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Our regional insights: 
The NBH cuts by just 75bps to keep the forint stable 
Yesterday, the National Bank of Hungary (NBH) cut the base rate by 75bps from 10.75% 
to 10%, surprising a market that expected a 100bps reduction. 

The main reason of the smaller cut was clearly the turbulence on the HUF market taking 
place last week. NBH vice governor Mr Virag highlighted on the press conference that 
the fundamentals have improved substantially which would allow a bigger cut, but 
they also focus on market stability and that required a more cautious approach. The 
Monetary Council discussed two options: a 75 bps and 100 bps cut.  

Regarding inflation, the NBH sees the disinflationary process continuing with consumer 
price inflation expected to moderate to around the NBH inflation target band by the 
summer. But Mr Virag highlighted that to secure price stability careful monetary policy 
was needed. He emphasized again the fast improvement of current account balance, 
monthly figures from the last quarter in 2023 suggests that C/A balance might be in 
surplus in 2023 vs the 8% deficit in 2022. Mr Virag also welcomed the successful foreign 
currency bond auctions in January. Both demand and pricing of these bonds were 
favourable and the AKK agency had already been able to issue a majority of its planned 
foreign currency needs for this year. 

Looking ahead the NBH will remain data driven. Beside the macroeconomic 
fundamentals, like inflation, current account balance etc. they will monitor Hungary’s 
relative position against interest rate developments in the region and the expectations 
of the domestic economic actors.  

We expect inflation to drop temporarily below 4% YoY during the spring. The C/A may 
remain slightly positive in 1H24, fully supporting a 100 bps cut on the February 
meeting. But there are the risks, like a high budget deficit, ongoing confrontations with 
the EU, geopolitical risks and a possible later-than-recently expected start of the Fed 
and/or ECB easing cut cycle. All this means that the MPC’s next decision might remain 
an open question until the last minute. The trend is clear however: the easing cycle may 
be continued through the summer as the NBH base rate can be moderated to the range 
of 6-7%. Whether it will be closer to 6% or closer to 7% depends on incoming data and 
global market sentiment.  

One of these uncertainties may come to an end tomorrow (1st February): will Hungary 
support the EU’s EUR 50bn financing program for Ukraine or not? Prime Minister, Mr 
Orban insists on an annual review, but the EU is sceptical as it opens the door for 
possible blackmail every year. There are plans that in case Hungary won’t accept the 
financing program, a qualified majority of member states would take the Hungarian 
rotating presidency from 1 July and give it to Poland, which would follow us in the queue 
from January.  

These political noises may maintain some volatility on the EUR/HUF forex market. Still, 
we maintain our view that the main trading range might remain between EUR/HUF 378 
and 393 in the coming weeks. We see quite strong resistance levels between 380 and 
383, which could be difficult to break through. 
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Interest-rate Swap Curves 
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* upper plot in each panel shows interest swap curve (%), lower plot shows change in interest rates in basis points (against previous Friday). Source for all market data: Bloomberg
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