside its control - for example, food or fuel prices. 

Last but not least, the mission from Washington gives Czech central bankers an 
interesting idea on how to deal with its huge balance sheet (which is on the asset 
side represented by FX reserves – see the chart below). It suggests accelerating 
sales of foreign exchange reserves very slowly and carefully. If such a scenario were 
to occur, the Czech koruna might wake up from its lethargy after some time and try 
to defy adversity (the risk of trade wars and high USD rates/yields). 
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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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