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B 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.

B 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.

B 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.

B Longer rates may prove sticky on the downside 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.

B The koruna to remain stable 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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The US-Iran conflict resulted in an oil
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Oil shock: A storm in a teacup?

Most of 1H26 was marked by tensions in the Middle East, but financial markets became
gradually less sensitive to geopolitical factors. As usual, the markets’ response proved
strongest right when the shock came. This was the case during the COVID pandemic, upon
Russia’s invasion of Ukraine and the subsequent energy shock, and with last year’s fallout
from President Trump’s tariff wars. The conflict between the US and Iran eased temporarily
at the end of June. Following the subsequent reescalation in July, the response was clearly
visible in oil prices, while the broader financial markets remained relatively calm.

Equity markets growing since 2Q The July reescalation has not raised the
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Naturally, the latest oil shock has affected the energy-intensive Czech economy, but its
macroeconomic impact has not been too significant. The relatively recent experience of
the energy crisis in 2022 and 2023 and the smaller scale of the current shock have helped.
In addition, the Czech economy is becoming less energy-intensive, with Eurostat data
indicating a decline in the energy intensity of production of more than 13% between 2020 and
2024 in the Czech Repubilic.

The Brent price in real terms was ¢.15% lower than in early 2020 In mid-2026, the diesel price was almost one-fifth lower than in

January 2020; petrol was also cheaper in real terms

Index, January 2020 = 100, deflated by total CPI
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In macroeconomic aggregates, the oil shock was most apparent at the end of 1Q26, i.e.
in its first month of existence and effects. Monthly March data from the real economy
suggest stockpiling effects in imports, inventories within capital expenditure, and exports, as
our trading partners also appear to have brought forward purchases and built up inventories.
Greater caution was visible on the part of industrialists and consumers. Nevertheless, during
the second quarter, the economy’s growth momentum was, in our view, climbing again. Thus,
for the second quarter as a whole, we estimate qoq growth in GDP was 0.5%, following
a temporary slowdown to 0.2% in the first quarter.
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The oil shock has encouraged inflation, primarily through higher motor fuel prices, the
heaviest impact of which was evident in March. Their further inflationary effect was then
constrained by the government’s price controls — the government was determining price caps
for petrol and diesel on a daily basis — and, in particular, via reduced excise duty on diesel.
In the second quarter, inflation momentum weakened significantly. While wholesale fuel prices
reversed course, it was primarily food prices that drove the slowdown, exerting a pronounced
disinflationary effect. However, the key factor was that core inflation maintained its high
momentum of around 3% yoy, reflecting local inflationary pressures, which were mainly visible
in services and housing-related items. It was local inflationary pressures, albeit in the context
of an external cost shock, that prompted the CNB’s June decision to hike monetary policy
rates.

Dynamics of overall inflation oscillating at around the target ... ... but core inflation momentum has been hovering above the
target for a long time
MoM annualised change, seasonally adjusted (Census X-13), 3M rolling MoM annualised change, seasonally adjusted (Census X-13), 3M rolling
average average
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The stagflationary impact of the oil shock was, primarily, reflected in Komeréni banka’s
April macroeconomic forecasts, already in which we had lowered our growth assumptions for
2026, while raising the inflation outlook. Thus, the current forecast does not bring any
fundamental changes. We had expected the Middle East conflict to be fairly brief. This still
seemed to be a highly realistic scenario as late as June. However, the conflict escalated again in
July. We reflect the ongoing conflict and the weaker growth dynamics of the first quarter in a
slight downward revision of our GDP growth expectations for 2026 and 2027. This year, we
forecast growth of 2.1% for the Czech economy, in line with the market consensus. For 2027,
we expect the growth momentum to pick up to 2.6%. Compared with median market
expectations for next year, our estimates are optimistic.
Growth prospects of the Czech economy (GDP, %, yoy) Inflation prospects of the Czech economy (CPI, %, yoy)
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At 2.1%, our inflation forecast for this year is below the consensus. On the other hand,
our average inflation estimate for 2027 of 2.6% is slightly above market expectations. In our
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view, core inflation will continue to oscillate at around the upper limit of the tolerance band
until the beginning of next year, when it will start to decline continuously. We consider the
current monetary policy to be sufficiently restrictive, and do not expect any further rate hikes.

Despite the ongoing geopolitical uncertainty, the Czech economy has proven resilient.
This is largely dependent on domestic demand, which includes both consumption and
investment, in which we anticipate no major changes in the coming months. We hope
you enjoy reading the summer edition of Komeréni banka’s Czech Economic Outlook!
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disruptions in oil supplies by
curbing demand and drawing
down inventories rather than
through sustained price

fluctuations.

Oil and gas prices
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External environment and assumptions

The US and eurozone economies remain resilient

Despite persistently high oil prices and heightened geopolitical uncertainty, the outlook for
the US, eurozone and Central European economies remains favourable. The US is benefiting
from fiscal stimulus, robust household spending, and sustained high levels of corporate
investment (mainly in data centres). Meanwhile, the eurozone is being supported by German
fiscal package, EU funds, excess household savings, increased investment in Al, and a
recovering real estate market. Although inflation slowed in June in both the US and the
eurozone, it remains above central bank targets, posing a risk that central banks will have to
tighten monetary conditions. The ECB raised interest rates at its June meeting, and we
expect it to make a similar move in September. This would bring the deposit rate to the
upper end of estimates for its neutral level, where we expect it to remain for an extended
period. According to our forecasts, the Fed will leave rates unchanged this year and next,
although risks are skewed towards tighter monetary conditions.

After tensions in the Middle East eased and the Strait of Hormuz reopened, the oil price
briefly returned to its pre-war level in June. However, hostilities between Iran and the US
have now resumed, preventing tankers from passing through the Strait. Consequently, the
price of oil is once again trading above pre-war levels. However, it has become apparent that
the oil market is primarily responding to supply disruptions through reduced demand and the
drawdown of inventories, rather than through sustained price fluctuations. In our view, this
trend will continue. If supplies are restored, as we expect, the oil market should shift from
a deficit to a surplus over the course of next year and prices should normalise. We expect the
average oil price to be $75 per barrel in the final quarter of this year and $73 for next year
as a whole. Electromobility is also a significant factor beginning to influence oil demand.
Global electric vehicle penetration increased from 22.7% in February to 26.1% (of new
registrations) in May. China accounted for the largest share of this increase, but significant
growth was also recorded in Europe and the UK. Over the next five years, we expect demand
for oil to decline by 3.4 million barrels per day (mb/d) as a result of the increase in electric
vehicle adoption. Such a decline would not be insignificant, given that total demand stood at
104 mb/d in 2025.

Number of vessels passing through the Strait of Hormuz
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US: solid GDP growth looks set to continue

At its June meeting, the U.S. Federal Reserve kept interest rates unchanged at
3.50-3.75%. However, the tone of the 'dot plot' was hawkish. The central bankers signalled
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the possibility of an interest rate hike within the next year. Nine of them indicated that at least
one rate hike before the end of the year would be appropriate, while six even indicated they
would prefer to raise rates at least twice this year. Interestingly, the new Fed Chair, Kevin
Warsh, did not share his opinion. Nevertheless, the latest US economic data has reduced
pressure for an immediate interest rate hike. The number of new jobs created in the non-farm
sector in June was roughly half what financial markets had anticipated (57 ths.), and the data
for April and May were also revised down by a total of 74 ths. Nevertheless, even after these
revisions, the pace of employment growth over the past three months remained solid,
averaging 111 ths. per month. Nor did the unemployment rate signal a significant cooling of
the labour market: after seasonal adjustment, it fell slightly from 4.3% to 4.2%. Similarly, the
weekly number of jobless claims remained near the low 200 ths. mark. Thanks to the strong
labour market, household consumption remains robust. This is further supported by fiscal
stimulus. Business investment remains strong, particularly in data centres. We therefore
expect GDP growth to reach 2.3% this year. However, next year, the effect of the fiscal
stimulus should begin to wane, so we expect GDP growth to slow to 1.7%.

The US economy is in good shape The US labour market has stabilised
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Inflation remains above target, but ~ The pressure to increase interest rates has eased due to the inflation development,
we do not expect interest rates to

tise at this time although price pressures in the local economy remain strong. US consumer inflation

slowed from 4.2% yoy in May to 3.5% yoy in June. Fuel prices played a key role in this
decline, as they fell by 6% mom. Core inflation also fell short of expectations, with shelter
prices curbing the pace, resulting in a slowdown from 2.9% yoy to 2.6% yoy. June’s industrial
producer prices also fell short of expectations, with year-on-year growth slowing from 6% in
May to 5.5% in June. The lower-than-expected inflationary pressures inJune led to a
reduction in bets on the Fed hiking interest rates. The market now includes up to two hikes in
its prices over the rest of the year. Our forecast currently assumes stability in interest rates,
although risks are shifting towards tighter monetary policy.

It will be more difficult to predict It will also be interesting to see what direction the US central bank will take under the

the Fed's next moves. leadership of its new Chair, Kevin Warsh. It is already clear that greater emphasis will be
placed on variability in scenarios and the uncertainty of economic forecasts. Therefore, it will
be more difficult to predict the Fed’s moves. Compared to the ECB, this has already been the
case. This is evident from the fact that of the 67 analysts who predict the ECB’s next steps
in the regular Bloomberg survey, 50 were placed first based on results over the last two years,
while only 13 of the 101 Fed forecasters were placed first.
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US: inflation remains high (%, yoy) Market expectations for Fed and ECB rate moves (%)
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China’s domestic demand is weak;
exports are driving the economy.

China: domestic demand is weak

China’s GDP growth slowed from 5% in 1Q to 4.3% yoy in 2Q, due to weak domestic
demand and a decline in investment activity. According to our estimates, the Chinese
economy should grow by 4.6% over the course of the year, with net exports the main driver of
growth. Exports are benefiting from the strong competitiveness of China’s manufacturing
sector, particularly in the high-tech segments of electromobility, battery technology and
renewable energy, as well as from the Al boom. Al-related exports already account for 20% of
the total. In contrast, domestic demand remains weak. Consumption and investment are being
held back by the ongoing correction in the real estate market, low household confidence and
a relatively weak labour market. We do not think the housing market will reach its lowest point
this year either. According to our estimates, new apartment sales will decline by a further 5%
this year, while total real estate investment could fall by over 10%. The recovery in household
consumption remains fragile for now. While investment as a whole is growing slightly thanks
to fiscal stimulus, there are still challenges in the form of debt sustainability and excess
production capacity in the manufacturing sector. Overall, we estimate China’s GDP growth
at 4.6% for 2026 and 4.7 % for the following year.

Chinese investments: the recovery is stalling Trend in China’s GDP
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Inflation is rebounding from its low
point.

In our view, deflationary pressures in China have already reached their lowest point,
but it will take time for prices to start growing again. We expect industrial prices to rise
due to higher commodity prices and supply chain disruption. However, the pass-through to
consumer prices is likely to be limited due to weak demand and falling real estate prices.
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Elevated core inflation, rising
inflation expectations, and the
spillover effects of the Middle East
conflict could prompt the ECB to
raise rates again.

Nevertheless, we are already witnessing an increase in price pressures here, driven by base
effects and less aggressive discounts on durable goods. The central bank has limited scope
for further interest rate cuts. Moreover, the effectiveness of such a move would be
questionable in an environment of excess supply. We therefore expect interest rates to
remain stable this year. Fiscal policy expansion remains moderate and continues to
prioritise investment over supporting consumption, meaning the structural rebalancing
towards consumption should proceed very gradually.

The eurozone: ECB likely to raise rates again in September

Eurozone inflation slowed from 3.2% in May to 2.8% yoy in June, while core inflation fell
from 2.6% to 2.4% yoy. The decline in headline inflation in June was primarily driven by lower
fuel prices and moderating price growth for food and tourism-related services. The secondary
effects of higher energy prices on other components of inflation are not yet very noticeable.
However, we believe these effects will materialise with a lag, specifically during the second
half of this year. However, given the recent sharp drop in oil prices, we now expect the
magnitude of these effects to be more limited than originally anticipated. We expect inflation
in the eurozone to fall further in July to 2.5-2.6% yoy due to lower fuel prices, but to then
gradually rise again towards 3% yoy. Inflation expectations also remain elevated, holding
steady at around 2.9% yoy over a three-year horizon. In response to inflation trends, the ECB
raised interest rates as early as June. Given the trend in core inflation and the risk of further
increases due to the secondary effects of higher energy prices, we expect the ECB to take the
same step again in September. This would bring the deposit rate to the upper end of the
range the ECB considers to be the neutral level, where, according to our forecasts, it will
remain for an extended period (deposit rate of 2.5%).

Eurozone GDP growth rates (%, qoq) Probability of recession over a one-year horizon (in %)
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The eurozone economy should
continue to grow, supported by
strong consumption, investment in
Al, and Germany'’s fiscal package.

The eurozone economy has remained resilient to the oil shock so far. After adjusting for
the volatile performance of the Irish economy, we estimate that eurozone GDP will grow by
0.9% this year and by 1.1% next year. This growth should be supported by robust private
consumption, a recovery in the real estate market, funds drawn down from NextGenerationEU
(NGEU) and investments in Al. Additionally, households have substantial savings,
unemployment is at a historical low, and wage growth remains robust. The German fiscal
package will also play a significant role. It will lead to an increase in Germany’s public deficit,
from 2.6% of GDP last year to 4.2% this year. After three years of slowdown, we estimate that
the German economy is set for a more pronounced recovery. We project GDP growth of 0.5%
(unadjusted) for this year and 1.0% for 2027.
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Inflation in the eurozone is set to rise temporarily above 3% ECB likely to hike rates one more time this year (depo rate, %)
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Poland’s central bank is likely to
cut rates this autumn.

The Hungarian central bank will
continue to cut interest rates,
in our view.

CEE region: interest rates are heading down

In July, Poland’s central bank left interest rates unchanged at 3.75%. At the subsequent
press conference, Governor Glapiniski struck a distinctly dovish tone. He stated that the
central bank has inflation firmly under control and that an interest rate cut could come as early
as this year. This is also in line with our forecast, which anticipates this move at the November
meeting. However, given the governor’s comments and the expectation that inflation will slow
in the coming months, there is now a greater likelihood of monetary conditions being eased
earlier. According to our forecast, the zloty exchange rate will correct back to PLNEUR 4.25.
This should be supported by a strong inflow of EU funds and significant growth.

The Hungarian central bank has significantly revised down its inflation outlook to an
average of 1.8% for this year and 2.3% for 2027. At the same time, it cut interest rates by
25bp in both June and July, bringing the key three-month deposit rate to 5.75%. Given the
expected inflation outlook, we estimate that it will continue to cut interest rates. We anticipate
further reductions in August, September and December.

Inflation in the region is trending downward (%, yoy) GDP growth for 2026, Bloomberg consensus (in %)
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Main changes

GDP

We have trimmed our 2026 and
2027 GDP growth forecasts by
0.2pp vs our April estimates, to
2.1% and 2.6%, respectively. This
mainly reflects the prolonged
conflict in the Middle East, leading
to supply chain disruptions and
higher energy prices, and thus
weighing on industrial activity.
Nevertheless, domestic economic
fundamentals remain solid. Growth
should continue to be supported by
resilient household consumption,
sustained investment activity and a
more expansionary fiscal stance.

Inflation

We now project headline inflation of
2.1% in 2026 and 2.6% in 2027, i.e.
0.1pp lower than in our April
forecast for both years. This reflects
lower-than-expected inflation in
2Q26, driven by the ongoing decline
in food prices and the limited
second-round effects of higher
energy costs. However, we see the
broader effects of the conflict in the
Middle East materialising with a lag.
Core inflation is likely to remain
elevated, supported by rising
housing costs and resilient
domestic demand.

Changes to our GDP forecast (%, yoy)
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Macroeconomic forecast

The Czech economy continues to show resilience

Despite a weaker external environment and high geopolitical uncertainty, we forecast
ongoing solid growth in the Czech economy, supported primarily by domestic demand. We
expect GDP to expand by 2.1% this year before accelerating to 2.6% in 2027. Growth should,
in our view, be underpinned by resilient household consumption, sustained investment
activity and a more expansionary fiscal stance. We expect tight labour market conditions to
support wage growth of 7.1% and 6.1% this year and next, respectively, thereby sustaining
favourable growth in household disposable income. We project a rise in headline inflation
from 2.1% in 2026 to 2.6% in 2027, reflecting the gradual pass-through of higher energy
prices, firmer food price inflation and persistent housing cost increases. We anticipate
ongoing elevated core inflation of around 3%. Significant risks to the outlook remain,
primarily due to the conflict in the Middle East, which could further disrupt supply chains,
increase energy prices and weigh on industrial activity.

Economic growth will continue to be driven primarily by domestic demand (%, yoy)

4.0

3.0

2.0

1.0

0.0

m m B g

2024
= Households

-1.0

-2.0
2025 2026

Investment = |nventories

2027

NX = Others GDP

Government

Source: CZSO, Economic and Strategy Research, Komeréni banka

Economic growth set to gradually accelerate

The Czech economy entered 2026 from a position of relative strength, despite GDP
growth slowing from 0.7% qoq in 4Q25 to 0.2% qoq in 1Q26. We had anticipated a
moderation in economic activity in our April forecast, though to a lesser extent, having
projected GDP growth of 0.4% qoq in 1Q26. The weaker outcome was mainly driven by a
significant negative contribution from net exports (-0.8pp). Importantly, this did not reflect
weaker external demand. Rather, robust domestic demand led to import growth outpacing
export growth. While exports increased by a solid 2.9% qoq in 1Q26, supported by both
goods and services, imports rose by an even stronger 4.4% qog. Alongside continued growth
in household consumption and fixed investment, stronger imports may also have reflected
precautionary stock-building following the escalation of conflict in the Middle East at the end
of February. Rising input costs and disruptions to international trade appear to have
encouraged firms to increase inventories, including production materials. This interpretation is
supported by PMI surveys of industrial firms. Similar behaviour was observed during the
previous geopolitical shock, triggered by the introduction of elevated US import tariffs.
Stockpiling may also explain the positive contribution of inventories to qog GDP growth in
1Q26 (+0.4pp), partially offsetting the drag from net exports. As a result, annual GDP growth
slowed from 2.8% in 4Q25 to 2.2% in 1Q26, although the overall pace of economic expansion
remained robust.

29 July 2026 1



| gy . .
B KB Economic & Strategy Research Czech Economic Outlook
L]
The slowdown in GDP growth in 1Q26 was mainly due to the Import growth in 1Q26 outpaced the strong rise in exports,
negative contribution from net exports (SA, %, goq) driven by domestic demand and stockpiling (SA, %, qoq)
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The slowdown in economic Household consumption and fixed investment are still the key pillars of economic
growth at the beginning of . . o
growth. Although quarter-on-quarter growth in household consumption moderated from 1.2%
2026 was probably only
temporary, possibly influenced in 4Q25 to 0.3% in 1Q26, annual growth remained strong, at 3.3%. Fixed investment growth
by stockpiling in response to also eased slightly, from 1.7% to 1.5% qoq, but remained healthy, resulting in annual growth

the conflict in the Middle East. of 6.0% in 1Q26. The moderation in investment activity may have partly reflected the

provisional budget associated with the forming of the new government, which constrained
public expenditure at the turn of the year. The impact was visible not only in investment
spending but also in current expenditure. Government consumption increased by only 0.1%
goq in 1Q26 after stagnating in the previous quarter. Sectoral developments indicate that
economic growth continued to be driven primarily by trade and services. By contrast,
manufacturing recorded declines in both output and gross value added in 1Q26, likely
reflecting weakness in foreign industry, rising wholesale prices for energy and other
production inputs, and disruptions to international trade related to the conflict in the Middle
East. Overall, the Czech economy remained supported by solid domestic fundamentals, which
enhanced its resilience to a deteriorating external environment and elevated geopolitical
uncertainty.

Growth in gross value added in 1Q26 continued to be driven by The situation in supply chains has deteriorated this year as a
trade and services, while manufacturing declined (SA, %, qoq) result of the conflict in the Middle East (z-score)
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Note: The services category only includes market services, while public services are included in
the others category. Trade also encompasses transport, hotels and restaurants.

According to our estimate, GDP growth accelerated to 0.5% qgoq in 2Q26. However, the
composition of growth is likely to have remained broadly unchanged, with domestic demand
again providing the principal support. We expect household consumption growth to have
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accelerated to 1.1% qoq in 2Q26. Monthly indicators for retail sales and services sales did not
point to a meaningful slowdown in consumer spending in 1Q26. On the contrary, they suggest
that strong consumption momentum continued into 2Q26. This assessment is consistent with
the ongoing increase in lending activity. Wage growth in 1Q26 also exceeded expectations,
albeit part of this strength was likely temporary. Consumer confidence weakened in 2Q26 in
response to the conflict in the Middle East, but remained, on average, 5% above its long-term
mean. The high household savings rate, which remains close to 20% and thus roughly double
its pre-pandemic level, should continue to provide a buffer against heightened uncertainty. At
the same time, we expect the effect of a high comparison base, the gradually fading impact of
the provisional budget, and increased global uncertainty to have contributed to a moderation
in fixed investment growth to 0.7% qoqg in 2Q26. Nevertheless, annual investment growth
looks set to remain close to 6%. Structural changes within the economy and renewed efforts
to reduce the energy intensity of production, encouraged by higher energy prices, should
continue to support investment activity. However, stock-building and strong domestic
demand are also likely to have boosted imports, resulting in a negative contribution from net
exports to goq GDP growth in 2Q26 (-0.4pp), partially offset by a positive contribution from
inventories (+0.2pp). Available indicators suggest that domestic industrial production
rebounded in 2Q26, likely expanding by more than 1% qoq, which should provide some
support to exports.

Real retail and services sales continue to trend upwards, Household confidence and the household savings rate remain
signalling ongoing consumer demand (2019=100, SA, 3MA) high (SA, %)
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Despite the turbulent geopolitical
climate, we remain optimistic about
the outlook for the Czech economy,
thanks to its strong domestic
foundations.

Despite a moderate downward revision to our outlook, we forecast Czech GDP growth
at a solid 2.1% in 2026 and 2.6% in 2027. This is 0.2pp lower than our April forecast for both
years. The revision primarily reflects the prolonged conflict in the Middle East and its
implications for supply chains, energy prices and industrial activity. Domestic industry
continues to face broader structural challenges, including declining competitiveness in
Europe, particularly in Germany, which remains a key trading partner and a crucial element of
Czech manufacturing supply chains. Capacity utilisation in the Czech automotive sector
declined significantly in 1H26, most likely among components suppliers, while domestic car
manufacturers continued to report strong results. Although the German government has
introduced a series of recovery measures and is gradually increasing fiscal expenditure,
economic performance in Germany remains subdued. Conversely, domestic fundamentals
remain strong, supported in part by emerging sectors that strengthen resilience to external
shocks, while also supporting convergence towards more advanced economies. In addition,
domestic demand is likely to benefit from a more expansionary fiscal stance from the new
Czech government over the forecast horizon. Nevertheless, risks to the growth outlook remain
skewed to the downside, primarily due to the ongoing conflict in the Middle East.
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Domestic industry could show a further slight improvement this The Czech automotive industry saw a significant drop in
year, while the downturn in Germany continues (SA, 2019=100) capacity utilisation during the first half of this year (SA, %)
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Note: Comparison of industrial production and gross value added in the manufacturing sector in
the Czech Republic and Germany.

A tight labour market is fuelling wage and price pressures

Unemployment is unlikely to Wage developments in early 2026 confirmed that labour market conditions remained

tri:eﬁi%]:irickjmly f“”:etrf and tight. The average nominal wage increased by 8.1% yoy in 1Q26, compared with the 6.4%
et apour market Is

there?me likely to continue to projected in our April forecast. However, this deviation was largely the result of revisions to

exert upward pressure on historical data. The original figures had shown full-year wage growth of 7.2% in both 2024 and

wages. 2025, but these were revised down to 6.6% for both years. Wage growth in 1Q26 was driven

primarily by the private sector, where wages increased by 8.9% yoy, while public sector wage
growth reached 6.2% yoy. Adjusted for inflation, the purchasing power of the average wage
rose by around 6% yoy in 1Q26. Robust wage growth therefore further strengthened
households’ financial positions and supported continued growth in consumption. The ILO
unemployment rate remained low in 2Q26; seasonally adjusted, it stagnated at 3% for the
third consecutive quarter, according to our estimates, remaining among the lowest in the EU.
In contrast, the seasonally adjusted share of unemployed persons continued to rise, from
4.8% in 1Q26 to 5.0% in 2Q26. This increase was probably linked to changes in social policy
and the integration of Ukrainian refugees, who are also likely contributing to ongoing
employment growth. In structural terms, new jobs continue to be created in trade and services
as well as in the public sector, while employment in manufacturing has been declining almost
continuously for several years.

Although employment in manufacturing is falling steadily, it is Profitability in the non-financial corporate sector has fallen to

rising in trade, services and the public sector (%, yoy) its lowest level since the start of the pandemic (SA, %)
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Note: The chart shows the ratio of gross operating surplus to gross value added in the non-
financial corporate sector, based on sector accounts data.

We expect nominal wage growth to reach 7.1% this year before slowing to 6.1% in 2027.
In our April forecast, we anticipated wage growth of 6.4% in 2026 and 6.0% in 2027. The main
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revision therefore concerns this year, although this is significantly affected by the historical
data revisions mentioned above. Leading indicators suggest that the strong quarter-on-
quarter wage growth recorded in 1Q26, which we estimate at 2-3% in both nominal and real
terms after seasonal adjustment, was only temporary. Nevertheless, unemployment should
not rise materially further, in our view. Combined with robust economic growth, wage
pressures are therefore likely to persist. However, at the same time, companies’ weaker
financial positions are expected to act as a restraining factor. In the non-financial corporate
sector, margins have declined steadily over the past three years, as the share of gross
operating surplus in gross value added has fallen. At 42.5%, this ratio reached a historical low
in 1Q26 in the available time series since 1999. Profitability was similarly weak only in 1Q20,
during the first wave of the COVID pandemic. This likely reflects a combination of rising
production costs and wages, together with increasing foreign competition, particularly from
Asian manufacturers. Although a sectoral breakdown of this indicator is not available, the
negative profitability trend is likely concentrated mainly in the supplier segment of Czech
industry. Another factor limiting private-sector wage growth is the fact that current wage
growth exceeds productivity growth. In the public sector, on the other hand, wage growth may
accelerate further as a result of fiscal expansion and its previous lag behind the private sector.

Unemployment is unlikely to rise significantly further, so the The growth of both nhominal and real wages is outpacing labour
labour market will remain tight (SA, %) productivity growth (%, yoy)
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The inflation trends observed in
2Q26 were primarily driven by
volatile fuel and food prices.

Inflation set to rise, but should broadly remain within the CNB’s band

Inflation remained close to the CNB’s 2% target in 2Q26. After rising to 2.5% yoy in April,
reflecting the impact of the oil shock, inflation slowed to 2.1% yoy in May and 1.5% yoy in
June as the situation in the Middle East stabilised. For 2Q26 as a whole, inflation averaged
exactly 2% yoy, or 0.2pp below our April forecast. Inflation dynamics in 2Q were driven mainly
by volatile fuel and food prices. Fuel prices largely mirrored sharp fluctuations in crude oil
markets. While they rose by almost 30% yoy in April and May, the pace slowed to just under
20% yoy in June. So far, fuel prices were the only component to show a significant impact
from the oil shock. The pass-through of higher energy prices to other inflation components
has remained limited. Food prices declined year-on-year in 2Q despite higher transport costs.
The conflict in the Middle East also had no visible impact on household electricity and gas
prices, which continued to fall throughout 2Q, while only heating costs increased slightly.
However, core inflation remained close to the 3% upper limit of the central bank’s tolerance
band, averaging 2.9% yoy in 2Q and standing 0.1pp above our April scenario. In June, core
inflation eased slightly from 2.9% to 2.8% yoy. The main driver remained rising housing costs,
reflected in strong growth in imputed and paid rents, at 5.2% and 5.9% yoy, respectively in
June. Excluding these two items, core inflation remained below the 2% target, according to
our estimate, at 1.9% yoy in June.
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High core inflation is mainly attributable to rising housing costs;
without which core inflation would be below 2% (%, yoy)

Czech Economic Outlook

The annual decline in prices has continued to deepen across
the entire food sector (%, yoy)
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Note: Core inflation excluding rents does not include either imputed or paid rents. The goods
category also includes food, fuel and other energy sources. The chart also shows the central
bank’s tolerance band of +/- 1pp around its 2% inflation target.

Food prices are declining

Source: CZSO, Economic and Strategy Research, Komeréni banka
Note: The price categories shown only reflect the trend in food prices, excluding all beverages and
tobacco.

for the time being. Consumer food prices, excluding all

beverages and tobacco, saw their annual decline deepen during 2Q26, reaching -3.4% yoy in
June. The same trend was visible in food and agricultural producer prices as well as food
import prices, where the year-on-year declines were even sharper. Concerns had emerged
that higher prices for fuel and agricultural fertilisers, linked to the conflict in the Middle East,
could reverse the downward trend in food prices. Leading indicators do not currently suggest
that such a reversal is likely in the coming months. For domestic food producers, prices fell
not only year-on-year but also month-on-month in May and June. In addition, neighbouring
countries are also recording a slowdown in consumer food price inflation. Prices of agricultural
fertilisers have corrected significantly after their previous increase. Some key agricultural
commodities, such as cereals, have become more expensive over the past year, possibly
reflecting signs of a weaker harvest this year. At the same time, however, wholesale prices of
other agricultural products, including dairy products and sugar, continue to fall sharply. We
therefore forecast only a slight increase in domestic consumer food prices, including all
beverages and tobacco, of 0.3% this year. However, in 2027, we expect food prices to rise
more markedly, by 3.0%, driven by delayed effects from higher fuel and natural gas prices, the
impact of adverse weather conditions on global agricultural harvests and rapid domestic wage
growth.

Spot prices of key agricultural commodities and fertilisers on Price trends for individual agricultural commodities vary

global markets (%, yoy)

considerably (%, yoy)
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With the ongoing conflict in
the Middle East, there is an
increasing likelihood that
higher energy costs will be
reflected in other prices
across the economy.
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The second-round effects of higher energy prices are likely to lead to a gradual increase
in year-on-year inflation over the remainder of this year. The likelihood of these effects
materialising rises the longer the Middle East conflict continues. In addition to food prices,
household energy costs are also likely to be affected. We expect households to begin feeling
the adverse impact with the start of the new heating season this autumn, particularly in the
form of higher natural gas and heating prices. For electricity prices, following this year’s sharp
decline, linked to the transfer of renewable energy payments from households to the state — a
measure that also significantly affects the overall trend in regulated prices — we expect only
a modest increase next year. Consequently, we forecast a rise in regulated prices of 2.6% in
2027 after a 0.9% decline this year. Increases in public transport tariffs may also play a role.
But at the same time, our forecasts for next year are affected by the expected abolition of
licence fees for radio and television broadcasting, which is set to have the opposite effect.
Given recent developments, this measure appears increasingly likely and we have therefore
already incorporated it into our forecasts. We estimate that it will reduce headline inflation next
year by around 0.2pp. The expected gradual rise in food price inflation and regulated prices is
the main reason why we expect year-on-year inflation to accelerate over the remainder of this
year and approach 3% by year-end. However, if the second-round effects of the energy shock
do not materialise, as has been the case so far, or if this year’s agricultural harvest turns out
better than expected, a more pronounced increase in inflation over the rest of the year may
not occur.

Over the past year, food price inflation has slowed not only in As the new heating season begins, households are likely to feel

Czechia, but also in neighbouring countries (HICP, %, yoy) higher energy costs, especially for gas and heating (%, yoy)
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We anticipate a rise in headline inflation from 2.1% this year to 2.6% in 2027, but a slight
easing in core inflation from 2.9% to 2.7%. Compared with our April forecast, our current
estimates for headline inflation are 0.1pp lower for both years. By contrast, we have raised our
core inflation forecast by 0.1pp for 2026, but our estimate for 2027 remains unchanged.
Following an increase over the rest of 2026, headline inflation is likely to temporarily exceed
the 3% upper limit of the CNB’s tolerance band in the first two months of 2027, peaking in
February at around 3.5% yoy. This temporary overshoot will, in our view, mainly reflect base
effects from early 2026, when annual inflation was well below 2%. From March 2027, we
therefore expect inflation to return within the central bank’s tolerance band. Core inflation
should be less volatile and is likely to remain close to 3% yoy until the beginning of next year.
Rising housing costs are likely to remain the main driver of elevated core inflation, reflecting
both ongoing rapid growth in property prices and renewed increases in building material
costs. Robust domestic demand, supported by rapid wage growth and higher fiscal
expenditure, is also set to be an important factor. Although structural imbalances in the
housing market suggest that pressure on house and flat prices is unlikely to ease significantly,
momentum should moderate somewhat, partly due to a higher rate of new construction. We
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also expect wage growth to slow against the backdrop of weaker corporate profitability and
restrictive monetary policy, while higher base effects contribute to easing core inflation as
well. Over the course of next year, we therefore forecast a gradual return of core inflation to
2.5% yoy. However, it is unlikely to fall to the central bank’s 2% target in the coming years,
due to structural challenges in the Czech economy, particularly in the housing and labour
markets.

Inflation is likely to rise to 3% by year-end and peak in February In addition to rising fuel prices, we expect the energy shock to

2027, with core inflation remaining elevated (%, yoy) gradually impact other areas of inflation (%, yoy)
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Note: Along with the expected development of headline and core inflation, we also show above
the central bank’s tolerance band of +/- 1pp around the 2% target.

Given the renewed fighting in the Middle East, our inflation forecast is subject to
significant uncertainty. However, given the conflict’s previous high volatility and the
associated sharp fluctuations in financial markets, we believe this constitutes broad
uncertainty rather than clearly one-sided risks. In our scenario, we assume that the price of
Brent crude oil will rise from an average of USD69.0/bbl in 2025 to USD83.7/bbl this year,
before falling again to an average of USD73.1/bbl in 2027. However, beyond crude oil prices,
we also take into account the fact that prices of refined petroleum products, which are more
relevant for petrol station prices, have been rising faster than crude oil itself. This probably
reflects lower global refinery capacity caused by damage to energy infrastructure in Middle
East. We also assume that restoring this infrastructure will take time and that any decrease in
refined product prices may therefore be less pronounced than the decline in crude oil prices.
Overall, however, significant deviations in oil prices in either direction from our assumptions
would weaken the validity of our inflation forecast.

The Middle East conflict has raised oil and natural gas prices, The rise in refined petroleum product prices is stronger than
whereas electricity prices have not been significantly affected  that of crude oil, due to limited refinery capacity (%, yoy)
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Note: The price of Brent crude is in US dollars per barrel, while wholesale electricity and gas prices Note: Prices of crude oil and refined petroleum products on global markets. Prices as of 28 July
for the European market are quoted in euros per MWh. Prices as of 28 July 2026. 2026.
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Slower economic growth and
lower inflation than the CNB
forecast were offset by faster
wage growth.

Monetary policy

Monetary policy tightening appears appropriate for now

New data released since the CNB’s May forecast have mixed implications for monetary
policy settings. Weaker GDP growth and lower-than-expected inflation reduce the case for
further interest rate increases. However, faster wage growth, persistent core inflationary
pressures and robust domestic demand, supported by fiscal expansion, leave little room
for monetary policy easing. Taken together, the data would seem to support keeping the
repo rate at an elevated level. We interpret the CNB’s June rate hike as a pre-emptive
move to guard against persistent inflationary risks that were amplified by concerns over
the impact of the conflict in the Middle East. In our baseline scenario, we expect the repo
rate to remain unchanged at 3.75% for the rest of this year and throughout 2027, with risks
tilted more towards a further increase than an imminent cut.

Data released since the CNB’s May forecast imply mixed risks for monetary policy. While
GDP growth and consumer price inflation came in below the central bank’s expectations,
wage growth surprised to the upside. GDP growth in 1Q26 was only 0.2% qgoq, compared
with the CNB’s estimate of 0.5%. Household consumption growth was also weaker than
expected, at 3.3% vs 3.6% yoy in the CNB forecast. Inflation was highly volatile in 2Q26,
which was also reflected in deviations from the central bank’s forecast. The April increase in
inflation to 2.5% yoy, driven mainly by a sharp rise in fuel prices, was 0.1pp above the CNB'’s
expectation. However, the subsequent easing of tensions in the Middle East, together with a
surprisingly sharp decline in food prices, gradually pushed inflation in the opposite direction to
the CNB forecast. Inflation of 2.1% yoy in May was in line with the central bank’s projection,
but the June figure of 1.5% yoy was 0.6pp lower. As a result, inflation averaged at 2.0% in
2Q26 and was 0.2pp below the CNB forecast. Average core inflation at 2.9% yoy in 2Q was
consistent with the central bank’s forecast, although the June reading of 2.8% yoy was 0.1pp
lower. Labour market developments, by contrast, delivered a more pronounced inflationary
surprise, with nominal wages rising by 8.1% yoy in 1Q26 compared with 7.0% yoy in the CNB
forecast. A significant part of this surprise, however, reflected revisions to historical data.

We expect the repo rate to remain at 3.75%, meaning that The repo rate is unlikely to return to its policy-neutral level of
monetary policy will be tighter than we previously forecast 3% until 2028 (bp)
8.0 50
6.0 25
4.0 OI—'I
2.0 -25
0.0 T T T T 50
Jan-20 Jan-22 Jan-24 Jan-26 Jan-28 6 © © © ~ 1~ = ~ % © o
CNB Forecast - May KB Forecast - April f;' o a by 2 o & b 2‘ o a x
KB Forecast - July s £ 3 8 &8 £ 3 8§ 8 £ A& &
Source: CNB, Economic and Strategy Research, Komeréni banka Source: Economic and Strategy Research, Komeréni banka

Monetary conditions in 2Q26 were slightly more accommodative than assumed in the
CNB’s May forecast. The forecast was based on an increase in the repo rate from 3.5% in
1Q26 to an average of 3.9% in 2Q26. The actual quarterly average, however, was only slightly
above 3.5%, as the central bank raised interest rates by 25bp only at its meeting at the end of
June. As in 1Q26, the koruna exchange rate averaged EURCZK 24.3 in 2Q, in line with the
CNB’s May forecast.
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We expect the repo rate to We interpret the CNB’s June interest rate increase as a pre-emptive measure to guard
remain at 3.75% for the rest of against mounting inflationary risks. Consistent with this interpretation, the Bank Board
this year and throughout next . . . L

year, although further increases stated after the June decision that the move did not necessarily mark the beginning of a new
cannot be ruled out. monetary policy cycle, although it added that further rate increases could not be ruled out. Six

out of the seven Bank Board members voted in favour of raising the two-week repo rate by
25bp to 3.75% in June. The decision followed a pronounced hawkish shift in the central
bank’s communication and primarily reflected concerns over persistent domestic inflationary
pressures, particularly in the context of heightened external risks related to the conflict in the
Middle East. The Bank Board continued to identify the rise in core inflation as a key concern,
given that the rate remained close to the 3% upper limit of the tolerance band around the
CNB’s 2% target. In this context, the Bank Board also continued to emphasise rapid wage
growth, stronger lending activity and rising fiscal expenditure. These factors could reinforce
domestic demand and contribute to core inflation remaining elevated for an extended period.
In our April forecast, we had not expected the CNB to raise rates in June and had assumed a
modest weakening of the koruna to EURCZK 24.5 in 2Q26. Monetary conditions are therefore
tighter than we previously expected, both at the start of the forecast horizon and over its
course.

Inflation expectations are elevated in services and industry, but Core inflation momentum weakened in May and June, yet it
stay within the range of the past two years (z-score, SA, SMA) remains above the CNB’s 2% target (%, mom)
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= Industry Construction Trade === Services Monthly core inflation (SA, rhs)
Annualised 3MA dynamics (SA, Ihs)
Source: DG ECFIN, Macrobond, Economic and Strategy Research, Komeréni banka Source: CNB, Economic and Strategy Research, Komeréni banka

Note: Price expectations across sectors according to a European Commission survey.

In our baseline scenario, we expect the repo rate to remain unchanged at 3.75% for the
remainder of this year and throughout 2027. Monetary conditions are likely to stay
restrictive, in our view, supported also by the strength of the Czech koruna, which continues
to withstand geopolitical pressures. According to our forecast, growth in wages, lending
activity and house prices should gradually slow. Seasonally adjusted month-on-month core
inflation eased in May and June, reaching its lowest level since the start of this year. In the
forecast, however, we expect that core inflation momentum will pick up again in 2H26 as
second-round effects from the conflict in the Middle East begin to materialise, although the
magnitude of these effects remains highly uncertain. Even so, we do not anticipate year-on-
year core inflation to accelerate significantly further. It should, in our view, remain close to 3%
until the beginning of next year before declining gradually to 2.5% by the end of 2027,
supported also by a higher comparison base. The turn of 2027 and 2028 also corresponds to
the current monetary policy horizon, meaning that the central bank has only limited scope to
affect earlier inflation developments. Risks to our interest rate forecast remain skewed towards
a possible further increase if the momentum in the indicators mentioned above does not ease,
if the conflict in the Middle East generates significant second-round effects, or if domestic
fiscal policy creates stronger inflationary pressures than assumed in our forecast. We do not
expect the repo rate to return to its policy-neutral level of 3% until 2028. In our view, an earlier
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rate cut would be constrained by the ongoing expansion of the economy, which, partly owing
to structural imbalances in the housing and labour markets, including unfavourable
demographic trends, is likely to keep core inflation above 2% for an extended period. Core
inflation has remained continuously above the 2% target since 2018.
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Fiscal policy
e o <o Deficit on the rise despite economic growth

Although the cash deficit in the state budget exceeded CZK180bn by the middle of the
year, the full-year target of CZK310bn should still be achievable. At the same time, we
expect the general government deficit to increase from 2.1% of GDP last year to 2.8%
this year. We also anticipate a significant positive fiscal impulse due to the relaxation
of national fiscal rules next year, when the general government deficit could exceed
3% of GDP. Thus, despite solid economic growth, fiscal policy is likely to remain
expansionary this year and next. We do not expect significant consolidation in the
coming years either. We therefore expect public debt to rise gradually, reaching
50% of GDP by the end of the decade.

The end of the provisional budget resulted in the deficit widening

By the end of June, the state budget deficit had reached CZK183.6bn. This represents
a deficit that is CZK31.2bn - or CZK52.9bn after adjusting for the balance with the
EU - deeper than a year ago. June’s result alone, at -CZK13.4bn, was CZK31.5bn worse
than last year. The rapid widening of the deficit in the second quarter was driven by the end
of the provisional budget, which, in the first three months of this year, had limited transfers
and pre-financing in areas such as regional education, social services and research. The
year-on-year increase in expenditure in the first half of the year was mainly driven by social
benefits (pensions), which account for the largest share, as well as pre-financing of
payments for state-insured individuals and contributions to the EU budget. However, we still
believe that the approved full-year deficit of CZK310bn is achievable. This is because the
second half of the year - and the third quarter in particular - are traditionally much more
favourable in terms of cash budget development.

State budget balance (CZKbn, ytd cumulative) State budget expenditure (CZKbn, non-cumulative)
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Source: Ministry of Finance, Macrobond, Economic & Strategy Research, Komeréni banka Source: Ministry of Finance, Macrobond, Economic & Strategy Research, Komeréni banka

Revenue growth remains solid. On a ytd basis, revenue for the first six months increased by
4% yoy (+CZK40.7bn). Social security contributions were the most significant contributor to
this growth (+CZK25.6bn, or 6.4% yoy), driven by continued robust growth in wages and
salaries. However, the increase in the assessment base for self-employed individuals may also
have played a role. Revenues from the EU were also notably higher (+CZK22.2bn, +36.5%
yoy), possibly due to the drawdown of pre-financed projects from last year, as indicated by
the positive CZK20bn balance with the EU. Year-on-year growth in VAT, corporate income tax
and personal income tax - which nevertheless remained clearly positive - is being dampened
this year by administrative measures in the form of a reduction in the state budget’s share of
revenues in favour of municipalities and regions.
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State budget revenue (ytd cumulative) State budget expenditure (ytd cumulative)
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Source: Ministry of Finance, Macrobond, Economic & Strategy Research, Komeréni banka Source: Ministry of Finance, Macrobond, Economic & Strategy Research, Komeréni banka

Note: NT - non-investment transfers

Fiscal policy turns expansionary this year

National budgetary rules are being relaxed. The amendment approved by Parliament
regulates the so-called escape clauses, among other things. In addition to extending their
validity for defence spending, these clauses have also been expanded to cover infrastructure
investment projects. Last year, investment transfers from the state budget to the State Fund
for Transport Infrastructure (SFDI) reached 1.1% of GDP (CZK94bn). It should now also be
possible to increase total expenditure' by up to 10% in the event of a 'deteriorating security
situation’, as determined by the State Security Council (consisting of government members).
Any future consolidation of public budgets will now be guided by a fiscal-structural plan,
meaning the law no longer contains a specific trajectory for the maximum structural deficit of
public finances. These and other changes generally relax budgetary rules beyond those at the
EU level. However, even within the EU framework, it is possible to invoke the defence-
spending exemption, which could ultimately result in a public finance deficit exceeding 3% as
early as 2027. Nevertheless, the budget could remain in compliance with European fiscal rules
and thus the excessive deficit procedure would not be triggered. Additionally, the cash and
accrual methods for reporting government loans for the construction of new reactor units at
the Dukovany nuclear power plant will be harmonised so that neither set of statistics will
include them (thus far, the cash-based deficit has included them).

According to our baseline scenario, discretionary fiscal policy measures will clearly have
an expansionary impact on the economy this year and next. Following the reduction in the
structural deficit of public finances in 2024 - to which the previous government’s consolidation
package, among other factors, contributed - we estimate that fiscal restraint, as measured by
the approximate aggregate fiscal impulse, subsided last year. This will be offset by a renewed
increase in the structural balance this year. We also anticipate that the structural balance will
continue to deepen next year. More information on the general impact of fiscal expansion on
the Czech economy can be found in the box in one of the previous issues of the Czech
Economic Outlook: https://bit.ly/CEOQ 4Q25 EN.

1 Total state budget expenditure reached CZK2,371.8bn in 2025 and it is planned to reach CZK2,428.0bn in 2026.
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Fiscal impulse (contribution to GDP growth in percentage points)
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Note: The fiscal impulse reflects the estimated impact of a change in the structural balance (fiscal
discretion) on GDP growth. The calculation is based on a top-down approach using a uniform fiscal
multiplier of 0.6.
Next year, the deficit could exceed 3% of GDP
Last year, the public finances We expect the general government deficit to rise to 2.8% of GDP this year. Unlike for the
ended with a deficit of 2.1% of central government accounts or the national budget, the general government deficit as
GDP. We expect this to . " . .
a whole will be offset by the positive balance of local governments, which has been in surplus
increase to 2.8% of GDP this i Y P 9 ’ .p
year and reach 3.2% in 2027. since 2013. Based on the government’s statements to date and the escape clauses described
above, we anticipate that the state budget cash deficit will widen to CZK360bn next year, with
the general government deficit reaching 3.2% of GDP. The Ministry of Finance’s new
fiscal-structural plan calls for public budget consolidation in the coming years. However, given
that the measures required to achieve this are unclear, we are maintaining a deficit of around
3% of GDP across our entire forecast horizon for now. According to our estimates, public
sector debt to GDP will grow by an average of 1.5pp per year between 2026 and 2030,
reaching 51.5% of GDP in 2030.
Public finance forecasts
2025 2026f 2027f 2028f 20291 2030f
Balance (% GDP) -2.1 -2.8 -3.2 -3.0 -2.8 -2.8
Fiscal effort (pp GDP) 0.0 -0.6 -0.6 0.1 0.2 0.2
Public debt (CZKbn) 3,786.3 4,096.3 4,481.3 4,856.3 5,221.3 5,586.3
Debt ratio (% GDP) 44.1 457 47.4 48.9 50.2 51.5
Source: CZS0O, Macrobond, Ministry of Finance for published data, Economic & Strategy Research, Komer¢ni banka
Note: fiscal effort is measured as the yoy change in the public finance balance, adjusted for the economic cycle and one-off operations on GDP in pp.
Public finance balance (% of nominal GDP) Public debt (% of nominal GDP)
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Summary forecast table

Q425 Q126 Q226 Q326 Q426 Q127 Q227 Q327 2025 2026 2027 2028 2029 2030

GDP and its breakdown

GDP (real, yoy, %) 2.8 2.2 2.2 2.1 2.1 2.6 2.7 2.8 2.7 2.1 2.6 2.6 2.4 2.2
Household consumption (real, yoy, %) 3.0 3.3 3.2 3.4 2.7 3.1 2.8 2.5 2.6 3.1 2.7 2.2 1.9 21
Government consumption (real, yoy, %) 1.9 1.4 1.3 1.2 2.3 2.7 2.6 2.4 2.2 1.6 2.4 2.3 2.3 2.0
Fixed investment (real, yoy, %) 6.6 6.0 5.7 4.2 2.8 1.9 2.0 2.2 3.3 4.7 22 24 23 2.4
Net exports (contribution to yoy) 0.0 -1.5 -1.2 -0.9 -0.6 0.3 0.9 0.8 -0.6 -1.0 0.6 0.5 0.4 0.2
Inventories (contribution to yoy) -0.8 0.1 -0.1 0.0 0.3 -0.2 -0.4 -0.2 0.7 0.1 -0.2 0.0 0.2 0.1

Monthly data from the real economy

Foreign trade (CZKbn) 476 696 417 -186 159 784 639 1941 206.8 108.6 199.1 237.6 280.0 295.3
Exports (nominal, yoy, %) -0.3 2.6 6.3 11.5 9.5 4.9 8.2 2.2 25 7.4 4.8 6.1 5.6 5.2
Imports (nominal, yoy, %) -1.0 3.4 7.8 15.8 12.6 4.4 6.7 -0.8 2.9 9.9 3.1 5.6 5.1 5.2

Industrial production (real, yoy, %) 4.3 1.2 2.4 2.7 1.2 2.6 1.4 2.6 2.1 1.9 2.4 29 25 2.3

Construction output (real, yoy, %) 7.0 41 0.0 1.2 5.0 3.3 3.7 1.2 10.7 2.6 2.7 3.1 2.4 2.2

Retail sales (real, yoy, %) 2.9 4.4 3.5 3.6 3.1 2.3 2.2 2.9 3.3 3.7 2.6 2.4 2.3 21

Labour market

Wages (nominal, yoy, %) 6.7 8.1 6.7 6.9 6.8 6.1 6.3 6.5 6.6 71 6.1 5.2 4.8 4.4
Wages (real, yoy, %) 4.4 6.3 4.6 4.8 4.3 2.8 33 3.8 41 5.0 3.4 3.4 2.7 2.4
Unemployment rate (MLSA, %) 4.7 5.1 4.8 4.9 4.7 5.0 4.6 4.6 4.4 4.9 4.7 4.4 4.5 4.6
Unemployment rate (ILO 15+, %) 2.9 3.1 2.9 3.1 2.9 3.0 2.8 2.9 2.8 3.0 2.9 2.8 2.9 3.0
Employment (ILO 15+, yoy, %) 1.4 1.1 1.1 0.9 0.8 0.4 0.4 0.5 1.2 1.0 0.5 0.4 0.3 0.1

Consumer and producer prices

CPI Inflation (yoy, %) 2.2 1.6 2.0 2.0 2.6 3.2 2.8 25 25 2.1 2.6 1.8 2.1 2.0
Taxes (contribution to yoy inflation) 0.2 -0.3 -0.4 -0.3 -0.3 0.1 0.2 0.1 0.2 -0.3 0.1 0.0 0.0 0.0
Core inflation (yoy, %) (*) 2.7 2.8 2.9 2.9 3.0 3.0 2.8 2.7 2.7 2.9 2.7 2.3 2.2 2.0
Food prices (yoy, %) (*) 2.3 1.0 -04 -04 1.1 2.4 3.8 3.5 3.4 0.3 3.0 1.8 2.0 1.9
Fuel prices (yoy, %) (*) -3.6 -16 249 188 175 98 -11.2 -10.0 -6.7 149 -56 -58 -0.4 1.2
Regulated prices (yoy, %) 0.4 -1.3 -1.3 -1.1 0.0 2.6 2.8 2.7 0.9 -0.9 2.6 1.7 2.1 2.0

Producer prices (yoy, %) -1.5 2.3 1.3 2.4 2.3 5.2 2.6 1.6 -0.8 0.9 2.8 1.1 1.8 2.0

Financial variables

2W Repo (%, average) 35 35 35 38 38 38 38 38 36 36 38 33 30 30
3M PRIBOR (%, average) 35 35 36 39 39 39 39 39 36 37 39 34 31 31
EUR/CZK (average) 243 243 243 243 242 241 240 239 247 243 239 236 234 234

External environment

GDP in EMU (real, yoy, %) 1.2 1.1 0.9 0.8 0.7 0.8 1.1 1.2 1.1 0.9 1.1 1.3 1.2 1.1

GDP in Germany (real, yoy, %) 0.4 0.3 0.2 0.3 0.3 0.3 0.9 1.2 0.3 0.3 0.9 1.2 1.1 1.0
CPI in EMU (yoy, %) 21 2.1 3.1 3.4 3.5 3.4 2.7 2.3 21 3.0 2.7 24 2.3 2.0
Brent oil price (USD/bbl, average) 643 716 1081 80.0 750 750 750 725 69.0 837 731 681 67.0 678
EUR/USD (quarter eop, year average) 116 1147 116 112 111 1.11 113 1.14 113 114 113 115 115 115

Source: CZSO, CNB, MLSA, Bloomberg, Macrobond, Economic & Strategy Research, Komeréni banka
Note: (*) these parts of inflation are adjusted for the primary effect of indirect tax changes
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The Czech IRS market and government bonds

On a geopolitical roller coaster

Geopolitics remains the main driver of koruna market interest rates. Aggressive bets on the
CNB tightening its monetary policy have flattened the market interest rate curve. However,
we expect the curve to gradually re-steepen. In our view, the CNB is likely to keep rates
stable, which would push down the short end of the curve, while we expect the longer end to
remain at elevated levels following a partial correction, held up by fiscal easing, both
domestically and abroad. In the coming months, the spread between government bond
yields and market rates will likely be kept in check by subdued supply related to the
resumption of retail bond issuance. However, next year, the effects of a widening budget
deficit and a higher volume of refinancing should begin to dominate.

Koruna market interest rates continue to be driven by external developments
Market interest rates are primarily being affected by developments in the Middle East.
In June, hopes for a ceasefire between the US and Iran, coupled with the gradual resumption
of shipping in the Strait of Hormuz, pushed global market interest rates downward. However,
July was again marked by a rise in oil prices. These developments affect not only the
expected trajectory of central bank interest rates. Inflation concerns stemming from higher
energy prices, against the backdrop of fiscal easing in a number of countries, are also putting
pressure on longer-term market interest rates and government bond yields.

Short-term koruna rates could fall slightly as expectations of further CNB tightening are
scaled back. As we explain in more detail in the Monetary Policy chapter, our baseline
scenario assumes stability in monetary policy rates this year and next. However, the koruna
money market is currently pricing in between two or three additional 25bp interest rate hikes
over the next year.
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Source: Bloomberg, CNB, Economic & Strategy Research, Komeréni banka, as of 29 July 2026

We expect the longer end of the koruna curve to rise gradually following a correction
driven by the expected stabilisation of the situation in the Middle East. Easing fiscal policy
both in the Czech Republic and abroad should contribute to this. While the market consensus
currently expects the domestic public finance deficit to reach 2.9% next year, we estimate it at
3.2%. Furthermore, in light of the relaxation of national budget rules, we see a risk of an even
more significant fiscal stimulus. Overall, this would lead to a steeper slope in the koruna
market interest rate curve, which flattened significantly with the July wave of geopolitical
escalation. Compared with our previous forecast, we have raised our outlook for koruna rates
due to the CNB’s higher repo rate and a deeper public finance deficit, while external
assumptions (including oil prices) have not undergone any major revisions.
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In our baseline scenario, the risk continues to be skewed towards higher koruna market
interest rates. As discussed in detail in a special box in the April issue of the Czech Economic
Outlook, a prolonged oil shock could lead to significant upward pressure on interest rates
across all maturities.

CZK IRS outlook (end of period, %)

3Q26f 4Q26f 1Q27f 2Q27f
2y 4.10 4.10 4.15 4.15
5y 4.25 4.35 4.40 4.40
10y 4.40 4.45 4.55 4.55

Source: Economic & Strategy Research, Komeréni banka

Interest rate hedging conditions are deteriorating. In the short term, hedging opportunities
could primarily arise from declines linked to potential reports of de-escalation of the conflict in
the Middle East, as well as the CNB’s reluctance to raise monetary policy rates as
aggressively as the koruna money market currently prices in. Compared to spot IRSs, the
forward market offers higher rates across the entire curve. Interest rates in the eurozone
remain noticeably lower than in the koruna market, and the interest rate spread has widened
again in July.

CZK forward interest rate swaps (%, p.a. vs 6M Pribor, 1Y vs Euro area rates (%)
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Issuance of retail government
bonds
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CZGB issuance to rise this year

In the second half of the year, the supply of government bonds on financial markets will
be reduced by issuance of retail bonds to citizens. During the first subscription period of
this year, the Ministry of Finance (MinFin) issued retail bonds and T-bills totalling CZK74bn.
Furthermore, the full-year amount is set to increase given that another round of three-month
retail T-bill? will be issued on 15 October, with yields linked to the CNB’s repo rate. The final
pre-Christmas subscription period will impact next year’s financing needs, as the bonds
subscribed during this period will not be issued until 15 January 2027. So far this year, MinFin
has issued a total of CZK183.6bn in bonds on the primary market (MinFin projects
CZK270-370bn for the full year), as well as an additional CZK121.8bn on the secondary
market through direct sales and swap transactions. At the same time, the MinFin has already
covered all of this year’s koruna-denominated debt repayments. Overall, we estimate that
approximately CZK100bn will be issued on the financial markets during 2H26. Therefore,
issuance activity in the coming months is likely to remain subdued, and we expect the full-year

2 During the first subscription period, demand reached CZK27.6bn.
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volume of CZGBs sold on the primary market to be closer to the lower end of the range
indicated by the MinFin.

Next year, we expect gross CZGB gross issuance to increase compared to this year due
to a larger volume of refinancing and a deeper government budget deficit. We expect this
increase to be driven largely by the rise in the volume of maturing bonds; however, even in net
terms, we estimate that the easing of fiscal policy will increase issuance by about one-quarter.
In line with this, we anticipate that the spread between government bond yields and market
interest rates will widen again next year.

Funding programme and issuance activity (CZKbn)

2026 2027
MinFin KB MinFin KB
State budget deficit 310.0 310.0 27? 360.0
Transfers and other operations of state financial assets 3.6 3.6 0.0 0.0
T-bonds denominated in local currency redemptions 200.3 200.3 278.0 278.0
T-bonds denominated in foreign currency redemptions 0.0 0.0 36.2 35.9
Redemptions and early redemptions on savings bonds 20.4 20.4 12.6 12.6
Money market instrument redemptions 177.5 177.5 165.2 182.9
Redemption of T-bills 165.6 165.6 165.2 182.9
Redemption of other money market instruments 11.9 11.9 0.0 0.0
Repayments on credits and loans 26.4 26.4 0.9 0.9
Total financing needs 738.2 738.2 ? 870.3
Money market instruments 182.9 182.9
T-bills (incl. EUR) 182.9 182.9
Other money market instruments 0.0 0.0
Gross issuance of CZK T-bonds on domestic market 393.2 521.6
graori;/s:&irg;igf EUR T-bonds on domestic 12.9 359
Gross issuance of government savings (retail) bonds 90.0 80.0
Received credits and loans 60.0 50.0
Financial asset and liquidity management 0.0 0.0
Total financing sources 738.2 870.3
Gross borrowing requirement 738.2 870.3
Net CZGB issuance 192.9 243.6
Source: MinFin, Economic & Strategy Research, Komeréni banka
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CZGB yield forecast (end of period)

3Q26f 4Q26f 1Q27f 2Q27f
2y CZGB yield (%) 4.05 4.05 4.05 4.05
5y CZGB yield (%) 4.30 4.40 4.40 4.45
10y CZGB yield (%) 4.75 4.80 4.95 4.95
10y CZGB ASW (bp) 35 35 40 40
Source: Economic & Strategy Research, Komeréni banka
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Source: Bloomberg, Economic & Strategy Research, Komeréni banka
Note: ASW= 10y CZGB yield - 10y CZK IRS; shading indicates recessionary period in Czechia

The Czech Republic’s credit rating remains unchanged (Aa3/AA-) with a stable outlook.
The Czech Republic continues to hold the highest rating among all countries in Central and
Eastern Europe. However, given the easing of fiscal policy and budgetary rules, we continue
to see a risk that the rating outlook could be downgraded from stable to negative.

Czech Republic sovereign rating overview

Local currency Outlook Foreign currency Outlook
S&P AA STABLE AA- STABLE
Moody’s Aa3 STABLE Aa3 STABLE
Fitch AA- STABLE AA- STABLE

Source: Bloomberg, Economic & Strategy Research, Komer¢ni banka

The Czech Republic’s rating (average of Fitch, S&P and Moody’s) Rating in CE3 - local currency (avg. of Fitch, S&P and Moody’s)
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Government bond overview

Government bond overview Rich-cheap analysis
Bond Dur. I;ssj“:odp 'ss"‘::;’t"e Yield A1W A1M he:’;e 4| ASW ATW ATM Min 90D Max  Z-Score Rank ::I_':;Z Rank szrerzn Rank
0.25 Feb-27 05 0.0 110% 368 0 |12 270 |37 | 2 0 52 —a—— 26 02 12 | -35 6 |40 26
2.50 Aug-28 2.0 0.0 94% 395 -1 7 270 | -47 5 | -25| -56 —@&—o—— .21 -1.5 25 2.0 20 3.7 23
5.50 Dec-28 2.1 0.0 90% 400 | -7 18 274 | -43 | 41 -18 -51 ——o—— .20 - 26 3.0 23 5.0 14
575 Mar-29 2.4 5.3 133% 409 -3 18 283 | -35 8 -15 41 —&—o0—— .17 -1.2 24 -1.4 9 5.9 5
275 Jul-29 2.8 0.0 100% 419 1 23 290 | 28 5 -5 -39 —@O—— .12 -0.4 19 -5.2 4 6.1 2
0.05 Nov-29 3.2 0.0 61% 422 1 22 292 | -25 4 -11 -3 —&O—— -12 -0.5 22 -2.4 7 5.7 9
0.95 May-30 3.6 0.0 100% 426 3 29 295 | -22 5 -5 46 ——@— -10 0.2 13 0.3 17 5.7 8
5.00 Sep-30 3.6 0.0 121% 432 | 6 34  3.01 17 8 -3 30 —O— 4 0.1 15 0.4 18 6.2 1
395 Oct-30 37 0.0 0% 413 0 28 283 |35 3 -8 -46 —eo—— 47 05 21 A0 26 | 47 16
1.20 Mar-31 4.3 0.0 100% 4.39 - 37 306 | -13 9 A 26 ——O00—— -4 0.5 5 -0.7 13 5.7 7
6.20 Jun-31 4.2 0.0 103% 43 6 32 310 [ -10 8 -4 -153 —® 3 0.4 9 35 24 5.9 4
1.75 Jun-32 5.4 0.0 107% 455 | 7 87 3.9 -2 8 - 40 —o-8— 5 0.7 3 -0.4 15 5.4 10
450 Nov-32 5.2 0.0 130% 465 | 6 83 3.32 11 6 1 4 00— 17 0.9 2 -5.6 3 6.0 3
300 Mar-33 57 55 8% 470 4 8| 33 |12 5 0 2 —oe—— 21 05 6 | -81 2 5.7 6
2.00 Oct-33 6.3 0.0 100% 477 4 | 38| 3.38 15 5 0 3 —o—8— 19 1.0 1 -9.0 1 5.4 11
4.90 Apr-34 6.2 0.0 115% 474 3 36  3.43 18 5 - 5 —0—— 24 0.4 8 -1.1 10 5.3 12
4.25 Oct-34 6.6 5.5 100% 4.81 1 36 348 2 3 -2 1 —— 27 0.2 1 -3.6 5 5.2 13
3.50 May-35 7.3 0.0 117% 483 3 34 348 20 4 -3 10 —>0— 22 0.7 4 -0.4 16 4.7 17
5.30 Sep-35 6.9 30.2 82% 48 0 32 357 27 8 5 16 —O—— 32 0.0 17 -1.5 8 4.9 15
455 Oct-35 7.1 0.0 10% 475 = 5 32 345 14 6 -5 0o ——o— 20 0.4 7 9.7 25 4.4 18
3.60 Jun-36 7.9 7.4 117% 48 1 32 355 2 3 -4 25 ————0@ 28 0.3 10 1.2 19 4.4 20
4.20 Dec-36 7.9 0.0 100% 48 2 3 3.58 24 4 -5 13 ——— 30 0.1 14 3.0 22 4.2 21
4.95 Feb-37 7.9 21.0 42% 494 3 31 3.66 31 5 -6 17 ——O0— 37 0.1 16 -1.0 12 4.4 19
1.95 Jul-37 9.4 0.0 71% 493 1 27 354 17 3 -7 6 —®&— 25 -0.4 20 2.8 21 3.7 22
1.50 Apr-40 11.5 0.0 65% 509 3 26 363 18 6 -8 10 ——&>—— 27 -0.3 18 -1.1 1 3.2 25
4.00 Apr-44 118 0.0 209 522 1 18 383 | 32 [BANAN 19 —e—o—— 52 | 08 23| -04 14 35 24
Source: Economic & Strategy Research, Komeréni banka; Note: more details in CZGB Auction Alerts
Holdings of CZK government debt (May 2026) Holdings of CZK government debt (CZKbn)
% Il Monetary financial institutions 3500
Foreign investors 3000
Insurance corp. and pension funds
B Other financial institutions 2500
Other 2000
: B Households
5551g;Kbn 1563 CZKbr I Foreign bond issues 1500
B Central Bank 1000
500
0
16 17 18 19 20 21 22 23 24 25
26% W Monetary financial institutions ["| Foreign investors
248 C2Kbn Insurance corp. and pension funds Il Other financial institutions | Other
[l Households [l Foreign bond issues Il Central bank
Source: MinFin, Macrobond, Economic & Strategy Research, Komeréni banka Source: MinFin, Macrobond, Economic & Strategy Research, Komeréni banka
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CZK exchange rates

Czech FX market

The koruna remains stable

The Czech koruna continues to withstand heightened geopolitical tensions
successfully. Episodes of escalation and de-escalation have been accompanied by
opposing trends in market interest rates and sentiment towards emerging-market
currencies, which have roughly cancelled each other out. In the second half of this
year, we believe that a strengthening in the USD and the stability of CNB rates should
prevent a more significant appreciation of the koruna. The koruna’s gradual
strengthening vs the euro should therefore mainly be attributed to the resilience of the
Czech economy and its stronger growth momentum compared to the eurozone.
Overall, we expect the exchange rate to be around EURCZK 24.20 by the end of the
year and EURCZK 24.00 within a year. The gradual deterioration in conditions for
hedging the currency against appreciation should therefore continue.

An island of stability in a turbulent geopolitical sea

The Czech koruna remains the most stable currency in central Europe. The energy
shock linked to the sharp rise in crude oil prices’ impact on financial markets has had only
a limited effect on the EURCZK so far, which has remained largely unchanged since the
beginning of the year. Alternating episodes of escalation and de-escalation in the Middle
East appear to have had a relatively limited impact, partly because rising tensions, which
are typically associated with unfavourable sentiment towards all emerging market
currencies, have simultaneously led to a widening in the interest rate differential in favour of
these currencies. Consequently, the two factors have offset each other to some extent.
Nevertheless, global developments are unlikely to be particularly favourable for the koruna
for the rest of 2026. Our colleagues at Société Générale expect attention to gradually shift
back towards economic fundamentals. From this perspective, the US dollar should be the
clear winner. The US economy is benefiting not only from favourable short-term exchange
rate developments due to higher oil prices, but also from investments in Al and fiscal
stimulus. According to our assumptions, the greenback is set to strengthen against the euro
to reach a level of EURUSD 1.11 before the end of the year.

Performance of CE currencies (1 January 2026 = 100)
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Source: Bloomberg, Economic & Strategy Research, Komeréni banka
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Note: a value above 100 indicates an appreciation of the CZK, PLN or HUF against the EUR or the
Emerging Market Currency Index (JPM-EM), or a weakening of the Dollar Index (DXY) from 1 January
2026.

The interest rate differential is unlikely to offer much support to the koruna. In recent
weeks, the spread between koruna and euro market interest rates has moved in the
opposite direction to the price of oil. We expect the CNB to leave rates unchanged for an
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extended period of time, which should contribute to a further narrowing in the spread, given
that the koruna money market is pricing in between two and three more 25bp increases in
the key repo rate over the next 12 months. Meanwhile, our model’s estimate of the 3Q26
equilibrium exchange rate is around EURCZK 24.5, and continues to suggest that the
koruna is slightly overvalued against the euro.

Conversely, the Czech Republic’s growth lead relative to the eurozone looks set to
remain significantly positive. According to Bloomberg’s median estimate, Czech GDP is set
to grow at a 1.5pp higher rate than the eurozone this year, and at a 1.2pp higher rate next
year. However, we believe that the growth structure of the Czech economy will not be
particularly favourable for the external balance. This is because we expect domestic demand,
aided by an accommodative fiscal policy, to be the main driver of growth. At the same time,
we believe that the negative shock to the terms of trade caused by rising energy prices will
result in a deterioration in both the trade and current account balances, preventing the koruna
from appreciating significantly.

Expected GDP growth differential between the Czech Republic
and the eurozone - Bloomberg consensus (pp)
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Source: Bloomberg, Economic & Strategy Research, Komer¢ni banka

We have revised our outlook,

factoring in a stronger CZK vs EUR

compared to our April forecast,

primarily due to the CNB’s tighter

monetary policy.

Expected EURCZK path, Bloomberg consensus

Source: Bloomberg, Economic & Strategy Research, Komeréni banka

Overall, we expect the koruna’s appreciation to pause temporarily. By the end of 3Q26,
we see it trading near EURCZK 24.30. As the conflict in the Middle East gradually
de-escalates and the Czech economy continues to grow at a solid pace, the koruna could
subsequently strengthen slightly. However, given the concurrent strengthening in the US
dollar and stable CNB interest rates, the koruna’s appreciation should be gradual. Over the
next year, we expect the exchange rate to remain at around EURCZK 24.

Expected EURUSD path, Bloomberg consensus

(as of 29 July 2026) (as of 29 July 2026)
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Koruna exchange rate forecast (end of period)

3Q26f 4Q26f 1Q27f 2Q27f
EURCZK 24.30 24.20 24.10 24.00
USDCZK 21.70 21.80 21.70 21.20
EURUSD 1.12 1.1 1.1 1.13

Source: Economic & Strategy Research, Komeréni banka, SG Cross Asset Research

Developments in the Middle East constitute the main risk in the short term
Compared to our baseline scenario, the risks are twofold. They primarily relate to the
duration and impact of higher energy prices on the Czech economy. Given the economy
still-relatively-high energy intensity we believe there is a risk of a weaker currency. In the
event of a prolonged oil shock, this could be partially offset by the interest rate differential,
as — contrary to our assumption of stable interest rates — spillover effects into other
non-energy components of the consumer basket could lead to a tightening of the CNB’s
monetary policy. However, we believe that the risks to CNB monetary policy are skewed
towards further interest rate hikes, also due to domestic factors (see the Monetary Policy
chapter for more details).

Forward vs spot exchange rate: EURCZK
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Source: Bloomberg, Economic & Strategy Research, Komer¢ni banka

Source: Bloomberg, Economic & Strategy Research, Komeréni banka

The markets are not signalling any significant fluctuations in the koruna exchange rate
over the next few months. Implied volatility and the volatility index are both below the
levels seen before the start of the current war in the Middle East. From the perspective of
exporters with euro exposure, hedging conditions in our baseline scenario look set to
deteriorate slightly further as the spot exchange rate gradually strengthens.
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The mortgage market looks set to
cool in 2H26 due to higher interest
rates. This is likely to contribute to
a continued moderation in house
price growth.
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Banking sector

Expanding financial cycle despite tighter conditions

Credit activity should remain robust in the coming quarters, despite higher interest rates and
prevailing geopolitical uncertainty. The credit impulse strengthened further in 2Q26, and
should continue to support domestic demand growth in the remainder of the year.
Nonetheless, new mortgage and consumer lending looks set to cool in 2H26 owing to higher
market interest rates. This should further contribute to a moderation in house price growth,
which we expect to slow to below 9% on average this year. On the corporate side, we
expect the recovery in credit activity to continue, driven by investment demand, fiscal
stimulus and structural investments. Therefore, we expect the financial cycle expansion to
continue in tandem with the economic cycle despite tighter financial conditions. Solid
growth in deposits is set to persist, on our estimates, but an outflow of deposits from local
government poses a significant risk next year. Loan default rates remain low despite the
strong expansion of the financial cycle.

The overheating housing and mortgage markets are cooling down

The slowdown in house price growth looks set to continue. Data for 1H26 suggests that
price pressures in the housing market are easing. Growth in the House Price Index (HPI)
slowed to 10% yoy in 1Q26, and seasonally adjusted growth slowed to 2.3% qoq, compared
with last year’s average of 2.5%. Growth in asking prices for flats eased to 10.7% yoy in 2Q26
compared with 17.7% yoy in 1Q, while seasonally adjusted growth also lowered to 1.6% qoq
(vs 2.4% in 1Q). The continuing slowdown in house price growth should be supported by
lower mortgage demand, hit by higher interest rates and the fading effect of pent-up demand
and, eventually, frontloading too. We expect next year’s increased supply thanks to the
rebound in residential construction this year to also alleviate some pressure on house price
growth. We look for HPI growth to slow from last year’s 10.4% to an average of 8.8% this
year. In subsequent years, it should ease further to a range of 5-7%. Even so, it should
outpace wage growth given the persistent structural imbalance in the domestic property
market. Rising building materials costs (6.7% yoy in June) and the potential introduction of
government support measures for housing pose a risk of stronger house price growth than in
our baseline scenario. Conversely, a more significant tightening of financial conditions and an
economic slowdown could have the opposite effect.

The slowdown in house price growth is set to continue Housing market expansion becoming more all-rounded
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48 composite index of residential real estate
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== House price index (% yoy) Flat prices (% yoy) NPL [l Housing loans | Price-to-income [l Price-to-rent | Real HPI
= Completed dwellings (ths., 12M), rhs Starts (ths., 12M), rhs M Residential construction === PCA
Source: CZSO, Macrobond. Economic & Strategy Research, Komeréni banka Source: Economic & Strategy Research, Komeréni banka
Note: data on dwelling completions and starts (as of May 2026) is extrapolated and only indicative =~ Note: own calculations; PCA = principal component analysis vector. The composite housing index
for 2Q26. 12M denotes the 12-month trailing sum. is the result of Principal Component Analysis (PCA). Construed as per Cér, M., & Vrbovsky, R.
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(2019, March). Composite index to assess housing price development in Slovakia.
https://www.nbs.sk/_img/documents/ publik_nbs_fsr/biatec/rok2019/03-2019/05_biatec19-
3_car.pdf.
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The mortgage market is likely to grow faster than last year, but 2H26 should see a notable
slowdown. The volume of (pure) new housing loans was up 53% ytd as of May. There was
a notable impact from frontloading ahead of the CNB’s recommendation on investment
mortgages (effective April) — reflected in higher average mortgage loans in 2Q26 (CZK4.8m; up
16% yoy). A further impact came from efforts to avoid higher interest rates, resulting so far in
only a limited increase in realised mortgage rates. Based on drawdown timing, the stock of
housing loans should reflect new loans with a lag. Hence, despite a slight slowdown, growth
should remain elevated in 2H26. We expect the housing loan market to grow by 8.9% this
year and to slow to 7% in 2027.3 Tighter financial conditions and reduced housing affordability
are likely to continue to limit growth in housing loans.

Mortgage credit spreads over IRS and IRS curve inversion (pp) Growth in housing loans should eventually slow down

Credit spread (x-axis) vs 2y10y IRS difference (y-axis) CZKbn
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Source: CNB, Bloomberg, Macrobond, Economic & Strategy Research, Komeréni banka Source: CNB, Macrobond, Economic & Strategy Research, Komeréni banka

Note: The size of the bubbles represents the volum:
the difference between the realised interest rate on
corresponding market IRS (only an approximation).

e of new loans. Credit spread is computed as
housing loans and the weighted average of

Given the higher interbank market interest rates, mortgage rates are likely to rise to 5%.
In May, the realised rate stood at around 4.8%. In the event of a more significant tightening of
financial conditions — and specifically credit terms — including a widening of credit spreads,
mortgage rates could rise modestly above the 5% threshold. Higher mortgage rates also look
set to affect this year’s high volume of refinancing, which accounted for 26.4% of “new” loans
in 1H26 (vs 2025 average of 20.7%). However, higher mortgage rates due to refinancing
should not pose a major threat to household consumption (see the CNB’s MPR, Box 3).

Mortgage rate spreads over IRS (%, pp) Strong rise in consumer credit has moderated recently
7 1.5 pure new loans
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Difference === ASW 2y, rhs ASW 10y, rhs 17 18 19 20 21 22 23 24 25 26
Interest rate on new housing loans (%) === Corresponding IRS rate (approx., %) === Consumer & other loans (CZKbn) Deflated by CPI (2025=100)
Source: CNB, Bloomberg, Macrobond, Economic & Strategy Research, Komeréni banka Source: CNB, Macrobond, Economic & Strategy Research, Komeréni banka

Note: ASW (CZGB-IRS) of corresponding CZGBs.

Note: Pure new loans are loans or extensions to loans that enter the economy for the first time.

3 Unless stated otherwise, values refer to the end of period yoy growth.
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Consumer financing to slow down following a strong first half of the year

The strong growth in consumer finance is linked to expanding activity on the housing
and mortgage markets. The total volume of new consumer loans rose by 28% ytd as of May,
and their outstanding stock relative to GDP reached 4.9% of GDP in 2Q26 (+0.4pp yoy), well
above the average for the last 10 years (4.4% of GDP). For 3Q26, the latest BLS (July 2026)*
does not indicate any change in demand for consumer finance from the current high levels. In
our view, however, uncertainty, the pass-through of higher market interest rates to lending
rates, and a slowdown in the housing market should lead to lower demand for consumer
credit. For this year, we expect growth to accelerate to 13.4%, followed by a slowdown to
a still-strong 9.4% in 2027. The ratio of consumer credit to GDP should continue rising, albeit
at a more moderate pace, in the coming years. This should also be accompanied by a rise in
household indebtedness, which stood at 54.8% of gross disposable income in 1Q26.
Although this was 2pp higher yoyj, it still lagged significantly behind the 2022 peak of 58.7%.

Bank loans and deposits (%, yoy)

4Q25 1Q26 2Q26 3Q26 4Q26 1Q27 2Q27 3Q27 2025 2026 2027 2028 2029 2030

Bank loans
Total

Households - real estate loans
Households - consumer loans

Corporate loans

Deposits
Total
Households

Non-financial corporations

Others

Ratios
Loans/GDP
Deposits/GDP
Loans/deposits

Interest rates
Real estate loans
Consumer loans
Corporate loans

Share of NPL
Real estate loans
Consumer loans
Corporate loans

7.0 8.3 7.8 9.1 8.6 8.0 7.6 7.6 6.2 8.5 7.6 6.8 6.2 5.4

8.3 9.0 9.5 9.2 8.9 8.4 7.6 7.2 7.2 9.2 7.6 6.4 5.6 4.8
10.8 13.1 14.2 13.4 13.4 11.5 10.2 10.0 9.9 135 103 8.3 7.0 5.7
5.1 7.2 7.2 10.0 8.3 7.2 6.5 71 4.5 8.2 6.9 6.9 6.3 5.7

6.1 5.6 4.9 5.6 6.2 6.3 7.7 7.7 4.6 5.6 6.9 6.4 5.6 5.2
4.8 5.6 5.4 5.2 5.5 5.3 6.3 6.5 5.0 5.4 6.1 5.9 5.3 4.8
1.8 4.8 2.4 4.6 4.6 5.7 5.8 6.2 29 4.1 5.7 5.3 4.1 4.5
12.1 6.0 5.7 6.8 8.7 8.5 1.2 10.6 5.5 6.8 8.9 7.8 71 6.2

57.3 57.9 58.4 59.1 59.5 59.8 59.9 60.3 57.1 58.7 60.1 61.1 61.9 624
89.4 91.1 91.1 91.3 90.7 92.5 93.5 93.4 909 91.0 926 938 945 95.0
64.1 63.6 64.2 64.7 65.5 64.6 64.1 64.6 628 645 650 652 65.5 65.7

4.6 4.5 4.7 4.9 5.0 5.0 4.9 4.9 4.6 4.8 4.9 4.8 4.8 4.9
7.9 71 8.0 8.2 8.4 8.4 8.3 8.3 8.0 7.9 8.3 8.2 8.2 8.6
5.2 5.1 5.4 5.6 5.6 5.6 5.6 5.5 5.2 5.4 5.6 5.0 4.8 4.8

0.7 0.6 0.6 0.7 0.7 0.7 0.7 0.7 0.7 0.6 0.7 0.8 1.0 1.3
4.1 4.0 4.0 4.6 4.9 5.0 5.5 5.7 4.2 4.4 5.6 6.3 6.9 7.7
2.4 2.3 2.2 2.3 2.4 2.6 2.8 2.9 2.5 2.3 2.9 3.7 4.5 5.2

Source: CNB, CZSO, Macrobond, Economic & Strategy Research, Komeréni banka
Note: quarterly values are end of period, full-year values are averages.

Tighter financial conditions are
likely to slow corporate lending
activity, but the solid outlook for
domestic growth should
nevertheless support it.
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Firm investment appetite to withstand higher interest rates and uncertainty

Investment appetite will face tighter financial conditions. Despite increased uncertainty
and higher market interest rates, their spillover into loans to non-financial corporations (NFCs)
has been fairly limited so far. Credit activity growth continues to show solid momentum.
Growth in outstanding NFC loans reached 7.6% yoy in May, driven exclusively by koruna
loans. The volume of new koruna-denominated loans rose by 42% ytd as of May, whilst euro-
denominated loans were up 67% ytd, thanks to a large spike in volume in May. However, the
recovery in credit activity is taking place against a backdrop of declining NFC profit margins
and a still relatively low debt ratio relative to gross operating surplus (GOS). Although it rose to
2.3x GOS in 1Q26, from a historical perspective the debt ratio remains low compared with the
peaks seen in previous financial cycle expansion phases; we do note, however, that earlier
peaks were generally recorded only after the financial cycle had culminated. The trend in

4 https://www.cnb.cz/en/statistics/bank-lending-survey/index.html
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lending activity relative to GDP shows signs of strong expansion. In our view, despite a slight
slowdown due to higher market interest rates, the expansion should continue this year and
next, albeit at a more moderate pace. Corporate credit activity continued to contribute to the
strengthening of the credit impulse in 2Q26. Looking ahead, it should be supported by solid
growth prospects and ongoing investments linked to the partial structural transformation of
the Czech economy.

Growth in outstanding NFC loans continued to accelerate NFC leverage has nudged up only slightly so far
CZKbn financial debt (loans & debt securities) of non-financial corporates
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New EUR loans , MA(3) === New CZK loans, MA(3) T T T T T T T T T T T T .00
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Stock of CZK loans (contr. to % yoy, pp), rhs == Financial debt (% gross operating surplus) || CNB, financial cycle indicator, rhs
Source: CNB, Macrobond, Economic & Strategy Research, Komeréni banka Source: CZSO, CNB, Macrobond, Economic & Strategy Research, Komeréni banka
We estimate that growth in NFC loans will accelerate to 8.3% in 2026, before slowing to
7% in 2027. We expect total business loans to grow by 7.7% in 2026 and 7.1% in 2027. The
NFC loan-to-GDP ratio has already deviated significantly from its previous downward trend
and reached its highest level since the end of 2022 as of May; we expect it to rise further
gradually. This should reflect the ongoing expansion of the financial cycle, in tandem with
faster growth of the Czech economy and investment in expanding capacity in the domestic
economy. For 3Q26, the CNB'’s latest Bank Lending Survey also points to a further increase in
NFC credit demand. Despite higher market interest rates and geopolitical uncertainty, banks
are not signalling a tightening of credit standards; nor did the level of interest rates itself have
a significant negative impact on credit demand in 2Q26.
Lending conditions still signal higher credit demand Factors affecting NFC credit demand, according to banks

Lending conditions refer to the net increase in loan demand minus the net tightening of credit Factors affecting NFC credit demand, z-scores
standards, positive (negative) values note easing (tightening) 8
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12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 Fixed investment [ll Inventories & working capital | M&A and corporate restructuring
Changes in credit standards [ll Changes in credit demand === Lending conditions W Debt restructuring . Internal financing [ll Issuance of debt securities
== Expected lending conditions M Level of interest rates [l Others
Source: CNB, Macrobond, Economic & Strategy Research, Komeréni banka Source: CNB, Macrobond, Economic & Strategy Research, Komeréni banka
Note: Bank Lending Survey (CNB, July 2026), loans to NFCs. Expected lending standards refer to Note: Stacking the z-scores in the bar chart is for presentation purposes only. Others refers to
questions regarding banks’ expectations for the next three months. loans from other banks and non-bank institutions, issuance of equity and other.

We expect the outflow of deposits
into retail bonds to impact overall
deposit growth by around 0.5-1pp.
Moreover, an outflow of funds from
local authorities could have a major
impact next year.

Deposit growth remains solid despite modest household deposits outflow

The deposit base of domestic banks continues to grow at a solid pace. This should
continue to be supported by financing demand, the delayed drawdown of loans from 1H26,
and expansionary fiscal policy. The overhang of deposits over loans remains substantial, but
we believe it should gradually ease. In May, the loans-to-deposit ratio stood at 0.64x, up by
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of the financial cycle, the default

rate has not yet shown any signs of

rising.

Household deposits continue to grow at a solid pace

Czech Economic Outlook

two hundredths yoy. We expect retail bond issuance to reduce this year’s household deposit
growth by 1-1.5pp. The impact on overall deposit growth should be around 0.5-1.0pp. We
forecast average total deposit growth of 5.6% in 2026 and 6.9% in 2027. However, the
outflow of local government deposits to the State Treasury account at the CNB could have
a major impact in 2027. The volume of funds held by local authorities (including social security
funds) in domestic bank accounts stood at CZK517.6bn as of May, representing 6.5% of total
bank deposits. Depending on the extent of the outflow, the impact on the banking sector
could be significant, especially amid stronger competition for deposits, rising lending activity
and compressed interest margins.

Credit impulse in the Czech economy accelerated strongly during 2Q26

1.25 8.0
0.75 4.0
0.25 0.0
-0.25 -4.0
-0.75 -8.0
-1.25 -12.0

[ T T T T T T T
19 20 21 22 23 24 25 26
== real GDP (%, yoy), rhs === Credit impulse (% of GDP) [ll Households (HH), consumer & other | HH, housing
Il Non-financial corporates (NFC), EUR [/ NFC, CZK

Source: CNB, CZS0, Macrobond, Economic & Strategy Research, Komeréni banka

Note: Credit impulse is defined as the change in the volume of new borrowing, often given as a % of annual GDP. The presented credit impulse
represents the yoy change in new borrowing of the non-financial private sector to trailing 12m nominal GDP. It is further broken down according to
the use of the loan for households and the currency denomination for firms. As opposed to monthly credit indicators (as of May 2026), GDP (as of
1Q26) is a quarterly indicator.

Default rates remain low despite expanding financial cycle

Despite the strong financial cycle expansion, the share of non-performing loans (NPLs)
remains low and shows no significant rise. The NPL ratio remains close to historic lows, at
1.5% in May; against the backdrop of rising credit activity, it fell across sectors, both for
households (housing and consumption) and for NFCs. Typically, an increase in the default
rates occurs at a later stage of the financial cycle; we therefore expect this ratio to rise slightly,
especially next year. Still, default rates should remain fairly low. The BLS suggests only a mild
increase in credit losses over the next 12 months, primarily among NFCs, reported by banks
representing 15% of the market. This share has remained more or less stable since 2Q24.

The volume of non-performing loans is still down yoy
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Source: CNB, Macrobond, Economic & Strategy Research, Komeréni banka

Source: CNB, Macrobond, Economic & Strategy Research, Komeréni banka

Note: O/N = overnight; O/N excl. CA also includes non-term savings deposits

38

29 July 2026



KB Economic & Strategy Research Czech Economic Outlook

Box 1: Monetary tightening against a backdrop of strong financial cycle
expansion

Real interest rates are positive, and the CNB is effectively delivering a restrictive
monetary policy. However, developments in the financial and credit cycles seem far less
clear cut. Financial conditions have already eased significantly on a cumulative basis, and
strong growth in credit activity, accompanied by a rising private-sector indebtedness, is
raising doubts about whether the current monetary policy stance remains sufficiently
restrictive. In this Box, we discuss the degree of monetary policy tightness, the current
expansion of the financial cycle, and present our financial conditions index. We do not analyse
the issue from the perspective of financial stability in this Box.

Monetary tightness can be assessed by comparing the nominal interest rates with
inflation, or rather with the inflation outlook or expectations. In a small open economy, the
exchange rate also plays a significant role. Ex-post real interest rates are clearly positive
(restrictive). Taking core inflation into account, the current degree of restriction is notably
lower, although the real rate remains significantly higher than over the 2014-22 period.
Meanwhile, the inflation outlook does not imply a marked improvement in the restrictiveness
of monetary policy, especially in terms of headline inflation. This is reflected in the ex-ante real
interest rate, which compares the current monetary policy rate with inflation over the monetary
policy horizon — one year ahead, here. From this perspective, the repo rate is only slightly
restrictive, with real rates below 1%, according to various metrics. From a historical
perspective, it is evident that the ex-ante repo rate was rarely positive, and almost never so
between 2009 and 2019. In the context of the currently only mild restriction, this effectively
looks like only a fine-tuning of monetary policy by the CNB, and from this simplified
perspective, the recent 25bp hike has made a non-negligible contribution to the restriction.
The strong Czech koruna, which on our estimates is trading slightly below equilibrium, is also
contributing to tight monetary conditions.

Ex-post real rates are showing mild restriction  The inflation outlook is not pushing for hikes

real interest rate, ex-post (in %) ex-ante real reate (in %)

5.0 5.0 KB forecast - core inflaiton ﬂ\
== KB forecast - headline inflation “ \

25 Inflation expectations - analyst...

=== |nflation expectations- NFC (3y)

Inflation expectations - NFC (1y)
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= adjusted for core inflation adjusted for headline inflation

Source: CNB, CZS0O, Macrobond, Economic & Strategy Research, Source: CNB, CZSO, Macrobond, Economic & Strategy Research,
Komeréni banka Komeréni banka
Note: The legend indicates the method used to adjust for inflation. NFC =
non-financial corporates. Selected values are not shown in the chart.

The combination of the interest rate and the exchange rate components is reflected in
the so-called Real Monetary Conditions Index (RMCI). This incorporates, in a 3:1 ratio, the
deviations of the ex-ante real interest rate and the koruna exchange rate from their estimated
equilibrium levels. The CNB’s May forecast indicated only a slightly restrictive monetary policy
but pointed to further tightening in the future. At the time, the forecast included two 25bp

5 For the purposes of this Box, we assume a neutral nominal level for the CNB’s monetary policy rate of 3%. Taking into
account the 2% inflation target, this implies a neutral real interest rate of 1%. The neutral rate, which is not an observable
variable, nevertheless tends to vary over time.
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hikes as early as 2Q. Our inflation outlook, combined with expectations of stable CNB rates,
also implies increasing monetary tightness for the rest of the year. However, the exchange-
rate component should gradually weaken as the koruna exchange rate converges towards its
equilibrium level, i.e. the deviation between the koruna exchange rate and its equilibrium level
narrows.

RMCI - CNB May forecast The credit cycle is showing strong expansion
04

65
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o1 55 2
T T d 50 1
/| |
45 ‘.'l h" ‘ L 0
-0.2 40
35 -2
-04 T T T T T T T T T T T T T T T T T T 77T
2021 2022 2023 2024 2025 2026 2027 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25
= Credit-to-GDP HP trend [l Credit gap, rhs
Int. rate component Exch. rate component e RMC|
Source: CNB, Monetary Policy Report (May 2026) Source: CNB, CZSO, Macrobond, Economic & Strategy Research,

Note: Positive values indicate loose monetary conditions and vice versa Komeréni banka

However, the credit market is in a phase of strong expansion. Growth in private-sector
credit has been accelerating across sectors since 3Q25, reaching 9% yoy in May, and the
private sector credit-to-GDP ratio confirms strong expansion after stagnating since 2023, as
well as a strengthening in the (bank) credit impulse (see Banking Sector). Moreover, for non-
financial corporations (NFCs), higher interest rates no longer represent a significant barrier to
financing, as shown in the CNB’s latest Bank Lending Survey (July 2026).

M3 money supply growth accelerating Investment cycle and financing growth
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Central gvt deposits NFC loans . CFI debt securities CFlloans
Source: CNB, Macrobond, Economic & Strategy Research, Komeréni Source: CNB, CZS0O, Macrobond, Economic & Strategy Research,
banka Komeréni banka

Note: NFC= non-financial corporates, CFl- captive financial institutions,
GFCF - gross fixed capital formation

Despite higher short- and long-term interest rates, indebtedness is rising again. This is
evident among households, while NFC debt relative to both the GDP and gross operating
surplus (GOS) does not yet signal a significant recovery in leverage, despite an increase in
1Q26. This could be linked to the deteriorating profitability of domestic NFCs, whose profit
margins, following a sharp fall in 1Q26, stood at 42.5%, as in 1Q20. This is the lowest level in
the time series dating back to 1999. The decline in profitability has been evident since mid-
2023. Therefore, the private non-financial sector’s debt-to-GDP ratio is still lagging behind the
2019 level. The current rapid growth in lending can be seen in the context of releveraging or
even higher banking sector penetration in the Czech Republic, as Czech private non-financial
sector debt is among the lowest in Europe.
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Financial conditions index

Methodological note: The Financial Conditions
Index is estimated using the PLS (Partial Least
Squares) method, which extracts latent factors
from a large number of financial variables that
have the covariance-maximised relationship
with the selected “target” variable. In this case,
the “target” variable is the yoy growth in the
liabilities of the private non-financial sector
(households and non-financial corporations).
One advantage over other common statistical
methods (such as PCA) is its better handling of
multicollinearity between financial variables and
its ability to capture changes in the financial
environment in relation to the “target” variable.
The financial conditions index is linked to the
growth of household and NFC liabilities and
therefore does not necessarily represent an
exact measure of the degree of financial
conditions. However, the extracted indicator
can, to a certain extent, be interpreted as an
indication of the relative tightening and easing
of financial conditions. A more comprehensive
discussion is available in the original IMF
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Financial debt of non-financial corporates
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NFC and CFl financial debt burden

financial debt (loans + debt securities) of non-financial corporates
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Source: CNB, Macrobond, Economic & Strategy Research, Komeréni
banka

Note: The inclusion of captive financial institutions is motivated by this
CNB blog (only in Czech): https://www.cnb.cz/cs/o_cnb/cnblog/Trendy-
v-zadluzenosti-nejen-nefinancnich-podniku/

Financing is not determined by monetary conditions alone, but also by broad financial
conditions. In addition to policy rates and the koruna exchange rate, they also include asset
prices, credit spreads, standards, terms and conditions, and the overall availability of
financing. Hence, they provide a more comprehensive view of financing and better capture the
transmission mechanism between the financial sector and the real economy. In constructing
the Financial Conditions Index (FCI), we replicate an IMF working paper®, although we deviate
in our choice of variables. In total, we include 43 variables, which based on IMF methodology

and at our discretion are divided into five categories: credit availability and cost, external
conditions, funding constraints, policy stance and price of risk. For the sake of brevity, we do
not discuss the methodology, classification and selection of variables further. The FCI points
to an easing of financial conditions, driven by most factors, including policy stance and in
particular the price of risk, which relates to accommodative financing conditions and a greater
risk appetite. This is typical of the expansionary phase of the financial cycle. Still, the share of
non-performing loans remains close to historic lows. The FCI shows a significant easing at the
start of this year. However, with the rise in market IRS, the widening of credit spreads and
other financial market developments, a partial tightening can be expected in 2Q. Similarly,
financial conditions in the US have tightened, while the Bloomberg Financial Conditions Index
for the euro area surprisingly signals a partial easing following the rise in March.

Our financial conditions index signals a significant easing and a greater risk appetite

positive (negative) values represent relative tightening (loosening) of financial conditions
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Source: Own calculations, Economic & Strategy Research, Komeréni banka
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However, given the easing of financial conditions, accelerating credit growth and rising
leverage, it is still not possible to determine with certainty the monetary policy stance. Siill,
these factors do raise a risk of it potentially not being sufficient to prevent excessive financial
expansion, even though both headline and core inflation are within the tolerance band. From
this perspective, the impact of the financial cycle on inflation is key. The credit gap — the
deviation of the credit-to-GDP ratio from its long-term trend — often opens in tandem with the
inflation gap - its deviation from the 2% target. Nonetheless, its current positive widening
does not necessarily signal the onset of inflationary pressures, but rather the peak or
overheating of the financial cycle, which could be reflected more in asset prices (e.g. housing)
than in consumer inflation.

Euro area and US financial conditions Credit and inflation gaps diverging

Bloomberg Financial Conditions Index 20
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Source: Bloomberg, Economic & Strategy Research, Komeréni banka Source: CNB, CZSO, Macrobond, Economic & Strategy Research,

Komeréni banka

Although an accelerating financial cycle, easing of financial conditions and asset-price
inflation do not necessarily imply lacking monetary policy restriction, they do constitute
a potential inflationary factor. A continuation of these trends may ultimately signal insufficient
monetary policy tightening. The financial cycle tends to be more inertial and to lag behind the
business cycle. Hence the combination of these factors may persist even in an environment of
close-to-target inflation and a stabilising economy (narrowing output gap). However, the
question remains to what extent the potentially excessive growth in financing and the easing
of financial conditions will be reflected in the inflation outlook. Our baseline scenario points to
a slowdown in the household credit impulse and house price growth, as well as a partial
tightening in financial conditions through a rise in longer-term interest rates. Current
developments should, nonetheless, prompt some scepticism as to the adequacy of the
monetary policy stance, and the mere fact that policy rates are higher than inflation does not
guarantee that the monetary policy stance is particularly “hawkish” or adequate. Moreover, the
above-mentioned development shows that the discussions regarding interest rate cuts at the
start of the year were slightly misdirected, and that domestic development alone still points
more towards rate hikes rather than cuts.

Kevin Tran Nguyen
(420) 222 008 569
kevin_tran@kb.cz
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Key economic indicators
Macroeconomic indicators - long-term outlook
2023 2024 2025 2026 2027 2028 2029 2030

GDP real, % 0.2 1.1 2.7 2.1 2.6 2.6 24 22
Inflation average, % 10.8 2.4 2.5 21 2.6 1.8 2.1 2.0
Current account % of GDP -0.1 1.7 0.7 -0.6 0.0 0.6 0.9 1.0
3M PRIBOR average, % 71 5.0 3.6 3.7 3.9 3.4 3.1 3.1
EUR/CZK average 24.0 251 24.7 24.3 23.9 23.6 234 23.4
USD/CZK average 22.2 23.2 21.9 21.3 211 20.5 20.4 20.4
Source: CZSO, CNB, Macrobond, Economic & Strategy Research, Komer¢ni banka
Note: KB forecasts are in red
FX & interest-rate outlook

28-07-2026 Sep-26 Dec-26 Mar-27 Jun-27 Sep-27
EUR/CZK end of period 24.2 24.30 24.20 2410 24.00 23.85
EUR/USD end of period 1.14 1.12 1.11 1.11 1.13 1.14
USD/CZK end of period 21.2 21.70 21.80 21.70 21.20 20.90
3M PRIBOR end of period, % 3.9 3.85 3.85 3.85 3.85 3.85
10Y IRS end of period, % 4.6 4.40 4.45 4.55 4.55 4.60
Source: CNB, Macrobond, Economic & Strategy Research, Komeréni banka, SG Economic Research
Note: KB forecasts are in red
Monthly macroeconomic data

X-25 XI-25 XlI-25 1-26 1-26 m-26 IV-26 V-26 VI-26
Inflation (CPI) %, yoy 25 21 21 1.6 1.4 1.9 25 2.1 1.5
Inflation (CPI) %, mom 0.5 -0.3 -0.3 0.9 -0.1 0.6 0.5 0.1 -0.3
Producer prices (PPI) %, yoy -1.2 -1.3 -2.1 -3.0 -2.9 -1.1 1.0 1.5 1.3
Producer prices (PPI) %, mom -0.1 0.3 -0.2 -0.7 0.1 15 1.4 -0.1 -0.4
Unemployment rate % (MLSA) 4.6 4.6 4.8 5.1 5.2 5.0 4.9 4.8 4.8
Industrial production %, yoy, c.p. 1.8 -0.1 7.9 -0.5 1.0 3.9 1.5 -1.0 n.a.
Industrial sales %, yoy, current.p. -0.7 -1.7 4.5 -3.9 -0.5 2.3 1.4 -0.1 n.a.
Construction output %, yoy 71 52 5.3 -1.5 41 6.4 7.7 4.4 n.a.
External trade CZKbn (national met.) 221 1.2 14.2 18.6 21.4 29.7 8.2 9.9 n.a.
Current account CZKbn 13.6 -4.7 4.8 33.2 25.6 11.8 1.2 -38.3 n.a.
Financial account CZKbn 39.8 -15.0 1.8 43.2 9.1 141 24.7 -12.0 n.a.
M2 growth %, yoy 2.8 3.3 3.8 4.5 4.8 4.8 6.0 5.1 n.a.
State budget CZKbn (YTD cum.) -183.1 -232.5 -290.7 32.4 -16.9 -27.6 -106.1 -170.3 -183.6
PRIBOR 3M %, average 3.53 3.55 3.54 3.50 3.48 3.55 3.57 3.56 3.69
EUR/CZK average 24.3 24.2 243 24.3 24.3 24.4 24.4 24.3 24.2
USD/CZK average 20.9 21.0 20.7 20.7 20.5 211 20.9 20.8 21.0
Source: CZSO, CNB, MF, MLSA, Macrobond, Economic & Strategy Research, Komeréni banka
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Disclaimer

The information herein is not intended to be an offer to buy or sell, or a solicitation of an offer to buy or sell any securities. All information and
opinions have been obtained from or are based on sources believed to be reliable, but their completeness and accuracy are not guaranteed by
Komeréni banka, a.s., even though Komeréni banka, a.s. believes them to be fair and not misleading or deceptive. The views of Komeréni
banka, a.s. reflected in this document may change without notice.

Komeréni banka, a.s. and its affiliated companies may from time to time deal in, profit from the trading of, hold or act as market makers of
securities, or act as advisers, brokers or bankers in relation to securities or derivatives thereof emitted by persons, firms or entities mentioned

in this document.

Employees of Komer¢ni banka, a.s. and its affiliated companies, or individuals connected to them may from time to time have a position in or
be holding any of the investments or related derivatives mentioned in this document. The authors of this document are not authorized to acquire
the investment instruments mentioned in this document. This does not apply to cases when inrormation mentioned in this document represents
dissemination of an investment recommendation earlier produced by third parties according to Chapter Il of regulation (EU) 2016/958. Komer¢ni
banka, a.s. and its affiliated companies are under no obligation to provide any services to their clients on the basis of this document.

Komeréni banka, a.s. does not accept any liability whatsoever arising from the use of the material or information contained herein beyond what
is required by law. This research document is primarily intended for professional and qualified investors. Should a private customer obtain a
copy of this report, they should not base their investment decisions solely on the basis of this document and should seek independent financial
advice. The investors must make their own informed decisions regarding the appropriateness of their investments because the securities

discussed in this report may not be suitable for all investors.

The performance attained by investment instruments in the past may not under any circumstance serve as an guarantee of future performance.
The estimates of future performance are based on assumptions that may not be realized. Investment instruments and investments are
connected with different investment risks, the value of any investment can rise and fall and there is no guarantee for the return of the initial
invested amount. Investment instruments denominated in foreign currencies are also subject to fluctuations caused by changes in exchange
rates, which can have both positive and negative influences particularly on the prices of the investment instrument and consequently on the
investment return.

This publication is issued by Komeréni banka, a.s. which is a bank/stockbroker according to the applicable legislation and thus regulated by
the Czech National Bank. Komeréni banka, a.s. applies various measures to prevent conflict of interests in the process of creating this document
and other investment recommendations, such as the implementation of an appropriate internal separation including information barriers
between different departments of Komeréni banka, a.s. in compliance with the requirements imposed by applicable regulation. The employees
of Komer¢ni banka, a.s. proceed in accordance with the internal regulations governing conflict of interest.

The evaluation of employees creating this document is never by any means tied with the volume or profit of the trades with instruments
mentioned in this document done by Komercni banka, a.s., or the trades of Komer&ni banka, a.s. with the issuers of such instruments. However,
the evaluation of the authors of this document is linked to the profits of Komercni banka, a.s. which also partially include the results of trading
with investment instruments.

Information mentioned in this document are intended for the public and the document before its publication is not available to persons not
involved in the creation of this document. As per our practice, the issuers do not receive a copy of research reports prior to their publication.
Each author of this research report hereby states that (i) the views expressed in the research report accurately reflect his or her personal views
about any and all of the securities or issuers at stake.

This document and its contents is not designed for persons with permanent residence or seat in the United States of America and to persons
who are deemed as “U.S. persons”, as defined in Regulation S under the US Securities Act of 1933, as amended.

This document is not an investment recommendation according to Regulation (EU) No 596/2014 of the European Parliament and of the Council

on market abuse and does not constitute investment advisory according to Act no 256/2004 Coll., on Capital market undertakings as amended.

Please refer to our website http:\\www.trading.kb.cz for more details.
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