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Czech producer prices spell pain for
consumers

Producer prices in both industry and agriculture surprised on the upside
in September, and their annual growth rates are not expected to peak
until 2027. Pricing in these underlying segments will eventually filter
through to consumer prices. Higher policy rates are therefore to be
expected, though softening economic output will limit how high they go

Producer prices set to accelerate

Czech industrial producer prices surged 3.7% year-on-year in September and gained 1.2%
month-on-month, with both figures coming in above market expectations. Agricultural
producer prices remained in an annual decline, down 7.2% YoY but up 3.2% on the month.
Construction prices were 3.9% higher than a year earlier, and increased 0.3% MoM. Prices of
market services for businesses rose 3.1% YoY, and jumped 1.7% MoM in September.

Protracted conflicts make production pricier
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The strong price increase in both industry and agriculture came as an upward surprise to our
relatively upbeat expectations. Taking the latest data into account, we expect annual industrial
producer price growth to peak above 6% in January, while agricultural producer price growth is
set to climb above 12% by the middle of next year. And yes, with these underlying price
pressures set to filter through to CPI sooner or later, consumers may soon have to dig a little
deeper into their pockets.

Rising input costs put pressure on food prices

CZ - Food CPI and agricultural producer prices (% YoY, ING)
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Taking all this on board, our forecast of headline inflation averaging 3.4% next year and
peaking at around 4% in February looks about right. With second-round effects starting to
materialise as businesses find it increasingly difficult to absorb cost pressures in their margins,
we also expect core inflation to average just below 3% in 2027, after peaking at around 3.5%



THINK Economic and financial analysis

early next year. Regarding the core rate, we are about to see two opposing forces at work: the
upward effect of the weaker koruna and surging import prices will be somewhat mitigated by
softening house price growth. However, we expect the dampening effect of the housing
market to come through with a longer lag than the impact of more expensive imported goods.

Policy rates in search of new equilibrium

So, the policy rate is set to rise to counter the acceleration in consumer price growth. However,
don't get too carried away: the sky is not the limit for rates, given the already

weakening economic performance. To put it bluntly: real purchasing power, profitability, and
economic activity will take a beating, which will not allow for as many hikes as the markets are
pricing right now. Indeed, a negative supply shock takes its toll on both inflation and economic
output. The former comes first, and the latter follows suit, especially if the shock morphs into
something much more persistent. Yes, even ugly scenarios can become reality, and not just in
the realm of Morpheus. What do they call it: the new normal? Welcome to a world

where policy rates are searching for a fresh equilibrium.

Inter arma silent musae (and so do profit margins)

In times of war, the Muses fall silent. For businesses, conflict is also taking a toll on profitability.
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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 N.V. 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. 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 authorised by the Prudential Regulation Authority and is subject to requlation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) 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.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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