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Snap Czech Republic: CNB delivered frontloaded 
easing
As last time, the Czech National Bank delivered a higher-than-expected 
cut, 75 bp versus 50bp expected by the market. The new central bank 
forecast sees the Czech economy contracting by 8% this year. The CNB 
was not specific about preferred tools in the case of rates reaching zero
The CNB surprised the market today by delivering a 75bp cut vs 50bp expected. As revealed during 

the press conference, it was a 5:2 decision, where the minority supported just a 50bp cut. 

However, 50bp was recommended by the new forecast. As such, the CNB Board members decided 

to frontload monetary easing today, as the new forecast indicated more lowering of rates in the 

second half of the year.

0.25%
Lower than expected

2-week repo rate

from 2.25 in March

New forecast introduced
The new forecast expects Czech GDP to fall by 2% year on year in 1Q20, followed by an almost 

12% YoY decline in 2Q, which should be the bottom. For the whole year, the economy is expected 

to fall by 8%, and in 2021 it is expected to grow by 4.2%. EUR/CZK should remain stable at around 

27.5 till the end of 2021. Inflation is gradually slowing down close to 2% next year. A more detailed 

forecast will be published next week.

New liquidity measures in the pipeline
The CNB plans to introduce a new instrument for providing liquidity to non-banking institutions, in 

the form of a short-term loan pledged by the same securities as in the liquidity-providing repo 

operations. For credit institutions, including banks, the CNB plans to extend possible collateral used 

in liquidity-providing repo operations to include mortgage-backed securities. Liquidity-providing 

operations with a three-month maturity will also be introduced for credit institutions.

Bond buying not on the table now
Governor Rusnok did not want to anticipate what other tools the CNB could use if rates hit the zero-

lower bound, and only mentioned that the CNB will always have room to deliver more.  He 

mentioned it is necessary to wait for economic developments after the relaxation of restrictive 
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measures. However, the CNB does not see the need to supply liquidity to banks; ie, move closer to 

quantitative easing, which is backed by the legislation, but apparently is not a preferred option for 

the CNB right now.

The CNB probably hopes to weather the situation with standard tools
All in all, today's CNB decision to frontload rates lower beyond the forecast recommendation 

provides some chance that rates will remain stable for some time, at least in June, if economic 

developments will not disappoint the CNB forecast. Still, getting to a technical zero level in the 

second half of the year looks as a likely scenario now. However, the CNB probably hopes to 

weather the situation by keeping rates low for a longer period accompanied by a relatively weak 

koruna also delivering solid monetary easing, ie, without the need to launch QE or other non-

standard or more controversial measures like an FX-floor regime. This explains why the CNB does 

not want to be too specific about the next steps if the zero-lower bound is hit.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank 

N.V. ("ING") solely for information purposes without regard to any particular user's investment 

objectives, financial situation, or means. ING forms part of ING Group (being for this purpose ING 

Group NV and its subsidiary and affiliated companies). The information in the publication is not an 

investment recommendation and it is not investment, legal or tax advice or an offer or solicitation 

to purchase or sell any financial instrument. Reasonable care has been taken to ensure that this 

publication is not untrue or misleading when published, but ING does not represent that it is 

accurate or complete. ING does not accept any liability for any direct, indirect or consequential 

loss arising from any use of this publication. Unless otherwise stated, any views, forecasts, or 

estimates are solely those of the author(s), as of the date of the publication and are subject to 

change without notice. The distribution of this publication may be restricted by law or regulation 

in different jurisdictions and persons into whose possession this publication comes should inform 

themselves about, and observe, such restrictions. Copyright and database rights protection exists 

in this report and it may not be reproduced, distributed or published by any person for any 

purpose without the prior express consent of ING. All rights are reserved. The producing legal 

entity ING Bank N.V. is authorised by the Dutch Central Bank and supervised by the European 

Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial 

Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 

Amsterdam). In the United Kingdom this information is approved and/or communicated by ING 

Bank N.V., London Branch. ING Bank N.V., London Branch is subject to limited regulation by the 

Financial Conduct Authority (FCA). ING Bank N.V., London branch is registered in England 

(Registration number BR000341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person 

wishing to discuss this report or effect transactions in any security discussed herein should 

contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of 

ING, and which has accepted responsibility for the distribution of this report in the United States 

under applicable requirements.


