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New central bank governor, old monetary policy

With the term of the CNB governor Singer ending his successor Jiri Rusnok took 
over as CNB governor in July 2016. Rusnok thereby endorses the course of Singer 
regarding the FX regime and is expected to continue with the FX regime in the cur-
rent form. Additionally he has emphasized that he does not want negative deposit 
rates, thus making such a move rather unlikely unless we see significant worsen-
ing of conditions. Rusnok is definitely taking over the governor post in a time of el-
evated uncertainty, especially given the Brexit votum that has certainly increased 
chances for prolongation of the accommodative monetary policy of the ECB. Ad-
ditionally inflation expectations are diminishing, thus not only making inflation pro-
jections less reliable, but possibly indicating prolonged environment of below tar-
get inflation rates. That said it will remain a tough task to time the end of the FX re-
gime and (depending on speculative pressure prior to the decision) how to struc-
ture the FX abandoning. In his first briefing after taking office Rusnok gave some in-
sight into his views. He mentioned that in case of extreme worsening of conditions 
further monetary loosening could be necessary. Such a monetary loosening would 
then likely occur on the FX side (adjusting the FX cap) instead of negative deposit 
rates as he regards them as less efficient. Then again he mentioned the possibil-
ity of selective negative rates on new capital inflow to support the FX cap while 
stressing his view that such steps would be unlikely given current conditions. With 
respect to the FX cap regime abandoning he also stressed that the CNB has not 
worked out any procedure for scrapping the currency ceiling.
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Main fi ndings

After having previously projected the end to the FX regime for H1 2017 we have 
seen more and more indications that would speak in favor of further postpone-
ment into H2 2017. The Brexit vote with the likely effect of prolonged accommo-
dative monetary policy especially by the ECB and diminishing inflation expecta-
tions are the main drivers behind this. That said, we have adjusted our projection 
of the FX regime abandoning into H2 2017 and here rather towards the fourth 
quarter. The situation regarding the strategy of exiting, however, has not altered 
as much. With the CNB according to its own statements not yet having worked 
out any procedure for scrapping the currency regime we continue to see high un-
predictability for this point. While we project the abandoning to occur with pro-
longed FX interventions without making public a new FX target, negative deposit 
rates or even a readjustment to the FX cap could occur in case of significant in-
crease in speculative pressure combined with heavy FX intervention needs. 
Until H2 2017 we project EUR/CZK to remain close to the cap at near 27.0, 
with rising inflation rates spurring speculative pressure on CZK over the coming 
quarters. This should cause a rise in intervention amounts necessary to prevent 
additional CZK appreciation, albeit remaining below levels of roughly EUR 5 bn 
monthly intervention that would endanger the feasibility and make additional 
measures (negative deposit rates, changes to FX cap) necessary. In this context 
it has to be stressed that the CNB had initially introduced the FX regime in order 
not to use negative deposit rates, and new CNB governor Rusnok has indicated 
he would not want negative deposit rates. Only with ECB indicating an end to 
the accommodative monetary policy and inflation rates back near the 2% target 
range on a sustainable basis do we expect abandoning of the FX regime with 
continued interventions to prevent too fast and too strong appreciation. 
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Interventions remain moderate Infl ation main component for CNB

The initial reason for the introduction of the FX regime in November 2013 was 
the threat of a deflationary market environment. Thereby the CNB decided to use 
the exchange rate as its monetary tool instead of cutting the interest rates below 
zero. Recall that the CNB had already cut its interest rate towards basically zero 
(0.05%) in autumn 2012. The CNB has repeated that it aims for a 2% inflation 
target while in its May forecast expecting this to be reached in the course of H1 
2017. That said the key variable for the Czech National Bank is inflation. We 
expect that due to base effects continued rise of commodity prices and rising do-
mestic inflationary pressures the Czech inflation will reach the 2 % CNB target 
in the first quarter of 2017. From today’s perspective we do not see enough ev-
idence that the inflation should thereafter strongly deviate from the target in any 
direction. Therefore, if the CNB sticks to its FX commitment the inflation will stay 
close to the 2% target until the end of 2017. In case the FX commitment is aban-
doned already in H1 2017 the inflation would decelerate in H2 to around 1.5% 
- 1.7% depending on the magnitude of the following appreciation.
In addition to the inflation target the CNB will, however, also have to look at 
global monetary policy developments before abandoning the FX regime. In case 
we see prolonged ECB accommodative monetary policy throughout 2017 it 
should be comparably more difficult to start with the monetary policy tightening 
(via abandoning of the FX regime) prior to this.

Possible scenarios to FX regime abandoning

For the time being we expect the CNB to continue with its current FX strategy - 
that means intervening to prevent appreciation below 27.0. Then, depending on 
the domestic as well as external market environment, the CNB will be confronted 
with the task of evolving an exit strategy where we would currently see three sce-
narios as the most likely ones. 

Scenario with gradual appreciation after FX regime abandoning:
This currently remains our baseline scenario and the preferred approach by the 
CNB, with projection of continued moderate (albeit increasing) interventions. Un-
der this scenario we would expect a rise in inflation together with a moderate rise 
in speculative pressure that can be handled by the CNB via continued interven-
tions. Then with the abandoning of the FX regime we would expect the CNB to 
end the FX regime without introducing a new cap for EUR/CZK. At the same time 
the CNB would continue intervening while allowing for some appreciation be-
low EUR/CZK 27.0. Whereas the CNB in this scenario would have to continue 
intervening (with likely heavy interventions at first), it would do so without giving 
a certain FX target, thus leaving markets with uncertainty regarding the targeted 
CZK rate. The CNB would likely have to continue with interventions for the fol-
lowing months, but as CZK finds its new equilibrium the speculative pressure and 
thus the intervention amounts would decline.
The success of such a strategy would largely depend on the speculative pressure 
and the intervention commitment of the CNB. The interventions necessary prior to 
the FX regime abandoning should already indicate if such a strategy could work 
out. In case intervention necessity prior to the abandoning is already at very high 
levels the risks to this scenario could turn out to be too high, making this strategy 
difficult to implement.

Scenario with negative deposit rates:
This scenario would additionally lead to continued interventions by the CNB to 
prevent CZK appreciation below EUR/CZK 27.0. But in case speculative pres-
sure would increase significantly and intervention amounts would reach values 

80

90

100

110

Jan-10 May-11 Sep-12 Jan-14 May-15
Czech Republic Hungary

Poland Slovakia
Source: BIS, RBI/Raiffeisen RESEARCH

Real effective exchange rate

0.0

0.5

1.0

1.5

2.0

2.5

Feb-13 Aug-14 Feb-16 Aug-17

CPI (% yoy)
* CPI forecasts under new assumption of FX regime aban-
doning in H2 2017
Source: Bloomberg, RBI/Raiffeisen RESEARCH

Infl ation at target range in early 2017*



3Please note the risk notifi cations and explanations at the end of this document

Special

23

24

25

26

27

28

29

Jan-10 Jan-12 Jan-14 Jan-16

EUR/CZK
Source: Thomson Reuters, RBI/Raiffeisen RESEARCH

Appreciation potential after FX regime

Fo
re

ca
st

in the region of EUR 5 bn (or more) on a monthly basis the CNB would have to 
rethink its exiting strategy going forward. Under such circumstances the contin-
uation of the FX regime possibly into H2 2017 could become a topic regarding 
stretching of its balance sheet, making an ordered exit of the regime only with 
continued interventions difficult if not even impossible. This would then call for al-
ternative measures by the CNB. Even though up until now it was indicated that 
negative deposit rates would not be desired they could then reappear as a possi-
ble alternative. To make this work the CNB could introduce negative deposit rates 
also to fight speculative pressure, something that would have to be done well be-
fore the FX regime abandoning in our view. 

Scenario with changed FX cap:
Should inflation projections prove to be too optimistic currently and should the 
deflationary environment prevail well into 2017, then the CNB could opt to use 
either negative deposit rates and/or shift the FX intervention border higher (e.g. 
taking the intervention level up towards EUR/CZK 28 or higher). Whereas given 
our inflation expectations we would see the chances for this scenario as slim, it 
should be mentioned that the overall changes to basic market assumptions have 
somewhat turned more towards a scenario of continued accommodative mone-
tary policy and prolongation of the current deflationary environment. 

Timing of abandoning the FX regime

Apart from the possible approach of the CNB regarding the exiting strategy the 
timing of the abandoning will be a key driver. This should be seen in the context 
of significant delays ever since the introduction. With the recent Brexit vote and 
the probability of prolonged accommodative ECB monetary policy the timetable 
for a possible abandoning is again tilted rather towards a later abandoning, thus 
triggering our call to postpone the abandoning into H2 2017. Whereas the main 
driver for an abandoning of the FX regime will remain to be the inflation rate with 
the inflation target of 2%, the CNB will likewise have to include external devel-
opments into the decision. In the case of prolonged accommodative global mon-
etary policy, especially of course by the ECB, it will be more difficult for the CNB 
to abandon the FX regime in this scenario. Otherwise the appreciation pressure 
on the crown could get too strong, de-
manding prolonged massive FX inter-
ventions. We currently estimate the 
inflation rate to reach the 2% target 
range in early 2017 and with our as-
sumption of continuation of the FX re-
gime into H2 2017 would expect it to 
remain near 2%. What would in our 
view make an abandoning in early 
2017 unlikely is the fact that the infla-
tion target would then not be met on a 
sustainable basis as the appreciation 
in CZK would lead to a fall in inflation 
back below the 2% target in the fol-
lowing months. 

The second main factor that could influence timing of the FX regime abandon-
ing could be interventions necessity, especially as soon as rising inflation rates in-
dicate that we are getting nearer to the FX regime end. In case the intervention 
amounts used to keep EUR/CZK near 27.0 remain low, the CNB will have little 
reason to deviate from the inflation targeting. Then again growing interventions 
(monthly interventions of roughly EUR 5 bn or more) could increase the pressure 

Exchange rate forecasts

current* Sep-16 Dec-16 Jun-17 Dec-17

EUR/CZK 27.02

Raiffeisen RESEARCH 27.0 27.0 27.0 25.9

Consensus Economics 27.1 27.0 27.0 n.a.

Foreward 27.0 27.0 27.0 n.a.

USD/CZK 24.57

Raiffeisen RESEARCH 24.6 25.7 27.3 25.4

Consensus Economics 24.8 25.0 25.2 n.a.

Foreward 24.6 24.4 24.2 n.a.
2014 2015 2016e 2017f 2018f

EUR/CZK avg. 27.5 27.3 27.0 26.9 25.5

USD/CZK, avg. 20.8 24.6 24.6 26.6 24.1
Data as of 26 July 2016, 09:39 CET
Source: Bloomberg, RBI/Raiffeisen RESEARCH
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on the CNB, forcing it to alter its strategy or end the regime early. As a proxy 
one could take a comparable look at the situation in Switzerland until early 2015 
when the Swiss central bank was confronted with a significant rise in its FX re-
serves towards 70-90% of GDP. The CNB currently (data as of June 2016) has FX 
reserves amounting to EUR 67.7 bn, thus roughly at 40% of GDP. Taking about 
12-18 months until the abandoning of the regime and additionally estimating con-
tinuous intervention necessity by the CNB we would have to see monthly interven-
tion amounts of roughly EUR 3-5 bn to reach levels of FX reserves of 70% of GDP. 
Given the thus far seen intervention amounts of EUR 1.2 bn on average since July 
2015 (when EUR/CZK closed in on the 27.0 cap rate), we are well off any exces-
sive levels in our view. Then again it has to be expected that with a continuous rise 
in inflation rate back towards the CNB target the speculation pressure is bound to 
rise, thus possibly calling for stronger interventions. Nevertheless, even in such a 
scenario we would regard the policy of the CNB as feasible until H2 2017

What could happen after the exit 

Our calculation for a EUR/CZK fair value which is derived from productivity 
and price differential development shows that without intervention the EUR/CZK 
would currently be slightly below 25.00. There are many other similar calcula-
tions within other institutions, mostly showing such a stronger “fair value” of the 
CZK compared to current levels. Nevertheless, EUR/CZK will remain deviated 
from the fair value probably for a longer time even after the end of the FX com-
mitment. Firstly because of the intervention that was already done and will be 
done before and after the exit. Secondly due to the assumption that in case there 
are stronger CZK appreciation pressures after the exit the CNB will intervene 
even more. Since setting of the FX commitment foreign investors were piling up 
more and more CZK denominated assets. For example, since the beginning of 
the intervention the holdings of Czech government bonds by non-residents more 
than doubled to above CZK 364 bn in May 2016. Part of that demand has been 
driven by expectation for future CZK appreciation and thus potential FX profit. 
That said investors will be eager to close their positions after the exit, thereby lim-
iting room for stronger appreciation. In fact we might even see brief deprecia-
tion. This could be amplified if there is a strong hedging activity of Czech export-
ers before the exit. Nevertheless, even in case of low hedging activity, compar-
ing the Czech foreign trade surplus at around CZK 160 bn as expected in 2016 
with the above mentioned foreign holdings of government bonds, it should be 
seen that the development of the EUR/CZK exchange rate after the exit does not 
have a straight answer.
Low appreciating pressure after the exit would be definitely very comfortable for 
the CNB. Therefore the CNB will support such views and could try to convince 
the market that there will not be a strong appreciation. In case of stronger CZK 
depreciation the CNB would probably start selling accumulated FX reserves i.e. 
intervening against CZK depreciation. In general we think that the Swiss-style 
way of FX floor exit is rather unlikely in the case of CZK. All in all we would warn 
of a high EUR/CZK volatility after the exit. 

Risks to our base-case scenario

The main risk to our new baseline scenario of renewed postponement of the FX 
regime abandoning into H2 2017 lies in the inflation trajectory as well as central 
bank monetary policy. In case of stronger inflation trajectory central banks could 
end their accommodative monetary policy earlier throughout 2017, thus likely 
also causing a faster end to the FX regime (possibly with less speculative pressure 
on CZK appreciation). Then again there likewise is the risk of a slower inflation 
trajectory which in return would lead to prolonged accommodative monetary pol-
icy and even further postponement of the FX regime abandoning.  

CZK comparison to peers

EUR/CZK EUR/PLN EUR/HUF

Perfor-
mance 3m

0.05% 0.73% -0.41%

Perfor-
mance 6m

-0.01% 2.01% 0.19%

Perfor-
mance 12m

0.02% -5.64% -0.93%

Key rate 0.05% 1.50% 0.90%

5-year 
yield*

0.35% 2.77% 2.46%

* differential to Bund
Data as of 26 July 2016; 10:53 CET
Source: Bloomberg, RBI/Raiffeisen RESEARCH
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Risk notifi cations and explanations

The distribution of all recommendations relating to the calendar quarter prior to the publications date, as well as the 
distribution of recommendations in the context of which services of investment fi rms set out in Sections A (investment 
services and activities) and B (ancillary services) of Annex I of Directive 2014/65/EU of the European Parliament and of 
the Council have been provided in the past 12 months.

Investment recommendation Basis: All recommendations for 
all fi nancial instruments

Basis: Recommendations for fi nancial instruments of all issuers, for which 
investment banking services were rendered in the last 12 months 

Buy recommendations 42.4 59.4

Hold recommendations 29.6 3.1

Sell recommendations 28.0 37.5

Detailed information on recommendations concerning financial instruments or issuers disseminated during a period of 12 month 
prior to this publication (acc. to Art. 4 (1) h) Commission Delegated Regulation (EU) 2016/958 of 9.3.2016) is available under: 
https://raiffeisenresearch.com/web/rbi-research-portal/recommendation_history

Warnings

  Figures on performance refer to the past. Past performance is not a reliable indicator for future results and the develop-
ment of a financial instrument, a financial index or a securities service. This is particularly true in cases when the finan-
cial instrument, financial index or securities service has been offered for less than 12 months. In particular, this very short 
comparison period is not a reliable indicator for future results.

  Performance of a financial instrument, a financial index or a securities service is reduced by commissions, fees and other 
charges, which depend on the individual circumstances of the investor.

  The return on an investment in a financial instrument, a financial or securities service can rise or fall due to exchange 
rate fluctuations.

  Forecasts of future performance are based purely on estimates and assumptions. Actual future performance may devi-
ate from the forecast. Consequently, forecasts are not a reliable indicator for future results and the development of a fi-
nancial instrument, a financial index or a securities service. 

The information and recommendations in this publication which are contributed by analysts from RBI’s subsidiary banks or 
from Raiffeisen Centrobank (“RCB”) are disseminated unaltered under RBI’s responsibility. 

A description of the concepts and methods used in the preparation of financial analyses is available under: 
www.raiffeisenresearch.com/concept_and_methods

Detailed information on sensitivity analyses (procedure for checking the stability of potential assumptions made in the con-
text of financial analyses) is available under: www.raiffeisenresearch.com/sensitivity_analysis

Disclosure of circumstances and interests which may jeopardise the objectivity of RBI (as per Sec 48f [5] and [6] of the Stock 
Exchange Act): www.raiffeisenresearch.com/disclosuresobjectivity
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This document is for information purposes and may not be reproduced or distributed to other persons without RBI’s permission. This document constitutes neither a solici-
tation of an offer nor a prospectus in the sense of the Austrian Capital Market Act (Kapitalmarktgesetz) or the Austrian Stock Exchange Act (Börsegesetz) or any other 
comparable foreign law. An investment decision in respect of a financial instrument, a financial product or an investment (all hereinafter “product”) must be made on the 
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This analysis is fundamentally based on generally available information and not on confidential information which the party preparing the analysis has obtained exclusively 
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Unless otherwise expressly stated in this publication, RBI deems all of the information to be reliable, but does not make any assurances regarding its accuracy and 
completeness. 

In emerging markets, there may be higher settlement and custody risk as compared to markets with established infrastructure. The liquidity of stocks/financial instruments 
may be influenced, amongst others, by the number of market makers. Both of these circumstances can result in elevated risk in relation to the safety of investments made in 
consideration of the information contained in this document.
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Unless otherwise expressly stated (www.raiffeisenresearch.com/special_compensation), the analysts employed by RBI are not compensated for specific investment banking 
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SPECIAL REGULATIONS FOR THE UNITED KINGDOM OF GREAT BRITAIN AND NORTHERN IRELAND (UK): 
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publication has been either approved or issued by RBI in order to promote its investment business. Raiffeisen Bank International AG (“RBI”), London Branch is authorised by 
the Austrian Financial Market Authority and subject to limited regulation by the Financial Conduct Authority (“FCA”). Details about the extent of its regulation by the FCA 
are available on request. This publication is not intended for investors who are Retail Customers within the meaning of the FCA rules and shall therefore not be distributed 
to them. Neither the information nor the opinions expressed herein constitute or are to be construed as an offer or solicitation of an offer to buy (or sell) investments. RBI 
may have affected an Own Account Transaction within the meaning of FCA rules in any investment mentioned herein or related investments and/or may have a position 
or holding in such investments as a result. RBI may have been, or might be, acting as a manager or co-manager of a public offering of any securities mentioned in this 
report or in any related security. 

SPECIFIC RESTRICTIONS FOR THE UNITED STATES OF AMERICA AND CANADA: This document may not be transmitted to, or distributed within, the United States of 
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