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INTRODUCTION

Preface

- Domestic demand is a crucial part of the GDP growth: households’ consumption and
investments account for 85 percent of GDP in Hungary. Increasing wealth of households has
supported the growth. Further, strong investment activity means the expansion of those
capacities that maintain the positive contribution of industrial exports to GDP.

 In 2022, the outbreak of the Russian-Ukrainian war and the energy crisis turned into an
inflationary and an exchange rate crisis in Hungary, eroding consumer and business sentiment.
The key rates must have been raised to 18 percent and kept at this level for more than a half
year. Low sentiment, high inflation and rates pulled relevantly back the performance of the real
economy in 2023. Hungary was in a mild recession that year (sadly as the only country in the
region) that was primarily driven by the plummeting domestic demand.

« Households have recovered only partially from the 2022 energy and inflation shock as private
consumption growth ticked up. Worryingly, investment activity remains subdued dragging the
growth and the recovery. Actually, Hungary is the only country where investment growth
declined since the pandemic making us curious about possible reasons of such development.
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Domestic demand has been a decisive growth contributor

20

15

10

2020

B Households' consumption
B Investments

mm Net exports

ERSTES

Contributions to GDP growth
(expenditure side, percentage points)

2021 2022 2023

B Inventories

e GDP

2024

B Government consumption

Vivid domestic demand has been a
relevant growth factor in Hungary. Due
to the favorable performance, the pace
of GDP growth usually exceeded 4
percent before the pandemic.

After the fast revival following the
pandemic crisis, the recession of the
2022-23 period eroded the power of
the domestic segments, however.

In 2024, consumption is on the way to
slowly turn back to the positive
territory, on the back of positive real
wages.

On the other hand, in case of
investments, there are less reasons for
optimism, as the performance reached
a new bottom in Q2 2024.

Source: HCSO, Erste Research
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Balanced structure of
post-pandemic
recovery, apart from
Czechia and Hungary

In most of the CEE countries, the post-
pandemic recovery has been balanced,
l.e. both consumption and investment
grew compared to 4Q19.

Czechia and Hungary are the two
exceptions, however. Our focus to
Hungary today, where investment
growth lagged behind, roughly 15%
lower compared to 4Q19. It made us
curious about possible reasons of such
development.

Source: Eurostat, Erste Group Research 4



Why investment growth has
been so weak in Hungary
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INVESTMENTS

Freefall of investments restrained growth since end-2022,
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In the past 10-15 vyears, the economic policy
encouraged investments through tax reductions, state
subsidies and pursuing rather accommodative
monetary policy. On average, EU fund inflow
amounted to 2.5 percent of GDP per year between
2012 and 2022, supporting the growth via the
investment channel, as well. Meanwhile, low-interest
rate environment helped the exploitation of the
positive impacts.

This led to numerous projects and capacity
expansions in manufacturing, pushing the investment-
to-GDP ratio well above 20 percent.

Although there was a rebound after the pandemic
crisis - partly driven pre-election spending - it quite
quickly faded.

Strict monetary policy, weak external demand, energy
crisis, much lower amount of EU funds, increased
uncertainties caused partly by the Russian-Ukrainian
war all have led to delays of investment and FDI
projects.

Source: HCSO, Erste Research



INVESTMENTS

Difficulties appeared even before the pandemic, as rising
project costs caused investments to slow down in real
terms already from 2019

Investments, 2010 = 100, at current prices
and in real terms
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280 30
260
240 28
220
200 26
180
160 24
140
120 22
100
80 20
e = ¢ 2 ¥ £ ¢ & 2 2 9 & Q8 9 2018 2019 2020 2021 2022 2023 2024
o o o o o o o o o o o o o o
~N N N N ~N N ~N N N ~N ~ N ~ ~
—|nvestments to GDP (at current prices, percent)
——Nominal change ~===Real change —|nvestments to GDP (at average prices of 2015, percent)

] Source: HCSO, Erste Research
ERSTES



INVESTMENTS

Moderate willingness of firms to invest observable in the
deposit and lending figures of the corporate sector

Stock of corporate lending and deposit (HUF
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Owing to high interest rates, sluggish economy and
uncertain outlook, companies have got accustomed to
parking their liquidity in deposits. Meanwhile, corporate

lending practically stagnated, as investments were
postponed.

So far, this attitude has practically remained unchanged
that had been reflected in TH 2024 investment figures.

The future looks quite uncertain and unpredictable,
causing firms to refrain from borrowing and instead,
maintain their wait-and-see approach.

Over the past two vyears, several government-
supported loan programs were introduced. According
to recent government communication, new subsidized
(especially for SMEs) loans are in the pipeline that might
further encourage companies to continue waiting,
worsening the short-term, but improving the 2025
outlook.

Source: MNB, Erste Research



INVESTMENTS

Manufacturing companies’ nhegative contribution to
investment was the most relevant in 2Q24
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INVESTMENTS

That suggests continued sluggish performance of industry
in the short-term

Machinery investments and manufacturing
output (y/y, percent)
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INVESTMENTS

It's unfortunate to witness the reduction in investments for
intangible assets, essential in the 21st century

Intellectual property products Another structural breakdown shows a key point: as
(percentage of total investments (GFCF)) digitalization grew, the need for immaterial products
soared, necessitating investments in intangible
25 goods. Around 2010, Hungary excelled in this area.

o \/—\_- However, the reindustrialization process and
—/_/ subsequent machinery investments displaced some

immaterial ones, making Hungary having got farther

15 from the EU average and got behind the regional
peers. (Czechia is a positive outlier and quite close
10 o to the level of EU-27).

Looking ahead, the proportion of intellectual

S property products could be a decisive aspect for
competitiveness and productivity areas in which
0 Hungary must improve its position.
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INVESTMENTS

Hungary has one of the highest investment ratio, however
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Hungary next to Czechia had the biggest
investment share to GDP in 2022. It went up visibly
between 2016 and 2018.

At that time, strong investment activity was
supported by deeply negative interest rates,
various unconventional monetary policy tools,
generous state investment projects and fast EU
funds inflow. Meanwhile, the ruling high-pressure
economy concept also fueled investments that
was the focus of the government economic policy.

From 2019 on, however, investment ratio at current
prices and investment ratio on fixed prices started
to diverge and the divergence has been
accelerating since the pandemic crisis (see page 7).

This shows that between 2019 and 2022, the faster
inflation of investments kept the investment ratio at
a relatively high level compared to regional peers.

Source: Eurostat, Erste Research
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INVESTMENTS

EU funds inflow, percent of GDP SlOWdOWh in EU fundS fIOW
50 in 2024
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INVESTMENTS

Hungary has one of the largest pot of available funds
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Huge projects are in the pipeline for 2025, however the
utilization highly depends on the stance of external environment

BMW, Debrecen,
71 1bn EUR
M
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Wage growth supports higher

spendings, but precautionary
motive has been strong
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CONSUMPTION

10 percent increase in real wages should imply higher

spending figures
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Real wages and consumption
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Due to skyrocketing inflation and the recession,
Hungarian consumers faced massive welfare losses
incorporating in negative real wages.

However, mainly due to the resilience and tightness of
the labor market, the increase in real wages reached 10
percent in TH 2024, as the price dynamics normalized.

The relevant increase in real wages should have implied
faster revival of consumption, however retail sales
performance has remained relatively subdued, affecting
negatively the revenue side of the budget balance, as
well.

On one hand, high propensity of households to save and
revival of real-estate buying mitigate households’
consumption.

On the other hand, intensifying ‘shopping tourism’ in the
neighboring countries as well as online shopping support
the GDP on consumption’s side, however, mitigate the
growth via increasing imports at the same time.

Source: HCSO, Erste Research 17



CONSUMPTION

Precautionary motive of households remained strong

Nominal level and real change of households’ Households’ savings have been steadily growing
financial assets even during the crisis times, and as a result, by

end-2Q 2024 financial assets of households
increased by 65 percent in nominal terms

90 000 140 compared to end-2019.
80 000 130 Inflation-adjusted figures show however that high
inflation bit into households’ savings, as well.
70 000 120
Following huge inflation shocks, strong
60 000 110

precautionary motivation of households is
50 000 100 understandable; the sector continued to rebuild
their savings in 2023 and so far in 2024.

40 000 90
5532066388338 05380 As a result of high inflation, however, the real
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approaching the end-2021 level, suggesting only
—Real growth (percent, rhs, end-2019=100) slowly dissolving cautiousness of the sector in
——Financial assets of households (HUF bn, Ihs) the near period.

Source: MNB, Erste Research18
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CONSUMPTION

Mortgage lending improved this year
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The housing market stalled last year, due
recession fears, high inflation and high interest
rates, resulting in subdued mortgage lending
figures.

This year however, the rise in household
disposable and continued normalization of
interest rate environment income have led to a
revival in the real estate market.

In 2Q 2024, the volume of new mortgage loans
approached the levels seen during the post-
pandemic rebound.

Meanwhile, driven by the ongoing fiscal
adjustments, the relevance of state-subsidized
loans slightly declined on the market.

Source: MNB, Erste Research
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CONSUMPTION

Outbound spendings almost doubled since 2023, while
interest on online shopping considerably intensified
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Note1: Data surveys on tourism were paused during the pandemic
Note2: Temu appeared in Hungary in September 2023
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CHASING FOR GROWTH

ERSTES

Summary and outlook for 2025

Following the sluggish economic performance in 2023, expectations for an improvement in
2024 were rather strong. The 2Q GDP figures however brought disappointment and earlier
optimism disappeared. High-frequency data indicates slower growth for 3Q as well, thus we
reduced our annual GDP growth forecast to 1.4 percent for FY24. As we outlined in the report,
the main reason for the poor consumption and investments is the lack confidence.

There are some hopes for 2025, however. It is encouraging that the labor market preserved its
resilience, while real wages are to remain in the positive territory next year, as well. Rebuilding
of savings seems to remain an important priority for households, however, sooner or later they
should feel more confidence to spend more again.

In the lack of impulse from external demand, we see more risks on investments’ side, however.
Still, further normalization of interest rate environment and planned targeted and subsidized
programs (especially for SMEs) could improve business confidence and propensity of
companies to invest more. It might be encouraging that Hungary has one of the largest pot of
available EU funds. In addition, there are several projects (see the map of page 15) planned for
next year that should boost the activity in 2H 2025.

We expect the GDP growth to accelerate to around 3 percent in 2025.

For the exclusive use of Erste Group Client. (Erste Group)
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Macroeconomic analyses and forecasts are available on the
Erste Group website and mobile application

Browser: Mobile: QR code:

9!51!* Research e s s e %TE* Research
oup

|
CEE CEE

CHE Crattungis i (i sin diinien

Aacro 5062
(4 GDPg inCE m
ot ¢
We revise 3 GDP forec 1.3
(CEES average /N Dy upw \ of
owth i tia and Poland. Czechia and

sl Visit our Research page:
erstegroup.com/en/research

ERSTES 2



Contacts

ERSTES

Visit www.erstegroup.com or type on Bloomberg ESTE <GO>

Erste Group Research (Vienna)

Fritz Mostbock, CEFA®, CESGA®
Head of Group Research
+43 50100 11902

friedrich.mostboeck@erstegroup.com

Local Research Offices

Juraj Kotian

Head of CEE Macro/ Fl Research
+43 50100 17357
juraj.kotian@erstegroup.com

Henning EBkuchen

Head of CEE Equity Research

+43 5010019634
henning.esskuchen@erstegroup.com

Gudrun Egger, CEFA®

Head of Major Markets & Credit Research

+43 50100 11909
gudrun.egger@erstegroup.com

Bratislava

Slovenska Sporitelna
Head: Maria Valachyova
+421 (2) 4862 4158
valachyova.maria@slsp.sk

Prague

Ceska Sporitelna
Head: David Navratil
+420 224 995 439
DNavratil@csas.cz

Budapest

Erste Bank Hungary

Head: Jozsef Miro

+36 (1) 235 5131
Jozsef.Miro@erstebroker.hu

Warsaw

Erste Securities Polska

Head: Cezary Bernatek

+48 22 257 5751
Cezary.Bernatek@erstegroup.com

Bucharest

Banca Comerciala Romana (BCR)
Head: Ciprian Dascalu

+40 373510 424
ciprian.dascalu@bcr.ro

Zagreb/ Belgrade

Erste Bank

Heads: Alen Kovac, Mladen Dodig
+38572 371383, +3811122 09178
akovac2@erstebank.com

Mladen.Dodig@erstebank.rs



http://www.erstegroup.com/
http://www.erstegroup.com/
mailto:valachyova.maria@slsp.sk
mailto:Jozsef.Miro@erstebroker.hu
mailto:Horia.BraunErdei@bcr.ro
mailto:DNavratil@csas.cz
mailto:Tomasz.Duda@erstegroup.com
mailto:akovac2@erstebank.comMladen.Dodig@erstebank.com
mailto:Mladen.Dodig@erstebank.rs
mailto:juraj.kotian@erstegroup.com
mailto:henning.esskuchen@erstegroup.com
mailto:friedrich.mostboeck@erstegroup.com
mailto:gudrun.egger@erstegroup.com

Disclaimer

This publication was prepared by Erste Group Bank AG or any of its consolidated subsidiaries (together with consolidated subsidiaries "Erste Group") independently and objectively as general information. This
publication serves interested investors as additional source of information and provides general information, information about product features or macroeconomic information without emphasizing product selling
marketing statements. This publication does not constitute a marketing communication pursuant to Art. 36 (2) delegated Regulation (EU) 2017/565 as no direct buying incentives were included in this publication,
which is of information character. This publication provides only other information without making any comment, value judgement or suggestion on its relevance to decisions which an investor may make and is
therefore also no recommendation. Thus this publication does not constitute investment research pursuant to Art. 36 (1) delegated Regulation (EU) 2017/565. It has not been prepared in accordance with legal
requirements designed to promote the independence of investment research and it is not subject to the prohibition on dealing ahead of the dissemination of investment research. The information only serves as non-
binding and additional information and is based on the level of knowledge of the person in charge of drawing up the information on the respective date of its preparation. The content of the publication can be changed
at any time without notice. This publication does not constitute or form part of, and should not be construed as, an offer, recommendation or invitation for a transaction in any financial instrument or connected
financial instruments, and neither this publication nor anything contained herein shall form the basis of or be relied on in connection with or act as an inducement to enter into any contract or inclusion of a financial or
connected financial instrument in a trading strategy. Information provided in this publication is based on publicly available sources which Erste Group considers as reliable, however, without verifying any such
information by independent third persons. While all reasonable care has been taken to ensure that the facts stated herein are accurate and that the forecasts, opinions and expectations contained herein are fair and
reasonable, Erste Group (including its representatives and employees) neither expressly nor tacitly makes any guarantee as to or assumes any liability for the up-to-dateness, completeness and correctness of the
content of this publication. Erste Group may provide hyperlinks to websites of entities mentioned in this document, however the inclusion of a link does not imply that Erste Group endorses, recommends or approves
any material on the linked page or accessible from it. Neither a company of Erste Group nor any of its respective managing directors, supervisory board members, executive board members, directors, officers of other
employees shall be in any way liable for any costs, losses or damages (including subsequent damages, indirect damages and loss of profit) howsoever arising from the use of or reliance on this publication. Any opinion,
estimate or projection expressed in this publication reflects the current judgment of the author(s) on the date of publication of this document and does not necessarily reflect the opinions of Erste Group. They are
subject to change without prior notice. Erste Group has no obligation to update, modify or amend this publication or to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion,
projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. The past performance of a financial or connected financial instrument is not indicative for future results. No assurance
can be given that any financial instrument or connected financial instrument or issuer described herein would yield favorable investment results or that particular price levels may be reached. Forecasts in this
publication are based on assumptions which are supported by objective data. However, the used forecasts are not indicative for future performance of financial instruments incl. connected financial instruments. Erste
Group, principals or employees may have a long or short position or may transact in financial instrument(s) incl. connected financial instruments referred to herein or may trade in such financial instruments with other
customers on a principal basis. Erste Group may act as a market maker in financial instruments, connected financial instruments or companies resp. issuers discussed herein and may also perform or seek to perform
investment services for those companies resp. issuers. Erste Group may act upon or use the information or conclusion contained in this publication before it is distributed to other persons. This publication is subject to
the copyright of Erste Group and may not be copied, distributed or partially or in total provided or transmitted to unauthorized recipients. By accepting this publication, a recipient hereof agrees to be bound by the
foregoing restrictions.

Erste Group is not registered or certified as a credit agency in accordance with Regulation (EC) No 1060/2009 of the European Parliament and of the Council of 16 September 2009 on credit rating agencies (the Credit
Rating Agencies Regulation). Any assessment of the issuers creditworthiness does not represent a credit rating pursuant to the Credit Rating Agencies Regulation. Interpretations and analysis of the current or future
development of credit ratings are based upon existing credit rating documents only and shall not be considered as a credit rating itself.

© Erste Group Bank AG 2024. All rights reserved.

Published by:

Erste Group Bank AG

Group Research

1100 Vienna, Austria, Am Belvedere 1
Head Office: Wien

Commercial Register No: FN 33209m
Commercial Court of Vienna

Erste Group Homepage: www.erstegroup.com

ERSTES



	Alapértelmezett szakasz
	1. dia: Hungary: Chasing growth
	2. dia: Preface
	3. dia: Domestic demand has been a decisive growth contributor
	4. dia: Balanced structure of post-pandemic recovery, apart from Czechia and Hungary
	5. dia: Why investment  growth has been so weak in Hungary
	6. dia: Freefall of investments restrained growth since end-2022, 
	7. dia: Difficulties appeared even before the pandemic, as rising project costs caused investments to slow down in real terms already from 2019 
	8. dia: Moderate willingness of firms to invest observable in the deposit and lending figures of the corporate sector 
	9. dia: Manufacturing companies’ negative contribution to investment was the most relevant in 2Q24 
	10. dia: That suggests continued sluggish performance of industry in the short-term 
	11. dia: It's unfortunate to witness the reduction in investments for intangible assets, essential in the 21st century 
	12. dia: Hungary has one of the highest investment ratio, however 
	13. dia: Slowdown in EU funds flow in 2024
	14. dia: Hungary has one of the largest pot of available funds
	15. dia: Huge projects are in the pipeline for 2025, however the utilization highly depends on the stance of external environment
	16. dia: Wage growth supports higher spendings, but precautionary motive has been strong
	17. dia: 10 percent increase in real wages should imply higher spending figures 
	18. dia: Precautionary motive of households remained strong 
	19. dia: Mortgage lending improved this year  
	20. dia: Outbound spendings almost doubled since 2023, while interest on online shopping considerably intensified 
	21. dia: Summary and outlook for 2025
	22. dia
	23. dia: Macroeconomic analyses and forecasts are available on the Erste Group website and mobile application
	24. dia: Contacts
	25. dia: Disclaimer


