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Our regional insights:
NBH on hold as expected

Yesterday, the National Bank of Hungary (NBH) left the key reference relates
unchanged (base rate at 0.9%, O/N deposit rate at minus 0.05% and O/N lending
rate at 1.85%) in line with the expectations. There was no change in case of the
unconventional tools either.

The statement highlight that the fundamentals of the Hungarian economy are
strong, and the vulnerability decreased substantially during the last ten years. The
market sentiment improved and the volatility moderated. The risk taking
willingness depends on the developments of the pandemic and the US-China
conflict.

MPC emphasized that the consumer price index moderated below their inflation
target in April (thanks to the fuel price drop) and maintained their view that the
core inflation may stabilize at 3% YoY in next year from the current level of 4.3%
YoY.

Regarding their monetary policy the statement listed the measures, which have
been introduced in the last two months and which created a flexible tools set, so
the NBH can react on the future economy and market developments very fast.
The Council will make their decisions based on the incoming data and then will use
all the available monetary policy tools in order to maintain price stability and
support the Hungarian financial system.

We assess the stance of the statement quite neutral, it didn’t give real forward
guidance in any direction, rather it suggests that NBH may have a wait and see
approach in the coming weeks. The June decision will be more important as the
new quarterly inflation report will be published as well.

Meanwhile, the NBH activity on the bond market moderated week-by-week. While
the NBH bought HUF79bn government bonds on the first week, there was only
HUF40bn and HUF20bn purchase on the sencond and third week, so it looks like
that the HUF1000bn won’t be spent in 10-12 weeks as originally was suggested by
the NBH. We expect that in case the international sentiments start to deteriorate
or the demand on the bond auctions moderates substantially, the NBH may return
on the market more aggressive again.

The market has already started to price in some rate cut on the short-end of the
curve. Although NBH didn't suggested this move now, we think that NBH would like
to see the Bubor rates around 0.5% in 6-month time in order to boost the economy.
A stable exchange rate (EUR/HUF around 345) and core inflation (starting to
moderate well below 3% YoY) could be the main triggers towards the monetary
easing, which won't be a rate cut, rather the limitation of money can be placed
into one-week deposit.
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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
sty | mae | Time Indicator Period Forecast Actual Consensus Previous
m/m yly m/m yly m/m yly m/m yly

HU 05/27  9:00 Unemployment rate % 04/01/2020 4.6 3.7
HU 05/28  9:00 Wages %, ytd. 03/01/2020 8.8 9.1
PL 05/28 14:00 NBP meeting %  05/01/2020 0.5 0.5 0.5
HU 05/29 9:00 GDP %  1Q/2020 *F 0.4 2.2 0.4 2.2
PL 05/29 10:00 GDP %  1Q/2020 *F 0.5 1.9
Ccz 05/29 10:00 Money supply M2 % 04/01/2020 9.9
PL 05/29 10:00 CPI %  05/2020 *P 3.0 0.1 3.4
PL 05/29 15:00 Budget balance PLN M 04/01/2020 -9355
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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.
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