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A reduction in Czech financing needs,
but risks remain

The Czech government has approved a lower deficit, implying lower
financing needs, but risks persist. We expect continued strong CZGB
supply in April and May. MinFin faces unusually high euro financing
needs

Source: Shutterstock

We expect a lower general government deficit

There's a positive surprise in the latest figures on the Czech budget deficit which reached
CZK59.1bn in the first three months of the year. Remember, this includes results from March
which was already impacted by the Ukraine-Russia war. And there could be more changes to
come despite a new state draft budget having been approved a few weeks ago which indicates
a budget deficit of CZK280bn, which is 4.8% of GDP. The government will introduce this in the
second half of the year given the ongoing Ukrainian crisis and higher energy prices, probably
along with a draft budget for 2023.

However, the discussion so far has not shown any measures that would significantly change
the fiscal policy narrative in the Czech Republic. Given that it has been the practice over the
last decade for the state budget to end with a better result than the government had
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anticipated, for now, our forecast remains unchanged in line with the current proposals, i.e.
CZK280bn.

Given the positive performance of other sectors, the general government deficit should thus be
around 4% of GDP for this year. For 2023 and 2024, MinFin indicates a state budget deficit of
CZK270bn and CZK250bn respectively, which is the first official indication we've had for 2023
for some time. However, we believe the government will move faster to consolidate public
finances. For the coming years, we expect a CZK200bn and CZK150bn state budget deficit,
which should result in a general government deficit of 2.9% and 2.0% of GDP.

Czech state budget (CZKbn)
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Lower Czech Government Bond supply than planned, but risks
remain

On Friday, MinFin published an update of its funding strategy based on the approved state
budget adjustments. As expected, this change has moved the projections of financing needs to
the level of our forecast, which is CZK552.1bn this year. According to our calculations, MinFin
has secured about 27.7% of this amount in Q1, which is in line with the usual frontloading in
the first half of the year. We expect CZGB supply to remain strong during April (the issuance
calendar indicates up to CZK17bn in the primary auction) and May. Moreover, we can expect
higher MinFin activity on the secondary market given the rich portfolio (mainly CZGB 1.75/32
and CZGB 3.50/35).

On the other hand, market demand has fallen below the long-term average in recent auctions,
leading MinFin to shorten the maturity of the offered bonds. Thus, bonds from the 5-10y
bucket are coming to the market for the first time in a long while. Given the monetary policy
outlook, MinFin is trying to spread the CZGB supply into the 2H22 through a T-bills issuance. For
2023 and 2024, we expect financing needs of CZK412.3bn (MinFin: CZK482.3bn) and
CZK329.9bn (MinFin: CZK379.9bn).


https://mfcr.cz/en/themes/state-debt/publications-and-presentations/funding-and-debt-management-strategy/2022/the-czech-republic-funding-and-debt-mana-47087/
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CZGBs in euros is the main instrument of foreign currency
financing

This year, MinFin faces unusually high euro financing needs totalling EUR3.4bn, of which
EUR2.75bn is a Eurobond redemption and EUR0.64bn a money-market loan. According to the
ministry, the loan has already been repaid. Given the drawdown of supranational loans in the
past year, it is difficult to estimate how much of the euro needs remain to be covered.

However, MinFin can be expected to prefer euro-denominated CZGBs issued under local law.
Recently, this became ECB eligible after two years of negotiations, which should increase
demand from foreign investors. This instrument was introduced in 2019 and has always met
sufficient demand so far, but the volume offered has only been in the hundreds of millions of
euros. In addition, MinFin also mentions the possibility of issuing T-bills denominated in euros
in its strategy. We see the issuance of a traditional Eurobond as unlikely at this point.
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Financing needs for 2022 (CZKhbn)

MinFin ING

State budget deficit 280.0 280.0
Transfers and other operations of state financial assets 0.0 0.0
T-Bonds denominated in local currency redemptions 145.4 145.4
T-Bonds denominated in foreign currency redemptions 74.3 74.3
Redemptions and early redemptions on retail bonds 0.2 0.2
Money market instruments redemptions 49.0 49.0
Redemption of T-bills 333
Redemption of other money market instruments 15.7
Repayments on credits and loans 3.2 3.2
Total financing needs 552.1 552.1
Money market instruments 20.0
T-bills 20.0
Other money market instruments 0.0
Gross issuance of CZK-denominated T-bonds on domestic market Min. 350-400 383.7
Gross issuance of EUR-denominated T-bonds on domestic market 90.0
Gross issuance of T-bonds on foreign market 0.0
Gross issuance of savings government bonds 41.1
Received credits and loans 0.0
Financial asset and liquidity management 17.3
Total financing sources 552.1
Gross borrowing requirement 534.8
Net CZGB issuance 238.3

Market view

The Czech National Bank's hawkish meeting last week indicates that we are not yet at
the peak of the tightening cycle and further rate hikes will come soon. So market
expectations are rising massively, giving room for CZGB yields to move even higher.
That said, we believe CZGBs are closest to the peak in the region. Asset spreads have
tightened massively over the past week due to the move in the IRS curve. Given the
continued high supply of CZGBs in the coming weeks and yields catching up with the
IRS, the asset spread should widen again.
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https://think.ing.com/articles/czech-national-bank-review-restoring-price-stability-is-an-absolute-priority/
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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 requlation 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 BRO00341) 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 www.ing.com.
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