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Headline inflation in the Czech Republic surprised expectations
significantly to the upside, rising from 2.3% y/y inMarch to 3.1 %
y/y in April (consensus: 2.7 % y/y; CNB forecast: 2.9 % y/y). The rise
was primarily driven by an increase in transport prices, as well as
an increase in alcohol and tobacco. Do you regard this elevated

inflation level which is above CNB’s target as transitory? Secondly,
what is your current forecast for the average headline inflation

throughout the full year 2021?

JanVejmělek
Chief Economist andHead of Economic& Strategy Research, Komerční banka

About a year ago, we experienced the first wave of restrictive measures in the fight against the
COVID-19 pandemic. The economic impact on last year’s second-quarter numbers were
extreme. Therefore, there’s an extremely low base for year-on-year comparisons. This is
reflected both in data from the real economy, such as industrial production and export
dynamics, and, of course, in inflation data. These are boosted mainly due to the dramatic drop
in oil prices last spring and higher excise duties.
It is possible in May we will see an even higher year-on-year inflation rate of close to 3.2%.
However, as early as July, the growing base effect from last year should bring the year-on-year
inflation rate back below 3%. At the end of the year, it will rise again due to a comparison with
last year's decline in food prices. On amonth-on-month basis, we expect inflation to peak in the
middle of this year (3M SA inflation at 4.9%mom). We see full-year inflation around 2.5% with
risks skewed to the upside. Thus, for the fifth year in a row, domestic inflationwill be above the
2% inflation target.
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Jakub Seidler
Chief Economist, ING Bank Czech Republic

Czech inflation soared to 3.1% in April from 2.3% amonth ago amid higher fuel prices and a low
base from last year, as well as higher prices for alcoholic beverages, tobacco and food. A reading
above 3% should only last for anothermonthor so, but the inflationary outlook for this year has
risen and this increases the chances of an earlier central bank hike.
It was mainly technical factors or volatile food/alcohol items which pushed CPI higher in April
although prices of services accelerated from 2.6% to 2.8% in April. The CPI outlook for this year
is moving higher, which is also suggested by the latest CNB forecast (revising 2021 inflation
outlook from 2.0% to 2.7%). However, a CPI reading above 3% will likely be short-lived. After a
similar print inMay, we should see prices decelerate again.
While the CPI was driven higher by technical and supply factors, it is still above the central
bank's tolerance band and likely increases the chances for an end-of-June hike, inmy view. It is
clear now that the CNBmeeting in June or August will deliver the first CNB tightening.
For the full-2021, I expect average CPI to be around 2.5%, but price-path after re-opening of the
economywill bring other insights and there are clear risks toward higher figure.

Petr Sklenář
Chief Economist, J&T BANKA

I really doubt there is any reason to wonder whether the swing of the inflation above 3 percent
in April could be considered transitory. If we focus too much on the items behind the last
increase in theCPI indexwewouldnot see the forest for the trees.Theaverageheadline inflation
was at 3.2% last year. The average core inflation (less food and fuels prices) was at 3.4%while in
the second half of the year, the averagewas even higher, by 0.2 percentage point. Despite a very
hugedrop in economic activity therewasnodeceleration of inflation at all. Therefore, therewas
only a transitory slowdown of headline inflation at the turn of the year (owing to food prices)
and the swing inAprilwas in fact a return to theprevious paceof growth.According to theCzech
National Bank, the core inflation rate was at 3.4 % in April. This is the same level as the average
last year. Where is any transitory change? Additionally, our current projection of the FY 2021
headline inflation stands at 2.9 %.
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Raffaella Tenconi
Senior Economist,WOOD&Company

We think that April saw a spike in inflation largely because of base effects, so inflation will
moderate sharply from May. In this respect, most central bankers will be pleased to say that
higher inflationwas transitory.However, this definition does not satisfymost people.What is a
more accurate description of what we are observing is that inflation will fluctuate around the
upper bound of central banks’ targets: in the case of the CzechRepublic we see average inflation
at 2.6% this year and 2.5% in 2022; kept partly at bay by an underlying appreciation of the CZK
that notmanyother countries in the region canmatch. Inflationarypressures going forward are
not transitory in the sense that there are evident cost pressures mounting across sectors. That
being said, “runaway” inflation – that is inflation rates heading towards 4-5%within the next 24
months appears improbable as itwould necessitate one or a combinationof the following:much
stronger credit growth for the private sector, much stronger public sector wage growth
trajectories and/or VAT rate increases.

Patrik Rožumberský
Analyst, UniCredit Bank

Muchhigher-than-expectedApril inflationdata,not only locally but alsoglobally,have changed
our view on the intensity of price pressures in Czechia this year. While we assumed headline
inflation to move around 2.5% in our previous scenario, we currently expect it to keep slightly
above the 3% level over the rest of 2021. A non-negligible part of the steep rise can be attributed
to a base effect from the last year’s outbreak of the pandemic and is thus considered transitory.
However, other factors bring more uncertainty and have the potential to boost inflation
expectations. Of them, the bulk has so far been related to supply-side pressures: soaring energy
and other commodity prices, supply chain bottlenecks, a global shortage of semiconductors.
Moreover, a labormarket tensionand lowproductivitymayadd to costs of the corporate sphere,
filtering into consumer prices over a longer period of time. Demand-side pressures have been
rather contained as yet but the reopening of the economy during May will likely change the
picture. Let’s not expect the CNB to hesitate for too long to start tightening its policy.
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Martin Lobotka
Chief Analyst, Conseq InvestmentManagement

Monetary-policy relevant inflation (MPRI), rather than headline inflation, is what is relevant
for Czech National Bank. And this MPRI has been in the upper half of the inflation target range
of CNB (which is 2% ± 1pp), with the exception of fewmonths, continuously since January 2017.
For full six quarters since 2nd quarter of 2019, it had even been at or above 3%. So, from the
perspective of last years, the latest reading is nothing surprising and one can hardly talk about
transitory nature of the elevated Czech inflation. Furthermore, demand (core) inflation, i.e. the
inflation that CNB has the best control over with its monetary policy instruments, has been
above 3% sinceMay 2020, pandemic notwithstanding.
With bothfiscal andmonetary policies extremely loose against the backdrop of reopening of the
economy, there is not a single good reasonwhy core inflation should head downwards any time
soon; au contraire, we expect it to get to 4% by the end of 1st half of 2021 and stay there
throughout the rest of this year.
Even ifweare to see substantial tighteningof both of thesepolicies, inflationwill not be brought
back towards 2% earlier thanmid-2022.


