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The economy is bottoming, while the CNB will cut rates

In May, the macroeconomic data will unveil the economy in a free fall and bottoming in
April. The economy will probably start to expand again; however, the level of output is
very low and there are many obstacles for future growth. Therefore, the CNB will probably

cut interest rates further.

Upcoming indicators

Previous KB Release

Period figure forecast date
Purchasing Managers' Index points April 46.5 34.0 4.5.
Retail sales ex auto %, y oy March 7.4 4.3 6.5.
Industrial production %, yoy, swda March 0.9 -12.0 7.5.
Construction output %, y oy March 5.3 0.3 7.5.
External trade CZKbn March 22.4 19.6 7.5.
CNB Repo rate % 1.0 0.5 7.5.
Share of unemploy ed % April 3.0 3.5 12.5.
Inflation (CPI) %, mom April -0.1 0.1 13.5.
Inflation (CPI) %, y oy April 3.4 3.5 13.5.
Current account CZKbn March 29.9 12.9 14.5.
GDP %, doq 1Q20 0.5 -7.6 15.5.
GDP %, y oy 1Q20 2.0 -6.3 15.5.
Producer prices (PPI) %, mom April -0.5 -1.4 20.5.
Producer prices (PPI) %, y oy April 0.39 -1.70 20.5.

Source: CZSO, MLSA, Macrobond, Economic & Strategy Research, Komeréni banka

Purchasing manager’s index: Although manufacturing activity declined in March, we expect
the bulk of the decline to come in April as companies bore the full impact of economic

hibernation and their expectations worsened. Now that the economy has started to awaken
again we would expect to see an improvement in the coming months.

Retail sales: Estimating March’s retail sales is a challenging exercise this year. The

pandemic has significantly
altered consumer
behaviour. On the one hand,
bulk

buying food and drugs but,

people have been

on the other hand, they have
been buying fewer
essential items. Since mid-
March sales have been hit
hard by the forced closure of
the majority of stores,
switching instead to online

non-

commerce. We forecast a
4.3% yoy decline in March

Please see back page for important disclaimer

Consumer confidence declined sharply
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Czech retail sales, excluding car sales and c.11.5% including car sales, as car registrations fell
more than 30% in March.

Industrial production and foreign trade: In addition to the forced decline in activity in many
service industries, industrial manufacturers have naturally reacted to mitigate the impact
of the pandemic-induced
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of one extra working day, we
forecast a drop in industrial
production of 12.0%. We expect this to come hand in hand with a fall in exports and lower
imports. Declining oil imports and lower consumer demand also point to weaker imports. On
the trade balance front, we therefore expect a surplus of close to CZK20bn, i.e. an improvement
of CZK4bn.

as a whole, and adjusting for

Source: Reuters, CZSO, Macrobond, Economic & Strategy Research, Komeréni banka

Czech National Bank: We expect the Czech National Bank to cut its key repo rate by a
further 50bp to 0.50% at its regular monetary policy meeting on Thursday, 7 May. This is
based on our expectation that growth in foreign demand will recover only gradually, despite the
ongoing implementation of government measures to address the impact of COVID-19 on the
domestic economy. Our baseline scenario for the rest of 2020 is for interest rate stability,
but the risk is concentrated on the side of another rate cut. In 2021, when we expect the
Czech economy to grow again, we forecast a gradual tightening in monetary conditions, with
higher interest rates and a strengthening of the Czech koruna. However, we expect the koruna
to remain weak in the near term, probably below CZK28/EUR. We believe exchange rate
intervention would be the most likely way for the Czech Republic to roll out an unconventional
monetary policy. However, such as scenario is still a long way off, in our view.

The share of unemployed: Sooner or later, the economic decline will bring about a rise of
the unemployment rate. An inflexible labour market and measures supporting the economy
hinder a quick rise of the official number of unemployed people. In March, the unemployment
rate remained unchanged. At the same time, according to the statistical office, the number of
working hours dropped significantly, especially in the case of the self-employed rather than
employees. A week before the end of April, the Czech labour and social affairs minister
Malacova told the media that the unemployment rate for April would rise to 3.4%. Given the lag
of one week, we estimate 3.5%.
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Consumer prices: There are several contradictory effects on Czech consumer prices. The
decline of oil prices pushes fuel prices lower. Food prices are increasing. With a delay, the
weaker CZK is pushing

. ) Inflation will probably decelerate
consumer prices higher. The

higher excise taxes on 4%
tobacco and alcohol have 5%
not yet fully translated into

consumer prices. We should 2% / \/v\/
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inflation reading for May. For

April, on average, we expect 1%
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consumer prices to increase

0.1% mom and a slight

acceleration of yoy inflation

to 3.5%. The question remains of what quality data has been collected regarding price

statistics during the time of economic hibernation.

Inflation target

Monetary policy inflation (yoy) CPI (yoy)

Source: CZS0O, Macrobond, CNB, Economic & Strategy Research, Komeréni banka

GDP: Czech GDP is likely to drop significantly in 1Q20 as a result of the coronavirus
pandemic. We expect it to decrease 7.6% qoq and 6.3% yoy. This will happen despite the
eased monetary policy and supportive fiscal measures. The economic lockdown affected most
services and retailers, and also led some manufacturers in the automotive industry to
preemptively halt production. As regards the expenditure components, household consumption
and investment are expected to weigh on GDP most significantly. The flash GDP estimate for
1Q will be available on 15 May.
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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 Ill 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. Komer¢ni 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 Komer¢ni banka, a.s. in compliance with the requirements imposed by applicable regulation. The employees
of Komeréni 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 Komeréni banka, a.s., or the trades of Komeréni 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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