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National Bank of Hungary Preview:
Committed to tackle inflation

The National Bank of Hungary will put more emphasis on the pro-
inflationary impact of the war than on the negative economic activity
impact. Thus, we see a hawkish 100bp hike in the base rate on 22 March
followed by a 50bp move in the 1-week deposit rate. With advanced
optimism ruling the markets, the forint could gain further

ING's call
+100bp
Change in the base rate

The rationale behind our call

The National Bank of Hungary lived up to its communication strategy of being flexible, as it
hiked both the 1-week deposit rate and the overnight and 1-week repo rates in the past weeks.
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With some relative calmness on the FX markets the focus should be on the other mantra:
stability/predictability. This motto would mean the continuation of the regular rate hike cycle.

In this respect, we see the central bank moving up the whole interest rate corridor and the
base rate by 100bp. With that, the base rate would sit at 4.40%. To continue the pledged
convergence between the base rate and the 1-week deposit rate, we see the latter raised by
50bp. The forward guidance should remain hawkish, suggesting further rate hikes and

probably an implicit reference to a lengthier rate hike cycle with a higher terminal rate
compared to the pre-war environment.

The main interest rates in Hungary (%)
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This thinking will be reflected in the new staff projection in the March Inflation Report as well.
The previous 4-5% GDP growth range in 2022 could remain roughly unchanged. Since the
December projection the actual economic activity was much better (4Q21 and early 2022), but

the war poses clear downside risks. Here, we foresee only a minor downgrade and probably an
unchanged 2023 outlook (3.5-4.5%).
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Headline and underlying inflation measures (% YoY)
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When it comes to inflation, the previous 4.7-5.1% range is utterly outdated. We expect to see
the central bank with a 7.5-8.5% reading, and hoping for some positive developments later in
this year. In contrast, our base case scenario sees average inflation around 9% in 2022. The

2023 CPI outlook will move higher from 2.5-3.5% as well, maybe signalling a range not
containing the 3% inflation target.

Inflation forecast of ING (% YoY)
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When it comes to the risk assessment, we expect the focus to be on the significant upside risks
in inflation, even in some cases when the growth outlook will be dampened by negative

developments. In all, the NBH will emphasise further its flexible and predictable modus
operandi during the continued tightening cycle.
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What to expect in FX and rates markets

The monetary policy decision is expected to be orchestrated in a way to show the central
bank’s unwavering commitment to tackle inflation. The hawkish hike could give further support
to forint, which has shown a 7% gain versus EUR due to the relatively sanguine approach of
markets regarding the peace talks. If the Ukraine conflict does not escalate further, we believe
EUR/HUF will return to the 360-370 range thanks to NBH support, a near-record market
interest rate differential and a decline in the risk premium. On the other hand, the Ukrainian
conflict and the upcoming elections remain a risk to the HUF recovery.

Hungarian yield curve
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Latest

With a better-looking HUF profile, the market has started pricing out some tightening (3x6 FRA
at 7.52%). This might continue as the forint regains stability or strengthens further. However,
in our view, the market is underestimating the inflation trajectory in the months ahead and
the need for further interest rate hikes. We see headline inflation touching the double-digit
territory in the coming months with a moderate deceleration in the second half of the year.
Therefore, in the coming days, we see room for market expectations to move up (6x9, 9x12
FRA) closer to our expected terminal rate of 8.00-8.25%.
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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 purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss 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.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to requlation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) 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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