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Hungarian inflation remains steady at
5%

The reopening effect hasn't reached consumer price statistics just yet
in Hungary despite anecdotal evidence fuelling expectations. Even
though headline inflation remained flat at 5.1% YoY in May, we think
the central bank should stick to its guns with a 15bp rate hike affecting
both the 1-week deposit rate and the base rate at the June meeting

Source: Shutterstock
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After a series of upside surprises and strengthening, inflation has stopped accelerating in May.

It is rare to talk about annual inflation above 5% with a negative bias but given the vast majority of
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forecasts expected headline inflation to reach a new high and a peak in May. The details show that
we seem to be missing the reopening related inflation pressure which we expect to show up in
eating out and services based on anecdotal pieces of evidence.

Main drivers of the change in headline CPI (%)
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e Starting with the downside surprises, we need to mention the food prices first. Inflation in
this product group was only 0.8% MoM, translating into only a 2.6% YoY reading. Eating out
showed only 1.1% price increase on a monthly basis, where we expected a much stronger
impact stemming from the reopening. It also seems that agricultural producer price
increase is spilling over with a delay. We expect June to show a much stronger price
pressure in food.

e When we are talking about reopening related inflation, services should come to our mind
too. With a gradual reopening started in April and with most of the service providers being
able to open for business in May, we expected a significant repricing. In contrast, inflation is
services came in at 0.2% MoM and 2.1% YoY. Far away from that price pressure which was
tied to reopening in theory. Again, we believe that we see just a delay in statistics.

e The series of downside surprises end with clothing prices where May used to bring a
significant price increase based on seasonal pattern. This May however proved to be
different in this way too.

¢ On the upside surprises, the list is relatively short. Fuel prices showed a 1.7% MoM price
increase, in contrast with our calculation of a much lower change. Even with this, fuel prices
are up by 36.2% YoY, showing a 3ppt deceleration to April. Durables inflation came in at
0.7% MoM, the highest reading in the past 12 months. The ripple effect from accelerating
producer price changes and elevating shipping cost seems to be stronger and faster,
offsetting the strengthening of HUF.
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The composition of headline inflation (ppt)
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delayed reopening inflation effect

In all, we see today’s surprise is stemming from a delayed reopening inflation effect, which will
show up in June.

However, core inflation has already moved higher to 3.4% YoY, showing a 0.3ppt acceleration
compared to April. This is clearly related to durables. With services and food inflation moving
higher in the coming months, core inflation is expected to move north. The underlying price

pressure is quite visible if we check the central bank’s indicators. The so-called sticky price inflation
moved to 4.4% YoY, the highest since the summer of 2007.

Headline and core inflation measures (% YoY)
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With further increasing underlying inflation, we don't see today’s downside surprise in the
headline reading to change the big picture regarding monetary policy.

Upside risks are still there, stemming from delayed reopening price pressures, elevated
commodity prices and higher shipping cost, and supply-side issues, which are increasing the
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price of intermediate products. With all of these pipeline pressures, the central bank needs
to stick to its playbook, at least in the short run.

This means a 15bp rate hike affecting both the 1-week deposit rate and the base rate at the
June rate-setting meeting, in our view.

Author

Peter Virovacz
Chief 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
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 www.ing.com.

Snap | 9 June 2021 4


mailto:peter.virovacz@ing.com
https://www.ing.com

