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Czech inflation slows down to 2.2% due to food
prices
Inflation further slowed down to 2.2% in October after 2.3% in September
and ended below the market and the central bank forecast. But we don't
think this is a game changer for the central bank

Inflation will remain just above 2.0% till year-end and accelerate next year
Czech October inflation came in below the market and the Czech central bank estimates, which
were 2.3% and 2.4% respectively.
This was driven mostly by weaker than expected growth in food prices, which slowed down to
0.2% year on year in October after 1.3% in September, and their contribution to annual CPI growth
declined by 0.2 percentage points compared to the previous month.
More importantly, from the central bank's perspective – prices of services – accelerated to 3.2% in
October from 2.9%, which indicates mounting inflationary pressures.

Given the nature of CPI slowdown today, in our view, this
is no game changer for the central bank
Going forward, we expect inflation to remain broadly similar until the end of the year. For the full
year 2018, we expect inflation to come in at 2.2% but expect it to accelerate close to 3% in 1H19
as a combination of growth in core prices and energy prices increase. For 2019, we expect inflation
to come in at 2.6%, identical to what the central bank expects in its latest forecast.

Structure of inflation in the Czech economy
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Central bank minutes confirms willingness to tighten monetary policy
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further
The central bank's minutes from the last monetary meeting, published today signal that some
board members were ready to hike by 50bps at the November meeting, but preferred rather
gradual and smaller steps approach.
As such, today’s CPI figure does not change our central bank outlook as we continue to expect it to
tighten monetary conditions next year, and if a stronger Czech koruna doesn't deliver monetary
tightening, it will be done via central bank hikes.
Taking into our EUR/CZK outlook going down lower than the CNB expects, we see a room for three
hikes to be delivered by the CNB next year.
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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 NV 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. The producing legal entity 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
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) 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.
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