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What to watch next week

Local market movers

All eyes will be of the November CPI release next week.
Inflation moved up further from 6.5% in November despite
the cap on fuel prices. The positive impact of lower
gasoline prices, however, was more than offset by broad-
based price pressures in almost all other goods and
services categories. Hence, y-o-y CPI may well reach 7%.
The bigger than usual uncertainties are reflected in the
wide range of available forecasts (7%-7.6%).

Flash October trade figures will be released, too. The
deterioration of the trade balance is unlikely to stop:
exports may remain subdued due to persistent supply side
problems, while strong domestic demand will keep imports
high.
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External developments German IP and orders figures are likely to confirm that the
revival of the industrial sector is still some time away. The
ZEW index is expected to drop significantly on the back of
rising COVID concerns, new restriction measures and
their impact on sentiment. US CPI figures are also due out
next week, inflation is expected to remain high in the US
confirming that inflation pressures have become more

persistent.

Summary of recent macro and market developments

. Positive labor market trends continued in October. The
Tight labor market, strong

) ) unemployment rate stood at 3.9%, the 3M average fell to
wage outflows, deteriorating . .
3.9%. The number of unemployed people is conveniently

external balances below 200K, the employment rate hit a new high at 63.8%.
The activity rate has been in the 63.3-63.5% range since
June, well above the pre-COVID level. Basically all labor
market indicators point to a tight labor market and limited

reserves at a time when demand for labor remains strong.

The shortage of skilled labor alongside with government
measures keep wage growth well supported, net wage
growth is likely to accelerate even further next year thanks
to the minimum wage rise and acute supply side

problems.

Net wages grew by 9.1% in September, the engine of
growth is the public sector (+9.4%), but private sector
wage growth remained robust, too (+8%). Net wages were
up by 8.5% in Q1-Q3, but real wage growth decelerated to
3.9% on the back of rising inflation. Nationwide net wages

are likely to post double-digit growth rate in 2022.

Mounting supply side problems and weaker external
demand have a negative impact on the industrial and
export sectors. The November manufacturing PMI
retreated to 52.2 points pointing to slower growth in the
sector. The fall of the PMI is in line with the most recent IP
releases, and confirms that the struggles of the industrial

and export sectors are likely to continue in the upcoming
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period.

The same story develops if we look at trade balance
developments. Subdued exports alongside with robust
import growth (reflecting the higher energy bill and robust
domestic demand) result in the rapid deterioration of the
trade balance. The balance registered EUR 128 min
deficit in September (according to final CSO data).
Exports were down 0.6% y-oy in EUR terms, but imports
posted yet another double-digit rate of growth (+12.2%).
The surplus of the Q1-Q3 period was below EUR 2.6 bin
(EUR 1.2 biln below the surplus of the same period of
2020).

Exports are expected to remain depressed during the next
couple of months, the sector is likely to remain weighed
down by global supply side tensions (mainly affecting the
vehicle manufacturing sector), that are unlikely to ease
significantly until H2 2022. Meanwhile imports may remain
robust reflecting strong domestic demand (further boosted
by pre-election fiscal measures). Hence, the deterioration

of Hungary’s external balances could continue.

Detailed Q3 GDP figures bought no real surprises. CSO
confirmed that GDP grew by 0.7% g-o-g and 6.1% y-0-y in
the July-September period. At the production side, the
services sector remained the engine of growth, while at
the absorption side consumption and investments
contributed the most to overall growth. Not surprisingly,
net exports made a negative contribution. Downside risks
to the growth outlook have strengthened recently, but FY
2021 GDP growth could still be around 6.5-6.8%.
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Contribution to quarterly GDP
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A more stable FX rate The weakening of the forint after the NBH interest rate

decision at the middle of November no longer continued in
the first week of December: the EUR/HUF cross-rate
showed consolidation and largely fluctuated in the range
of 362-367. At the time of closing our research report, we
could see a HUF around 2.0% stronger than the 372
November 22 peak, just below the 364 EUR/HUF level.
Despite the fact that the extraordinarily hectic international
market environment continues to shape the foreign
exchange market, (fears about the omicron variant, the
accelerated taper in US) this time the domestic factors
may have played a bigger role in FX rate shifts. The
direction of the exchange rate was determined by two
different domestic effects this week. The concerns about
the potential EU funding cuts poses a threat, while the
further tightening steps from the central bank may have
helped the forint. The 1W deposit rate was raised (by 20
bps) again and the NBH also decided to widen the interest

rate corridor.

The inverted yield curve (seen last week) proved to be
short-lived and the slope of the yield curve started to rise,
with a steady short-end unchanged. The 10-year
benchmark yield went up by almost 30 bps (to 4,55), while
the increase at the medium segment was smaller. The
significant jump in longer maturities was driven by the
NBH’s QE announcement (The central bank will stop its

program of government-bond purchases soon).
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Relative performance of CE Relative performance of CE
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CE3 GOVERNMENT BOND YIELDS

HU PL Ccz EU
SPOT (bid) yield (%) spread (bp) yield (%) spread (bp) vyield (%) spread (bp) yield (%)
1Y 3,07 384 3,03 380 2,86 363 -0,77
3Y 4,26 503 3,15 392 2,89 366 -0,77
5Y 4,35 497 3,38 400 2,70 332 -0,62
10Y 4,65 501 3,33 370 2,58 295 -0,36
60-DAY AVG yield (%) spread (bp) vyield (%) spread (bp) vield (%) spread (bp) yield (%)
1Y 1,97 266 1,78 248 2,23 292 -0,70
3Y 2,89 362 1,95 267 2,45 317 -0,73
5Y 3,28 383 2,30 285 2,46 301 -0,55
10Y 3,76 399 2,24 246 2,39 262 -0,23
EUR/HUF Hungary: Benchmark vields (%)
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Macroeconomic and market forecasts

Under revision
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Country Time Data Period Previous  Forecast Result
" hu " o900 " Unemployment rate " October " 4,0% r r 3,9%
" b " w0 " CPI, yly " Nowember T 45% " 544 7 52%
" o " om0 T CPI, m/m " Nowmber " 05% " Y.

Country Time Data Period Previous  Forecast Result
! HU " 9:00 ’ Gross wages, yly 'September g 8,9% g ! 9,1%
" " o T Unemployment rate " November 5,4% ’ 5,3% ’ 5,3%
" " ouw T CPl, yly " Nowmber " 41% " 4% | 49%
"2 " ouwn T CPI, mim " Nowember " 08% " 05%
" us " oo T Case-Shiller house price index, yly 'September " 19,84% ’ ’ 19,51
i AUKCIOK

Amount  Previous  Forecast Result
HU 11:30 3M T-bill HUF 15bin " 252% 7 To281%

Country Time Data Period Previous  Forecast Result
T " o900 " Manufacturing PMI, flash " November " 53,1 r r 52,2
w7 90 " GDP growth rate, final yly "o " oew Tosw T 61%
w7 o900 " GDP growth rate, final /g s "o Toom T 0w
"w " oo T PPI, yly " october " 140% " o185%
w7 o0 " PPI, mim " october " 24% " T
"ous T s "o " o5

Country Time Data Period Previous  Forecast Result
w7 o900 " Trade balance, final, EUR m 'September "o "o " a8
"2 " oo T PPI, yly " october 7 160% X))
N = T PP, m/m " october " 27 7 -y
" e " oo " Unemployment rate " October ” 7,4% ’ 7,3% ’ 7,3%
"us " w3 T Initial jobless claims, thousands ’ weekly "o " w0 T 222

AUCTIONS
Amount  Previous  Forecast Result

HU 11:30 5Y T-bond HUF 20bin " 3,86% To408%

HU 11:30 10Y T-bond HUF 20bin " 4,02% T 460%

HU 11:30 20Y T-bond HUF 15bin " 4,28% v

Country Time Data Period Previous  Forecast
w7 oo " Retail sales, yly " october ” 58% "5 0%
" & "o " Retall sales, yly " October " 2,5% r r
" e " oo " Retail sales, m/m " october ” -0,3% ’ ’

"us " w3 T Unemployment rate " November " 4,6% ’ 4,5% ’
" ous " s00 Industrial orders, m/m " October " 0,2% ’ 0,5% ’
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Week 50
MONDAY 12/06/2021
Country Time Data Period Previous  Forecast Result
" DE oo " Industrial orders, m/m " October " 1,3% r -0,5%
TUESDAY 12/07/2021
Country Time Data Period Previous  Forecast Result
F F F . F F F F
HU 9:00 IP, prelim., yly October -1,7% 0,5%
T " 900 T IP, prelim., m/m " October " 0,3% " "
" o "o T ANIA " December © 317 7 261 "
F F F F ¥ F F
EZ 11:00 GDP growth rate, final yly Q3 3,7% 3,7%
" e " oo " GDP growth rate, final /g oo " o2m Toom T
" us "o T Trade balance, USD bn " october 7 809 7 667
i AUKCIOK
Amount  Previous  Forecast Result
HU 11:30 3M T-bill HUF 15bin © 281% " ’
WEDNESDAY 12/08/2021
Country Time Data Period Previous  Forecast Result
F r F F r F F
HU 9:00 CPI, yly November 6,5% 7,3%
w7 o9 " CPI, m/m " Noember 7 1% 7 os% 7
" w7 oo " Budget balance, HUF bin " Nowember " 2022 " ’
i AUKCIOK
Amount  Previous  Forecast Result
HU 11:30 12M T-bill HUF 10bin © 301% " ’
THURSDAY 12/09/2021
Country Time Data Period Previous  Forecast Result
w7 oo " Trade balance, prelim., EUR m " october 7 128 " ’
"us " w3 T Initial jobless claims, thousands ’ weekly "o T ’
FRIDAY 12/10/2021
Country Time Data Period Previous  Forecast
"us " w3 T CPI, yly " Nowember " 6,2% ’ ’
"us " om T CPI, m/m " Noember 7 09% 7 o
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