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Regional insights 
CNB: hawkish rate cut 
The CNB cut its key interest rate by 25bps to 4.5% in line with our expectations. All 
seven board members voted in favour of the decision. The central bank has thus 
slowed the pace of monetary easing and with interest rates closer to neutral, it is 
now entering the fine-tuning phase. 

The decision was based on a new macroeconomic forecast which is hawkish, at 
least in terms of the implied interest rate path, with only a slight downward revision 
to 4.4% (3M PRIBOR) by the end of the year. As expected, the updated forecast 
slightly lowers the GDP growth outlook for this year from 1.4% to 1.2% and raises 
it for 2025 from 2.7% to 2.8%. According to the CNB, the Czech koruna should 
remain at a slightly weaker level (above 25 EUR/CZK until mid-2025) compared to 
the spring forecast. 

There was a very cautious tone to the accompanying communication and, in 
particular, to Ales Michl's press conference. In the words of Governor Michl, the 
CNB delivered hawkish rate cut, which underlines the caution in the calibration of 
monetary policy. This should also apply in the future. However, the Governor 
declined to provide any forward guidance. The hawkish tone of the press 
conference was underlined by Governor Michl's comments on inflation - a slight 
undershooting of inflation would not only not bother the central bank but would 
even be somewhat welcome. 

In terms of risks, the Bank Board now assesses the risks to inflation as balanced, 
with the upside risks coming from stronger wage dynamics, sticky inflation in 
services and, in the longer term, higher credit activity in the housing market. 
Downside risks to inflation are mainly associated with the weaker performance of 
the Czech economy.  

All in all, the CNB cut rates but played the hawkish card. Given the constructive 
inflation outlook and the weak performance of the Czech economy, we expect the 
CNB to continue cutting rates by 25bps, bringing the repo rate to 3.75% by the end 
of the year. However, the central bank's surprisingly hawkish rhetoric poses a risk 
of a more gradual rate cut and a possible tactical pause at the end of the year. 
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Interest-rate Swap Curves 

* upper plot in each panel shows interest swap curve (%), lower plot shows change in interest rates in basis points (against previous Friday). Source for all market data: Bloomberg
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Calendar 

11:00 Budget balance 

10:00 FX reserv es of  the CNB 

12:00 CZ Bond auction 2023-2032, 4.50% 

12:00 CZ bond auction 2023-2034, 4.90% 

12:00 CZ bond auction 2024-2036, 3.60% 

14:00 Minutes of  the monetary  policy  meeting 

8:30 CPI 

9:00 Unemploy ment rate 
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