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Czech National Bank  Extract from a report 
 

CNB Focus 
As expected, CNB has lifted key repo rate to 0.50% 
 

As expected, the CNB raised its two-week repo rate by 25bp to 0.50% at its June meeting, 

with four of the bank’s board members voting in favour, another calling for a 50bp increase 

and the remaining two preferring continued rate stability. Persistently high inflation and 

significantly reduced uncertainty around the pandemic were the main reason for the rate hike. 

Inflation has remained above the CNB’s 2% target for more than two years, which could have 

an adverse effect on inflation expectations. Moreover, current economic trends are pro-

inflationary. Governor Rusnok said at the press conference that, if necessary, the CNB is ready 

to increase interest rates at each subsequent monetary policy meeting. However, he currently 

does not think this will be the case. We expect two more hikes this year pushing the repo rate 

up to 1% at the year-end. 

The Czech National Bank (CNB) decided to lift the key repo rate from 0.25% to 0.50% at 

its June meeting. This was in line with market expectations and the analyst consensus. The 

Lombard rate has been raised as well, from 1% to 1.25%, while the discount rate remains 

unchanged at 0.05%. Four of seven of the CNB’s board members voted in favour of a 25bp 

hike. On the other hand, one other board member, Tomáš Holub in our view, was for a larger 

50bp increase and the remaining two members favoured flat rates. We think Oldřich Dědek and 

Aleš Michl were the two doves on the board, which would be in line with what we wrote before 

the meeting here https://bit.ly/3gA8Qlq. 

With its June hike, the CNB joined a growing number of central banks that are raising 

interest rates shortly after the pandemic. In the CEE region, the Hungarian central bank 

increased interest rates the day before. The CNB is especially worried about inflation, which 

remains close to 3% in the Czech Republic and has been hovering above the central bank’s 

2% target for more than two years. Governor Rusnok admitted that the risks of inflation 

moving above the CNB’s current forecast of 2.7% for this year are tilted to the upside. 

Rapid growth in commodity prices and some production inputs, together with a tight domestic 

Inflation is forecast to remain above the CNB target all year  The second half is likely to bring a strong economic rebound 
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labour market and robust consumer demand are the main reasons. While the CNB still considers 

a large part of the current inflationary pressures to be temporary, Rusnok said these could 

persist for longer than was previously thought. He also emphasised the unambiguous legal 

mandate of the CNB (in contrast to some other banks with dual mandates) which is to maintain 

price stability. According to the governor, a faster-than-expected easing of virus-related 

measures and the better development of the economy in 1Q21 also supported the board’s 

decision to increase interest rates. Czech GDP declined by 0.3% qoq in 1Q, while the CNB 

had forecast a much deeper economic decline of 1.7% qoq. 

By adding real action to the board’s hawkish rhetoric, the increase in interest rates should 

signal that the CNB is ready to move inflation back to the 2% target. In line with our 

expectations, Governor Rusnok said the June hike has started the cycle of rate tightening, with 

further hikes very likely in 2H21. Rusnok even stated that in case of need the CNB is 

prepared to increase interest rates at each subsequent monetary policy meeting. 

However, he then tempered this statement by adding that, in his view, such a sharp rise in rates 

would probably not be necessary. Four more such meetings are to be held before the end of 

the year. The financial markets responded to the governor’s words by increasing koruna interest 

rates, mostly on two- to three-year tenors. The EUR/CZK exchange rate has moved from 25.44 

to 25.37, which is about 0.3%. 

We expect the CNB to make two more 25bp hikes in 2H21 and the repo rate is thus likely 

to reach 1% at the end of 2021. At the moment the financial markets have a similar view. 

According to the governor, the central bank is not worried that the recent easing of restrictions 

will result in further tightening measures this autumn. This is due to the high vaccination rate 

and the large number of people who have already had the disease. We forecast Czech 

monetary policy rates to continue to rise next year, leading the repo rate to reach 2% at 

the end of 2022. 

 

We expect interest rates to increase by a total 75bp this year  Koruna should be stronger than the CNB expects 
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Disclaimer 
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Komerční 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 Komerční 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 III of regulation (EU) 2016/958. Komerční banka, 

a.s. and its affiliated companies are under no obligation to provide any services to their clients on the basis of this document. 

Komerční 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 Komerční banka, a.s. which is a bank/stockbroker according to the applicable legislation and thus regulated by the Czech 

National Bank. Komerční 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 Komerční banka, a.s. in 

compliance with the requirements imposed by applicable regulation. The employees of Komerční 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 Komerční banka, a.s., or the trades of Komerční banka, a.s. with the issuers of such instruments. However, the 

evaluation of the authors of this document is linked to the profits of Komerční 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. 


