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Is the first CNB rate hike closer than we
think?
Friday's inflation data poses an upside risk but the market remains
unfazed. The CNB could easily find itself in a situation where inflation
stays above 3% for a longer period, and neither the central bank nor
the markets are prepared for it. The discussion could quickly change
from whether we will see another CNB rate cut to when we will see the
first rate hike

Czech National Bank
building in Prague

Are markets underestimating the upside inflation risk?
On Friday, the Czech Republic's inflation for June will be released, which is a key number for the
Czech National Bank and for the markets. Looking at the surveys reminds me of the situation
before the May number, when I posted a similar comment. The consensus expects a year-on-year
rise from 2.4% to 2.9%, which aligns with our economists' forecast. However, the most common
estimate is actually 2.8%, with a few lower projections and 3.0% marking the upper bound.

Looking at the numbers in detail, it seems to me that 2.9% seems more like the minimum we
could see, and the risk is clearly to the upside here, just like in May. June 2024 was an exceptional
month when disinflation peaked, creating this base effect for the YoY number. I suspect last year’s
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month-on-month figure may be sending misleadingly soft signals. Historically, June MoM readings
have been notably higher than the 0.2% currently reflected in the surveys for this June.

More recently, both fuel and food surveys point to upward pressure. Moreover, fuel may actually
lead some estimates to understate inflation, since the sharpest price acceleration in fuel prices
took place in the last week of June, potentially missing the cutoff for some forecasts. On top of
that, there is a pattern of acceleration in imputed rents. The only downside I see is the announced
cut in household energy prices by CEZ, the biggest provider in the country. However, the impact of
such cuts has recently tended to be less pronounced than estimates have suggested.

CNB ready for higher inflation in June but not for a longer
period
Overall, it seems to me that the range is more like 2.9-3.2% for June inflation. And based on the
CNB's communications, I think there is an internal expectation for higher inflation as well. The
general assumption is that June should be this year's peak, which is our economists' forecast for
now as well. However, the risks are building in our view. We have mentioned multiple times in our
reports the increasing weight of imputed rents and food prices, where the fundamentals are
clearly pointing up. Most recently, David Havrlant, our Czech economist, showed in the last CNB
preview that core inflation may easily head into the 3-4% range in the coming months due to
imputed rents and the housing market.

The June number may be a bigger shock for the markets than for the central bank. Medium-
term though, I believe the CNB is not prepared for inflation, including the core rate, to
remain above 3% for an extended period. If the upside risks materialise, we’re likely to see a full
hawkish pivot at the August meeting, once the July data is in and the forecast points to
persistently higher inflation.

The market will face more hawkishness
However, markets will have more food for thought, with the CNB minutes from the June meeting
also due to be released on Friday. Governor Ales Michl confirmed during the last press conference
that the hawkish change in the statement's language was intentional, which I think will also be
visible in the minutes. So we'll likely hear discussions around ending the cutting cycle, with some
board members supporting the view that 3.50% is already the neutral rate. Given the
strengthening economy, they may see no need for further cuts, fuelling hawkish sentiment
regardless of the June inflation print.  

Although the market saw some hawkish repricing in June, I still believe the curve is pricing in about
15-18bp of cuts. It’s not yet pricing in the possibility of a complete stop to CNB rate cuts, or the
prospect of a hike being the next move. Therefore, I believe there is more room for repricing, and I
am not a fan of many trade ideas from others to receive rates here, although the levels are
attractive. On the contrary, it is only a matter of time before the market realises that this time is
different, and the CNB will have to demonstrate its hawkish resolve.

This is why the Czech koruna has been our favourite currency for some time now, and we believe
there is room for another rally. In the CNB preview three weeks ago, I mentioned 24.500 EUR/CZK
as the first stop, which is probably the story for the summer, with further gains later on. The rates
market is more complicated since the market needs to see a real turnaround in CNB

https://think.ing.com/articles/cnb-preview-more-potent-inflation-outlook-puts-easing-at-bay/
https://think.ing.com/articles/cnb-preview-more-potent-inflation-outlook-puts-easing-at-bay/


THINK economic and financial analysis

Opinion | 2 July 2025 3

communication to start thinking about rate hikes in the future. Friday's inflation data may be the
first real test, but markets will likely need more time before reassessing their CNB outlook. That
said, I still favour the payer side of the curve.
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