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Wednesday, 27 April 2022

Our regional insights:

The NBH hiked yesterday and will again tomorrow

Yesterday, the National Bank of Hungary hiked the base rate by 100bps from 4.4%
to 5.4% in line with the expectations. The overnight lending and deposit rates were
increased by 100bps as well to 8.4% and 5.4% respectively.

The NBH statement was as hawkish as last month, highlighting that inflation may
accelerate further in the coming months and it may return below 4% YoY level only
in the 2nd half of 2023 and may reach the 3% target only during the first half of
2024. This inflation orbit fits into our expectation as we see the peak of the
consumer price index around the end of 3Q22. Average inflation may be slightly
above 9% YoY in 2022 and around 4.5% YoY in 2023.

The more interesting part of the rate setting meeting were the critics formulated
and explained by the governor of NBH, Mr. Matolcsy. The National Bank started to
work on a program about a necessary change of fiscal policy in order to solve the
imbalance problems (high budget deficit and increasing current account deficit)
and put back the economy on a balanced growth path. He added that these
adjustments are necessary to fight inflation. The vice-governor, Mr. Virag identified
four areas that will play the most important elements for the future decision
making of the Monetary Council. 1) The development of inflation outlook, 2)
restoring the budget and current account balance, 3) the developments in the
debate on EU funds and 4) the Russian-Ukraine war and its effect on global risk-
taking willingness.

The Monetary Council repeated its message that they will use all the available tools
in order to push back inflation and highlighted that maintaining tighter monetary
conditions for a longer period is warranted to manage increasing second-round
inflation risks resulting from persistently negative supply effects. Mr. Virag
emphasized that the Monetary Council will make its decision on a monthly basis
and a flexible way, based on the available latest incoming data. He confirmed the
previous message that the gap between the base rate and the one-week deposit
rate will gradually closed during the next months and the NBH will make its next
decision about the level of one-week deposit rate on this Thursday. We expect
that the NBH may increase the one-week deposit rate by 30bps, from 6.15% to
6.45%. The gap between the two instruments might be closed by the end of June
above 7%. It is still difficult to see the end of the rate hike cycle as it highly depends
on the external environment and the development of the EUR/HUF exchange rate,
but we think that in normal circumstances the NBH may would like to stop the
tightening around 7.5%, which might be maintained at least until the end of the
year. An easing cycle might only start in the spring of 2023 once inflation will be
clearly on a downward path and there will be a positive real interest rate. This
might be reached first at the beginning of next year based on the current outlook.
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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
F t Actual C Previ
Country Date Time Indicator Period orecas ctua onsensus revious
m/m yly m/m yly m/m yly m/m yly
HU 04/28  9:00 Unemploy ment rate % 03/01/2022 3.8 3.8
HU 04/28  9:00 One week deposit rate %  04/01/2022 6.45 6.15
cz 04/29  9:00 GDP %  1Q/2022 *A 0.3 4.2 0.4 4.3 0.8 3.6
PL 04/29  10:00 CPI %  04/2022 *P 1.2 3.3 11.0
Ccz 04/29 10:00 Money supply M2 % 03/01/2022 6.1
PL 05/02  9:00 PMI manufacturing 04/01/2022 53
HU 05/02  9:00 PMI manufacturing 04/01/2022 57.6
HU 05/02  9:00 Trade balance EUR M 02/2022 *F -91.0
HU 05/02  9:00 PPI %  03/01/2022 13 224
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This non-exhaustive information is based on short-term forecasts for expected developments on the finan markets. KBC Bank cannot guarantee

[=]:58: [=]

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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