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Despite elevated geopolitical uncertainty, the Czec  h economic outlook remains favourable We expect GDP to grow
by 2.1% in 2026 and 2.6% in 2027. Domestic demand should remain the key driver, including resilient household consumption,
ongoing investment activity and expansionary fiscal policy. A tight labour market should continue to underpin robust wage
growth.

Gradual pass-through of higher energy prices is lik ely to push inflation close to 3% by year-end We forecast
inflation to average 2.1% in 2026 before rising to 2.6% in 2027. Core inflation should remain elevated in both years due to
resilient domestic demand, the delayed effects of the conflict in the Middle East, and further growth in wages and housing costs.

The CNB should keep interest rates on hold, althoug  h further hikes cannot be ruled out While core inflation is likely
to remain elevated, the year-on-year rate should not accelerate significantly. We expect growth in lending activity, wages and
house prices to moderate. However, we still see a further rate increase as more likely than an interest rate cut.

We expect the slope of the curve to gradually steepen once the
situation in the Middle East stabilises. The short end of the curve should be pushed down slightly by the CNB’s unchanged
policy, while we believe the longer end will remain elevated after a partial correction due to fiscal easing, both domestically and
abroad.

Further significant appreciation of the CZK should be prevented for the remainder of this

year by the strengthening of the US dollar and the stability of the CNB's interest rates. We anticipate a subsequent, gradual
appreciation to EURCZK 24 over next 12 months, driven by stronger Czech economic growth compared to the eurozone.
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