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As soon as we identified in June 2018 
that then-CNB Gov. Jiří Rusnok was 
implementing an unannounced policy of 
revaluing the crown through the use of 
interest rates, we started 
warning readers about 
what this could mean 
for crown borrowers. 
This type of monetary 
tightening, after more 
than three years of 
monetary easing, would 
drive up mortgage rates 
and eventually lead to 
a large number of fore-
closures. As property 
prices fell, some bor-
rowers would go under 
water: Their property 
would be worth less 
than what they owed on 
it. This isn't yet the case, 
but it soon could be.

Czechs were led into 
an interest-rate trap. We 
explained in Feb. of this 
year that the low interest 
rates and weak crown 
during the devaluation 
period of 2013-2017 
taught Czechs to borrow 
and spend. The CNB's 
key interest rate at the 
time of the devaluation 
was 0.05%, and the aver-
age mortgage rate was 
around 3%. By the time 
the official devaluation 
ended in April 2017, 
the average mortgage 
rate had fallen to below 
2%. During those 41 months, Czechs 
increased their borrowing by 25%, to Kč 
1.6 trillion. The splurge has continued, 
and household borrowing is now Kč 2.2 
trillion. That's an increase of 70% since 
the devaluation began in Nov. 2013.

Interest rates have been rising since 
June of last year, and the average mort-
gage rate is currently 6.28%. Blesk tabloid 
concluded at the end of July that Czechs 
are now in a state of mortgage poverty. 
Every one-point increase in the mortgage 
rate adds Kč 1,500-2,000 per month to the 
average mortgage payment, Blesk said.

Interest rates have now stabilized, at 
least temporarily, but potential borrowers 
remain hesitant because of the demands 
of higher price inflation on their budgets. 
The same CNB that was telling people in 
2013-2017 to spend, spend, spend, is now 
telling them to cut back.

Corporate borrowers with euro rev-
enue have the option of taking out loans 
in euros and are increasingly doing so. 
They and their bank are basically betting 

that euro 
interest rates 
will continue 
to lag behind 
Czech rates and that the crown will 
remain strong. New CNB Gov. Aleš Michl 
has stated that interest rates will remain 
high - even if they did not rise last week 
- and that currency intervention in favor 
of the crown will continue. This stated 
policy serves to encourage companies to 
continue to borrow in euros.

The CNB's new forecast, which was 
presented by analysts last Fri., assumes a 
weakening of the crown next year to close 
to Kč 26/euro, although Board Member 
Jan Frait said (at the 56:25 mark) that this 
is more a "technical projection" than a 
forecast. This seemed to us to mean that 
it does not take into account the full effect 
of possible currency intervention.

As we wrote last week, the CNB is 
downplaying the impact of a complete 
disruption in the supply of Russian 
natural gas. Yet the EU Council stated this 

week in its gas-reduction regulation that, 
"The Union should ... anticipate such a 
risk and prepare, in a spirit of solidarity, 
for the possibility of a full disruption of 
gas supply from Russia at any moment."

Likewise, euro borrowers should pre-
pare for the possibility of a sharp depre-
ciation of the crown and the inability or 
unwillingness of the CNB to continue to 
prop it up. Euro borrowers, like mortgage 
borrowers before them, could be get-
ting themselves into a trap of the CNB's 
making. A euro loan at Kč 24/euro isn't 
the same as one at Kč 30/euro, esp. if the 
matching euro revenue starts drying up.

Mortgage poverty doesn't need to be 
followed by euro poverty. Fool me once....
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