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Core Views

The Czech National Bank (CNB)’s decision on November 7 to intervene in the foreign
exchange market has led us to adjust our expectations for the CNB’s monetary policy
trajectory for 2014-2015. We now expect the authorities to continue with FX intervention
through the course of 2014, and to begin hiking rates in 2015. At the same time, we
reiterate our view that both demand-side and supply side disinflationary pressures have
run their course in Q413.

The prospects for a new left-populist coalition comprising the Social Democratic Party
(CSSD) and billionaire Andrej Babis’ ANO party should further support our expectation
for heightened spending, especially on infrastructure projects in 2014-2015. This should
help the gradual economic recovery, given that fixed investment has been the weak link
in the chain in the past few years. The Czech Republic is on a sustainable fiscal
trajectory in the coming years due to low deficits and public debt.

We reiterate our view that the country will continue to post modest current account
deficits for the foreseeable future. The country’s status as a regional safe haven will
ensure that stable financial inflows continue to cover the country’s external financing
needs.

Major Forecast Changes
We retain an upbeat outlook for the Czech economy in 2014-2015, and forecast real
GDP growth to come in at 1.5% in 2014 and 2.4% in 2015. However, our growth

forecast for 2014 remains below consensus as we do not believe export growth will be
as robust as consensus projections suggest.
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Key Risks To Outlook

A more pronounced slowdown in eurozone economic growth and in particular in
Germany would have a negative effect on the Czech Republic’s economic growth
trajectory. Owing to the high degree of trade integration with Germany, the Czech
Republic’'s economic recovery remains highly dependent on external demand
remaining relatively receptive to Czech exports.
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Executive Summary
Core Views

Major Forecast Changes
Key Risks To Outlook

CHAPTER 1: POLITICAL OUTLOOK

SWOT Analysis
BMI Political Risk Ratings
Domestic Politics
Deficit Financing A Point Of Contention
In a marked divergence from the austerity focus of the previous administration, the new
coalition government in the Czech Republic looks more growth-oriented and committed
to ramp up social spending.

Table: Political Overview
Long-Term Political Outlook
Further Western Integration Ahead
The Czech Republic will remain the most 'Western' of the CEE states over the next ten
years, with per capita income set to reach the level of poorer pre-2004 EU member
states by the early 2020s.

CHAPTER 2:ECONOMIC OUTLOOK

SWOT Analysis
BMI Economic Risk Ratings
Economic Activity
Below-Consensus On Growth
We retain an upbeat outlook for the Czech economy in 2014-2015, and forecast real
GDP growth to come in at 1.5% in 2014 and 2.4% in 2015.

Table: ECONOMIC ACTIVITY
Monetary Policy
Further Easing Remains Unlikely
Although inflation in the Czech Republic arrived at 0.2% y-0-y in January, we maintain
that further monetary easing is unlikely in 2014. The ongoing rebound in economic
activity will dissuade the monetary authorities from shifting the exchange rate target
further towards a weaker koruna.

Table: MONETARY POLICY
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Fiscal Policy
Fiscal Sustainability In Place
The Czech Republic's prospects for posting modest budget deficits over the next few
year remains respecTable even with the new centre-left administration, which has
pledged to ramp up spending.

Table: FISCAL POLICY
Balance of Payments
Modest Current Account Deficits Ahead
The Czech Republic will post modest current account deficits for the foreseeable future,
as the country's trade surpluses will be offset by its structural income deficits.

Table: BALANCE OF PAYMENTS (Euro)

CHAPTER 3: 10- YEAR FORECAST

The Czech Economy to 2023

Effective Convergence

The Czech Republic is forecast to remain a positive convergence story through the
coming 10 years, despite the severe adverse impact of the 2008-2009 global recession,
with the eurozone accession policy anchor contributing to steady progress in a long-
term government reform agenda, despite a target for accession yet to be decided.

tabl e: Long -Term Macro economic For ecasts

CHAPTER 4: BUSINESS ENVIRONMENT

SWOT Analysis

BMI Business Environment Risk Ratings

Institutions
TABLE: BMI BUSINESS AND OPERATION RISK RATINGS
TABLE: BMI LEGAL FRAMEWORK RATING
TABLE: LABOUR FORCE QUALITY

Infrastructure
TABLE: EMERGING EUROPE - ANNUAL FDI INFLOWS
TABLE: TRADE AND INVESTMENT RATINGS

Market Orientation

Operational Risk

CHAPTER 5: KEY SECTORS

Autos
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Table: Historical Data & Forecasts, 2010-2017

Table: Automotive Historical Data And Forecasts
Food & Drink

Table: Food Consumption Indicators - Historical Data & Forecasts, 2011-2018

Table: Alcoholic Drinks Volume/Value Sales - Historical Data & Forecasts, 2011-2018
Other Key Sectors

TABLE: Freight Key Indicators

TABLE: Oil and Gas Sector Key Indicators

TABLE: Infrastructure Sector Key Indicators

CHAPTER 6: BMI GLOBAL ASSUMPTIONS

Global Outlook
Global Growth Optimism Turning To Disappointment

Table: Global Assumptions

Table: Developed States, Real GDP GrowtH, %

Table: BMI VERSUS BLOOMBERG CONSENSUS REAL GDP GROWTH
FORECASTS, %

Table: Emerging Markets, Real GDP Growth, %
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