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EURCZK 24.87 24.88 -0.04
EURHUF 369.1 370.4 -0.35
EURPLN 4.665 4.695 -0.62
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CZGB 10Y 3.014 3.023 -0.9
HUGB 10Y 5.11 5.11 0.0
PLGB 10Y 4.07 4.06 0.4
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Friday, 25 February 2022

Regional insights
EUR/HUF above 370 might trigger earlier NBH rate hike

Although the National Bank of Hungary has delivered a clear message on Tuesday after
its rate setting meeting, it was interesting to see how big the rate hike was on Thursday
in light of the recent development on markets. It is rather interesting that the forint
seems to be the most vulnerable regional currency to recent events in Ukraine.

So, recall that the NBH increased the base rate, the overnight deposit and lending rate
by 50bps (the former two from 2.9% to 3.4%, the latter from 4.9% to 5.4%), in line with
expectations. The main message of the statement was that inflationary risks have
remained elevated and inflation may move above 8% YoY in February despite the
government actions (like a decrease of some basic food — like sugar or flour — prices or
the extension of a fuel price cap). The repricing was much stronger this January than in
the previous years, not only in case of the services but also in case of tradable goods.
The latter reflects that producers are passing on their cost to the consumers.
Additionally, inflation expectations were increasing during the last months, which
increases the risk of second round effects, what the NBH would like to avoid.

Since the statement of the MPC the forint weakened substantially (from around 356 to
370 against the euro and from 314 to 330 against USD), which increases further the
imported inflation pressures in short run. Previously the NBH highlighted that they may
change the one-week deposit rate even on weekly basis if required by market
circumstances. The rate was increased by 30 bps on Thursday from 4.3% to 4.6%. As the
overnight lending rate stays at 5.4%, there is room for the one-week deposit rate to
increase in the next weeks in case the forint remains under substantial depreciating
pressure. We expect such a move in case the EUR/HUF pair will trades mainly above
370 next week. In the other case we think that NBH may wait for its March inflationary
report, which may support tighter than previously expected monetary policy.

The average wage increase might be above 10% partly due to the 20% minimum wage
increase, so the domestic demand may remain relatively strong, which also supports
hawkish monetary policy. Of course, we have to highlight that in medium term the high
energy price may deteriorate Hungary’s economic outlook. Even though nor Ukraine
neither Russia are among the top ten trading partners of Hungary, the dependence of
imported energy is very high, so the development of the energy market may affect
Hungary’s economic outlook.

All in all we expect that the new wave of inflationary pressure may force the NBH to
continue its rate hike cycle longer than previous expected and so the peak of the cycle
might be between 5.5% and 6%. As the inflation outlook may be increased substantially
for this and next year in the inflationary report, we cannot exclude that the NBH may
accelerate the base rate hike slightly in March, for example form the current 50 bps to
60 bps hikes, but it also depends on the development of the current situation (in
Ukraine) and on the FED’s and ECB’s communications and actions.
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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
Sarm | 220 | vine Indicator Period Forecast Actual Consensus Previous
m/m yly m/m yly m/im yly mim yly
HU 02/25  9:00 Unemploy ment rate % 01/01/2022 4.2 3.7 3.7
cz 02/28 10:00 Money supply M2 % 01/01/2022 7.3
PL 02/28 10:00 GDP %  4Q/2022 *F 1.7 7.3
PL 02/28 15:00 Budget balance PLN M 01/01/2022 26328
cz 03/01  9:00 GDP %  4Q/2021 *P 09 36
PL 03/01 9:00 PMI manufacturing 02/01/2022 54.5
HU 03/01  9:00 PPI %  01/01/2022 16 223
HU 03/01  9:00 PMI manufacturing 02/01/2022 50.7
cz 03/01  9:30 PMI manufacturing 02/01/2022 59.0
cz 03/01 14:00 Budget balance CZK B 02/01/2022 3.9
HU 03/02  9:00 GDP %  4Q/2022 *F 2.1 7.2
HU 03/03  9:00 Retail sales %  01/01/2022 6.2
HU 03/03  9:00 Trade balance EUR M 12/2021 *F 187
HU 03/04  9:00 Industrial output %  01/01/2022 01 36
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| 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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