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Czech Republic: The CNB delivered
dovish hike as expected

The Czech National Bank delivered a 25bp hike as broadly expected by
the market. While the CNB staff forecast still shows one more hike for
2019, Gov Rusnok clearly signalled no more hikes this year as a base
case. Any further hike this year is only likely if there is a significant
improvement in foreign developments. This does not seem very likely at
this point
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Here are some bullet points summarazing our view on today's
CNB press conference:

e While the CNB delivered a unanimous hike today and 2-week repo get to 2%, the
forward guidance points to the approaching end of the tightening cycle.

¢ Although the new CNB staff macroeconomic forecast indicates a possible rate hike this
year (as 3M Pribor reaches 2.42% in 3Q19), Governor Rusnok was clear that he
expected stability of interest rates this year. As such, the CNB will stay on hold for
some time, in our view. Any further hike this year is only likely if there is a significant
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improvement in foreign developments. This does not seem very likely at this point.

* We observe a non-negligible change in the CNB reaction function as the CNB staff
forecast (for interest rates) now matters less and the expert judgement of the board
members matters more. This is a significant shift from the 2016-2018 state of affairs.

e GDP growth was revised downwards in the new forecast for this year and next from
2.9% and 3% to 2.5% and 2.7%, respectively. On the other hand, average inflation was
revised upwards from 2.2% and 2.0% to 2.6% and 2.1%, respectively. The CNB, as well as
analysts, expects inflation to gradually slow from May onwards.

e Koruna's exchange rate was revised towards weaker values in the new forecast, and
the CNB expects EUR/CZK 24.94 in 4Q19, while in the previous forecast it anticipated
EUR/CZK 24.5 at the end of this year.

e With the CNB likely reaching the end of the tightening cycle, the main factor holding
the overbought CZK together (hawkish CNB) has now vanished. Coupled with the
slowing Czech economy and the maturing global economic cycle, we now see CZK
upside as exhausted and look for a permanent trend in EUR/CZK higher, mainly from

2H19 onwards.

The CNB's 3M Pribor rate (%)
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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
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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 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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