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Local market movers

External developments

No major data releases are scheduled for next week.

Final December HICP, the latest German ZEW index and
flash January PMIs are on the agenda in the euro zone.
HICP data will confirm that inflation remains stubbornly
low in the euro zone, the ZEW index may rise on the back
of vaccine optimism, but the January PMI’s are expected
to show deteriorating economic activity, especially in the
services sector. The manufacturing PMI will remain
conveniently above the 50-point mark, though. Low
inflation and weak economic activity call for continuous
economic policy support, the ECB is widely expected to
reiterate its commitment to ultra loose monetary policies at
its meeting also scheduled for next week.
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Housing, weekly jobless claims data and the Philly Fed
index will be out on the other side of the Atlantic. The flash
January PMIs are set to be released, too. Activity may
have deteriorated in the US as well, and the housing

market could have weakened slightly, too.

Summary of recent macro and market developments

Inflation stable in December, Headline CPI was flat at 2.7% in December, in line with
the industrial and export our expectations. Consumer prices rose 0.3% m-o-m.
sectors remain resilient Average 2020 CPI came out at 3.3%. Average tax-
adjusted core CPI was 4.1% and the CSO’s core measure
stood at 3.7% last year -both higher then the headline
reading and above the 3% medium term target of the

central bank.

On a monthly basis, clothing and food prices went down in
line with the seasonal pattern, but higher gasoline prices
pushed inflation higher. Tobacco products also posted
above average growth due to the new round of excise

duty tax hikes.

Despite the stability of the headline index (well below the
summer peak), core measures do not suggest any
meaningful easing of inflationary pressures. CSO’s core
CPI picked up from 3.9% to 4% in December, the tax-
adjusted core index rose from 3.3% to 3.4% and demand-

sensitive inflation increased from 3% to 3.3% y-0-y.

The higher than usual volatility of inflation is expected to
persist in 2021 partly as a result of the base effect and
partly stemming from the demand and supply side impacts
of the pandemic. Headline CPI is expected to rise above
4% in the spring (due to the low base) but may gradually
inch down later. Average 2021 inflation could be around
3.5%.

This forecast is in line with the NHB’s most recent
projections published in the December Inflation Report.
The central bank staff pencils in 3.5-3.6% average CPI for
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2021 and expects inflation to stabilize around target from
2022. Core inflation may remain elevated this year (4%),

but the tax-adjusted measure may retreat to 2.8%-3%.

The drop of the headline index in Q4 is a welcome
development for the NHB, but still elevated core measures
justify cautiousness. This view was reinforced by public
comments of Barnabas Virdg. The vice governor said this

week that

e the central bank cannot relax yet, vigilance is still
needed in terms of inflation

o there will be a temporary spike in inflation in the

spring due to the low base and higher fuel prices

o the expected restart of the economy can have
unexpected impacts on both the supply and

demand side

e therefore, the focus should be on the evolution of

core measures

e both the inflation outlook and the global risk

sentiment justify cautiousness

Monetary policy vise, these statements suggest that the
central bank sees no room to lower rates at the short-end
segment of the curve, monetary policy will remain
cautious as long as the spring inflation spike is not behind
us and they don’t have a clearer picture of the inflation
outlook beyond H1.

According to our forecast, the policy rate will remain
unchanged (0.6%) throughout 2021, the gap between the
policy rate and the 1W depo rate (0.75%) can only be
closed if inflation developments are in line with the current
expectations (gradual retreat from summer) and global
risk sentiment remains supportive (stable HUF). If these
scenarios materialize, the 3M Bubor rate may finish the
year below the current 0.75%.

The Hungarian industrial and export sectors remained

quite resilient in November -in line with the European and
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global trends. This is true even if we consider that
industrial output -after rising steadily for more than half a
year-actually dropped by 1.2% m-o-m. Still, unadjusted
output was 3.5% higher compared to November 2019,
and the wda figure also showed a 1.9% y-0-y increase
(and is above the pre-crisis level). The key engines of
growth were the vehicle manufacturing and the

computer/electrical/optical subsectors.

Industrial output decreased 7% in the first 11 months of

the year.

The outlook for 2021 is relatively encouraging. Although
the pandemic and the related containment measures will
weigh on activity in the next 1-2 quarters, the lockdown
measures have a much bigger impact on the services
sector, and the expected rebound in H2 will further
support manufacturing. Orders data seem to confirm this
view: new orders are 10% up y-0-y and the total orders

book of manufacturing exceeds 2019 levels by 6.5%.

Industrial output may contract by ~7-7.5% 2020, followed
by 6-6.5% growth in 2021.

The supportive external demand picture is reflected in the
most recent trade figures, too. Exports (in EUR terms)
rose by 6.9% in November surpassing the 1.9% increase
in imports. Hence, the trade balance registered yet
another strong monthly surplus (EUR 811 min), bringing
the cumulative surplus of the January-November period to
5.37 bin. Exports are down 5.5% in the first 11 months of
2020, but depressed domestic demand resulted in an
even bigger fall (-6.9%) in imports. The FY surplus may
conveniently be above EUR 5.5 bin, and the trade
balance is not likely to deteriorate significantly in 2021

either.
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CPl and core CPI

Underlying inflation measures of the
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EUR/HUE hovers around 360 In this week the forint fluctuated against the euro in a
narrow range between 359.1 and 361.5. The more
subdued exchange rate movements may have been
supported by the relative stability of domestic interest rate
expectations and the December inflation data. Although
the beginning of the current week brought some

weakening, the EUR/HUF cross rate did not rise above
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362. On Thursday the Hungarian unit was boosted by
NBH’s Deputy Governor’'s statement which pushed the
EUR/HUF lower,and at the time of closing our report, the
pair remains below 360. The forint has not
underperformed its regional peers this week, HUF moved
in tandem with the CZK, and even performed slightly
better than the PLN. However, the exchange rate drivers
have not changed significantly, and domestic monetary
policy and related expectations still do not point to a

sustained and noteworthy appreciation of the forint.
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CE3 GOVERNMENT BOND YIELDS

SPOT (bid)
1Y
3y
5Y
10Y

60-DAY AVG
1y
3Y
5Y
10y

Source: Reuters

yield (%)

0,48
1,11
1,52
2,37

yield (%)

0,59
1,10
1,60
2,24

spread (bp)

110
187
224
291

spread (bp)

128
188
236
281

PL

yield (%) spread (bp)
0,04 66
0,05 81
0,37 109
1,20 174

yield (%) spread (bp)
0,06 75
0,13 92
0,46 122
1,20 177

Ccz EU
yield (%) spread (bp) vield (%)
-0,01 61 -0,62
0,45 121 -0,76
0,79 151 -0,72
1,28 182 -0,54
yield (%) spread (bp) vield (%)
-0,13 56 -0,69
0,40 118 -0,78
0,72 148 -0,76
1,18 175 -0,57
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Macroeconomic and market forecasts

EXCHANGE RATES, QUARTERLY AVERAGE

2019 Q4 2020 Q2
EUR/HUF 332 352
CHF/HUF 303 331
USD/HUF 300 320
EUR/CHF 1,10 1,06
EUR/USD 1,11 1,10
GBP/USD 1,29 1,24
GBP/HUF 386 397

2020 Q4
360
335
305
1,07
1,18
1,30
397

2021 Q4

356
317
307
1,12
1,16
1,35
414

INTEREST RATE FORECASTS

2020.12
0,60%
0,75%
0,25%
0,00%
-0,75%

2018

(eop) 2019.12 2020.06
NHB base rate 0,90% 0,75%
HU 3M BUBOR 0,16% 0,74%
Fed Funds rate 1,75% 0,25%
ECB refi rate 0,00% 0,00%
SNB 3M Libor target -0,75% -0,75%
2017
GDP growth, yly - CIB forecast (*) % 43
GDP growth, yly - Market consensus % _
Industrial production, yly % 46
Trade balance EUR min 8078
CPl,yly, average - CIB forecast % 2,4
CPl, yly, average - Market consensus % _
CPl, yly, end of period - CIB forecast % 2,1
CPl, yly, end of period - Market consensus % _
Budget balance / GDP
(ESA, including one-off revenues) % 22
Unemployment rate (eop) % 38

51

3,5

5520

2,8

2,7

-2,2
3,6

2021.12
0,60%
0,65%
0,25%
0,00%
-0,75%
2019 2020
4.9 59 39
-6,0 47
56 -75 65
4334 5600 5900
34 33 35
- 34 31
4,0 2,7 33
-1,6 -8,9 6,5
35 44 46
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Macro diary

Week 4
MONDAY 01/18/2021
Country Time Data Period Previous Forecast Result
r r r r r r r

No major data release #N/IA

Country Time Data Period Previous Forecast Result
" pbe " 100 7 ZEW index " Janvay "7 s5 7 =5 Y
i AUKCIOK
Amount Previous Forecast Result
HU 11:30 3M T-bill HUF 15bin " 0,33% "
Country Time Data Period Previous Forecast Result
" pe " soo0 " PP, yly " December © -05% 7 -04%
" b " 800 " PPI, m/m " December 7 02% " o02% "
" ez " 100 T CPI, yly " December 7 -03% " -03% 7
" ez " 100 " CPI, m/m " December 7 -03% 7 03w "
Y EZ " 1100 "7 Core inflation, y/y " December ” 0,2% 4 0,2% 4
i AUKCIOK
Amount Previous Forecast Result
HU 11:30 12M T-bill HUF 15 bin " 0,43% "
Country Time Data Period Previous Forecast Result
" ez 7 1345 " ECB rate decision, policy rate " Janvary " 000% " o000% 7
4 EZ " 1345 " ECB rate decision, depo rate 4 January Y -0,50% 4 -0,50% 4
4 EZ " 1800 7 Consumer confidence index 4 January ¥ oa39 Y a5 Y
4 us " 14:30 Y Building permits, min unit " December ” 1,635 4 1,600 Y
" us " o430 " Initial jobless claims, thousands 4 weekly " 965 " 789 Y
" us " 1430 "7 Housing starts, min unit " December 7 1547 " 1564 4
AUCTIONS
HU 11:30 3Y T-bond HUF 20 bin " 0,73% "
HU 11:30 5Y T-bond HUF 30 bin "~ 1,42%
HU 11:30 10Y T-bond HUF 30 bin Y 2,28%
Country Time Data Period Previous Forecast
" ez " 100 T Manufacturing PMI, flash " danuary 7 552 7 545
" ez 7" 100 "7 Senices PMI, flash " Janvay " 464 7 45
4 EZ r 10:00 r Composite PMI, flash r January r 49,1 r 48,3
" us 7 1545 7 Manufacturing PMI, flash " Janvay " 565 " 57,1
" us 7 1545 "7 Senices PMI, flash " Janvay " 553 7
" us " 1545 " Composite PMI, flash 4 January 4 54 4 54,8
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