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On the first day of April the so called hard commitment of the CNB will vanish. 
Hard commitment is a verbal promise of the CNB not to scrap the FX commitment 
to “intervene in the foreign exchange market to weaken the koruna so as to main-
tain the exchange rate close to CZK 27 to the euro” before April 2017. As re-
cently stated by the CNB governor Jiøí Rusnok “anything can happen” after the 
first quarter.

The end of FX commitment comprises two main questions: when will it happen 
and what will follow?

When will the CNB let the currency appreciate to below EUR/CZK 27.0?

Many times over the past months the Czech National Bank board members in line 
with the CNB macroeconomic forecasts repeated they expected to let the CZK 
appreciate by mid-2017. By fulfilling that statement precisely the CNB would in-
crease its credibility. Additionally, recent spikes in speculative inflow (in January 
the CNB had to intervene with EUR 14.5 bn) have increased pressure on the CNB 
regarding the timeframe for abandoning. Then again the CNB stated that the in-
crease of the foreign exchange reserves is not an argument for the end of inter-
vention. But the recent buildup of the FX reserves has been clamorous and hard-
ly without a psychological impact on the CNB decision making. The threat of sub-
stantial future loss stemming from CZK appreciation is real. From a macroeconom-
ic perspective there is not a huge difference if the CZK is released now or a cou-
ple of months later. The key variable for the abandoning will be the development 
of inflation or generally the question whether the economy seems ready for the 
abandoning. 
Until recently we expected that the CNB would be waiting for more evidence of in-
flation sustainably reaching the inflation target of 2% yoy. The CPI reached 2.5% 
yoy in February, thus 0.4pp above the forecast of the central bank. In March infla-
tion, which will be released on the 10 April will probably rise a bit further. Nev-
ertheless, we continue to think that the evidence of inflation sustainably reaching 
the inflation target will not be sufficient already in Q2. In fact, with the abandon-
ing of the FX regime that would have deflationary effects due to an appreciating 
CZK we forecast inflation to drop to below 1.5% yoy over the next 12 months. 
That would be within the range of the 2% +/- 1 percentage point CNB target, but 
there is a considerable risk that inflation might fall below this range. Despite this 
risk the economy looks ready to get rid of this artificial FX regulation. And from the 
CNB wording it seems that the CNB is expecting to be “done” in 3 – 4 months. 
But there are somewhat deviating views inside the monetary council as well. CNB 
board member Mojmir Hampl recently stated that it might be safer to exit a bit lat-
er. However, between the two possible ways of thinking we guess that the natu-
ral wisdom (the economy does not need artifi cial currency depreciation) will out-
weigh the infl ation mantra and the 7 board members will abandon the FX com-
mitment rather sooner than later. 
The majority of the market is now expecting the CNB to abandon the FX commit-
ment in Q2 2017. We have also shifted our expectation of FX regime abandon-
ing into the second quarter from previous H2 2017 despite the fact that we see a 
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risk of lower inflation within the next 12 months. The uncertainty of the exact tim-
ing within the second quarter is high. However, we guess that the CNB will be 
waiting at least for some new data on inflation and for at least some glimpse of the 
new CNB forecast which will be finished by May. Therefore the exit in May makes 
the most sense to us. What is important is that the abandoning decision will not 
be confi ned to the monetary policy meeting. Governor Rusnok stated that the de-
cision would occur in a standard way. That means that the board members will 
congregate and decide. Theoretically such a meeting can happen at any time but 
as it should be followed by a public announcement and information to the market 
it makes sense to expect that it should not be during weekends or public holidays 
when the market could not absorb the shock.

What will happen after the exit?

Taking into account only fundamental economic variables the CZK is looking un-
dervalued. According to our estimates of the fair-value EUR/CZK the undervalua-
tion might be as much as 12%. On the graph we illustrate the fair value range for 
the CZK as a difference between several methods for calculating the equilibrium 
exchange rate (such as BEER or NATREX). Nevertheless, in the short-term the fun-
damental variables will play only a second-tier role when it comes to the FX deter-
mination. Two variables will be of most importance: a) the behavior of the biggest 
speculators in the CZK market and b) the behavior of the CNB. 
Since the inception of the FX commitment the foreign exchange reserves increased 
by EUR 70 bn to EUR 105 bn by February 2017. By March the figure is estimat-
ed to be higher by some EUR 10 bn. The speculation is visible on the government 
bond market as well. The share of the non-residents ownership on the CZK gov-
ernment bonds increased to around 40%, up from 11% in 2013. That is an in-
crease of around CZK 370 bn or EUR 14 bn. Given the increase of the bank de-
posits the estimated volume of the speculative hot money might be in a wide range 
of EUR 25 bn to EUR 45 bn. Given the fact that the real yearly demand for the 
CZK as represented by the current account surplus is around EUR 2 bn we see a 
substantial risk that speculators could have to wait an extended period of time or 
even several years to reach expected profit or close the position with loss or only 
smaller gains. Therefore EUR/CZK volatility after the exit will probably be very 
high, in our view mostly within a 10% range, but not significantly higher as other-
wise the CNB would start intervening to curtail CZK volatility. That said we expect 
that in a very short-term horizon of several days the CNB will not be active on the 
market unless the appreciation or depreciation is extreme (double-digit percent). 
In case of strengthening to below EUR/CZK 26.0 the appetite for closing the long 
CZK positions by speculators would probably get very high. Therefore we would 
expect EUR/CZK to have a ceiling somewhere around 26.0. 
On the other hand there could even be an unexpected effect of short-term depre-
ciation above EUR/CZK 27.0. This could cause a sell-off, activating automatic 
stop-losses that could only increase the fluctuation on the market where the liquid-
ity might get very thin unless the CNB is willing to sell part of its EUR reserves. 
Shortage of liquidity and wider bid-ask spreads is an important risk for the posi-
tions in EUR/CZK. 
The above mentioned increased foreign ownership of the CZK government bonds 
will also lead to bigger fluctuations of the CZGB as well. We expect that the 2y 
CZGB yield will return to positive territory and the spread of the CZGB vis-á-vis 
German Bunds will slightly increase.
After a likely phase of significant short-term fluctuations the CZK should return to 
a longer term appreciation trend. At the end of 2017 we expect the EUR/CZK 
slightly below 26.0. The behavior of the CNB so far suggests that the risk of intro-
duction of the negative interest rates is very low.  
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Exchange rate forecasts

current1 Jun-17 Sep-17 Dec-17

EUR/CZK2 27.0 26.0 26.5 25.9

Bloomberg 
median 
consensus

26.9 26.3 26.2

EUR/CZK 
Forward 26.9 26.9 26.8

USD/CZK2 24.9 25.2 26.0 25.4

Bloomberg 
median 
consensus

25.5 24.9 24.6

Forward 24.8 24.6 24.5
2015 2016 2017 2018

EUR/CZK, 
avg. 27.3 27.0 26.5 25.5

USD/CZK, 
avg. 24.6 24.4 25.7 24.3

1) current as of 27 March 2017; 13:21 CET
2) forecast Raiffeisen RESEARCH
Source: Bloomberg, RBI/Raiffeisen RESEARCH
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Warnings

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

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

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

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

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

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

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

Disclosure of circumstances and interests which may jeopardise the objectivity of RBI:
www.raiffeisenresearch.com/disclosuresobjectivity

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

Investment recommendation Column A
Basis: All recommendations for all fi nancial instruments 

(last 12 months)

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

Buy recommendations 46.6% 61.5%

Hold recommendations 35.9% 38.5%

Sell recommendations 17.5% 0.0%

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

RBI is a credit institution according to §1 Banking Act (Bankwesengesetz) with the registered office Am Stadtpark 9, 1030 Vienna, Austria.

Raiffeisen RESEARCH is an organisational unit of RBI.

Supervisory authority: As a credit institution (acc. to § 1 Austrian Banking Act; Bankwesengesetz) Raiffeisen Bank International AG is subject to the supervision 
by the Austrian Financial Market Authority (FMA, Finanzmarktaufsicht) and the National Bank of Austria (OeNB, Oesterreichische Nationalbank). Addition-
ally, RBI is subject to the supervision by the European Central Bank (ECB), which undertakes such supervision within the Single Supervisory Mechanism (SSM), 
which consists of the ECB and the national responsible authorities (Council Regulation (EU) No 1024/2013 - SSM Regulation). Unless set out herein explicitly 
otherwise, references to legal norms refer to norms enacted by the Republic of Austria.

This document is for information purposes and may not be reproduced or distributed to other persons without RBI’s permission. This document constitutes neither 
a solicitation of an offer nor a prospectus in the sense of the Austrian Capital Market Act (Kapitalmarktgesetz) or the Austrian Stock Exchange Act (Börsege-
setz) or any other comparable foreign law. An investment decision in respect of a financial instrument, a financial product or an investment (all hereinafter 
“product”) must be made on the basis of an approved, published prospectus or the complete documentation for such a product in question, and not on the ba-
sis of this document.

This document does not constitute a personal recommendation to buy or sell financial instruments in the sense of the Austrian Securities Supervision Act (Wertpa-
pieraufsichtsgesetz). Neither this document nor any of its components shall form the basis for any kind of contract or commitment whatsoever. This document is 
not a substitute for the necessary advice on the purchase or sale of a financial instrument, a financial product or advice on an investment. In respect of the sale 
or purchase of one of the above mentioned products, your banking advisor can provide individualised advice suitable for investments and financial products.

This analysis is fundamentally based on generally available information and not on confidential information which the party preparing the analysis has ob-
tained exclusively on the basis of his/her client relationship to a person. 

Unless otherwise expressly stated in this publication, RBI deems all of the information to be reliable, but does not make any assurances regarding its accuracy 
and completeness. 

In emerging markets, there may be higher settlement and custody risk as compared to markets with established infrastructure. The liquidity of stocks/financial 
instruments may be influenced, amongst others, by the number of market makers. Both of these circumstances can result in elevated risk in relation to the safety 
of investments made in consideration of the information contained in this document.

The information in this publication is current as per the latter’s creation date. It may be outdated by future developments, without the publication being changed. 

Unless otherwise expressly stated (www.raiffeisenresearch.com/special_compensation), the analysts employed by RBI are not compensated for specific in-
vestment banking transactions. Compensation of the author or authors of this report is based (amongst other things) on the overall profitability of RBI, which 
includes, inter alia, earnings from investment banking and other transactions of RBI. In general, RBI forbids its analysts and persons reporting to the analysts 
from acquiring securities or other financial instruments of any enterprise which is covered by the analysts, unless such acquisition is authorised in advance by 
RBI’s Compliance Department.

RBI has put in place the following organisational and administrative agreements, including information barriers, to impede or prevent conflicts of interest in re-
lation to recommendations: RBI has designated fundamentally binding confidentiality zones. These are typically units within credit institutions, which are iso-
lated from other units by organisational measures governing the exchange of information, because compliance-relevant information is continuously or tempo-
rarily handled in these zones. Compliance-relevant information may fundamentally not leave a confidentiality zone and is to be treated as strictly confidential 
in internal business operations, including interaction with other units. This does not apply to the transfer of information necessary for usual business operations. 
Such transfer of information is limited, however, to what is absolutely necessary (need-to-know principle). The exchange of compliance-relevant information be-
tween two confidentiality zones may only occur with the involvement of the Compliance Officer.

SPECIAL REGULATIONS FOR THE UNITED KINGDOM OF GREAT BRITAIN AND NORTHERN IRELAND (UK): 

This document does not constitute either a public offer in the meaning of the Austrian Capital Market Act (Kapitalmarktgesetz; hereinafter „KMG“) nor a pro-
spectus in the meaning of the KMG or of the Austrian Stock Exchange Act (Börsegesetz). Furthermore, this document does not intend to recommend the pur-
chase or the sale of securities or investments in the meaning of the Austrian Supervision of Securities Act (Wertpapieraufsichtsgesetz). This document shall not 
replace the necessary advice concerning the purchase or the sale of securities or investments. For any advice concerning the purchase or the sale of securities of 
investments kindly contact your RAIFFEISENBANK. This publication has been either approved or issued by RBI in order to promote its investment business. Raif-
feisen Bank International AG (“RBI”), London Branch is authorised by the Austrian Financial Market Authority and subject to limited regulation by the Financial 
Conduct Authority (“FCA”). Details about the extent of its regulation by the FCA are available on request. This publication is not intended for investors who are 
Retail Customers within the meaning of the FCA rules and shall therefore not be distributed to them. Neither the information nor the opinions expressed herein 
constitute or are to be construed as an offer or solicitation of an offer to buy (or sell) investments. RBI may have affected an Own Account Transaction within 
the meaning of FCA rules in any investment mentioned herein or related investments and/or may have a position or holding in such investments as a result. 
RBI may have been, or might be, acting as a manager or co-manager of a public offering of any securities mentioned in this report or in any related security. 

SPECIFIC RESTRICTIONS FOR THE UNITED STATES OF AMERICA AND CANADA: This document may not be transmitted to, or distributed within, the United 
States of America or Canada or their respective territories or possessions, nor may it be distributed to any U.S. person or any person resident in Canada, 
unless it is provided directly through RB International Markets (USA) LLC (“RBIM”), a U.S. registered broker-dealer, and subject to the terms set forth below.

SPECIFIC INFORMATION FOR THE UNITED STATES OF AMERICA AND CANADA: This research document is intended only for institutional investors and is 
not subject to all of the independence and disclosure standards that may be applicable to research documents prepared for retail investors. This report was 
provided to you by RB International Markets (USA) LLC (RBIM), a U.S. registered broker-dealer, but was prepared by our non-U.S. affiliate Raiffeisen Bank In-
ternational AG (RBI). Any order for the purchase or sale of securities covered by this report must be placed with RBIM. You can reach RBIM at 1177 Avenue 
of the Americas, 5th Floor, New York, NY 10036, phone +1 212-600-2588. This document was prepared outside the United States by one or more analysts 
who may not have been subject to rules regarding the preparation of reports and the independence of research analysts comparable to those in effect in the 
United States. The analyst or analysts who prepared this research (i) are not registered or qualified as research analysts with the Financial Industry Regulatory 
Authority (“FINRA”) in the United States, and (ii) are not allowed to be associated persons of RBIM and are therefore not subject to FINRA regulations, includ-
ing regulations related to the conduct or independence of research analysts.

The opinions, estimates and projections contained in this report are those of RBI only as of the date of this report and are subject to change without notice. The 
information contained in this report has been compiled from sources believed to be reliable by RBI, but no representation or warranty, express or implied, is 
made by RBI or its affiliated companies or any other person as to the report’s accuracy, completeness or correctness. Securities which are not registered in the 
United States may not be offered or sold, directly or indirectly, within the United States or to U.S. persons (within the meaning of Regulation S under the Secu-
rities Act of 1933 [“the Securities Act”]), except pursuant to an exemption under the Securities Act. This report does not constitute an offer with respect to the 
purchase or sale of any security within the meaning of Section 5 of the Securities Act and neither shall this report nor anything contained herein form the ba-
sis of, or be relied upon in connection with, any contract or commitment whatsoever. This report provides general information only. In Canada it may only be 
distributed to persons who are resident in Canada and who, by virtue of their exemption from the prospectus requirements of the applicable provincial or ter-
ritorial securities laws, are entitled to conduct trades in the securities described herein. 

EU REGULATION NO 833/2014 CONCERNING RESTRICTIVE MEASURES IN VIEW OF RUSSIA’S ACTIONS DESTABILISING THE SITUATION IN UKRAINE

Please note that research is done and recommendations are given only in respect of financial instruments which are not affected by the sanctions under EU reg-
ulation no 833/2014 concerning restrictive measures in view of Russia’s actions destabilising the situation in Ukraine, as amended from time to time, i.e. fi-
nancial instruments which have been issued before 1 August 2014. 

We wish to call to your attention that the acquisition of financial instruments with a term exceeding 30 days issued after 31 July 2014 is prohibited under EU 
regulation no 833/2014 concerning restrictive measures in view of Russia’s actions destabilising the situation in Ukraine, as amended from time to time. No 
opinion is given with respect to such prohibited financial instruments.

INFORMATION REGARDING THE PRINCIPALITY OF LIECHTENSTEIN: COMMISSION DIRECTIVE 2003/125/EC of 22 December 2003 implementing Direc-
tive 2003/6/EC of the European Parliament and of the Council as regards the fair presentation of investment recommendations and the disclosure of conflicts 
of interest has been incorporated into national law in the Principality of Liechtenstein by the Finanzanalyse-Marktmissbrauchs-Verordnung.

If any term of this Disclaimer is found to be illegal, invalid or unenforceable under any applicable law, such term shall, insofar as it is severable from the re-
maining terms, be deemed omitted from this Disclaimer. It shall in no way affect the legality, validity or enforceability of the remaining terms. 
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