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Hungarian labour market situation
remains pro-inflationary for now

While wage growth remains strong, there are signs that

the unemployment rate is rising. This weakening could be because
companies are slowly starting to adapt to their ever-increasing costs
by downsizing their workforce

Based on our latest
outlook, the Hungarian
economy is facing a
technical recession in
the second half of the
year

Wage growth remains strong

The Hungarian Central Statistical Office (HCSO) has released the latest set of labour market data
(wages and unemployment rate). While wage growth from June suggests that the labour shortage
is motivatingn the wage-related decisions of employers, the July employment data may show the
first signs of a turnaround.

Starting with wages, gross average wages increased by 15.4% year-on-year in June 2022, causing
a minor upside surprise. If we check the development in regular wages (which means getting rid of
the impact of one-off payments and bonuses) we can see clearly that underlying wage growth
strengthened significantly, with a 16% year-on-year increase. However, despite the strong
underlying wage increase, galloping inflation is erasing more and more from the nominal rise. The
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real wage growth has remained in the positive territory but dropped to only 3.3% year-on-year by
June. With the further strong rise in inflation in July and in the coming months, real wage growth
could turn into negative territory, dragging on consumption during the second half of 2022.

Nominal and real wage growth (% YoY)
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Back to the details. Wage growth in the private sector came in at 14.8% YoY, a full percentage
point higher than the average seen in the first five months of this year. Salaries rose by 12.8% in
the public sector over a year. Meanwhile, due to educational institutions being reclassified as part
of the non-profit sector, wage growth here remained on the extreme side: above 32% over a year.
In this regard, the main driver of the acceleration in June was coming from private corporates that
are still facing labour shortages and trying to solve this issue with higher wages.

Wage dynamics (3-month moving average, % YoY)
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Unemployment rate rises for the first time this year

But this phenomenon could end soon if July data is anything to go by. Employment data points to
a weakening in labour metrics. The number of unemployed people moved up to 173k,
corresponding to an unemployment rate of 3.5% in July. This is 0.2ppt higher than in the previous
month. Although this isn't a ground-breaking change, as it could be a statistical error, this is the
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first increase in six months.

In addition to the increase in unemployment, the number of participants in the labour market also
decreased somewhat. This means that the reduction in the number of employed compared to the
previous month was split between going into inactivity (e.g. retirement) and becoming
unemployed. Based on one month's data, we can't draw any serious conclusions about major
changes in the labour market processes. However, this weakening could be the first sign that
companies have slowly started to adapt to their ever-increasing costs.

Labour market trends (%)
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After all, if employers expect more difficult times ahead, and that demand for their products and
services will fall, more companies will be forced to start an extensive labour market adjustment. To
put it more simply, they could try to save on costs by downsizing and thus maintain their
profitability despite the expected decrease in revenues.

Based on our latest outlook, the Hungarian economy is facing a technical recession in the second
half of the year, that is, we expect a decrease in aggregate demand. All of this, in addition to the
increased costs companies are facing (energy, transport, raw materials, labour, etc.), means ever
higher inflation since companies are primarily now trying to maintain their profitability by passing
on costs. However, as real wage growth turns into negative and aggregate demand shrinks, this
option will become less functional, so layoffs may begin. Accordingly, towards the end of this year,
we expect the unemployment rate to rise, but we don't see the indicator significantly exceeding
4%.
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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
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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 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.
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