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Instant Reaction
Inflation continues subsiding mainly due to oil prices
Vichal Brozka Consumer price index (April 2020)
) (420) 222 008 569 Current KB forecast Consensus
michal_brozka@kb.cz -
Consumer prices
Consumer prices (% mom) -0.2 0.1 -0.2
Consumer prices (% yoy) 3.2 35 3.1
Source: Bloomberg, CZSO, Economic & Strategy Research, Komeréni banka
In April, inflation decelerated further. Once again , the prices of fuel were lower, in

particular. Prices of food were up. The decline ofi  nflation will probably continue.

In April Czech consumer prices declined 0.2% mom. T he year-on-year inflation

decelerated to 3.2% down from 3.4%. That was 10bp above the market expectation, 20bp
above the CNB forecast but 30 bp below our estimate. The forecasts during the pandemic differ
considerably, and inflation in April is no exception with estimates varying from 2.8% yoy to 3.5%

yoy.

It is not surprising that the main drag on CPlwast  he segment of transport. The decline of
the prices of fuel was the fastest on record since 1993, reaching 10.5% mom. That was also
faster than we estimated. Without the drop in oil prices, inflation would be 3.6% yoy in April.
Alcoholic beverages also contributed to lower prices. Some foods were also cheaper (such as
dairy). However, on average food prices increased mainly due to fruit and vegetables.

Inflation will continue declining (%, yoy) Transport prices lower with oil price decline
4% mom yoy
Total -0.2% 3.2%
3% Food and non-alcoholic beverages 0.6% 7.8%
/ Alcoholic beverages, tobacco -1.1% 4.3%
2% \ Clothing and footwear 1.5% 3.6%
Housing, water, energy, fuel 0.0% 3.5%
1% Furnishings, household equipment 0.7% 3.3%
Health 0.5% 1.2%
0% Transport -2.6% -3.8%
Post and telecommunications -0.3% -4.9%
A% Recreation and culture -0.8% 2.0%
Jan-12 Jan-14 Jan-16 Jan-18 Jan-20 Education 0.0% 4.1%
Inflation target Monetary policy inflation (yoy) CPI (yoy) Restaurants and hotels 0.1% 5.1%
Miscellaneous goods and services 0.1% 3.4%

Source: CZSO, CNB, Macrobond, Economic & Strategy Research, Komeréni banka Source: CZSO, Economic & Strategy Research, Komeréni banka

Subsiding inflation is more visible in the prices of services compared with goods.  In April,
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the prices of goods were higher 3.0% yoy while the prices of services were up 3.3% yoy. In
March, the readings were 3.2% and 3.7%, respectively.

There are several contradictory effects on Czech co  nsumer prices. The decline of oil prices
pushes fuel prices lower. Food prices are increasing. Problems with harvesting can potentially
push prices higher. With a delay, the weaker CZK is pushing consumer prices higher. The higher
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excise taxes on tobacco and alcohol have not yet fully translated into consumer prices, and we
should see this more in the data for May. Nevertheless, the overall decline in domestic
demand and the economic recession will increasingly push in the direction of a CPI
decline.

For 2020, our CPI estimate is 3.4% on average as we expected a faster decline of inflation in the
second half of this year. Nevertheless, the price development in March and April shows that
inflation will be rather lower this year.

The CZK exchange rate reacted negligibly to the dat  a release. CPI came in just a bit above
market expectation and 20bp above the CNB forecast. We expect the CNB will cut the key
rate to a technical zero.

Core inflation will decline swiftly Prices of transport push inflation down

4% 280 Contribution to inflation in p.p. mom yoy
Total -0.2% 3.2%
% 70 Food ar_ld non-alcoholic beverages 0.1 1.3
’ Alcoholic beverages, tobacco -0.1 0.4
Clothing and footwear 0.1 0.2
2% 26.0 Housing, water, energy, fuel 0.0 0.9
Furnishings, household equipment 0.0 0.2
1% 25.0  Health 0.0 0.0
Transport -0.2 -0.4
0% [(—2=c-4 r r T 24.0 Post and telecommunications 0.0 -0.1
Recreation and culture -0.1 0.2
1% 230 Education 0.0 0.0
Jan-12 Jan-14 Jan-16 Jan-18 Jan-20 Restaurants and hotels 0.0 0.3
Core inflation (yoy) EUR/CZK (rhs) Miscellaneous goods and services 0.0 0.2

Source: CZSO, Bloomberg, Economic & Strategy Research, Komeréni banka Source: CZSO, Macrobond, Economic & Strategy Research, Komeréni banka
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Disclaimer

The information herein is not intended to be an offer to buy or sell, or a solicitation of an offer to buy or sell any securities. All information and
opinions have been obtained from or are based on sources believed to be reliable, but their completeness and accuracy are not guaranteed by
Komeréni banka, a.s., even though Komeréni banka, a.s. believes them to be fair and not misleading or deceptive. The views of Komeréni banka,
a.s. reflected in this document may change without notice.

Komeréni banka, a.s. and its affiliated companies may from time to time deal in, profit from the trading of, hold or act as market makers of
securities, or act as advisers, brokers or bankers in relation to securities or derivatives thereof emitted by persons, firms or entities mentioned
in this document.

Employees of Komeréni banka, a.s. and its affiliated companies, or individuals connected to them may from time to time have a position in or be
holding any of the investments or related derivatives mentioned in this document. The authors of this document are not authorized to acquire the
investment instruments mentioned in this document. This does not apply to cases when the investment recommendation mentioned in this
document represents dissemination of an investment recommendation earlier produced by third parties according to Chapter Il of regulation
(EU) 2016/958. Komer¢ni banka, a.s. and its affiliated companies are under no obligation to provide any services to their clients on the basis of
this document.

Komeréni banka, a.s. does not accept any liability whatsoever arising from the use of the material or information contained herein beyond what
is required by law. This research document is primarily intended for professional and qualified investors. Should a private customer obtain a copy
of this report, they should not base their investment decisions solely on the basis of this document and should seek independent financial advice.
The investors must make their own informed decisions regarding the appropriateness of their investments because the securities discussed in
this report may not be suitable for all investors.

The performance attained by investment instruments in the past may not under any circumstance serve as an guarantee of future performance.
The estimates of future performance are based on assumptions that may not be realized. Investment instruments and investments are connected
with different investment risks, the value of any investment can rise and fall and there is no guarantee for the return of the initial invested amount.
Investment instruments denominated in foreign currencies are also subject to fluctuations caused by changes in exchange rates, which can have
both positive and negative influences particularly on the prices of the investment instrument and consequently on the investment return.

This publication is issued by Komeréni banka, a.s. which is a bank/stockbroker according to the applicable legislation and thus regulated by the
Czech National Bank. Komeréni banka, a.s. applies various measures to prevent conflict of interests in the process of creating investment
recommendations, such as the implementation of an appropriate internal separation including information barriers between different departments
of Komeréni banka, a.s. in compliance with the requirements imposed by applicable regulation. The employees of Komeréni banka, a.s. proceed
in accordance with the internal regulations governing conflict of interest.

The evaluation of employees creating investment recommendations is never by any means tied with the volume or profit of the trades with
instruments mentioned in this document done by Komeréni banka, a.s., or the trades of Komeréni banka, a.s. with the issuers of such instruments.
However, the evaluation of the authors of this document is linked to the profits of Komeréni banka, a.s. which also partially include the results of
trading with investment instruments.

The recommendations mentioned in this document are intended for the public and the document before its publication is not available to persons
not involved in the creation of this document. As per our practice, the issuers do not receive a copy of research reports prior to their publication.
Each author of this research report hereby states that (i) the views expressed in the research report accurately reflect his or her personal views
about any and all of the securities or issuers at stake.

This document and its contents is not designed for persons with permanent residence or seat in the United States of America and to persons
who are deemed as “U.S. persons”, as defined in Regulation S under the US Securities Act of 1933, as amended.

This document is not an investment recommendation according to Regulation (EU) No 596/2014 of the European Parliament and of the Council
on market abuse and does not constitute investment advisory according to Act no 256/2004 Coll., on Capital market undertakings as amended.

Please refer to our website http:\\www.trading.kb.cz for more details.
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