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Czech inflation remains in check with
monetary easing set to continue
The overall level of Czech consumer prices remained unchanged in
May compared to the previous month, bringing the annual rate to
2.6%. The favourable reading suggests continued easing of the
restrictive monetary policy setup
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Housing and services prices propel overall inflation
Consumer prices increased by 2.6% in May in annual terms, which is 0.3ppt below the April figure
and softer than market expectations. Prices of goods rose by a moderate 0.9% in aggregate, while
prices of services added 5.3% from a year earlier, adding to the concerns of policymakers.

The largest impact on overall annual inflation came from price increases in the housing section,
with a 7.2% rise in rents and a 10.9% increase in water charges. Significant price rises were also
observed in food services and accommodation services, increasing by 7.5% year-on-year and
10.2% YoY, respectively. In contrast, prices in food and non-alcoholic beverages shed 3.7%,
representing the most prominent negative contributor to consumer inflation.
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Inflation data brings some relief to CNB

CZSO, Macrobond

Core inflation came in at 2.5% YoY and 0.1% MoM in May, with the annual figure being softer
compared to the previous reading. The deceleration in both overall price growth and core inflation
is a welcome relief for the Czech National Bank policymakers, with the monetary easing mode
most likely to carry on. The disinflationary process remains intact. Still, the high price dynamics in
the service sector suggest some caution is needed, contributing to a likely slowdown in the pace of
the policy rate cuts. The CNB’s spring forecast assumes the overall consumer inflation to reach
2.4% this quarter, which is below the current two-month average of 2.8%. The recent CPI reading is
in line with our forecast of a 2.5% whole-year average.

No smoke without fire, no growth without price pressures
A stronger Czech koruna exchange rate and lower Brent crude prices in May have helped to keep
consumer inflation in check. Meanwhile, overall import prices accelerated in April, with some price
pressures remaining in the pipeline to reach consumers in the coming months. Turning to wage
inflation, the average monthly nominal wage added 7.0% from a year earlier in the first quarter,
increasing by a solid 4.8% YoY in real terms. The less stressed household budgets will add to a
pickup in consumer demand, corresponding with a reported sound pass-through of production
costs along the supply chain as reported in the PMI survey. Overall, we see the demand-driven
economic rebound as pro-inflationary in the near term, with lagging investment and a limited
workforce keeping supply from holding pace with buoyant demand growth.
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Import prices heat up

CZSO, Macrobond

The Czech unemployment rate decreased to 3.6% in May, according to the Labour Office. The
continued tightness in the Czech labour market sets the stage for further upbeat growth in
nominal and real wage dynamics throughout the year. This, in turn, implies a solid outlook for
household spending, contributing to a build-up of price pressures in the coming months and
quarters. The upbeat wage growth and persistent tightness of the labour market will surely
represent a key topic for the CNB with respect to the future path of monetary easing. We expect
policymakers to reduce the rate by 25bp to 5% at this month’s meeting. It will likely descend to
4.5% at the end of this year with 3.75% being the terminal rate for 2025.
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