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Monitoring Hungary: Trapped in
stagnation

In our latest update, we reassess our Hungarian economic and market
forecasts at a time when we are still waiting for the end of stagnation
and hoping for better days to come. The economy is starving for those
order book fillings, and also a big dollop of extra confidence

A foggy Chain Bridge
in Budapest; Hungary's
economy is pretty
murky too

Source: charlemagne (pixabay.com)

Hungary: At a glance

e Third-quarter GDP growth came as a negative surprise with a quarter-on-quarter
stagnation. The weak outing and the lack of green shoots pushed us to downgrade the
outlook to 0.5% and 2.3% in 2025-2026, a 0.2-0.2ppt downgrade respectively.

e Retail sales are still the bright spot, while all the other sectors, such as agriculture, industry
and construction, are suffering for various reasons.

e The labour market is still tight as demand and supply shrink in parallel. Corporates are
facing tough decisions next year with looming double-digit minimum wage increases in
2026 and 2027.

e External balances are still looking good, but it is rather because of the lack of domestic
demand limiting import growth, while export lacks external demand.

e We overhauled our inflation forecast as mandatory margin freezes on food and household
goods were extended and expanded to more food items. After a 3.6% average inflation next
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year, we see an acceleration to 4.3% in 2027.

e The central bank will look through the inflation dip in early 2026, with inflation likely to heat
up at the end of the monetary policy horizon. We now forecast a 6.00% base rate by the
end of 2026, 50bp higher than our previous call.

e \We continue to see a fiscal slippage of around 0.5% of GDP in 2025 and only a minor
improvement in the budget balance next year, which is an election year. We forecast a 4.6
and 4.5% deficit-to-GDP ratio in 2026-2027 with no financing issues.

e The forint remains supported by favourable positioning and carry appeal going into the
year-end, and we predict range trading of EUR/HUF in the 385-395 range in 2026.

e The IRS curve will price in more NBH rate cuts amid expectations of lower inflation in Q1
2026 and a weak economy, resulting in a steepening. Bonds look cheap vs. CEE peers, but
the term premium is unwinding only slowly.

Quarterly forecasts

3Q25 4Q25F 1Q26F 2Q26F 3Q26F 4Q26F 1Q27F 2Q27F
Real GDP (%YoY) 0.6 13 2.3 2.0 2.4 2.4 1.8 3.1
CPI (eop, %YoY) 4.3 3.5 2.5 3.6 4.2 5.0 4.8 4.5
Central bank key rate (eop, %) 6.50 6.50 6.50 6.50 6.25 6.00 6.00 5.75
3m interest rate (eop, %) 6.50 6.50 6.50 6.50 6.10 5.85 5.85 5.60
10yr yield (eop, %) 6.82 6.70 7.10 7.00 6.95 6.80 6.85 6.75
EUR/HUF exchange rate (eop) 39111 385.0 3855 3850 390.0 395.0 390.0 385.0
USD/HUF exchange rate (eop) 332.69 3263 3273 3208 3223 3238 319.7 3156

Source: National sources, ING estimates

Hungary’s economy can't find its way out

In the third quarter of 2025, the Hungarian economy failed to grow on a quarterly basis. While it is
worth noting that the year-on-year index improved from the second quarter, this is only due to
the base effect. This 0.6% growth in 3Q is hardly impressive, and the overall picture remains
disappointing.

The economy's performance was held back most by agriculture and industry, while services
contributed positively. Based on third-quarter data, we have revised our 2025 growth forecast
downwards once again. The Hungarian economy is expected to grow by around 0.5% this year.
This is calculated based on a strong fourth-quarter showing in government measures to boost
consumption. Due to the weaker carry-over effect and lack of green shoots in sectors, we now
expect a growth rate of 2.3% in 2026, an 0.2ppt downward revision.
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Industry once again on downward trajectory

After the positive surprise in July, August brought a negative correction in Hungarian industru.
However, the weak performance is hardly surprising, given that this is the typical period for
summer shutdowns. Production is currently 4.6% lower than last year and 8.2% lower than the
monthly average for 2021. Production declined in all sub-sectors except electronics. Output in
vehicle manufacturing fell significantly.

Furthermore, German industrial order data suggests that order books are empty, which does not
bode well for the short-term future of the export sector. The industry is expected to negatively
impact Hungary's economy in 2025, though 2026 could see a slight improvement. However, we
only see a modestly positive impact on GDP growth.

Industrial production (IP) and Purchasing Manager Index (PMI)
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Retail data may indicate the start of a positive trend

Following a weak performance in July, Hungarian retail sales recovered in August. Sales volume

increased by 0.8% month-on-month, surpassing market expectations. Although there have been
some fluctuations, retail sales volume has been growing steadily since the end of 2023. However,
the fixed-base index remains below this year's April peak and has fluctuated within a range since
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then, raising concerns. Nevertheless, we can conclude that retail sales remain a positive factor for
the economy.

Some government measures have already affected households' finances, and more impactful
measures will boost the sector's performance in the coming months. It is worth noting that
consumer confidence remains relatively low, though it has shown some improvement, which
supports the positive outlook here.

Retail sales (RS) and consumer confidence
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The labour market situation is heating up

The unemployment rate rose to 4.5% between July and September, with the number of people in
employment continuing to decrease to its lowest level since the beginning of 2022. This is due to
demographic trends and a slowdown in labour market activity. There is no evidence of a drastic
change in the employment rate itself. The stagnation of the employment rate indicates that
supply constraints are becoming increasingly prevalent in the Hungarian labour market.

Demand is also weakening alongside supply due to economic stagnation since mid-2022. With
expected minimal wage increases of over 10% in 2026 and 2027, companies are facing a
significant challenge, which could result in layoffs and/or price increases. We predict that the
unemployment rate will remain at around 4.5% for the rest of the year, before slipping to 4.3% by
the end of 2026.
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Historical trends in the Hungarian labour market (%)
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Current account balance remains in surplus

During the first nine months of 2025, export volumes stagnated while imports increased by 2.1%
year-on-year. The external goods balance is now only €0.7 billion higher than a year ago, standing
at €7.8 billion. Looking ahead, it is increasingly unlikely that new export-oriented manufacturing
production capacities will emerge in the economy this year. However, despite some issues with
order books, next year will see some improvement in the form of factory openings, albeit less than
we had expected earlier.

Taking this into account alongside the expected increase in domestic demand (mostly
consumption), net exports will remain a minor drag on growth in 2026. Consequently, both the
trade and current account balances will remain comfortably in surplus, providing a welcome offset
to the overall negative picture of economic performance.

Trade balance (3-month moving average)
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Inflation picture gets more complicated

The latest headline inflation was in line with expectations at 4.3% in September, showing stability
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for three months. Despite the government’s price shield measures, inflation remains above the
central bank’s tolerance band, and Hungary continues to have high structural inflation. In more
detail, we saw an upside surprise in consumer durables, while the fuel group pulled inflation back
the most in September. Despite four months of low repricing, households’ inflation expectations
have not improved.

The announcement of the extension of margin freezes (until the end of February) and the addition
of 14 new items to the list (more food products) made us change our forecast. We now expect
inflation to fall to 2.2% on average in 1Q26 followed by a significant acceleration, hitting 5% YoY in
the year-end. After an average of 3.6% in 2026, we see an uptick to 4.3% in 2027 as companies
adjust prices after the end of price shield measures.

Inflation and policy rate
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We shift to a more hawkish monetary policy outlook

In October, the National Bank of Hungary kept its base rate at 6.50% for the thirteenth consecutive
month. The general tone remained hawkish. According to the Monetary Council, underlying
repricing remains too strong, and household inflation expectations are still too high. As a result of
our updated inflation profile, we have revised our base rate forecast. Although inflation is expected
to dip below the central bank’s target in the first quarter of 2026, this is not a sustainable move.
Without government intervention, inflation would be much higher, and it is only a matter of time
before a new wave of pressures emerges.

For this reason, we are forecasting a more hawkish monetary policy in 2026, with the base rate
reaching 6.00% by the end of the year — 50 basis points higher than previously predicted. This
could provide the positive real interest rate needed further down the line to avoid market stability
issues, which are a key factor in monetary policy.
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Real rates (%)
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Hungarian budget under pressure

The monthly budget deficit was HUF 303.2 billion in September, bringing the general government's
cash-flow deficit to date to HUF 3.33 trillion. This equates to 70% of the full-year target for 2025.
Recent data indicates that September saw the second-worst monthly balance of the 21st century.
We still consider the government’s deficit target of 4.1% to be achievable, albeit with considerable
effort. Instead of rebalancing measures, we expect this year's budget deficit to be around 4.6% of
GDP.

From an economic perspective, there are more risks ahead, and the upcoming election could affect
fiscal decisions. However, it is highly likely that the government will ensure a deficit below last
year's level of 5.0% of GDP. Moreover, the recent strength of the forint and technical adjustments
still make it plausible that the debt-to-GDP ratio won't increase.

Budget performance in cash-flow perspective (year-to-date,
HUFbn)

Jan  Feb Mar  Apr May Jun  Jul Aug Sep Oct Nov Dec
2021 2022 ——2023 2024 2025 e Full-year target (2025)

Source: Ministry for National Economy, ING

The forint continues to outperform its CEE peers

The forint remains a popular currency in the region, consistently outperforming its CEE peers.
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Despite some weaker economic data and political noise, the HUF retains market favour and is
testing new highs. This confirms the new market narrative, which does not seem likely to change
anytime soon. Even the global turnaround in the US dollar has not shaken the EUR/HUF too much,
while other currencies in CEE are stagnating or losing ground.

The main differences are clearly the hawkish NBH and the high carry. At the same time,
positioning may not have been so heavy, and more activity can rather be seen in the options
market as pre-election views or hedges. Still, positioning is clearly heaviest in the CEE region, but it
does not seem likely to change much in the near future unless the global story surprises big time.

CEE FX performance vs EUR (31 Dec 2024 = 100%)
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For now, a strong currency helps to tame underlying inflation and can slowly but surely reduce
both perceived inflation and inflation expectations. This would support more market bets on rate
cuts. However, it seems that the correlation between rates and FX has weakened and may not
necessarily mean a weaker HUF later on. We predict a EUR/HUF range of 385-395 in 2026, with
peaks around the spring general election and in autumn, when the possibility of an easing cycle
emerges.

Curve will steep at the prospect of NBH rate cuts

Given the persistent hawkish tone of the NBH, the market has repriced the IRS curve upwards,
especially at the front end. The market is currently pricing in only 70bp of rate cuts over the next
two years and a terminal rate of 5.80%, which we believe creates downside risk given the
weakness of the economy and low inflation in 1Q26. Although we think the central bank will look
through this, the probability of rate cuts is increasing from the market's perspective.

On the other hand, at the long end of the curve, the market is maintaining some term premium
due to the upcoming elections and political headlines. Therefore, we expect the IRS curve to
steepen from current levels by the end of the year, with 2s10s moving closer to CEE peers.
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Hungarian sovereign yield curve (end of period)
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In the bond space, the debt agency is on the safe side with funding despite some fiscal risk, and
HGBs are meeting strong demand supported by local technicals. Given the rally in POLGBs and the
significant narrowing of the HGBs vs. ROMGBs spread, we see bonds as cheap at current levels, but
we can assume that the aforementioned term premium will unwind only slowly.

Forecast summary

3Q25 4Q25F 1Q26F 2Q26F 2024 2025F 2026F 2027F

Real GDP (%YoY) 0.6 13 2.3 2.0 0.6 0.5 2.3 2.8
CPI (eop, %YoY)* 4.3 3.5 2.5 3.6 3.7 4.5 3.6 4.3
Central bank key rate (eop, %) 6.50 6.50 6.50 6.50 6.50 6.50 6.00 4,50
3m interest rate (%)* 6.50 6.50 6.50 6.50 7.50 6.50 6.29 5.30
10yr yield (%)* 6.82 6.70 7.10 7.00 6.42 6.86 6.91 6.68
EUR/HUF exchange rate* 391.1 385.0 389.5 3850 3963 3975 388.9 391.0
USD/HUF exchange rate* 3327 3263 3273 3208 3663 3528 3241 3205

*Quarterly data is eop, annual is avg. Source: National sources, ING estimates
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
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(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
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arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.
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this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
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Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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