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The economy is exceeding expectations and is set to continue growing rapidly We expect its current resilience,
combined with the impact of strong fiscal stimulus domestically and in Germany, to contribute to GDP growth of 2.7% this year
and next. We also think that this growth will be widespread, driven by both domestic and foreign demand.

Inflation should fall below 2% this year but rise a  bove the target again next year The main reason for this year's
decline is significantly lower energy prices. However, strong fiscal expansion, combined with a recovering economy should
gradually adversely impact price developments. After averaging 1.6% this year, we expect inflation to rise to 2.3% next year.
Core inflation should remain above the CNB’s 2% target in both years.

The Czech National Bank is unlikely to cut interest rates this year due to the inflationary effect of fiscal policy In
addition to the anticipated fiscal expansion, the unexpectedly strong economy is another reason why the CNB is unlikely to cut
rates. However, given the change in the CNB’s communication, a cut cannot be ruled out this year. If this happens, we believe it
will most likely be in the spring.

Financial market expectations for the easing of domestic monetary
policy should temporarily halt the upward trend in CZK interest rates. However, a reassessment of market expectations for the
CNB, combined with fiscal policy easing at national and international levels, should contribute to the resumption of this trend in
the rest of the year.

More dovish rhetoric from the central bank and a decline in

headline inflation below the 2% target may put the CZK under depreciation pressure in the short term. However, subsequently,
we expect it to strengthen slightly, supported by a widening interest rate differential and continued strong growth in the Czech

economy.
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