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Our regional insights:

The NBH leaves its policy unchanged. At least for now...

The National Bank of Hungary (NBH) left all the reference rates unchanged in line
with the expectation, so none of the monetary conditions were changed yesterday.
The NBH statement was also quite similar compared to the previous two ones,
mainly assessment of the current market environment was changed month by
month. It highlighted this time that the world’s leading central banks have taken a
more cautious approach, so their loose monetary conditions may remain for an
expanded period of time than earlier expected. Additionally the deteriorating
global economic outlook may cause a downward pressure on the external
inflationary environment.

The most important part of the statement that the council highlighted that their
focus is more on the Hungarian inflationary development than on global
environment, but in the meantime it also emphasized that the decisions requires
some cautious approach. It means that they want to collect more data and
information about the current inflationary trends, so although they expect that the
core inflation adjusted from indirect tax changes may continue to increase in the
next month, it doesn’t mean automatically monetary tightening.

The statement was finished with the same frame as last time: “The Monetary
Council is prepared for the gradual and cautious normalization of monetary policy,
which will begin depending on persistent inflationary developments. Core inflation
excluding indirect tax effects is likely to continue to rise in the coming quarters,
which the Council will assess in terms of the sustainable achievement of the inflation
target. In the period ahead, therefore, incoming data will be of key relevance. The
Monetary Council closely monitors incoming macroeconomic data and will decide
to adjust monetary conditions depending on their outcome.”

Based on this statement we maintain our view that the NBH may start some tiny
monetary adjustment during spring, most likely in April-May time, but the real
tightening may be started only in 2H19, mainly in the autumn time. We still think
that the NBH is rather happy with EUR/HUF levels around 318 and 322 and they
don’t want to push it down to around 310 levels. It is also important that NBH
would like to keep the short rates (3m Bubor) close to zero percent as many of the
households are still having variable interest rate mortgage loans, and the central
bank would like to switch them into fixed ones, which we expect may happen
during this year. The first step of monetary adjustment may be the deduction of
the stock of EUR/HUF swap, followed by the increase of overnight deposit rate from
-15bp to zero percent. We don’t expect the increase of base rate for this year, but
the interest rate corridor might be pushed upward to around 0.5% and 1.5% and
so the 3-month Bubor might move up to around 0.9% till the end of the year.
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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 m/m yly
HU 02/27 9:00 Unemploy ment rate % 01/01/2019 3.7 3.7 3.6
cz 02/27 12:00 CZ bond auction 2018-2029, 2,75% CZK B 02/01/2019 5
cz 02/27  12:00 CZ bond auction 2015-2030, 0.95% CZK B 02/01/2019 5
cz 02/27  12:00 CZ Bond auction 2006-2036, 4.20% CZK B 02/01/2019 2
HU 02/28  9:00 PPI % 01/01/2019 -0.4 4.7
cz 02/28 10:00 Money supply M2 % 01/01/2019 5.5
PL 02/28 10:00 GDP %  4Q/2018 *F 0.5 4.9
PL 02/28 15:00 Budget balance PLN M 01/01/2019 -10418
cz 03/01 9:00 GDP %  4Q/2019 *P 1 2.9 1 2.9
Contacts

Brussels Research (KBC)

Global Sales Force

Mathias van der Jeugt
Peter Wuyts

+3224175194
+322417 3235

Brussels

Corporate Desk +32 2417 45 82

Mathias Janssens +3224175195 Institutional Desk +322417 46 25
Dieter Lapeire +32 2417 2547 France +32 2417 32 65
Dublin Research London +44 207 256 4848
Austin Hughes +353 1 664 6889 Singapore +65 53334 10
Shawn Britton +353 1 664 6892

Prague Research (CSOB) Prague +420 2 6135 3535

Jan Cermak

+420 2 6135 3578 Prague (Equities) +420 2 2142 4216

Petr Dufek +420 2 6135 3560

Bratislava Research (CSOB)

Marek Gabris +421 2 5966 8809 Bratislava +421 2 5966 8820
Budapest Research

David Nemeth +36 1 328 9989 Budapest +36 132899 85

ALL OUR REPORTS ARE AVAILABLE VIA OUR KBC RESEARCH APP (iPhone, iPad, Android)

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
described herein. Although information has been obtained from and is based upon sources KBC believes to be reliable, KBC does not guarantee the
accuracy of this information, which may be incomplete or condensed. All opinions and estimates constitute a KBC judgment as of the data of the
report and are subject to change without notice.
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