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Our regional insights:

Forint faces perfect storm, NBH might hike again

The forint started to weaken after Sunday's parliamentary elections (in which
current PM Orban and his FIDESZ scored an easy victory), but the real pressure
came yesterday afternoon. The trigger was a statement made by European
Commission President Ursula von der Leyen that Brussels would launch disciplinary
proceedings against Hungary, accusing the country of failing to respect the rule of
law. This could result in the suspension of Hungary's drawdown of EU funds, which
is a considerable sum in the country's case. Hungary currently draws around 2.5%
of its GDP a year from structural funds alone (see the chart below).

The forint's situation is further complicated by reports that Hungary is preparing to
pay for Russian gas in roubles (however, the EU has so far followed a common
approach on this issue and is paying gas invoices in euros). Let's add that the forint
has depreciated by almost 3% in a week, which will very likely force the NBH to
raise the one-week deposit rate significantly again. Let's add that the Monetary
council will discuss this official rate (standing now 6.15%) tomorrow morning.

Will NBP stick to 75bps rate-hike pace?

The NBP is going to hike its official interest rate this afternoon and the only question
is how aggressive the MPC will be. Initially, we had bet that the NBP would hike just
by 50bps, but the March inflation, which heavily surprised on the upside (10.9%
YoY), makes a case for more hawkish approach. In our view, if the MPC does not
want to be ‘behind the curve’, it will increase its base rate from 3.50% to 4.25% (or
to even higher level).

HU: inflows from EU structural funds (4-quarters rolling average)
% of GDP
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Interest-rate Swap Curves
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* upper plot in each panel shows interest swap curve (%), lower plot shows change in interest rates in basis points (against previous Friday).
Calendar
Forecast Actual Consensus Previous
Country Date Time Indicator Period
m/m yly m/m yly m/im yly mim yly
cz 04/06  9:00 Trade balance (national) CZK B 02/01/2022 -4,4 6,0 6,2
cz 04/06  9:00 Industrial output %  02/01/2022 -0,3 2,5 3,7
cz 04/06  9:00 Construction output % 02/01/2022 18,9 6,4
HU 04/06  9:00 Retail sales %  02/01/2022 9,8 58 4,1
cz 04/06  12:00 CZ bond auction 2014-2025, 2.40% CZK B 04/01/2022 4
cz 04/06  12:00 CZ bond auction 2021-2031, floating rate CZK B 04/01/2022 3
cz 04/06  12:00 CZ bond auction 2022-2035, 2.50% CZK B 04/01/2022 2
HU 04/06  14:00 NBH minutes 03/01/2022
PL 04/06  16:00 NBP meeting %  04/01/2022 4,25 4,00 3,50
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This non-exhaustive information is based on short-term forecasts for expected developments on the financial markets. KBC Bank cannot guarantee
that these forecasts will materialize and cannot be held liable in any way for direct or consequential loss arising from any use of this document or its
content. The document is not intended as personalized investment advice and does not constitute a recommendation to buy, sell or hold investments
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