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The CNB extends its FX rate commitment until 2017 

The Czech central bank’s interest rates remain unchanged but its exchange rate 

commitment to defend the EUR/CZK floor remains in place. However, the exit from 

the quasi-fixed FX policy has been postponed until the first half of 2017. We consider 

February 2017 as the earliest possible date of the exit. It is however worth 

mentioning that the exit will most likely be approved by different board members. As 

much as two new board members are to be named in July 2016 (including CNB’s 

governor Singer), another two in February 2017. 

The latest forecast available to the CNB Board at its February meeting envisages 

exchange rate stability at current levels and the use of the exchange rate as a 

monetary policy instrument until the end of 2016. Nevertheless, the CNB Board’s 

statement clearly indicates an extension of its exchange rate commitment until the 

first half of 2017, i.e., it will certainly not end before 2017, as specified in the 

statement. This is a clear conclusion, consistent with favourable inflation 

developments, the eased monetary policy of the ECB and, after all, also with our 

forecasts. In addition, with this explicit extension of its exchange rate commitment, 

the CNB Board has provided itself with enough latitude so it will not have to change or 

update this commitment anymore at least during this half of the year. The latest 

forecast does not envisage the return of inflation to the target before early 2017, with 

inflation not significantly diverging from it afterwards either. After all, even ‘core 

inflation’ (adjusted inflation excluding fuels), to which the CNB has started to pay 

increasing attention, may approach the target next year according to the CNB. 

Apart from the latest forecast and its exchange rate commitment the Bank Board also 

discussed the possibility of introducing negative interest rates. The debate was 

triggered by widening of the interest rate differential vis-à-vis the euro area and 

developments in domestic financial markets. We don't expect negative CNB's rates 

based on two main preconditions: 1) no significant ECB's rate cut (only -10/15bps), 2) 

monthly FX interventions of the CNB at ‘only’ current levels, not significantly larger. 
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Interest-rate Swap Curves 


