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NBH preview: A policy standstill despite
Hungary's dovish turn

The National Bank of Hungary is expected to keep rates on hold at
6.50% next week, as core inflation remains high despite last month's
drop in the headline rate. Economic data and US tariffs pose downside
risks to GDP, and recent commentary from the Governor indicates no
change in forward guidance. We expect rates to remain unchanged
this year

The National Bank of
Hungary, Budapest
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Another meeting, another decision to leave rates unchanged

Next Tuesday, the National Bank of Hungary (NBH) will meet for the first time following April's so-
called "Liberation Day" and the release of March inflation data, which marked the first drop in the
headline rate this year.
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A lot has happened since the March meeting, and for the NBH, we don't think anything is likely to
change on forward guidance. Rates are certain to remain unchanged at 6.50%.

The global environment has brought a lot of stress and risk-off sentiment since last

month's meeting, usually negative for HUF assets. However, EUR/HUF is higher by ‘only’ 2%, which
can be considered a relatively stable reaction given the usual volatility. At the same time, oil and
gas prices fell significantly, amplified by higher EUR/USD for the CEE region and supporting
disinflation in Hungary.

On the local side, March's lower-than-expected inflation came as a surprise, falling from a 5.6%
year-on-year peak to 4.7% YoY (in line with the NBH forecast), while core inflation remains
uncomfortably high at 5.7%. On the positive side, we're yet to see the full impact of government
measures; both our forecasts and those of the NBH expect this could push inflation down further to
3.8%. Still, the next few months should see higher inflation again, although the government's
actions here create some downside risk, given that it is hard to quantify how successful they will
be.

Economic data continues to surprise on the negative side, while US tariffs point to further
downside for the Hungarian economy's GDP outlook this year and next. In the aftermath of recent
tariff announcements, the NBH stated that the measures could take 0.5-0.6ppt off GDP growth
overall. Things may have calmed down a bit for US-EU relations since then, but the downside risk
remains clear.

Inflation momentum slowing down after 1Q upside surprise
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Too early for forward guidance changes

The overall picture for the Hungarian economy has been moving in a dovish direction since the
central bank's March meeting, with lower inflation, government measures and downside risks to
an already weak economic outlook. However, we believe it is too early for any reversal in forward
guidance. NBH Governor Mihdly Varga has reiterated several times in recent days that the focus
remains on domestic inflation and warned of the inflationary impact of US tariffs.

We think the message is clear: rate cuts aren't on the table for the time being, and there won't be
any change in forward guidance indicating otherwise.

For now, at least, we believe that the possibility of a rate hike may disappear from the discussion,
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given that the situation on the domestic side and FX volatility have calmed recently.

We continue to see rates unchanged this year and have the first rate cut in our forecast for March
next year. The inflation picture looks a bit better after the March number and the economic data,
but it is too early in our view to change anything on the baseline scenario, although the likelihood
of some rate cut late this year has increased slightly. Still, after April's inflation low we expect a
resurgence above 4% for the rest of the year. For a change in the NBH story we would need to see
more downside surprises looking ahead in our view

Our market views

EUR/HUF has moved from the 400 level to 410 since the end of March, pressured by a risk-
off mood stemming from the global environment and slightly underperforming its CEE
peers. On the other hand, the forint's depreciation was rather orderly, not suggesting
significant exposure to global events compared to what we've seen previously.

Looking ahead, a confirmation of more hawkish rhetoric from the NBH should be positive for
FX. At the same time, we see a significant tightening of the rate differential in recent days
vs the euro, which will not allow the HUF any significant appreciation. On the fiscal side, the
recent downgrade of the rating outlook by S&P has also heightened the markets' attention,
and this will make FX sensitive to any news on fiscal policy.

In the short term, the overall story should keep EUR/HUF below 410 unless we see a further
trade war escalation at the global level. However, it is hard to find reasons for a more
significant HUF appreciation at the moment. We expect EUR/HUF to move into the 410-420
range in the second half of the year.

In the rates space, the market has moved significantly in a dovish direction over the past
month, and the FRAs curve has shifted pricing from two rate cuts to five in one year, with
the terminal rate at around 5.25%. The IRS curve has also fallen roughly 50-60bp across the
board since the last NBH meeting, with some steepening bias. While the front of the curve
looks overdone to us given the hawkish bias of the central bank and our inflation outlook,
the belly and long-end of the curve likely have further potential to move down, especially in
a global environment of falling core markets. On the other hand, EUR/HUF around 410 and a
potential risk from abroad means we could see an unattractive risk-reward from current
levels.

Given the spread widening (ASW) in recent weeks, Hungarian sovereign bonds could be seen
as more attractive than IRS. Understandably, amid risk-off market sentiment, bonds have
underperformed across the CEE region - but with some stabilisation in the IRS curve, we
should see some catch-up in bonds and tightening in ASW. On the supply side, by our
calculations, the debt agency has covered roughly 35% of the planned HGBs issuance, and
other funding sources indicate higher coverage. Current yield levels look attractive, and
demand with primary auctions has picked up again in April, so we particularly like the long
end of the HGBs curve.
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