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NBH review: Liquidity is king

Unlike most CEE central banks, the central bank of Hungary did not
embark on QE but rather introduced emergency liquidity measures. As
this is an on-demand tool and at the cost of 0.90%, it does not mean it
will flood the market with too much liquidity. It is not overly negative
for HUF either

Hungary's parliament
building in Budapest

» The central bank revised its growth outlook downwards to the 2-3% range in 2020 and to
4-4.8% in 2021, based on different scenarios. We see this outlook to be optimistic, but it
explains why the NBH was not ready to deploy its main weapon.

e The NBH kept interest rates unchanged. Even with this decision (and considering what other
CEE central banks delivered), the NBH base rate and interbank rate (Bubor) remains the
lowest in the CEE. On the other hand, it took further liquidity measures to ease tensions in
funding markets caused by Covid-19, but it isn't a QE.

e It's rather an on-demand emergency liquidity measure, a long-term (3-6-12m and 3-5y)
collateralised lending facility. Though powerful in a sense of it being unlimited, there is a
soft floor of 0.90% on the interest rate charge (“the interest rate may not be lower than the
base rate”), which is above the level of 1y, 3y and 5y HUF IRS. As there is no limitation on
how the commercial banks can use this extra liquidity, it can support the HGB market or
incentivise fixed-rate lending.

¢ As an on-demand tool, its function doesn't look as it is aiming directly to flood the market
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with liquidity like FX swaps did up until now. Other than this, an extra HUF 250bn extra
liquidity is coming from the cut to RRR. Albeit the targeted band of the crowded-out liquidity
remains unchanged at HUF300-500bn, the NBH emphasised that it's also a minimum level.
As forward guidance, the NBH remains in data-driven mode and despite this it will still rely
on the Inflation Reports, a change in the monetary policy can come anytime if the situation
warrants.

FX

We see the EUR/HUF reaction to the announced set of measures as excessive and not justified. As
this is not QE but rather an on-demand emergency funding (at a non- negligible cost of 0.90%) it
does not necessarily follow the market will be flooded with excessive liquidity (above and beyond
what we are used to). Also, compared to its CEE peers, the NBH steps during the Covid-19 crisis
have lagged the dovish steps from the NBP, NBR and CNB (where all central banks cut rates and
embarked / are to embark on QE). This should be, at least in relative terms, perceived as HUF
positive.

Domestic debt and rates

We expect the central bank's NBH measures to indirectly rather than directly help HGBs. Indirectly
in a sense that emergency liquidity measures announced should limit scope for the periods of
HGBs sell-offs and deleveraging we have seen in HGB market over the past weeks. From this
perspective, the liquidity risk premium in HGBs should recede and be positive for the bond market.
We don't look for a direct help as (a) this is not QE; (b) it remains to be seen how much will banks
tap the emergency liquidity at 0.90% as it is above 1y, 3y and 5y HUF IRS, meaning that the extra
liquidity may not necessarily flood the market. But as liquidity risk premium was the risk to HGB in
past weeks (and led to the pronounced sell-offs), we see today's measures as positive for HGBs.

Author

Peter Virovacz
Senior Economist, Hungary
peter.virovacz@ing.com

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

Article | 25 March 2020 2


mailto:peter.virovacz@ing.com

THINK economic and financial analysis

the Prudential Regulation Authority and is subject to regulation 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 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 http://www.ing.com.

Article | 25 March 2020 3


http://www.ing.com

