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Hawkish Czech National Bank to support CZK rally
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The Czech koruna had only just recovered back to
average pre-pandemic levels towards the end of Q1
2021 before a third Covid-19 wave derailed the
projected economic recovery and dampened
sentiment. However, a recent improvement in
domestic conditions has helped the currency rally
3.5% against the euro and over 6% against the dollar
since March’s lows.

Before the CZK recovery and the peak of the third wave, the Czech National Bank (CNB) held a
hawkish tone in their communications and projected 3-4 rate hikes this year while keeping
GDP projections relatively conservative. This tone changed in March’s monetary policy report,
where the CNB considered the downside risks of the third peak in its projections, but fresh
forecasts in May reflected the improvement in conditions that have occurred since. On April
11th, the government ended the state of emergency and the domestic travel ban, while in
May more gradual easing followed. Services such as hairdressers and beauty salons opened
on May 3rd and non-essential shops reopened on May 10th, while a day after, the
government announced the reopening of restaurants and pubs outdoors for those who have
immunity reached by vaccination or earlier infection, or those with a negative test. This brings
the nation to the last two stages of the six-stage lockdown exit strategy, further justifying the
CNB’s hawkish stance.

The expected appreciation in the koruna should ease inflationary pressures further, leading us
to believe that the CNB will only deliver 2-3 rate hikes this year relative to the 3-4 previously
signalled.

“We expect the Czech koruna to benefit from the improved recovery prospects since 
Q1 and the expected rate hikes by the CNB, while inflation should remain well-

behaved over the next months as spare capacity in labour markets - which are now 
being held up by generous budget spending - eases price pressure.” 

Monex Europe’s May forecasts

1-month
31st May 2021

3-month
31st Jul 2021

6-month
31st Oct 2021

12-month
30th Apr 2022

EURCZK 25.5 25.4 25.1 24.9

USDCZK 21.07 20.82 20.49 20.08
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CZK recovered from 2020 pandemic losses while PLN and HUF fall behind

Czech inflation should feel the offsetting factors of declining core prices
against upside commodity pressures despite elevated April print

Czech inflation rose from 2.3% in March to 3.1% in April following a low base from last year
and a 3.9 percentage point increase in fuel prices in April, as well as price increases in alcohol,
tobacco and food, which rose 3.1 percentage points. The figure is well above the CNB’s
tolerance band, however, the central bank’s latest forecasts already foresaw elevated prints as
the revision in the 2021 inflation outlook from 2.0% to 2.7% suggests. While April’s print was
primarily driven by non-core factors, core inflation saw a modest drop from 2.1% in March to
2.0% in April.

Other countries in the CEEMEA region saw similar developments in 
inflation, with Poland’s core inflation rate falling in April as well, while 

Hungary’s core reading remained unchanged. Going forward, we expect 
core inflation to remain subdued. 

The Czech unemployment rate has remained fairly low throughout the pandemic as the
government has extensively supported the labour market, with 80% of wages of quarantined
employees being paid and 100% of wages for closed or reduced business being covered by
the government.
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The labour market schemes are set to expire at the end of May, however, adding downside
risks to the labour market recovery and increasing expectations that the Czech economy
won’t run at its potential. This further eases pressure on core inflation and the CNB to hike
rates respectively.

CNB spreads its hawkish wings as Czech budget continues to support
economy after labour market schemes are scaled back

The technicalities that pushed CPI higher in April likely reinforce the view by the CNB that
rates should rise. However, we think the June meeting would be too soon for this given the
uncertainties posed by the pandemic, and expect the first rate hike to arrive in August when
the CNB comes out with fresh macroeconomic projections. By then, the Czech Republic and
its main trading partners should have made enough progress in vaccinations to have most
lockdown restrictions eased. At the same time, the fiscal budget for 2021, which includes a
revenue gap equal to 8.5% of gross domestic product predicted by the Ministry of Finance for
that year, should further support the recovery. Last year’s government surplus of CZK367.4bn
in part allows for the high spending in 2021 as the government had initially planned a
CZK500bn deficit last year but better than expected economic performance resulted into a
surplus.
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After August, we 
expect the CNB to 

deliver 1-2 more rate 
hikes over 2021. 

The CNB’s previous outlook indicated as many as 3-4
rate hikes this year, but we deem the possibility of one
rate hike beyond August to be more plausible than two
given the weaker inflation prospects and optimistic
currency outlook. However, on this topic, the next
meeting by the CNB will help investors gauge whether
the central bank will keep its word and implement three
rate hikes by year-end.
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