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Regional insights 

February’s inflation drops below the target puts 

a question mark above CNB’s tightening 

Wage growth in the Czech economy accelerated again at the end of the year. The 

median wage has increased much faster this time (+8.9%), which  means that this time, 

wages were increased faster for people with lower incomes, reflecting the labour 

market situation where the greatest demand for workers' professions is strongest. 

Recall the highest percentage increase in wages at the end of the year was expected to 

reach public sector employees. However, wage increases have also occurred in almost 

all sectors of the economy. For the whole year, the average wage in the Czech economy 

grew by 7.1%, which in real terms meant an increase of 4.4%. 

Although the Czech National Bank might be satisfied with the wage as it predicted in its 

staff projection the acceleration of wage growth, the Bank will be slightly disappointed 

with the visible fall of headline inflation under the target in February. 

The Czech headline inflation fell from 2.2% y/y in January to 1.8% y/y in February. The 

unexpected drop in inflation was primarily due to the fall in prices of some food and 

alcohol in February and the sale of seasonal goods.  

The February inflation ran 0.4 of percentage point lower than the central bank 

forecasted. In our view the CNB Bank Board cannot ignore such a fact. It can therefore 

be assumed that the CNB's willingness to raise interest rates this year will probably be 

lower now. Should the Czech central bank to tighten more aggressively, the koruna 

exchange rate would need to be significantly lower than in its optimistic projection. 

While we do not rule out this scenario, we have to admit that room for further 

tightening in the Czech economy is lower (after February’s inflation readings). 

Therefore, we have downgraded our view on CNB rate hiking cycle this year - now we 

see only one more 25bps rate hike until the end of this year (compared to two before). 
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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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501 513HU 9:00 Trade balance 

17:00 Rev iew rating - Fitch BBB- pos 1st rev ision
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