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Macro, FX & Rates: Czech inflation hits 2% target

(CZ macro) Inflation for December came out a touch above market consensus

and reached 2% Y/Y. Inflation rate thus hit central bank’s target about six
months earlier than had been anticipated by the latest (November 2016)
projection of the Czech National Bank. The main drivers of (surprisingly fast) price
growth were food & fuel prices. / We expect inflation will stay close to the target
in the remainder of 2017. Apart from stable commodities prices, price growth
should also be supported by improving labour market conditions. As regards exit
from the intervention regime, we think that achievement of the inflation target
should be sustainable which means that the exit should only be a matter of
proper timing after the end of the first quarter of 2017.

(CZ FX & rates) Rising inflation and approaching exit from the intervention regime
have a clear impact on both EURCZK forwards and short-end of government
bonds yield curve. EURCZK forwards with medium-term maturity (e.g. 6M, 12M)
have dived deeper below EURCZK spot rate and rising speculations on koruna’s
post-exit appreciation have also pushed yields of short-term government bonds
well below zero (for example, 1 year zero coupon bond yield is below negative
one percent). Although the ministry has planned auctions of quite a considerable
amount of short-term debt already for this Wednesday (EUR 0.3 bn. of bonds
maturing in 2018), we do not expect a significant impact on (short-term implied
koruna’s) interest rates as daily data on liquidity operations of the CNB indicate
that volume of interventions may have (approx.) reached as much as EUR 1 bn.
in the first days of 2017.
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* upper plot in each panel shows interest swap curve (%), lower plot shows change in interest rates in basis points

Country Time

Ccz 9:00 CPI

Indicator

Forecast

Period

m/m yly
12/01/2017 0.3 1.9

Actual Consensus Previous
m/m yly m/m yly m/m yly
0.3 2 0.3 1.9 0.3 1.5
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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

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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