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Czech services inflation remains elevated

Czech headline inflation eased in September due to subdued food
prices. Yet annual price growth in services and rising rents continue to
pose a risk of entrenching inflation expectations given the economic
upswing. That said, worrying news from the main eurozone trading
partners threatens to dampen the growth outlook

Rents and services prices still look robust

Czech annual headline inflation was confirmed at 2.3% in September, while prices dropped by
0.6% from the previous month. Food prices had a significant impact on the headline figure, with
the annual rate softening since July. The annual price growth in September was mostly impacted
by price dynamics in the housing sector, where imputed rents continued to grow by 4.9% year-on-
year. Imputed rents have maintained a stable annual rate since June, while the monthly gain in
September remained relatively upbeat at 0.6%. Market rents maintained their robust annual

rate of 5.7% in the same month, and water charges added 4.2% YoY. In contrast, electricity prices
dropped by 3.5% YoY and natural gas prices by 8.5% YoY.
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Prices in education eased, yet rents remained relentless
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Price growth in the goods segment eased to 0.8% YoY, while prices of services maintained an
elevated dynamic of 4.7% YoY. Prices for food services were up 4.5% YoY, and accommodation
services gained 6.6% YoY. We estimate that core inflation remained somewhat elevated at around
2.8%, driven by persistent price dynamics in services, with the most essential items still growing at
around 5% or more. Some mitigating effects are linked to a significant moderation in price growth
in education, where prices increased by 4.2% YoY in September compared to 11.2% annual growth
in August. The traditional September price hike in the education section was 3.4% month-on-
month this time, showing the least pronounced monthly gain since 2022 and only a third of the
previous year’s significant increase.

Domestic price pressures subject to continued expansion

Overall, we see the persistently elevated price dynamics in services as a continued issue for the
guardians of price stability, especially as this could work its way through to households’ inflation
expectations and wage demands when looking ahead. This may become a serious concern once
the economy enters a phase of mature expansion and begins to operate above its productive
sweet spot - a scenario anticipated for the Czech economy by mid-next year.
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German sentiment sours putting Czech resilience to the test
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However, new risks to Czech growth are currently entering the stage of theatrum mundi, namely
the possibility of a noticeable underperformance in the eurozone economy on the back of another
weak quarter for the German economy, and the implications of the fiscal and political challenges
in France. Indeed, it is a different universe for Czech exporters if Germany continues in the
unimpressive status quo or heads for outright recession. Domestic price pressures and external
growth risks will be the key considerations for members of the Czech National Bank as they weigh
their next move. In the meantime, holding rates steady remains the most prudent course.
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