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Changing big picture: high, but lower than expected 
surplus, FDI picks up, external debt below 70% of GDP  

 The C/A surplus in Q3 was much lower than the preliminary data, and also fell behind the 
figures from the previous quarters, so we revise our forecast to 5% of GDP for 2016 from 8%. 
In our previous reports we suggested that the big picture regarding the external position was 
changing. As domestic demand and commodity prices are on the rise, the surplus could peak 
in 2016 and could gradually contract on higher imports from 2017. While BoP data are volatile 
and usually subject to large revisions, the lower than expected surplus in Q3 may suggest that 
this process has already started and may be faster than we expected. 

 Looking ahead, we maintain that the C/A surplus will decrease by at least 1.5 percentage 
points both in 2017 and 2018. As EU funds will keep the capital balance in a sizeable surplus, 
the external financing capacity will remain around 5% of GDP. However, as external 
indebtedness has been normalized, we expect deleveraging to slow down so the financing 
capacity will rather boost the accumulation of foreign assets.  

Indicators of external imbalances: the surplus is still high, but lower than expected (Chart 
1). The seasonally adjusted C/A surplus moderated to 3.9% of GDP (from 6% in Q2 2016; and 
3% a year ago), which fell behind the preliminary data of roughly 8%. As the previous quarters 
have been revised downwards, the C/A surplus could be roughly 5% of GDP in 2016 as a 
whole, instead of the previously expected 8%. EU fund absorption picked up – previously frozen 

bills have been paid – therefore the external financing capacity (EFC1, the sum of the C/A 
and the capital balance) stagnated around 8% of GDP. The EFC2

1 (EFC1 plus net errors and 
omissions), the first best indicator of external imbalances in our view, stagnated just 
below 6% of GDP.  

As we suggested in our previous reports, the surplus will peak in 2016 and decline starting from 
2017 as tight fiscal policy will be loosened, the high savings in the private sector will melt down 
on accelerating consumption and investment revival in real estate and market service sectors. 
Furthermore higher commodity prices will also increase import bills. The Q3 data look to be in 
line with the pick up in domestic demand, suggesting that the process of decreasing surplus has 
already started (Chart 2).  

Capital flows: FDI balance is improving, debt repayment remained strong (Charts 3 and 4). 
The four-quarter cumulated total and corporate FDI inflow started to rise, reaching 2% of GDP, 
a level last seen before the crisis. This could be a consequence of the rise in non-EU-fund-
related investments. The continuation of trend would suggest that unorthodox policies may have 
decreased Hungary’s attractiveness toward foreign capital to a lesser extent than we had 
expected. Strong debt repayment went on, stagnating around 7-8% of GDP in net terms. 

Indebtedness: Gross external debt without SPVs and intercompany loans (which is more 
FDI-like than debt) fell further, to EUR 78 bn (EUR -1.5 bn in a quarter and EUR -6bn a year). 
This means that gross external debt to GDP fell below 70% for the first time since 2005 (from 
72% a quarter ago, 77% a year ago, and 113 at the peak; Chart 5). Net external debt fell to 
EUR 23.6 bn (from 25 a quarter ago, 32 a year ago, and 55 at the peak). Short-term debt 
declined to EUR 18 bn (from 20 a quarter ago, 22 a year ago, and 38 at the peak). This means 
that every indicator of indebtedness has normalized from the high levels that made Hungary 
vulnerable in crisis years (CEE countries usually have external debt of 60% of GDP). From 
these levels we would expect deleveraging to slow down. Recently the private sector has 
accumulated foreign assets instead of repaying debt. The main driver of decrease in external 
debt in the past quarters has been the public sector, paying back foreign debt from FX reserves 
under the Self Financing Programme (Chart 6). But this may also slow down, as excess 
reserves have already been reduced (Charts 7 and 8).  

 

                                                           
1
 We always emphasise that we consider EFC2 the first best indicator of the external position, as it includes the transfer 

balance and the NEO, as it is not only consistent with the evolution of external liabilities, but is also less affected by the 
frequent revisions between the C/A balance and the NEO (net errors and omissions) lines. 
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Looking ahead, we revise our forecast on C/A surplus to 5% of GDP for 2016. We maintain that it will decrease 
by at least 1.5 percentage points in both 2017 and 2018. As EU funds will bounce back to around 3-4% of GDP, 
keeping the capital balance in an equivalent surplus, the external financing capacity will exceed 5% of GDP. However 
as external indebtedness has been normalized, we expect the financing capacity to boost the accumulation of foreign 
assets, while the decrease in external debt is expected to slow down.  

 

Chart 1: Main indicators of external balance  

(as % of GDP, SA) 
1.  Chart 2: Net financing capacity of the main sectors 

and the whole economy (as % of GDP, SA) 

 

 

 
Sources: MNB, OTP Research   Sources: MNB, OTP Research  

 2.   

Chart 3: Structure of (net) capital flows  
(as % of GDP, four-quarter average) 

3.  Chart 4: Net FDI inflow (as % of GDP, four-quarter average) 

 

 

 
Sources: MNB, KSH (negative numbers represent outflow)  Sources: MNB, OTP Research (negative numbers represent outflow) 

 

 

Chart 5: Indicators of external indebtedness (as % of 
quarterly, SA, annualised GDP) 

1.  Chart 6: Gross external debt by sectors (as % of 
quarterly, SA, annualised GDP) 

 

 

 
Sources: MNB, KSH (w/o intercompany debt)  Sources: MNB, KSH (w/o intercompany debt) 
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Chart 7: Reserves and reserve adequacy rules (EUR bn) 2.  Chart 8: FX reserves / short-term debt (remaining 
maturity, %) 

 

 

 
Sources: MNB, OTP Research (w/o intercompany debt)  Source: MNB 

 
 
 
 
 
 
 
 
 
 
 

Disclaimer 
OTP Bank Plc. does not intend to present this document as an objective or independent explanation of the matters contained therein. This 
document a) has not been prepared in accordance with legal requirements designed to promote the independence of investment research, 
and b) is not subject to any prohibition on dealing ahead of the dissemination of investment research. 
This communication does not contain a comprehensive analysis of the described issues. This material is only for information purposes and it is not 
intended as an investment advice, an offer or solicitation for the purchase or sale of any financial instrument, and it does not constitute legal, tax or 
accounting advice. 
Information herein reflects the market situation at the time of writing. It provides only momentary information and may change as market conditions and 
circumstances develop. Additional information may be available on request. Although the information in this document has been prepared in good faith 
from sources which OTP Bank believes to be reliable, we do not represent or warrant its accuracy and such information may be incomplete or 
condensed. Opinions and estimates constitute our judgment and are subject to change without notice. OTP Bank may hold a position or act as market 
maker in the financial instrument of any issuer discussed herein or act as advisor or lender to such issuer. This document is not intended to provide the 
basis for any evaluation of the financial instruments discussed herein. In particular, information in this document regarding any issue of new financial 
instruments should be regarded as indicative, preliminary and for illustrative purposes only, and evaluation of any such financial instruments is made 
solely on the basis of information contained in the relevant offering circular and pricing supplement when available. OTP Bank does not act as a 
fiduciary for or an advisor to any prospective purchaser of the financial instruments discussed herein and is not responsible for determining the legality 
or suitability of an investment in the financial instruments by any prospective purchaser. 
Before purchasing or selling financial instruments or engaging investment services, please examine the prospectuses, regulations, terms, agreements, 
notices, fee letters, and any other relevant documents regarding financial instruments or investment services described herein in order to be capable of 
making a well-advised investment decision. Please refer to your competent adviser for advice on the risks, fees, taxes, potential losses and any other 
relevant conditions before you make your investment decision regarding financial instruments or investment services described herein. Any concrete 
individual decision or investment made based on this publication is the sole risk of the Client and OTP Bank shall not be held responsible for the 
success of the investment decisions or for attaining the Client's target. 
 
Figures described herein refer to the past and past performance is not a reliable indicator of future results. 
OTP Bank Plc. (registered seat: Nádor utca 16., Budapest H-1051, Hungary; Supervisory authority: Magyar Nemzeti Bank (National Bank of Hungary – 
H-1013 Budapest, Krisztina krt. 39.sz.). PSZÁF licence numbers: III/41.003-22/2002 and E-III/456/2008. For more information, please refer to: 
https://www.otpbank.hu/portal/hu/Megtakaritas/Ertekpapir/MIFID. All rights reserved. This publication is exclusively owned by OTP Bank Plc., no part of 
this material can be reproduced, re-used or disseminated without the prior written consent of OTP Bank Plc.  
If you received this document from OTP Bank Plc, then it was sent to you with your previous consent. You may withdraw this permission by sending an 
e-mail to research@otpbank.hu or writing a letter addressed to "Research Center” Hungary 1051, Budapest Nádor utca. 21. Please refer to your name 
and e-mail address in both cases.  


