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Wednesday, 12 December 2018

Our regional insights:

Hungary’s inflation surprises on the downsize -
what does it mean for the December NBH meeting?

As vyesterday’s data showed the Hungarian headline inflation surprisingly
moderated from 3.8% YoY in October to 3.1% YoY in November. Although the fall
of inflation was expected, but its size was a surprise. The main reason behind the
drop was the fuel price decrease of 4.6% MoM and the base effect (there was a
substantial increase of fuel price last year) and so the fuel price increase moderated
from 16.2% YoY in October to 7.2% YoY in November. The food price rose by 0.3%
MoM, while the clothes price were up by 1.1% MoM which confirmed our view that
the weaker HUF gradually spills over into the consumer prices.

The core inflation remained at 2.6% YoY in November and the other inflation figures
which are calculated by the NBH in order to measure the underlying inflation
pressure (like tax filtered core inflation, demand sensitive inflation etc.) were still
increasing in November. So it means that although the headline inflation dropped,
we still see rather gradually rising inflation pressure and it’s getting clearer that the
NBH may have to change it ultra-loose monetary policy as the inflation target of 3%
YoY is already met.

It will be quite interesting how the Monetary Council will react on the latest figures.
On one hand the dropping headline inflation figure gives some room for wait and
see policy for NBH as the inflation moved away from the top-edge of the inflation
tolerance range (it is at 4% YoY), but on the other hand the underlying inflation gets
close to the inflation target. We expect some smooth change of the phrase of the
statement, opening more the door towards monetary tightening. The base rate,
the O/N lending and deposit rate may be left unchanged, the 3-month deposit and
MIRS program will be abolished at the end of the year as promised, the new funding
for lending program for SMEs will be started. The new element might be that the
Council may emphasize that the stock of the foreign currency swap might be
started to moderate gradually. This is supported by the fact that in previous months
Hungary started to receive the EU funds money and if it will continue there is less
need of NBH’s monetary support. It is also important that this is the last time when
NBH reference rate belongs to 3-month deposit and the required reserves will be
the new reference element from January. We don’t expect that increase of O/N
deposit rate of -15bp in 1Q19, and the first official rate hike may come only in 4Q19
as NBH may try to maintain the current low interest environment as long as
possible.
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Interest-rate Swap Curves
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* upper plotin 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/im yly m/m yly m/im yly
PL 12/14 10:00 CPI % 11/2018 *F 0 1.2
cz 12/14  10:00 Current account CZK B 10/01/2018 3 1 -2.99
PL 12/14  14:00 Current account EUR M 10/01/2018 -472 -547
PL 12/14  14:00 Trade balance EUR M 10/01/2018 -414 -449
cz 12/14 17:00 Review rating - Fitch 3rd revision
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