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THINK economic and financial analysis

Czech Republic: Higher needs but net
iIssuance unchanged

We forecast a better state budget result than expected by MinFin. The
financing needs are higher for this year, but the net CZGBs issuance is
roughly the same. We expect issuance to concentrate at the long end
of the curve. Eur needs are unusually high, which MinFin will cover with
a combination of sources. Rating downgrade risk is lower but still
remains

Fiscal policy: Better picture than MinFin expects, as usual

The state budget for last year ended with a deficit of CZK360bn, which was CZK15bn better than
expected by the Ministry of Finance (MinFin) and closer to our forecast. The detail of the result
gives us two takeaways for this year: (1) MinFin has again confirmed our assumption that it is
unable to spend the planned expenditure and also is underestimating tax revenues, (2) MinFin
failed to draw CZK45bn from EU funds, which should be compensated this year.

Overall, the pattern of a better state budget outcome than MinFin forecasts remains. We expect
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CZK270bn for this year, while MinFin's plan is CZK295bn. In addition, we see downside risks given
the drawdown of EU fund allocations from last year. At the same time, we retain a bias that tax
revenues should be higher than MinFin expects mainly due to inflationary reasons. Other sectors of
the public finances are expected to remain in surplus, improving the overall public finance picture.
The general government balance is thus expected to improve from 4.6% last year to 3.2% of GDP
this year according to our forecast.

State budget development and 2023 forecasts
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Higher needs but CZGBs net issuance unchanged

Financing needs amounted to CZK635.6bn (8.6% of GDP) last year, of which CZK424.3bn was
financed through the issuance of Czech government bonds (CZGBs). For this year, MinFin expects
an increase in financing needs to CZK649bn (8.7% of GDP), and we expect lower needs of
CZK624bn (8.4% of GDP) due to a lower forecast of the state budget deficit. Gross CZGBs issuance is
projected by MinFin in the range of CZK400-500bn, we expect CZK476bn, which would imply a
year-on-year increase of 12.3%. However, there is also a significant year-on-year increase in the
volume of CZK200.2bn of bond redemptions, which implies essentially flat net CZGB issuance at
CZK275.8bn this year compared to last year.

Total financing needs and CZGBs issuance (CZKbn)

700

600

%y

7 7
400 % %
%{ / %
300 / 7 / 7
200 é . é

7 7

100 / % 7 / Z
0 é é %
14 15 16 17 18 19 20 21 22 23

mTotal financing needs = Gross CZGB issuance  m Net CZGB issuance

Source: MinFin, ING estimates

Two CZGBs are maturing this year, CZK88.3bn in April and CZK118.2bn in October. The first auction
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this year confirmed that demand is sufficient and the market has no problem with lower yields.
Combined with the cash buffer, we think MinFin is in a comfortable position to spread the CZGBs
issuance over the year. Moreover, MinFin expects the Czech National Bank (CNB) rate cuts in the
fourth quarter, in its latest forecast. While the normal pattern has been frontloading in the first
quarter, and last year we saw unusually high supply in the third quarter, we expect a more even
spread of issuance this year. However, if conditions are favourable for MinFin, the practice of
larger-than-planned auctions can be expected.

In terms of parameters, the average maturity of CZGBs is currently only slightly below MinFin's 6.5-
year target. If market conditions allow, we expect MinFin to focus on issuance at the long end to
leverage the curve inversion. We believe issuance will be concentrated in CZGB 5.50/28 and
5.00/30, which combined can cover CZK140bn of needs within their issuance limit. Overall, the
current five-year maturity issuance limits could cover this year's total issuance, but given the
lower demand for super-long bonds, we expect MinFin to introduce new issues later this year.

Financing needs for 2023 (CZKbn)

2023
MinFin ING

State budget deficit 295.0 270.0
Transfers and other operations of state financial assets 1.4 1.4
T-Bonds denominated in local currency redemptions 200.2 200.2
T-Bonds denominated in foreign currency redemptions 0.0 0.0
Redemptions and early redemptions on retail bonds 0.4 0.4
Money market instruments redemptions 149.5 149.5

Redemption of T-bills 0.0

Redemption of other money market instruments 149.5
Repayments on credits and loans 2.6 2.6
Total financing needs 649.0 624.1
Money market instruments 0.0

T-bills 0.0

Other money market instruments 0.0
Gross issuance of CZK-denominated T-bonds on domestic market Min 400-500 476.0
Gross issuance of EUR-denominated T-bonds on domestic market 73.5
Gross issuance of T-bonds on foreign market 0.0
Gross issuance of savings government bonds 0.0
Received credits and loans 76.0
Financial asset and liquidity management -1.4
Total financing sources 624.1
Gross borrowing requirement 625.5
Net CZGB issuance 275.8

Source: MinFin, ING estimates

Unusually high EUR needs financed through CZGBs

An interesting topic this year will be the euro's financial needs, which are unusually high for the
Czech Republic. We identify that CZK140.5bn of the CZK624bn financing needs are euro-
denominated, roughly €6.1bn. These, in our view, will be financed by MinFin through a combination
of euro-denominated CZGBs (€3.0bn), repayments of euro-denominated loans to energy suppliers
(€1.9bn) and loans from supranational institutions (€1.2bn). In addition, the mismatch between
funding maturities will now be newly covered by euro-denominated T-bills instead of money
market loans.
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For now, MinFin has two euro-denominated CZGBs in the market. The longer of the two, CZGB
0.00/27, still has a free issuance limit, but to cover the entire need, we think MinFin will issue a new
bond with a longer maturity to build the EUR curve. In addition, these bonds have become ECB
eligible, so we believe this will be the preferred route over conventional Eurobonds.

CZGBs maturity calendar (CZKbn)
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Technicals: Risk of rating downgrade is lower

In our view, the downgrade risk that we have highlighted in the past is gradually diminishing due
to the calming of energy prices, government measures to protect households and industry, and a
slightly better fiscal picture. In addition, the CEE region's rating review calendar is favourable for
the Czech Republic given the first review only in March (Fitch), when we could already hear more
details from MinFin regarding the planned consolidation of public finances for the coming years.
However, we still see a risk of a possible downgrade, especially for the Fitch rating review.

In the GBI-EM space, essentially all eligible bonds except CZGB 1.95/37 and 4.85/57 are already
included in the index at the moment. Perhaps at the end of the year due to a shift within the
maturity buckets, we will see a chance for CZGB 1.95/37 to be included. On the other hand, we
expect CZGB 0.45/23 to lose the GBI-EM title in March and 5.70/2024 in October this year.

The share of foreign holders of CZGBs fell to 26.5% last November, continuing a long-term gradual
trend. Even so, the ratio remains the highest in the CEE region. Nevertheless, in nominal terms, the
holdings of CZGBs by foreign entities remain slightly above CZK700bn. The decline in the ratio
resulted from rising holdings by the local banking sector, which increased by 26% to CZK1101bn
between January and November last year alone.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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