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The economy is set to remain resilient despite the energy shock  We forecast economic growth to slow slightly to 2.3%
this year, before picking up again next year to 2.8%. In both years, GDP growth is still likely to be driven mainly by domestic
demand - including consumption and investment — and expansionary fiscal policy.

Inflation should gradually increase to 3% due to hi gher energy costs  We expect inflation to average 2.2% this year,
before rising to 2.7% next year as higher fuel and energy prices feed through to other areas of the economy. We see both
headline and core inflation remaining in the upper half of the CNB’s tolerance band for most of 2026 and 2027.

The CNB looks set to stay on hold, but risks are ti  Ited towards a hike ~ The central bank is in a favourable position, with
interest rates still slightly restrictive and the koruna remaining strong However, in our scenario of robust domestic demand and
strong fiscal expansion, alongside the impact of higher energy prices, there is a risk of higher inflation and CNB rate hikes.

The short end of the koruna interest rate curve could be pushed down slightly
if the CNB’s monetary policy stance remains unchanged, and the Middle East conflict gradually de-escalates — as we assume.
The longer end of the curve should remain high due to accelerating inflation and the effects of fiscal policy easing.

So far, the Czech currency has reacted only mildly to the Middle East conflict. However,

we think downward pressure could return. This could be fuelled by increased uncertainty, a deterioration in the external balance
of the economy, or a narrowing of the interest-rate differential amid ECB monetary policy tightening and stable CNB rates.
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