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KIEVICHA!
POLICY OF THE CZECH NATIONAL BANK ON THE REAL ESTATE MARKET
DOI: 10.32620/cher.2021.4.10

Formulation of the problem. Nowadays, when we still see the impact of COVID not only in the Czech
Republic, but all over the world, when the value of money is constantly decreasing due to inflation and negative
trends in the economy, people usually try to save their savings where they are confident that they will not lose
value. The purpose of the article is to characterize the policy of the Czech National Bank in relation to the real
estate market. Research hypothesis. The population of the Czech Republic now perceives housing as a safe haven
and protects their savings by buying real estate. That is why, according to practicing economists, the great interest
of Czechs in investing in real estate will continue in the coming years. Presentation of the main material. Wealthy
people in the Czech Republic are now investing their money in apartments to protect their savings from inflation,
which was largely fueled by covid restrictions. Rising inflation and volatility in world currencies is a serious blow
to those who keep their savings in cash, so people want to own any asset that has any hope of going up. Originality
and practical significance of the research. It has been proven that overheated markets sometimes collapse with
dire consequences for a country's economy. And this is the responsibility of the regulators, who must anticipate
and prevent such trends in the markets. Conclusions and prospects for further research. The current situation with
the pandemic has not affected the real estate market, which is perhaps surprising. The population of the Czech
Republic now perceives housing as a safe haven and protects their savings by buying real estate. The main task
today of all financial market regulators, not only in the Czech Republic, but all over the world, is and will be the
task of preventing a sharp collapse of the formed bubbles, including the real estate market.

Key words:

value of money, inflation, real estate market, mortgage, discount rate, lending volume.

IHOJITUKA YECBKOI'O HAHIOHAJIBHOI'O BAHKY IIOAO
PUHKY HEPYXOMOCTI

Ilocmanosxa npobnemu. B panuii yac, Koiu MU, SIK 1 paHille, CIIocTepiraeMo BIUIMB covid He TUIBKH B
Yecpkilt PecrryOoimi, ane i y BCbOMY CBITI, KOJIM BapTiCTh TPOIICH MOCTIHHO 3HMKYETHCS uepe3 THQIIALI Ta
HETraTUBHI TEH/ICHIIIT B EKOHOMIIIi, JIFOJIU 3a3BUYail HAMAraloThCs 30€perTH CBOi 3a0LIaKEHHS TaM, JIe BOHH BIICB-
HEHI 1110 BOHU HE BTPATATh WiHHICTE. Mema cmammi — oXapakTepuzyBaTu noiituky HarionansHoro 6anky Yexii
IOJI0 PUHKY HEPYXOMOCTI. [ inomesa docuioxcenns. Hacenenns Uexii cripuiiMae 3apa3 KUTIIO K Oe3MeUHy ra-
BaHb Ta 3aXMIIa€ CBOI 3a0IIaHKEHHs MIIIXOM KymiBii HepyxoMocTi. CaMe ToMy, Ha TyMKY €KOHOMICTiB-TIpaK-
THUKIB, BEJIMUE3HUN iHTEpEC YeXiB IO IHBECTYBAHHS B HEPYXOMICTh HAHOMIKIMMHU pOKaMHU 30epekeTbes. Buxnad
0CHOBHO20 Mamepiany. 3abe3nedueHi Jroau Yexii 3apa3 BKIaJalOTh CBOI TPOII B KBAPTHPH, 10O 3aXUCTUTH CBOT
3a011a/KCHHS BT IHQIIALIT, K1l 6araTo B 4OMY CITPHSUTH KOBHHI 0OMeXeHHs. 3pocTaroda iHGIIAIIS 1 HecTa0lib-
HICTh CBITOBHX BalIOT — Ii¢ CEpHO3HUI yaap Mo THX, XTO 30epirae cBOi 3a0IIaKEHHS B TOTIBKOBUX IPOIIOBHX
OJIMHHMIISIX, TOMY JIFOJM XOUYTh BOJNOMITH OyIb-SIKUMH aKTHBaMH, sIKi MalOTh XOU SKyCh HaJil0 Ha MiJABHIICHHS.
OpucinanvHicms ma npakmuine 3HauyeHus: 0ocaioxcents. JIoBeIeHO, O MeperpiTi PUHKHA 1HOI «CXJIOMYIOTHCS
3 )KaxJINBUMH HACITIJIKaMH eKOHOMIKH KpaTHH. A 1€ BXKe BiAMOBIAAIBHICTh PETYIIATOPIB, SKi MIOBUHHI TIepeadayaTi
1 3am00iraTé MoIiIOHUM TEHJICHIIISIM HA PUHKAX. BucHo8Ku ma nepcnekmusu nooaisuux 0ocuiodxcens. [lorouna
CHUTYallis 3 MaHAEeMI€I0 He BIUIMHYIA Ha PHHOK HEPYXOMOCTI, 10, MalyTh, 1 tuBHO. Hacenenus Yexii cnpuiiMae
3apas3 KUTJIO SIK Oe3MeuHy raBaHb Ta 3aXHIIA€ CBOI 3a0IIaKCHHS IIUIIXOM KYIIBIII HEPYXOMOCTi. ] '0JIOBHUM 3aB-
JAHHSM CBHOTOJIHI BCIX PEryiaTopiB (iHAHCOBOTO PUHKY HE TiNbKH B Yechkiil PecmyOuini, a f y BChbOMY CBITI, € i
Oynie 3aBIaHHS OO 3ar00iraHHs Pi3KOMY XJIOIYBaHHIO OyJb0amIoK, IO YTBOPHIINCS, Y TOMY YHCI W PHHKY
HEPYXOMOCTI.
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HOJINTUKA YEHLICKOT'O HAIIMOHAJIBHOI'O BAHKA B OTHOIIEHUHN
PBIHKA HEABU/XKNMOCTHA

Ilocmanoska npobaemwi. B HacTosIee BpeMs, KOIja Mbl IO-IIPEeXHEMY HaOt0aeM Bo3aeicTBHe covid He
TonbKo B Yemickoii Pecmy0inke, HO M BO BCEM MUpeE, KOT/1a CTOUMOCTb JI€HET MOCTOSHHO CHUYKAETCsl U3-3a UH-
(AN ¥ HEraTHBHBIX TEHACHIUI B SKOHOMHUKE, IO OOBIYHO MBITAIOTCS cOepedb CBOM COEpEeXCHUS TaM, T
OHU YBEPEHBI, UTO OHU HE MOTEPSAIOT LIEHHOCTh. [Jens cmambu — 0XapaKTepu30BaTh NONUTUKY HarmonansHOro
6aHka Uexuu B OTHOLIEHUH PBIHKA HEABUKUMOCTH. [ unomesa ucciedosanus. Hacenenune Uexuu BOCIIPUHIMAET
ceifyac KHIbE KaKk 0€30MacHyIO raBaHb U 3aIIMINAET CBOU cOepexeHHs IMyTéM MOKYITKH HeBIDKUMOCTH. VIMeHHO
MOATOMY, 110 MHEHHIO IIPAKTUKYIOIIIX YKOHOMHICTOB, OTPOMHBIH HHTEPEC YEX0B K HHBECTUPOBAHHIO B HEJIBIIKH-
MOCTb B ONmkailine roisl COXpaHUTCS. M3nooicenue ocnosno2o mamepuana. ObecniedeHHble moau Yexuu
BKJIAIBIBAIOT CEHYac CBOM AEHBIH B KBapPTHPHI, YTOOBI 3AIIUTUTH CBOU COEPEXEHHS OT MHQIIAINU, KOTOPOH BO
MHOTOM CIOCOOCTBOBAIM KOBHIHBIE OrpaHHdeHHs. PacTymas HHOIANS 1 HeCTaOWIFHOCTh MUPOBBIX BAIOT —
3TO CepbE&3HBIN yaap Mo TeM, KTO XPAHUT CBOM COEPEXEHUsS! B HAINYHBIX ACHEXKHBIX €IUHUIAX, TOITOMY JIOIU
XOTSIT BIAJCTh TIOOBIMU aKTUBAMHU, KOTOPBIE UMEIOT XOTh KaKyr0-TO HaJIeXK 1y Ha MOBbIIIeHUE. OpucuHanbHOCms
u npaxmuieckoe sHaienue ucciedosanus. Jloka3zaHo, 9TO MeperpeThie PHIHKH HHOTA «CXJIOMBIBAIOTCS C yXkKa-
CAIOIIUMH NTOCTIEACTBUAMHE ISl 3KOHOMHKH CTPAHBL. A 3TO yXe OTBETCTBEHHOCTh PETYJIATOPOB, KOTOPHIE JOJKHEI
HpeaBUIETh U IPENOTBPALIATh M0J00HBIE TEHACHIUH Ha PhIHKAX. Be1600bl u nepcnekmugsbl 0anbHeuux uccie-
Oosanuii. Texymasi cuTyanus ¢ aHAeMHUel He MOBNUIA Ha PBIHOK HEABMKUMOCTH, YTO, BOSMOXHO, M YIUBH-
TenbHO. Hacenenue Yexuu BoclipuHUMAET ceifdac )KMIIbE Kak 0€30M1aCHYIO FaBaHb U 3alIMINAECT CBOU COEPEKEHNA
MyTEM MOKYIKH HEBHKUMOCTH. | TaBHOH 3a/1aueil ceroHs Bcex peryysTopoB (PMHAHCOBOTO PHIHKA HE TOJIBKO B
Yemickoit PecyOnmke, HO 11 Bo BcéM Mupe, ecTh B OyAeT 3a1ada Mo MpeA0TBPa-IIEHUI0 PE3KOT0 CXJIONBIBAHNSL

00pazoBaBIINXCsI ITy3BIPEi, B TOM YHCIIE M PHIHKA HEIBIKUMOCTH.

KiioueBble ciioBa:

CTOMMOCTB JICHET, HHQIALNSA, PHIHOK HEJIBHKMMOCTH, UTTIOTEKa, YIETHAS CTaBKa, 00bEM KPEIUTOBAHUSI.

Formulation of the problem. One of the
differences between Czechs and the rest of West-
ern Europe is that in the Czech Republic it is cus-
tomary to save money to ensure the future of their
children, while in Western Europe people save
money for retirement. Thus, in the Czech Repub-
lic, traditionally, there is a redistribution of
money from generation to generation. The ques-
tion today is especially acute: will this behavior
of people change due to the growing instability in
the country and in the world? However, on top of
everything else, this situation has become an in-
centive to support housing construction in the
country.

Currently, everyone in the Czech Republic
is well aware that the supply of apartments for
sale in the country is extremely low. According to
the results of the first half of 2021, there were
only 3,350 vacant apartments in the price lists of
developers, compared to 5,800 a year earlier, i.e.
over the past year, the number of vacant apart-
ments has decreased by more than 40%. The rea-
son lies in the paperwork at the stage of preparing
the territory for development, as well as the fact
that some apartments do not enter the market at
all, since they are purchased by institutional in-
vestors for the purpose of renting them out [1].

Analysis of recent research and publica-
tions. The growing interest in real estate is also
evidenced by the attendance of the largest real es-
tate advertising portal Sreality.cz. So, if in June

2019, according to the official measurement of
Netmonitor traffic, there were 1.5 million real us-
ers (RU), in 2020 this number was 1.9 million RU,
and in mid-2021 already 2.1 million RU [2].

And as a result, a record rate of new apart-
ment sales for several months of 2021. In the first
half of 2021, Prague sold twice as many units as
last year. But mostly smaller layouts are sold (1 +
kk and 2 + Kkk), the share of which in sales has
been growing for a long time. Previously, their
share in sales of new apartments in Prague was
less than 50-60%, but in recent years it is ap-
proaching 70%. In addition, the overwhelming
majority of apartments today are sold through the
so-called paper transaction, i.e. before completion

[3].

Moreover, wealthy people in the Czech Re-
public are now investing their money in apart-
ments in order to protect their savings from infla-
tion, which was largely facilitated by covid re-
strictions. Rising inflation and volatility in world
currencies is a serious blow to those who keep
their savings in cash, so people want to own any
asset that has any hope of going up. In times when
the value of money is declining, people usually
try to save their savings where there is confidence
that they will not lose value [4].

Purpose of the article. is to characterize
the policy of the Czech National Bank in relation
to the real estate market.
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Presentation of the main material of the
study. According to domestic economists, it is al-
ready clear today that the great interest of Czechs
in investing in real estate will continue. But buy-
ing an apartment protects a person from inflation
only if the rise in apartment prices increases by
this inflation. If not, inflation is eating up the cost
of this price increase. Although in 20 years, real
estate may be sold and more expensive due to ris-
ing prices.

And everyone now perfectly understands
that unexpectedly rising inflation always favors
the debtor, who can pay off his debt with devalued
money. It also follows from this that if a person is
on the rights of a debtor and expects inflation to
rise, then in some cases it may even be profitable
for him to borrow even more. Inflation can reduce
the cost of credit [5]. With today's mortgage index
at 2.1% and inflation at 3.4%, the real interest rate
on mortgages in the Czech Republic (for the fix-
ing period) is -1.3%.

Let's see what is happening with inflation
in the Czech Republic now? Prices continue to
rise. In July 2021, it reached 3.4%, the highest in
recent years [6].

In general, inflation by the end of 2021, ac-
cording to forecasts of local economists, will

grow to 4% compared to the same period last year.

For the Czech National Bank (CNB), this means
only one thing - the national bank is likely to raise
its key interest rate twice by the end of 2021 in
order to try to reduce inflation.

According to many economists, inflation in
the Czech Republic will affect everyone.

For example, for the third time in a row in
a year, price increases in the transport sector had
the greatest impact on overall price increases in
2021 (YoY). Prices for cars increased by 5.4%,
fuel and oils - by 18.5%. For example, natural-95
gasoline was sold at petrol stations in July 2021
at an average price of CZK 33.5 per liter, the high-
est since December 2014.

Prices for food and non-alcoholic bever-
ages also increased. Vegetable prices rose in 2021
from 6.8% in June to 6.9% in July, of which po-
tato prices rose 2.8%. At the same time, in July
2021, fruit prices decreased by 4.8% year on year,
and meat prices - by 1.4% [6].

In food and lodging, prices in restaurants
and cafes rose 4.4% year over year.

In the housing section, prices for renting an
apartment increased by 2.5%, and prices for
goods and services for the current maintenance
and repair of an apartment - by 5.5%.

Still, it's better to focus on monthly num-
bers. They clearly show that the difference be-
tween industries and services is not only in vol-
ume, but also in prices. If in July 2021 the prices
of goods grew by 5% on an annualized basis, then
the prices for services increased by 25%. Because
service prices are determined by seasonal and hol-
iday prices, it can be expected that prices will rise
again in autumn and winter. In addition, the ser-
vice industry experienced the maximum bank-
ruptcy. And if there was bankruptcy, then in the
service sector the remaining companies increase
prices, which must also make up for lost income
from the consequences of the quarantine or pay
off the debts that were financed in this regard.

So, when inflation is zero, it doesn't really
matter that the savings account will not be
charged interest. But as inflation rises, so does the
"fee" for keeping money in the bank. And now the
Czechs must prepare for inflation, which they
have not experienced for a long time: ordinary
savings will be the fastest way to depreciate
money, inflation will quickly absorb these sav-
ings. And the most effective way of protection to-
day is to buy inflationary bonds, the face value or
coupon of which is adjusted depending on the de-
velopment of the consumer price index. However,
the availability of these instruments on the Czech
financial market is still limited.

The second major reason for the growth in
demand for real estate in the Czech Republic is
the reduction of the interest rate by the Czech Na-
tional Bank (CNB). These are also the conse-
quences of the coronavirus and the drop in busi-
ness activity in the country.

For the most part, this is a direct reflection
of the covid pandemic. The whole world is now
trying to make up for lost in the past 2020. Taking
advantage of the moment, he wants to do every-
thing faster, build faster. And it is not possible to
produce all this at an accelerated pace also be-
cause, until recently, strict anti-pandemic
measures were applied at the factories. This
slowed down both the production process and
consumption.
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Figure 1 — Change in the interest rate of the Czech National Bank

In addition, the situation is complicated by
the transport crisis. There are no shipping
containers. In Asia, loading is reduced due to anti-
pandemic measures in ports, now due to the Delta
covid mutation.

The third major reason for the growth in
demand for real estate in the Czech Republic is
the volume of mortgage loans issued. Interest in
their own housing has not cooled down even
during the covid pandemic, so banks and savings
banks in the Czech Republic report on records of
loans issued.

According to the CSOB Group, in 2020
banks and construction companies lent a lot of
money for housing. The volume of mortgage
loans granted last year reached 250 billion
kroons, which was the highest figure in the
history of the Czech Republic. The volume of
these loans increased by 38% compared to the
same period in 2019.

The record growth is mainly attributable to
the Czechs' continued interest in solving the
problem of their own housing and very low
interest rates, which have been practically falling
since April 2020 (Figure 2.)

The situation is similar with loans from
construction companies. In 2020, they provided
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loans in the amount of 65 billion kroons, which is
36% more than in 2019. The current situation
with the pandemic has not affected the market,
which is perhaps surprising. People now perceive
housing as a safe haven for their savings, so
interest in home loans has grown dramatically [7].

It should be added here that today's record
year 2021 will be associated not only with
completely new mortgage loans, but also with the
refinancing of existing loans. There was quite a
lot of interest in refinancing in 2021, because
interest rates hit their bottom in 2020 and
mortgages could be taken out at a rate just above
1.5%. There was also a great deal of interest in
longer interest rate fixations for a period of 7 to
10 years. For example, in Ceska spofitelna, the
interest rate was fixed for 8,10 and more years [7].

The current popularity of long-term fixing
of the% rate is the reaction of clients to the
development of the mortgage market in recent
years, especially to a series of tightening
measures by the national bank. However, Czech
banks today must somehow withstand the sharply
increased risks of interest rate growth and have
already begun to shorten the periods for fixing
interest rates.
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Figure 3 — Index of interest rates on mortgages
Source: [11]
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At the same time, last year the Czech Na-
tional Bank relaxed the parameters that banks must
control for loan applicants. From April 1, 2020, the
CNB canceled the DTI limit (the ratio of the loan
applicant's total debt to the net annual income) and
weakened the LTV (indicating the maximum loan
cost relative to the estimated real estate price) and
DSTI (the ratio of total monthly payments) to the
loan applicant's net monthly income.

Currently, the CNB sets an upper limit on
only one of the three indicators of creditworthiness,
namely the so-called LTV. According to the guide-
lines, banks should not issue mortgages for more
than 90% of the value of a home.

Another recommendation of the CNB at the
present time is that the mortgage applicant should
spend no more than 40% of their net monthly in-
come on debt repayment [7].

But the guestion now is not only to what ex-
tent these indicators or which of them will be set for
banks in the Czech Republic, but also whether these
indicators will be nationwide. Will they be defined
differently, for example, for certain regions or even
for certain types of real estate, because the general
definition of a financial indicator does not reflect
relatively fundamental differences in real estate
prices in individual regions and in the rate of their
rise in price or in the ratio of the cost of comparable
real estate to the average income of the applicant.

At the same time, from 2021, credit indicators
will be more favorable for young mortgage appli-
cants under the age of 36. These applicants will have
a higher credit score limit, namely 10% points in
LTV (the ratio of the volume of the mortgage to the
price of the real estate object), 5% points in terms of
DSTI (the amount of installments to monthly in-
come), and one year of net profit for DTI (total debt
to income). For example, if the total LTV limit in
the market is 80%, young people will be able to take
mortgage loans up to 90% [7].

Today it is important to understand that so far

all types of real estate are becoming more expensive.

In the Czech capital, there are no longer any districts
that could be called depressed, with unclaimed
housing. Even old panel houses are growing in price
following new buildings. But it is the latter that set
price trends.

Here we especially note that the modern
world of finance, and not only in the Czech Repub-
lic, is rapidly changing and brings with it a number
of new problems. Therefore, it is necessary to con-
stantly expand the arsenal of tools that the CNB can
use if necessary. The key to success is that the CNB
can fulfill its mission of ensuring price stability.

For example, we know of cases where central
banks applied negative interest rates and were
forced to implement guantitative easing. However,

unlike many other central banks, the CNB has its
hands tied in this regard due to rising inflation.

As a result, what can we see in the real estate
sector in the Czech Republic? According to local
economists, the demand for housing loans will con-
tinue. Even a slight correction of up to 10% can be
expected, but interest in housing loans in the Czech
Republic will remain very high.

Interest rates have increased slightly in 2021.
The main reason for the growth was the increase in
rates in the interbank market, including the CNB
repo rate (at which banks borrow from the central
bank - author's note), in response to the beginning
of the "rapid recovery" of the Czech economy.

In the meantime, the Czech National Bank
has not changed interest rates much and has not
changed the restrictions on mortgage loans, and the
countercyclical capital buffer rate has remained the
same. Given the current development of inflation
and the crisis in the economy, key interest rates will
change very slowly.

However, Czech banks are no longer making
mortgages cheaper. The main reason is the price at
which banks receive money for further lending in
the interbank market. And it was the price of money
in the interbank market that began to grow rapidly
from November 2020. However, this does not nec-
essarily mean that mortgages will immediately
begin to rise in price [8]. Competition in the mort-
gage market in the Czech Republic is very strong,
and the uncertainty associated with the crisis due to
the coronavirus remains. Thus, in the near future,
mortgage rates may stabilize at current levels, as
mortgage interest rates are based on long-term mar-
ket interest rates such as 10-year government bonds
or long-term IRS rates. And this link with long-term
rates has intensified in recent years as the average
time it takes to set mortgage rates has increased. We
do not expect these long-term rates to fall to historic
lows in 2016, so this will not happen with mortgage
rates either.

At the same time, the emerging increase in in-
terest rates of the CNB will not be able to cope with
this special type of inflation, caused by rising costs
rather than rising demand. But according to experts
from the CNB, interest rates will have to signifi-
cantly reduce demand in order to compensate for the
increase in production costs in producer prices,
which, in turn, may ultimately have serious conse-
quences for the health of the economy. Now, the im-
pact of COVID on inflation, not only in the Czech
Republic, but around the world, is more reminiscent
of the oil shock of the 1970s.

Conclusions and prospects for further re-
search. We are now still seeing the impact of
COVID not only in the Czech Republic, but all over
the world.



The Czech National Bank found itself hos-
tage to the situation:

a) on the one hand, it was supposed to weaken
the parameters of monetary regulation and help the
domestic economy,

b) on the other hand, it still cannot curb the
emerging growth of inflation in the country.

The current situation with the pandemic has
not affected the real estate market, which is perhaps
surprising. The population of the Czech Republic
now perceives housing as a safe haven and protects
their savings by buying real estate.

According to local economists, in the near fu-
ture the demand for housing loans in the Czech Re-
public will remain. Even a slight correction of up to
10% can be expected, but interest in housing loans
in the Czech Republic will remain very high.

The main task today of all financial market
regulators, not only in the Czech Republic, but
throughout the world, is and will be the task of pre-
venting a sharp collapse of the resulting bubbles, in-
cluding the real estate market.
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