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Hungary: Core inflation at top of target
range
While headline inflation remained steady in December, core inflation
moved above 4% again, confounding the doves who expected a rate
cut

The biggest market in
Budapest

2.7% Headline CPI (YoY)
ING forecast 2.7% / Previous 2.7%

As expected

After three months of decline, Hungary's headline inflation steadied at 2.7% year-on-year in
December. This is a result of a 0.3% average price increase over a month. Both readings are a tad
below the market consensus, but matched ING’s forecast. The details also matched our
expectations but with a twist.
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Main drivers of headline CPI change (%)

Source: HCSO, ING

What the breakdown shows

Fuel prices rose by 3.6% on a monthly basis, the strongest increase since July. The
combination of elevated oil prices and a weaker forint is responsible for the upward move.
An excise duty increase in tobacco products took effect from 1 January 2021. However,
producers have already started price increases in December. This is not necessarily a
surprise, but the scale of it was bigger than usual. A 5.2% month-on-month price increase
was measured in tobacco products.
Another small surprise comes from durables, where the year-on-year reading rose to 2.8%,
adding pressure to core inflation along with tobacco prices.
As far as compensatory forces in inflation are concerned, we have softening inflation in
services, clothing and food. All of them are in line with the expected direction of change. The
most interesting story in the food group is that unprocessed food prices were the major
force behind easing inflation.

The composition of headline inflation (ppt)

Source: HCSO, ING
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As mainly non-core elements pushed inflation lower, while core elements had an upward impact,
core inflation increased. After a 0.2ppt increase, it was at 4.0% year-on-year. Tax effects
have remained strong (mainly on excise duty changes), so core inflation excluding indirect taxes
came in at 3.4% YoY. In all, this means a quite mixed result with a softening headline inflation rate
but elevated core inflation.

Headline and core inflation measures (% YoY)

Source: HCSO, NBH, ING

What's next?
In a recent interview, the deputy governor of the central bank Barnabás Virág practically
warned the market not to think about any interest rate cuts, shooing the doves away. The
headline inflation figure is below target and significantly lower than the central bank's
implicit forecast. Maybe it would even allow for a dovish shift. However, core inflation is
clearly stubbornly hovering around 4%, just at the top of the National Bank of
Hungary's inflation tolerance band. Based on all this, we don't see the central bank
making any type of move (especially not a rate cut) soon, so the cautious, wait-and-see
monetary policy setup remains.
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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.

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 BR000341) 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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