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Highlights

= The global economy continues to run at multiple speeds: significantly stronger than expected
in the US, weak but with first signs of improvement in China and drifting between growth and
contraction in the eurozone, with timid signs of bottoming out, especially in manufacturing.
For the US, we have slightly upgraded our forecast for real GDP growth from 2.2% to 2.3% for
2023, but left it unchonged at 0.9% for 2024, as mounting headwinds, including from strikes in
the auto sector and political uncertainty, will weaken the recent strong momentum. For the
eurozone cnd China, recent economic indicators are broadly in line with expectations, leaving
our growth forecasts unchanged for both 2023 and 2024: 0.5% in 2023 and 0.7% in 2024 for the
eurozone cnd 4.9% in 2023 and 4.1% in 2024 for China.

= In the US, inflation remains on a downward path, with two potential disruptors: volcatile fuel prices
and used car prices (and possibly new car prices). For core inflation, we maintain our outlook
of a relatively benign path. But due to higher fuel prices, we have slightly raised our outlook for
expected headline inflation from 4.1% to 4.2% on average for 2023 and from 2.5% to 2.6% for
2024,

= In the euro areq, inflation fell sharply in September. All major subcomponents contributed. As
such, core inflation is also cooling gradudlly, but it looks like the cooling may be a little smoother
than previously envisaged. We slightly lowered our inflation outlook for the eurozone from 5.7%
to 5.6% on average in 2023 and from 3.1% to 2.9% in 2024.

= The Fed left its policy rate unchanged at 5.375% in September, but the ECB raised its deposit rate
to 4.0%. Our assessment is that both central banks have ended their cycle of rate hikes, although
the certainty of this is greater for the ECB than for the Fed, which might still raise its policy rate
one last time later this year. We also expect the first rate cuts to come later and more cautiously
than previously projected. For the Fed, we expect a first policy rate cut (by 25 basis points) no
longer in the second quarter of 2024, but only in the third quarter, followed by two further cuts
in the fourth quarter to 4.625% by the end of 2024. The ECB is not expected to cut its deposit rate
to 3.75% until the fourth quarter of 2024.

= The most notable observcttion in recent weeks has been the sharp rise in yields on long-term
US and German government bonds. The rise is caused by the decompression of the term
premium in interest rates. This was kept artificially low for a long time by the monetary policy
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of quantitative easing. Now that quantitative tightening has been going on for a while, this
premium is normdalising. It means that long-term interest rates will remain higher thon estimated
so far. We expect yields of 2.95% at the end of 2023 and 2.75% cat the end of 2024 for 10-year
German government bonds and of 4.80% at the end of 2023 and 4.20% at the end of 2024 for

10-year US government bonds.

Global economy

The world economy continues to run at different speeds:
significantly stronger than expected in the US, with first signs
of improvement in China, and oscillating between growth and
contraction, with timid signs of bottoming out (especially in
manufacturing) in the eurozone. At the same time, uncertainty
remains high. Structural challenges will weigh on economic
growth in China and the eurozone, while headwinds are also
building in the US.

Encouraging signs from China

After several months of disappointing activity data in China,
September data suggest some upward momentum to growth
at the end of the third quarter. Industrial production grew 0.5%
month-over-month while retail trade grew 0.31% month-over-
month. Sentiment data was more of a mixed picture, with the
S&P global PMis for both the manufacturing and service sectors
declining (to 50.6 and 50.2, respectively) while the official (NBS)
PMIs improved marginally (to 50.2 for the manufacturing sector
and 51.7 for the non-manufacturing sector).

The fact that both manufacturing PMIs are now in positive
territory, however, is an encouraging signal for a pick-up
in industrial activity. However, the long-standing structural
challenges we’ve highlighted in the past (especially an over-
indebtedness of the household and corporate sectors) remain
an important drag on growth going forward, and the various
policy initiatives introduced so far will likely be inadequate to
provide a sustainable boost to growth. We therefore maintain
our 2023 outlook for GDP growth at 4.9%, just below the
government’s 5.0% target, and maintain our outlook for 2024
at4.1%.

Surprisingly strong US economy

The US economy remains in very good shape. All indicators on
both demand and supply developments suggest that growth
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remained above potential until the end of the third quarter.
Based on hard economic data, we estimate Q3 growth at 4.1%
(qog annualised).

The strongly performing labour market plays a key role in this.
The latest labour market report illustrates this strength. In
September, 336,000 new jobs were created, the largest increase
since early 2023 (figure 1). Thanks to robust job creation,
households can continue to consume buoyantly, underpinning
economic growth. Indeed, despite very high real interest rates
and increased gasoline prices, private consumption was the
main driver of growth in the third quarter. In addition, non-
residential investment and net exports also performed well.

However, maintaining this strong performance in the
fourth quarter will be a major challenge. In addition to the
abovementioned high real interest rates, which will inevitably
start to weigh on investment growth, we see three more
reasons for a growth slowdown. First, a significant part of
the population will start repaying student loans in full again
in October. This could act as a negative shock to private
consumption. After all, a full monthly repayment represents
0.5% of personal spending. Secondly, the major carmakers in
the US (Ford, GM and Stellantis) have been facing a targeted
strike by the (UAW-affiliated) unions since late September.

Figure 1 - Personal spending and employment in the US
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The five companies involved represent ‘only’ 16% of US car
production. But if the strikes last more than a month, they will
undoubtedly have a negative impact on industrial production
in the last quarter. Finally, the threat of failure to approve the
government budget, leading to a government shutdown in the
fourth quarter, continues to hinder growth of the US economy.

The closure of some government departments has now been
avoided until mid-November. But the subsequent ousting of
the Republican majority leader and Speaker of the House of
Representatives in Congress is a warning that finding a political
consensus for passing the budget will be very difficult even
in November. While we do not expect a federal government
shutdown to last long or to cause significant direct damage to
the economy, the uncertainty surrounding this political issue
could negatively impact business and consumer sentiment and
thus indirectly hurt the economy.

Bottom line: given the many risks, the performance of the US
economy in the coming months may not be as impressive as we
have seen in the first three quarters of this year. That's why we
continue to see a significant slowdown in growth, which should
approach de facto stagnation by the turn of the year and next
year. Given recent strong growth, we have slightly raised our
forecast for average real GDP growth for 2023 from 2.2% to
2.3%. But for 2024, we maintain our growth forecast of 0.9%.

Eurozone drifts between growth and
contraction

Unlike the US economy, the eurozone economy remains
lacklustre. Confidence remains weak, although the decline
in business confidence seems to have stabilised somewhat
in September. After months of decline, both the composite
purchasing managers’ confidence index (PMI) and the European
Commission (EC) indicator of business confidence rose very
slightly in September: from 46.7 in August to 47.2 for the PMI
and from -0.41 to -0.36 for the EC confidence indicator. That
the decline has turned into a minimal increase is encouraging,
although the levels remain significantly lower than during the
spring (54.1 in April 2023 for the PMI, and 0.69 in January and
February 2023 for the EC indicator).

The improvement was particularly noticeable in manufacturing,
to a lesser extent in services, and not at all in construction. Most
encouragingly, according to the EC’s survey, future expectations
are becoming less gloomy, while it is the assessment of activity
in the recent past that continues to fuel pessimism. This
may indicate that a broad further economic downturn is not
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imminent and that the bottom of the growth slowdown is in
sight.

At the same time, however, there remain reasons for concern,
such as the further loss of confidence in the interest-rate-
sensitive construction sector. Consumer confidence is also
weakening again. In early 2022, immediately after Russia’s
invasion of Ukraine, it suffered a sharp snap, from which it had
been recovering since summer 2022. That recovery stalled in the
summer of this year and reversed again recently, as consumers
are increasingly concerned about the economic situation and
their future financial situation. However, the labour market
continues to resist the economic weakening well. The slight
increase in the unemployment rate in July was reversed in
August. The unemployment rate again reached 6.4%, which
is an all-time low.

Concerns about German industry also remain undiminished.
It has great importance for the German and, by extension,
the European economy, and continues to go through heavy
weather. According to surveys by the German research institute
Ifo, German industry has yet to see an improvement in future
expectations, while other sectors are at best showing signs
of bottoming out. At the same time, the relatively high stock
of unprocessed orders and the stabilisation - albeit at a low
level - of new orders do not suggest a further sharp decline in
industrial activity in Germany (figure 2).

So, allin all, the eurozone economy continues to drift on a blurred
dividing line between growth and contraction. We expect this
to remain the case for several more months. True, we assume
that ECB rate hikes have come to an end (see below), but it
will take a few more quarters for the economy to digest the
effects of the recent monetary tightening. Our outlook remains

Figure 2 - Orders in German manufacturing
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unchanged. For the eurozone, we expect another three quarters
(from the third quarter of 2023 to the first quarter of 2024) of
weak economic growth, at or just above zero growth. For the
German economy, we expect another slight contraction in the
fourth quarter of 2023. During 2024, further inflation cooling
will allow for a moderate recovery, supported by consumption.
As a result, real GDP growth in the euro area would increase to
0.7% on average in 2024, after 0.5% in 2023.

Volatile energy prices

The oil price increase, which had started in early July, continued
unabated until mid-September, driven by robust economic
growth in the US and India. The reopening of the Chinese
market after the pandemic had earlier boosted oil demand
compared to a year prior, while oil prices also remained under
upward pressure due to Saudi Arabia and Russia’s decision
to cut oil supply by 1 million and 300,000 barrels per day,
respectively. The imbalance between oil supply and demand
led to big drops in oil reserves. US oil reserves fell nearly 7%
in August. However, against the backdrop of rising long-term
interest rates, the oil price boom came to an abrupt end in
the first days of October (before the outbreak of violence in
the Middle East). In barely a few days, the price of a barrel of
Brent crude oil returned to its late-August levels (figure 3). The
developments in the Middle East make the further development
of the oil price very uncertain.

With winter approaching, European gas prices also climbed
slightly higher in September: from an average of EUR 33.7 in
August to an average of EUR 35.7 per MWh. However, the
increase was mainly due to extended maintenance at Norwegian
gas plants, which caused Norwegian gas exports to fall sharply.

Figure 3 - Energy prices on commodity markets
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Prices had risen much more sharply in the summer due to
strikes at two Australian Chevron-owned plants. Fortunately,
the union and Chevron management reached an agreement
on wages and conditions and the two-week strike ended.
Meanwhile, the average European gas price in September 2023
was less than a fifth of its price a year earlier, thanks to lower
consumption and the rapid replenishment of EU gas reserves
(now filled to 96%), and made a downward correction in early
October 2023, in line with the oil price.

Inflation falls in the US...

In the US, inflation remains on a downward path, with two
potential troublemakers: volatile fuel prices and used-car
(and possibly new-car) prices. Petrol and diesel prices clearly
track oil prices. As a result, the negative contribution of the
energy component to the annual increase in consumer prices
is currently close to zero. The uncertainty about the near-term
development of oil prices also makes the further course of
petrol and diesel prices very difficult to predict. Nevertheless,
higher energy prices are the main reason for the slight upward
revision of our inflation forecasts for 2023 (from 4.1% to 4.2%)
and for 2024 (from 2.5% to 2.6%).

As for core inflation, we maintain our outlook of a relatively
benign path. In particular, services inflation - the inflation
component on which monetary policy has the greatest impact
- is evolving favourably, to the extent that it should reassure
the Fed. Month-on-month increases, measured by the Fed’s
measure of prices of personal consumption expenditures (PCE),
have not only fallen back to their lowest level since 2020, but
on an annualised basis, they are already below 2%. As wage
growth is also slowing, we expect this favourable trend to
continue.

The risk to core inflation comes in the next two quarters from
strikes in the auto sector (see above). The fall in the price of
second-hand cars during the summer months contributed
significantly to the cooling of core inflation. However, the
automotive sector strikes could halt this positive development.
Indeed, inventories at car dealers are starting to fall again, and
this could cause new price increases of used cars (and possibly
new cars).

... and sharply in the eurozone

As expected, eurozone inflation fell sharply: from 5.2%
in August to 4.3% in September. All major components
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Figure 4 - Core inflation in the euro area
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contributed to the decline, meaning not only energy and
food price inflation, but also core inflation, which declined
from 5.3% to 4.5%. The cooling of goods inflation (excluding
energy) has been ongoing for several months. Encouragingly,
services inflation now also seems to have started a declining
path. It fell from 5.5% in August to 4.7% in September. Also,
the monthly rate of increase in service prices (after adjusting
for seasonal variations) has now clearly slowed down again
after the upward pressure in spring (figure 4). The cooling of
core inflation is, as expected, gradual. However, recent figures
suggest that the cooling may yet progress a little faster than
previously estimated. We have therefore revised our forecast
for core inflation slightly downwards for 2023 and 2024.

Another sharp further decline in overall inflation is written in
the stars for October. This will mainly be due to energy price
inflation, which will be sharply negative as prices are compared
to October 2022 peak levels. This so-called base effect will drop
strongly in November and especially in December, as energy
consumption prices started falling sharply at the end of last
year. Especially in December, eurozone inflation is therefore
very likely to pick up again. However, this will only represent a
temporary break in the downward trend. For 2024, we expect
a further cooling, albeit at a much slower pace. The sharp
disinflation we have seen in the course of this year has gradually
phased out. We have revised our forecast for average expected
inflation downwards from 5.7% to 5.6% for 2023 and from
3.1% to 2.9% for 2024.

Higher bond yvields are here to stay

The most remarkable observation of recent weeks was the
sharp rise of US and German government bond yields. This
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Figure 5 - 10-year US government bond yield
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was not limited to the 10-year maturity but was reflected in
a parallel upward shift of the whole yield curve. In our view,
this rise was driven primarily by a sharp decompression of the
term premium, which, according to New York Fed research, has
now become positive again (figure 5). Moreover, it is worth
noting that after the recent rise of both nominal and real yields
(adjusted for swap-based inflation expectations), German real
10-year yields became positive again for the first time in almost
a decade (figure 6).

The fact that the compression of the term premium coincided
with the period after the start of the ECB’s Asset Purchase
Programme (APP) suggests that the recent rise of the term
premium is also related to the end of Quantitative Easing
(QE). In our view, the decompression of the term premium
in benchmark yields is indeed mainly driven by the ongoing
Quantitative Tightening (QT) by both the Fed and the ECB.
QT leads to an increased supply on the bond market, which,

Figure 6 - Real 10-year government bond yields
in %; based on inflation swaps
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particularly in the case of the US, is amplified by the large
public deficit to be financed. This demand-supply imbalance in
bond markets leads to difficulties for the market to absorb the
increased supply at current yields, which can only be solved by
sharply higher yields. Moreover, in our view, this is not just a
short-term phenomenon, but will remain an important market
factor for as long as QT continues and the worsening US fiscal
position persists.

The fact that the impact on bond yields was surprisingly large
in the past weeks, is probably a reflection of the fact that the
market consequences of QT, in terms of increased supply of
bonds and withdrawal of liquidity, is non-linear in time. There
appears to be a critical threshold beyond which the impact on
yields accelerates. This is probably what we are observing now.
The downgrade, in early August, of the best credit rating for
the US by the rating agency Fitch has in all likelihood also played
a role in this, especially as the political constellation in the US
is not such that a fiscal consolidation can be expected in the
short term.

Against the background of this fundamental change of the
outlook, we have further lifted the level of the projected bond
yield path for the US by about 50 basis points in the near term
and for Germany by a parallel shift of about 35 basis points. The
yield on US 10 years Treasuries is expected at 4.8% at the end
of 2023, and to gradually decrease to 4.20% by the end 2024.
For the 10 years German Bund yield we expect a level of 2.95%
at the end of 2023 and still 2.75% at the end 2024.

End of ECB tightening cycle

The ECB increased its deposit rate to 4% in September. We
confirm our view that the ECB deposit rate has reached its
peak of this tightening cycle. A moderate start of the ECB rate-
cutting cycle is only expected in the fourth quarter of 2024. This
is slightly later than market expectations, but leads to the same
deposit rate target for end-2024 of 3.75%.

Meanwhile, the ECB will continue its policy of unwinding
its APP portfolio by not reinvesting assets that reach their
maturities. This Quantitative Tightening runs in the background
and can perfectly well continue when the monetary policy
stance will be eased by cuts in the policy rate. Moreover, we
expect the ECB to maintain its Pandemic Emergency Purchase
Programme (PEPP) portfolio until well beyond the currently
communicated minimal date of end-2024. The reason is the
apparent effectiveness of the flexible reinvestment policy of the
PEPP portfolio in containing intra-EMU sovereign spreads.
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Intra-EMU spreads close to peak

Hence, we also confirm our view on intra-EMU sovereign
spreads. They are probably close to their peak, with only limited
upward potential. The three main reasons for our scenario of
contained intra-EMU spreads remain valid: the end of the rate
tightening cycle by ECB, the existence of the ECB’s Transmission
Protection Instrument and the potential use of the flexible
reinvestments of maturing assets of the PEPP portfolio. The
remaining (very limited) upward potential for sovereign spreads
stems from the fact that each month euro liquidity is absorbed
by the ongoing run-off of ECB’s APP portfolio. In other words,
excess liquidity in the system is decreasing. This reduces
the ‘search for yield" pressure exerted by investors on non-
benchmark euro-denominated assets that has led in the recent
past to a decompression of yield spreads.

The Italian spread was an outlier recently, driven by concerns
that the latest fiscal plans of the Italian government may put
public debt sustainability on a difficult trajectory. However,
even the current ltalian spread of about 200 basis points is still
well below the 250 basis points limit that the ECB implicitly
indicated as a maximum acceptable spread (i.e. beyond which
the ECB may start to intervene one way or another).

Fed funds rate also at peak

After the Fed kept its policy rate unchanged at 5.375% in
September, we expect that this is the peak of its rate cycle as
well. In other words, we do not expect another rate hike in Q4
2023. However, there is more uncertainty about this than in the
case of the ECB. The Fed is currently confronted with robust
macroeconomic data, in particular from the labour market.
Indeed, we upgraded both our growth and inflation outlook for
202310 2.3% (from 2.2%) and 4.2% (from 4.1%), respectively.
Against this background, markets are not completely excluding
the possibility of one additional and final rate hike at the
November meeting (to 5.625%).

A main argument in favour of that would be that the Feds own
‘dot plot’ of September indicated that, with the information
available at that moment, Fed governors (measured by their
median projection) were indeed favouring an additional rate
hike of 25 basis points. Since September, however, uncertainties
about the economic outlook for the near term have increased.
These include increased political uncertainty and the risks to
economic sentiment from a renewed threat of a government
shutdown. This adds to our conviction that the Fed will in fact
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not raise its policy rate any more in this cycle.

The Fed is likely to start easing its rate policy stance earlier than
the ECB. We expect the cutting cycle to start from the third
quarter of 2024, reaching a policy rate of 4.625% by the end
of 2024. This is an upgrade by 50 basis points compared to
our previous scenario, reflecting the robust macroeconomic
data, the mentioned Fed ‘dot plot’ and the markedly increased
expectations incorporated in Fed funds futures.

Similarly to the ECB’s APP policy, the Fed is expected to continue
its balance sheet run-off (QT) at the current pace of about 95
bn USD per month (on average 60 billion USD of Treasuries and
35 bn of Mortgage Backed Securities). As is the case for the
ECB’s APP, the Fed’s QT is likely to continue after the start of the
easing cycle of its policy rates.

For now, interest rate support for dollar

The short-term interest rate differentials in favour of the US
have led to an appreciation of the US dollar to 1.05 US dollar
per euro. This rate differential will be the dominant driver until
at least the end of 2023. From 2024 on, when markets have
fully priced out any additional Fed rate hike, and the trough of
the business cycle is gradually being passed, the euro is likely to
regain ground against the US dollar again. Hence, we confirm
our fundamental view that the US dollar is fundamentally
overvalued against the euro at its current exchange rate.
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Central and Eastern
European Economies

The hot topics for Czech policy makers:
rates, growth and budget

At the September meeting, the CNB Bank Board unanimously
decided to keep the 2-week repo rate unchanged at 7.0%.
The members of the central bank remain cautious given still
relatively high core inflation, even though some inflation risks
have been perceived as less intense. The assessment of the
Bank Board is that “the risks of the forecast and the uncertainty
of the outlook are significant and in both directions”. This is in
contrast to the August statement, when it was “tilted to the
upside” instead of “in both directions”. At the press conference
after the Bank Board meeting, Governor Michl did not rule out
the possibility of a rate cut before the end of the year.

The currently neutral or slightly disinflationary domestic
economic indicators undoubtedly include wage growth in the
second quarter of 2023 that was slower than forecasted by
the CNB. The annual growth rate of average nominal wages
decreased to 7.7%. Weaker growth rates are also currently
being reported by Czech and German industry and, according
to the Governor of the CNB, this may signal a continuation of
the stagnation of the Czech economy in the third quarter of
2023.

The performance of the Czech economy in the second quarter
of 2023 was unchanged in real terms in comparison with the
first quarter and decreased by 0.6% year-on-year. Despite the
fact that real GDP growth has lagged the CNB'’s forecast, the
outlook for the future does not have to be overly pessimistic.
The recovery from the pandemic and the energy crisis has been
relatively slow, but when we take a closer look at the structure
of the economy, this looks relatively promising, particularly in
comparison with Germany.

Encouragingly, after six quarters of contraction, household
consumption finally increased slightly quarter-on-quarter (by
0.2%) in the second quarter of 2023 and consequently, the year-
on-year decrease is slightly lower than what the CNB predicted
in the last forecast. In our view, household consumption will be
the strongest impulse driving the Czech economy at the end of
this year and in 2024. A positive turn in real wages, together
with a decline in the still high savings rate, should play a key role
in the recovery in household consumption. Let us recall that the
savings rate of Czech households reached an above standard
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18.8% in the second quarter of 2023, 1.8 percentage points
higher than in the previous quarter and 2.9 percentage points
higher than a year ago. The corporate sector is not in a bad
position for future growth either. For non-financial corporations,
both the profit rate and the investment rate increased in the
second quarter (to 49% and 28.1% respectively).

The CNB Bank Board continues to be preoccupied by the too
slowly fading core inflation (particularly in services) together
with persistent labour market tensions. This is compounded by
higher-than-expected oil prices (fluctuating around 90 USD per
barrel, compared with the forecast of around 75 USD per barrel)
and a weaker-than-expected exchange rate of the koruna. All
this in a situation where inflation expectations in a significant
part of the economy remain insufficiently anchored.

Recent statements by Bank Board members suggest that most
of them would not be opposed to maintaining the CNB's key
interest rate at higher levels or for longer than the baseline
scenario of the CNB'’s current forecast would prescribe. The
latter envisages a rate cut of around 75-100 basis points already
this year. In our view, they will be less radical. We expect that
they will cut rates only in December and only by 50 basis points.
For the time being, we do not dare to categorically rule out the
possibility that the first loosening of the “monetary screws”
could take place even later.

Inflationary effects from fiscal policy are another complicating
factor that the CNB Bank Board must deal with now, but
probably with even greater urgency in the future, when
considering the optimal monetary policy settings.

In the EU, the Czech Republic has long been one of the
countries with a high degree of fiscal discipline and a low
level of debt. After the successful recovery from the negative
budgetary consequences of the financial crisis of 2007-2008,
the country’s tolerance for budget deficits started to increase
rapidly again during the pandemic. While the public debt ratio
remains acceptably low in 2023 (44.4% of GDP), the strong
increase from early 2020 could not escape the attention of
rating agencies and investors.

The return to a sustainable balance of public revenues and
expenditures, which deteriorated because of the unfavourable
characteristics of Czech public budgets (namely the dominant
share of structural deficits in the total deficit and mandated
expenditures in total public expenditures, the need for
healthcare and social security for an ageing population, the
underfunded transport infrastructure and defense sector, ...),
became a top priority of the new Czech government two years
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ago. However, the more effective fulfilment of the pre-election
ambitions in this area was soon thwarted by Russia’s invasion
of Ukraine.

Last month, the Czech government unanimously approved the
state budget for 2024 with a deficit of CZK 252 billion. This
year's target, a budget deficit of CZK 295 billion, had seemed
too optimistic for a long time, but at the end of the third quarter
the chances of achieving it increased. EU revenues, especially
from the National Recovery Plan, along with high corporate
income tax collections and revenues from temporary taxation
of companies, particularly in the energy sector, contributed
significantly to an improved budget balance.

The public budget deficit is expected to drop from 4.3% of
GDP in 2023 to 2.5% of GDP in 2024 (after 3.6% last year).
The draft budget for 2024 already includes measures from a
consolidation package, which is also awaiting final approval in
parliament after being approved by the government. According
to the government’s calculations, the consolidation package
should contribute to an improvement in the public finance
balance by CZK 97.7 billion next year.

Mojmir Hampl, chairman of the National Fiscal Council
(NFC), the independent Czech fiscal watchdog, hailed the
consolidation package and other changes the government
intends to make to increase revenues and reduce spending as
"a good start” that is “absolutely crucial for the future of the
Czech Republic”. According to the calculations, the adoption of
the consolidation package in its current form will just postpone
activation of the legal budgetary brake, i.e. the obligation to
freeze most spending when the national debt exceeds 55% of
GDP, by only four years (until 2032). The real gamechanger in the
development of Czech public finances would be a consolidation
package of roughly twice the current strength (however, this is
politically impassable).

Given the government’s strong reluctance to counteract rapidly
rising public spending with more substantial increases in tax
revenues, the September approval by the European Commission
of the revised National Recovery and Resilience Plan has been
good news for Czech state budgets in the coming years. The
revision raises the total amount of grants and loans that Czechia
can potentially draw from the EU funds under this framework
to EUR 9.2 billion. The next step is approval by the European
Council, which is expected to take place within a month and be
only a formality given that the Czech Republic, unlike Poland or
Hungary, has no open disputes with the EU.
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Outlook main economies in the world __._

vee
Real GDP growth (period average, Inflation (period average, in %)
in %)
2022 2023 2024 2022 2023 2024
Euro area Euro area 3.4 0.5 0.7 8.4 5.6 2.9
Germany 1.9 -0.3 0.4 8.7 6.3 3.0
France 2.5 0.8 0.9 5.9 59 2.4
Italy 3.8 0.7 0.5 8.8 6.4 2.3
Spain 5.8 2.5 1.5 8.3 3.5 3.6
Netherlands 4.4 0.5 0.7 11.6 4.5 3.7
Belgium 3.2 0.9 0.9 10.3 2.6 3.3
Ireland 9.4 5.6 53 8.1 4.9 3.4
Slovakia 1.8 1.2 2.2 121 10.8 5.9
Central and Eastern Czech Republic 2.4 -0.3 2.3 14.8 12.3 2.6
Europe Hungary 46 -0.5 3.0 15.3 17.4 5.7
Bulgaria 3.7 1.8 2.3 13.0 9.0 5.0
Poland 5.5 0.2 3.2 13.2 1.3 5.5
Romania 4.2 2.5 3.2 12.0 9.0 7.0
Rest of Europe United Kingdom 4.1 0.3 0.4 9.3 7.4 3.1
Sweden 2.9 -0.6 0.5 8.1 8.5 3.0
Norway (mainland) 3.7 13 1.1 6.2 5.7 3.2
Switzerland 2.7 0.8 13 2.8 2.3 1.6
Emerging markets China 3.0 4.9 4.1 2.0 0.6 2.0
India* 7.2 n/a 5.7 6.7 6.0 49
South Africa 19 0.8 1.2 7.0 5.9 5.0
Russia Temporarily no forecast due to extreme uncertainty
Turkey 55 3.4 2.0 72.3 52.0 445
Brazil 2.9 3.3 1.0 9.3 4.8 4.1
Other advanced United States 19 2.3 0.9 8.0 4.2 2.6
economies Japan 1.0 1.8 0.9 2.5 3.1 2.0
Australia 3.7 1.5 1.4 6.6 5.7 3.2
New Zealand 2.3 0.7 1.0 7.2 53 2.9
Canada 3.4 1.3 0.7 7.0 3.8 2.5
* fiscal year from April-March 6/10/2023

Policy rates (end of period, in %)

6/10/2023 Q4 2023 Ql 2024 Q2 2024 Q3 2024

Euro area Euro area (refi rate) 4.50 450 450 450 450
Euro area (depo rate) 4.00 4.00 4.00 4.00 4.00
Central and Eastern Czech Republic 7.00 6.50 5.50 5.00 4.50
Europe Hungary (BUBOR 3M) 12.19 10.80 9.30 8.10 7.30
Bulgaria -

Poland 5.75 5.25 5.25 5.25 5.00
Romania 7.00 7.00 7.00 6.75 6.75
Rest of Europe United Kingdom 5.25 5.25 5.25 5.25 5.25
Sweden 4.00 4.25 4.25 4.25 4.25
Norway 4.25 4.50 4.50 4.50 4.50
Switzerland 1.75 1.75 1.75 1.75 1.75
Emerging markets China 2.50 2.50 2.50 2.50 2.50
India 6.50 6.50 6.50 6.25 6.00
South Africa 8.25 8.25 8.25 8.00 7.75

Russia Temporarily no forecast due to extreme uncertainty
Turkey 30.00 35.00 35.00 35.00 30.00
Brazil 12.75 11.75 10.75 10.00 9.50
Other advanced United States (mid-target range) 5.375 5.375 5.375 5.375 5.125
economies Japan -0.10 -0.10 0.00 0.00 0.00
Australia 4.10 4.10 4.10 4.10 4.10
New Zealand 5.50 5.50 5.50 5.50 5.50

Canada 5.00 5.25 5.25 5.25 5.25



Outlook main economies in the world __._

vee
10 year government bond yields (end of period, in %)
Euro area Germany 2.90 2.95 2.90 2.85 2.80
France 3.49 3.65 3.60 3.55 3.50
Italy 4.93 4.95 490 4.85 4.80
Spain 4.03 4.15 4.10 4.05 4.00
Netherlands 3.27 3.35 3.30 3.25 3.20
Belgium 3.59 3.75 3.70 3.65 3.60
Ireland 3.36 3.45 3.40 3.35 3.30
Slovakia 4.19 415 4.10 4.05 4.00
Central and Czech Republic 4.99 4.30 4.33 4.25 418
Eastern Europe Hungary 7.77 6.90 6.50 6.40 6.20
Bulgaria* 4.50 5.05 5.00 4.95 4.90
Poland 5.98 5.40 5.20 5.00 4.70
Romania 7.23 7.50 7.70 7.90 8.00
Rest of Europe United Kingdom 458 4.60 455 4.50 4.45
Sweden 3.07 3.10 3.05 3.00 2.95
Norway 4.16 4.20 415 4.10 4.05
Switzerland 1.19 1.25 1.20 1.15 1.10
Emerging markets China 2.72 2.90 2.85 2.60 2.55
India 7.34 7.40 7.25 7.10 7.05
South Africa 10.90 11.00 10.85 10.60 10.55
Russia 12.26 Temporarily no forecast due to extreme uncertainty
Turkey 25.16 25.00 25.00 22.50 20.00
Brazil 12.07 11.80 11.45 10.90 10.85
Other advanced United States 474 4.80 4.65 4.40 435
economies Japan 0.81 0.85 1.00 1.00 1.00
Australia 4.55 4.60 4.45 4.20 4.15
New Zealand 5.56 5.60 5.45 5.20 5.15
Canada 4.14 4.20 4.05 3.80 3.75
*Caution: very illiquid market
Exchange rates (end of period)
6/10/2023 Q4 2023 Ql 2024 Q2 2024 Q3 2024
USD per EUR 1.06 1.05 1.07 1.09 1.13
CZK per EUR 24.45 24.30 24.60 24.50 24.50
HUF per EUR 387 385 382 385 387
PLN per EUR 4.60 4.70 4.70 4.65 4.50
BGN per EUR 1.96 1.96 1.96 1.96 1.96
RON per EUR 4.96 498 4.98 4.98 498
GBP per EUR 0.86 0.89 0.90 0.91 0.92
SEK per EUR 11.60 11.60 11.55 11.50 11.50
NOK per EUR 11.57 11.35 11.20 11.10 11.00
CHF per EUR 0.96 0.97 0.97 0.98 1.00
BRL per USD 5.17 5.32 5.27 5.22 5.13
INR per USD 83.24 86.19 85.39 84.60 83.10
ZAR per USD 19.38 20.01 19.83 19.64 19.30
RUB per USD 100.34 Temporarily no forecast due to extreme uncertainty
TRY per USD 27.62 29.00 31.00 33.00 35.00
RMB per USD 7.30 7.30 7.25 7.20 7.15
JPY per USD 149.01 148.00 140.00 135.00 135.00
USD per AUD 0.64 0.63 0.64 0.66 0.68
USD per NZD 0.60 0.60 0.61 0.63 0.64
CAD per USD 1.37 1.35 1.32 1.30 1.30
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Outlook KBC home markets

Belgium Ireland

2022 2023 2022 2023 2024
Real GDP (average yearly change, in %) 3.2 0.9 0.9 9.4 5.6 5.3
Inflation (average yearly change, harmonised CPI, in 10.3 2.6 33 8.1 4.9 34
%)
Unemployment rate (Eurostat definition, in % of the 57 5.8 57 4.4 4.4 4.4
labour force, end of year)
Government budget balance (in % of GDP) -3.9 -5.0 -4.9 1.6 13 1.2
Gross public debt (in % of GDP) 105.1 105.6 106.7 447 399 36.1
Current account balance (in % of GDP) -3.6 -2.0 -1.6 9.1 8.2 7.5
House prices (Eurostat definition) (average yearly 5.6 1.0 1.5 12.3 1.4 3.0
change in %, existing and new dwellings)

Czech Republic Slovakia

2022 2023 2022 2023
Real GDP (average yearly change, in %) 2.4 -0.3 2.3 1.8 1.2 2.2
Inflation (average yearly change, harmonised CPI, in 14.8 12.3 2.6 12.1 10.8 59
%)
Unemployment rate (Eurostat definition) (in % of the 2.3 2.8 3.3 6.0 6.1 6.3
labour force, end of year)
Government budget balance (in % of GDP) -3.6 -4.3 -2.5 -2.0 -6.0 -4.5
Gross public debt (in % of GDP) 44.2 44.4 44.3 57.8 58.5 58.0
Current account balance (in % of GDP) -6.1 0.1 0.8 -8.1 -4.5 -3.5
House prices (Eurostat definition) (average yearly 16.9 2.0 1.7 13.7 -3.5 0.0
change in %, existing and new dwellings)

Hungary Bulgaria

2022 2023 2022 2023
Real GDP (average yearly change, in %) 4.6 -0.5 3.0 37 1.8 23
Inflation (average yearly change, harmonised CPI, in 15.3 17.4 57 13.0 9.0 5.0
%)
Unemployment rate (Eurostat definition) (in % of the 3.8 4.1 3.8 4.1 4.5 4.2
labour force, end of year)
Government budget balance (in % of GDP) -6.2 -5.2 -3.5 -2.8 -3.0 -3.0
Gross public debt (in % of GDP) 73.3 70.3 68.3 229 235 249
Current account balance (in % of GDP) -8.0 -0.5 -0.3 -0.7 -1.5 -1.2
House prices (Eurostat definition) (average yearly 223 1.0 3.0 13.8 8.4 1.5
change in %, existing and new dwellings)
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