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Services inflation heats up in Hungary
Hungary's headline inflation in March inched slightly lower, but the
rate of monthly repricing accelerated somewhat. Services inflation
was the biggest driver, creating an unfavourable turn in the inflation
structure

3.6% Headline inflation (YoY)
ING estimate 3.6% / Previous 3.7%

As expected

Monthly headline inflation rose slightly compared to previous
months
Inflation in Hungary continued to fall in March, with the Hungarian Central Statistical Office (HCSO)
reporting a higher inflation rate than the market consensus. In contrast, the incoming data
matched our own expectations exactly. Compared with February, headline inflation fell by 0.1ppt
to 3.6% year-on-year, but at the same time the monthly repricing was 0.8%, indicating a slight
acceleration compared to the (already high) repricing seen in the previous two months of this
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year.

This means that inflationary pressures in the Hungarian economy are generally persistent, as
achieving the sustainable 3% inflation target would require monthly inflation rates of around
0.2-0.3%. At the same time, core inflation rose by 0.8% month-on-month, suggesting that price
pressures were particularly strong among items included in the core basket – which is clearly an
unfavourable turn, as it points to stickier inflation.

Main drivers of the change in headline CPI (%)

Source: HCSO, ING

The details

Food prices rose only by 0.1% MoM, which brings the annual food inflation rate to 0.7%, the
lowest level in the post-Covid era. On a monthly basis, prices of unprocessed foods
increased, while prices of processed foods decreased, indicating a divergence within the
food component.
Fuel prices increased by 2.1% MoM on the back of higher global oil prices, while household
energy prices likewise increased on a monthly basis. The latter might be only a one-off
phenomenon coming from the methodology.
Prices of durable goods remained unchanged in March, despite a weakening of the forint.
So, this can likely be explained by the easing of global inflationary pressures combined with
weak external demand.
Services prices rose by 1.8% MoM, which brings the annual services inflation rate to 9.9%.
Television subscription and telecom services providers hiked prices in a retrospective
manner, hence the large – although expected – monthly increase. In terms of the annual
headline inflation rate, the services component explains 72% of total inflation.
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The composition of headline inflation (ppt)

Source: HCSO, ING

Core inflation drops, but the monthly repricing doesn’t paint too
rosy a picture
Core inflation decelerated by 0.7ppt to 4.4% YoY in March, while the National Bank of Hungary's
measure of inflation for sticky prices also decreased, displaying a reading of 6.1% YoY. This is the
result of a 0.8% MoM increase in core inflation, which is the highest monthly repricing seen since
April 2023. If we exclude the processed food item, this narrowed core inflation measure came in at
1.1% on a monthly basis, creating headaches from a monetary policy point of view.

Of course, the biggest driver among the core basket was services inflation. This component alone
accounted for 0.5ppt of the entire monthly repricing. As we’ve been continuously pointing out,
March and April are particularly sensitive months to higher monthly services repricing, which is not
a unique phenomenon. What is important, however, is that many services providers hike prices in
a retrospective manner, using last year’s average inflation – which was extremely high in
Hungary – as an anchor. In this regard, we expect services inflation to remain hot in April as well,
on the back of higher repricing from tourism, financial, and telecom services providers.

Headline and underlying inflation measures (% YoY)

Source: HCSO, NBH, ING
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We expect two rounds of reflation this year, driven mostly by
base effects
Going forward, we expect monthly price adjustments to be slightly weaker than the levels
observed over the past three months. This is primarily attributable to seasonal price changes in
food and clothing items. We also anticipate a moderation in fuel price increases, mainly due to the
recent talks between the government and MOL (the biggest wholesale fuel retailer in Hungary). On
the other hand, services price increases are likely to continue, and we therefore expect headline
inflation to remain around its current level in April.

However, we still continue to anticipate a two-round reflation process, largely driven by base
effects, with the first round likely starting in May and the second commencing in October.
Consequently, our December 2024 inflation forecast remains in the range of 5.5-6.0% YoY,
currently leaning closer to the upper end of the range.

Nevertheless, it is challenging to make accurate projections for the second half of the year. The
Hungarian economy appears weak while labour market tightness has eased, potentially slowing
the favourable wage growth process. The cautionary motive of households persists, with the gross
savings rate still being at historically elevated levels. In this regard, a significant rebound in
consumption is yet to be seen, and all of these factors are therefore likely to provide a headwind to
inflation in the coming months.

A new challenge for monetary policymakers
From a monetary policy perspective, the latest inflation figure poses a challenge to policymakers.
In our view, rate cuts will undoubtedly continue in the coming months – but the extent of the cuts
remains highly uncertain. If market conditions are favourable in the coming weeks, the central
bank may even have the opportunity to cut the base rate by 75bp, the same as in March.

However, the structure of inflation (especially the 1.1% MoM core inflation excluding processed
food) and developments in the core markets yield environment – with particular attention paid to
changes in interest rate expectations regarding the Fed – could prompt the National Bank of
Hungary to be more cautious. Nevertheless, we continue to expect the central bank's last rate cut
in 2024 to take place in June. This could be followed by a holding period, which would help ensure
that monetary policy is tight enough to maintain both price and financial market stability over the
longer term in an environment of rising inflation.

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

mailto:peter.virovacz@ing.com


THINK economic and financial analysis

Snap | 11 April 2024 5

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 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 www.ing.com.

https://www.ing.com

