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CZGB 10Y 1.457 1.469 -1.2
HUGB 10Y 1.85 1.87 -0.6
PLGB 10Y 2.01 2.01 -0.2
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Friday, 06 December 2019

Regional insights

The Hungarian economy still outperforms strongly

The Hungarian economy started the last quarter in 2019 strongly in both industrial
sector and retail business. The preliminary industrial production figure showed
6.1% YoY growth in October and so the YTD performance of the sector was up by
6.3% YoY. The vehicle, electronic and optical equipment and devices production
slowed down, while the food and tobacco production rose above the average. The
vehicle production was quite volatile during the year, so it is still hard to predict,
that the current down turn of performance is driven by the global deteriorating
environment or it is just a temporary stop. As there are more news coming about
global lay-offs in the sector, it is quite likely that we might see weaker figures in
vehicle production in the coming quarters.

But in the retail sales the quite elevated speed around 5% YoY may remain in the
next year as well. The October figure showed 6.2% YoY growth and so the YTD
figure was up by 5.9% YoY. The sector is boosted by the massive real wage growth
of around 7-8% YoY and also by the booming consumer borrowing. As the National
Bank of Hungary may maintain the current low interest environment in 2020 and
the households” debt-to-GDP ratio is still low compared to the region, the
consumer loans may boost the consumption further, just like the real wage growth,
although the latter may slightly slow in next year to around 5% YoY. The retail
sector growth is still driven mainly by sell of the non-food products (up by 8.8%
YoY), but the fuel consumption is also high (6.8% YoY).

We think that the construction sector is still booming in 4Q19 (even close to 20%
YoY), but we expect a massive slow down for 2020 (to around 10% YoY).

The outstanding economic growth in the year so far (5.1% YoY) and the strong start
of the last quarter suggests that the Hungarian economy was quite immune to the
deteriorating European performance and although it may slowly spill over, the GDP
may grow around 4.2% YoY in 4Q19 as well and so the Hungarian GDP may be up
by 4.8% YoY in 2019. The high growth is driven by the usage of the EU funds
money as well, which might remain maximum at the same level in 2020, but most
likely it might be slightly smaller. Additionally according to the government’s plan
the fiscal support might be also less as the budget was planned with 1% of GDP
deficit compared to this year’s one of 1.8% of GDP. So we maintain our view that
the Hungarian economy may slow to around 3.5% YoY in 2020. The main drivers of
the growth might remain the domestic consumption and investment form the
demand side, while market services and construction from the supply side, but the
industrial production might remain also positive contributor to the economic
growth, although with a smaller pace than in this year.
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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/m yly m/m yly m/m yly
Ccz 12/06 9:00 Retail sales % 10/01/2019 3.6 2.4 2.8 8.2
HU 12/06 9:00 Industrial output % 10/01/2019 6.4 6.5 3.1 9
Ccz 12/09 9:00 Construction output % 10/01/2019 1.7 0.2
cz 12/09 9:00 Trade balance (national) CZK B 10/01/2019 10.0 25.1
Ccz 12/09 9:00 Industrial output % 10/01/2019 -1.5 4.9
Ccz 12/09  9:00 Unemploy ment rate 15-64 % 11/01/2019 2.6 2.6
HU 12/09  9:00 Trade balance EUR M 10/2019 *P 539
cz 12/09 10:00 FXreserves of the CNB EUR B 11/01/2019 131.9
HU 12/09 11:00 Budget balance HUF B 11/01/2019 -575.4
cz 12/10 9:00 CPI % 11/01/2019 0.1 2.9 0.5 2.7
HU 12/10 9:00 CPI % 11/01/2019 0.6 2.9
PL 12/13 10:00 CPI % 11/2019 *F 0.1 2.6
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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
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.




