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After rallying to its strongest position since August 2011 against the 

euro, the Czech koruna sold off sharply following the Czech National 

Bank interest rate decision.

At the February meeting yesterday the Czech National Bank bank 

raised its base interest rate by 75 basis points in a 5-2 vote. This 

marks a continuation of the central bank’s fight against inflation which 

has increased further into year-end. Core inflation reached 8.6% in 

December, its highest level on record, and more than four times the 

country’s inflation target midpoint (2%), while headline inflation 

increased to 6.6%, the highest level since September 2008. Inflation 

is expected to remain high in early-2022 before moderating later in 

the year. 
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Figure 2: Inflation in Czechia (2010 - 2021)

Source: Czech National Bank, Czech Statistical Office Date: 04/02/2022

Yesterday’s decision means the two-week repo rate at 4.5% is at its 
highest level since January 2002 and is the highest benchmark rate in 
the EU. The decision was exactly in line with the consensus, the first 
such instance since August. In the past three meetings, the bank 
surprised the market by hiking by 25-50 bp. more than expected. A 
lack of surprise this time could, therefore, be viewed as a slight 
disappointment by some market participants expecting surprises to 
continue.

Figure 1: EUR/CZK (31/01/2021 - 04/02/2022)

Source: Bloomberg Date: 04/02/2022

Figure 3: Czech National Bank 2-week repo rate (1995 - 2022)

Source: Bloomberg Date: 04/02/2022



For the koruna more important than the move itself was the bank’s 

rhetorics regarding future steps. It seems some further tightening is 

possible, particularly if upside risks to inflation materialise, but it 

seems unlikely that the bank will engage in hiking rates at massive 

increments seen in the past few months (75-125 bp) and would 

instead opt for more typical-sized adjustments. 

Although governor Jiri Rusnok mentioned that there’s no ceiling for 

rates we think it’s also unlikely that the top is significantly above the 

current level. Bank revised its inflation forecast for 2022 to 8.5% from 

5.6%, but the adjustment to the 2023 forecast was minor, to 2.3% 

from 2.1%. Importantly, the assessment of risks to inflation outlook 

was changed from ‘markedly’ to ‘moderately’ inflationary, which we 

think further lowers the likelihood of significant policy tightening.

Although small rate adjustments may take place in the near term we 

think the attention will slowly start turning from inflation to Czechia’s 

growth situation. The country boasts one of the strongest labour 

markets in the EU, but its GDP has yet to reach its pre-pandemic size, 

in contrast with many of its regional peers. ebury.com
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Figure 4: CNB Inflation Forecast [Feb ‘22 vs Nov ‘21]

Source: Czech National Bank Date: 04/02/2022

Both high inflation and monetary policy tightening add to the risk of 

economic slowdown in Czechia. The extent of it might be key for 

further steps of the CNB, particularly once the base effect kicks in 

pushing down inflation in the second half of 2022. The bank 

indicates rates should decline gradually from H2 2022 and its 

interbank rate forecast suggest the bank’s main rate should decline 

to approximately 3% in 2023. 

Yesterday’s meeting supports our view assuming a gradual 

appreciation of the Czech koruna in the next few quarters. We expect 

that rates in Czechia will remain attractive from the carry-trade 

perspective throughout the forecast horizon, which ends in 2023. At 

the same time, prospects for only limited monetary policy tightening 

in the short term and a likely reversal from the second half of 2022 

mean we see narrow gains from current levels. 
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