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Drawing breath before turning toward 4% YoY GDP growth 
 

 Overview: monthly indicators suggest that growth could be as weak as 1.7% YoY in Q4, and 
2.1% in 2016 as a whole. Given the faint GDP figures and the decelerating growth pattern 
(2014: 4%, 2015: 3.1%, 2016: 2.1%), our 3.9% forecast for 2017 may be surprising. This 
report lays out the key arguments that support our forecast: (1) Underlying growth dynamics 
– excluding the impact of EU funds – show a more robust pattern, driven by a tight labour 
market and rising consumption; fiscal easing and the minimum wage increase should boost 
consumption further; (2) business and residential investment has already showed signs of 
revival and may become important drivers in 2017; (3) EU fund absorption is due to recover 
in 2017. In our view, these factors will ensure that growth accelerates substantially in 2017. 
Nonetheless, there are downside risks to our forecast, related to the external environment 
(growth in the EU) and the performance of agriculture after an exceptionally strong 2016. 

 2016 was the year of sudden stop in EU transfers. After the end-2015 surge of investment 
activity in line with the expiration of the EU fiscal cycle, the dearth of EU funds brought 
collapse to capital formation, shaving off ~1.5 pp from GDP growth in 2016. This was most 
visible in the nearly 30% downward level shift of construction production in 2016Q1. In 
addition, after spring 2016 private sector activity also lost steam: industrial production growth 
stalled, while external trade indicators also suggest deceleration (see page 3). Our short-
term forecast for 2016Q4 GDP suggests mere 1.7% YoY growth, while non-farm private 
GDP may have decelerated to 1.4% from 1.5% a quarter ago (see the chart on next page). 

 However, we assess this slowdown as temporary and think business activity will soar in 
2017. Accordingly, most of the forward-looking indicators promise meaningfully improving 
economic performance in 2017. Business sentiment in Germany as well as in Hungary has 
improved recently. New export orders of manufacturing are heading upward again. The stars 
are aligning for a recovery in manufacturing and export growth. 

 The tightening labour market, coupled with policy measures such as the 10% minimum wage 
hike and 25% raise of skilled workers’ minimum wage, may result in 8-9% gross wage 
growth in 2017 (about 2.0-2.5 pps higher than our earlier medium-term forecast released in 
September 2016). Given that CPI may stay below the MNB’s 3% target, real income growth 
could remain as robust as in 2016, above 5% YoY. Higher real income will support 
household consumption; so will the reduction of VAT on some basic foodstuffs (poultry, egg 
and unprocessed milk) and on internet providing services. (VAT cuts for restaurants may not 
pass through to consumers; firms may keep savings to themselves as a compensation for 
large, mandated wage hikes). Furthermore, as the budget still contains large room for 
manoeuvre, we suppose that ahead of the 2018 parliamentary elections the government will 
find further ways to support households. Finally, consumption will also be backed by higher 
propensity to consume, hence a lower savings ratio: notably, household loans flow returned 
to above-zero territory after seven years of contraction. 

 After a soft 2016, private investment is expected to recover in 2017. Since the middle of 
2016 we have seen signs of climbing private investment activity, while government 
investment also nudged higher in 2016Q3. The overall FDI picture seems more encouraging 
than before, and big-ticket capital projects by Mercedes-Benz and Samsung (for a combined 
EUR 1.3 bn) are also in the pipeline for 2017. Furthermore, the elevated level of building 
permits should transform into construction output soon, while the further drop in office 
vacancy rates supports private investment as well.  

 Finally, the level of EU funds absorption has bottomed out. According to the 2016Q3 balance 
of payments, the net inflow of EU transfers is gaining momentum (up to HUF 226 bn in Q3, 
compared to HUF 9.8 bn in 2016H1). The 2016 year-end government spending spree will 
bear fruits: the rising EU-related expenditures were mostly advance payments for future 
investment spending.  

 All in all, we think that after a moderate 2.1% expansion in 2016, the stage is set for about 
4% GDP growth this year. The year-end government spending spree and weaker-than-
expected economic performance in 2016H2 may even pose risks to the upside. On the other 
hand, downside risks are related to the external environment (rising inflation may pose 
headwinds for eurozone growth, while the heavy political calendar could weigh on   
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business sentiment),and the performance of agriculture after a stellar 2016 (wheat crops reached an eight-year high 
while corn output was the fourth highest ever). 

 Although the investment cycle has been quite volatile lately, we think the rising weight of private investment and robust 
household consumption will provide solid ground for 2018 growth as well. As expanding domestic demand will require 
more and more imports, the current account surplus will erode, while the tight labour market and accelerating wage 
growth will certainly fuel inflation. The main question at the current stage of the recovery is whether companies can (or 
are willing to) accumulate enough fixed capital and boost productivity sufficiently to overcome the constraint of 
enormous and pervasive labour shortage. If yes, the favourable macro setup could last for years. If not, stronger-than-
optimal wage growth and the lack of labour reserve may bring the cycle to its limit sooner or later. 

Business cycle forecasting indicator for non-farm private GDP* 
(quarterly data, YoY change) 

 
Sources: HCSO, OTP Research 
 
 

Summary table of main macroeconomic indicators 

 

Key economic indicators 2017.01.

2012 2013 2014 2015 2016F 2017F 2018F 2016F 2017F 2018F 2016F 2017F 2018F

Nominal GDP (at current prices, bn HUF) 28 628 30 065 32 180 33 712 34 869 37 104 39 200 35 005 36 777 38 714

Real GDP change -1,7% 2,1% 4,0% 3,1% 2,1% 3,9% 3,1% 2,0% 2,9% 2,9% 2,1% 2,6% 2,8%

Household final consumption -2,3% 0,6% 2,5% 3,4% 4,3% 4,2% 4,1% 4,5% 4,0% 3,4% 4,9% 4,0% 3,6%

   Household consumption expenditure -2,3% 0,2% 2,1% 3,1% 4,9% 4,9% 4,8%

Collective consumption -0,3% 3,0% 9,2% 0,6% 0,7% 0,5% 1,0%

Gross fixed capital formation -4,4% 7,3% 9,9% 1,9% -9,1% 13,7% 2,8% -8,8% 5,4% 4,9% -8,2% 5,9% 3,0%

Exports -1,8% 6,4% 9,8% 7,7% 6,6% 4,6% 7,5% 6,7% 5,1% 6,4%

Imports -3,5% 6,3% 10,9% 6,1% 5,6% 6,0% 7,2% 6,2% 6,6% 7,2%

General goverment balance (ESA'10 based, HUF bn) -662 -770 -673 -534 -368 -433 -784

in percent of GDP -2,3% -2,6% -2,1% -1,6% -1,6% -1,2% -2,0% -1,8% -2,5% -2,5% -1,5% -2,3% -2,3%

General goverment debt (in percent of GDP) 78,3% 76,8% 76,2% 75,3% 74,4% 73,6% 71,7% 74,3% 73,3% 72,1% 73,4% 72,5% 71,8%

Current account (EUR bn)* 1,7 3,9 2,2 3,7 5,7 4,2 2,5 5,5 5,0 4,4

in percent of GDP 1,8% 3,8% 2,1% 3,4% 5,0% 3,5% 2,0% 4,9% 4,2% 3,6% 4,1% 3,1% 4,1%

Gross nominal wages** 5,7% 4,1% 3,6% 4,4% 5,7% 6,4% 6,8%

Gross real wages 0,0% 2,3% 3,8% 4,5% 5,4% 3,8% 3,9%

Gross disposable income*** 2,0% 3,1% 4,0% 4,8% 4,4% 5,5% 5,9%

Gross real disposable income -3,5% 1,3% 4,2% 4,9% 4,1% 3,0% 3,0%

Employment (annual change) 1,8% 1,7% 5,3% 2,7% 2,9% 1,3% 0,8% 2,7% 0,6% 0,8%

Employment domestic concept w/o public workers -0,2% 0,5% 3,3% 1,5% 2,3% 1,8% 0,9%

Unemployment rate (annual average) 11,0% 10,2% 7,7% 6,8% 5,1% 4,5% 4,1% 5,4% 5,1% 4,9% 5,1% 4,7% 4,1%

Inflation (annual average) 5,7% 1,7% -0,2% -0,1% 0,3% 2,4% 2,8% 0,4% 2,0% 2,5% 0,4% 2,3% 2,7%

Base rate (end of year) 5,75% 3,00% 2,10% 1,35% 0,90% 0,90% 1,35% 0,90% 0,92% 1,34%

1Y Treasury Bill (average) 7,0% 4,11% 2,28% 1,17% 0,77% 0,43% 0,97%

Real interest rate (average, ex post) 1,3% 2,3% 2,5% 1,2% 0,4% -1,9% -1,8%

EUR/HUF exchange rate (average) 289,3 297,0 308,6 309,9 308,8 311,8 313,3 311,0 310,0 310,0

EUR/HUF exchange rate (end of year) 291,3 296,9 314,9 313,1 311,0 312,6 314,1 309,0 311,0 310,0

Sources: CSO, NBH, OTP Bank

*: Official data of balance of payments (excluding net errors and ommissions)

***: Calculation based on financial accounts data

EC Autumn 2016OTP

**: Total wages including accrual based salaries in governmental sector. In the case of 

private sector wages we calculated with whitening effect filtered wages and we 

adjusted  the changeable seasonality of the bonus payments.

Focus Economics
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Assessing the short-term evolution of the business cycle 

 

 Turning to high-frequency indicators, the picture is a bit discouraging. Manufacturing production has not really grown 
since mid-2015; in 2016H2 we could even see a slight decline (after 2016 April, when a supposedly one-off boost from 
the Esztergom Suzuki plant delivered an all-time high output volume). Looking at the details, a new divergence could 
be observed between the two main product groups: while the production of vehicles (responsible for about 28% of total 
manufacturing production in nominal terms) heads upward and has reached its previous high, the output of electronic, 
computer and optical products (accounting for about 11% of total manufacturing production) turned south in mid-2016. 
The latter can be put down to trend-like declines of production of computers and parts as well as consumer 
electronics. We saw similar divergence between 2010 and 2014 when insufficient demand, coupled with the gradual 
shutdown of the Nokia plant in Esztergom, led to 48% cumulated drop in the output of the sector. This time, our 
suspect is Jabil, which is reported to have laid off 600 workers (14% of its workforce) after relocating part of its 
production to Ukraine, seeking lower labour costs. 

 Simultaneously with industrial production figures, the export volume of goods went down recently, which naturally led 
to some drop in import volumes. As the terms of trade were favourable over 2016, the trade balance surplus remained 
near its historical highs and may have been almost 10% of GDP in 2016 as a whole. 

 After the collapse in 2016Q1, construction activity showed certain but limited improvement, thanks to supporting 
factors (vanishing free capacity on office market, introduction of government housing subsidy scheme, the so-called 
CSOK, VAT cut for new housing). However, the rise of building permits stopped in 2016H2, and the climb of 
construction production and orders stalled. Indicators of existing home sales and prices show that the revival of the 
housing market cycle may have arrived at a short break, at least. 

 Finally, income and spending indicators of households tell that the acceleration has ended and the rate of expansion is 
stabilizing. Nominal income figures have steadied around 7-8% YoY, still a spectacular space, while the YoY changes 
of retail sales volume w/o fuels have been around 5% for a while. The growth of domestic nights spent in 
accommodation and soaring new passenger vehicle registrations also suggest robust household demand. Besides, 
household consumption has room for further increase: the gross saving rate of households has not started to decline 
yet (although the net saving rate has, owing to a recovery in borrowing). 
 

 
Indicators of external demand 
 

Chart 1: IFO* and EC sentiment indicators 
(monthly data, balance indicator) 

1.  Chart 2: External demand 
(annual changes, %) 

 

 

 
Sources: Reuters, Eurostat, OTP Research 
*: current situation sub-index 

 Sources: HCSO, Eurostat, OTP Research 
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Chart 3: Trade balance 
(monthly data, SWDA, EUR mln) 

1.  Chart 4: Export and import of goods 
(SA, 2010 = 100) 

 

 

 
Sources: HCSO, OTP Research  Sources: HCSO, OTP Research 

 

Chart 5: Production of vehicles as well as computer, 
electronic and optical products (SA, 2010 = 100) 

2.  Chart 6: Production of computers and peripheries as 
well as consumer electronic products (production value 
w/o VAT, monthly, HUF bn) 

 

 

 
Sources: HCSO, OTP Research  Sources: HCSO, OTP Research  

 

Chart 7: New export orders 
(SA, 2010 = 100) 

3.  Chart 8: Business confidence in industry 
(monthly data, SWDA, balance) 

 

 

 
Sources: HCSO, OTP Research  Sources: Eurostat, OTP Research 
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Indicators of domestic demand – Investments 

 

Chart 1: Construction production 
(SA, 2010 = 100) 

4.  Chart 2: Orders stock of construction 
(SA, 2000 = 100) 

 

 

 
Sources: HCSO, OTP Research  Sources: HCSO, OTP Research 

 
 

Chart 3: Orders stock and production of construction 
(SA, 2000 = 100, 2010 = 100) 

5.  Chart 4: Investment rate in the public sector 
(SWDA, as % of total GDP) 

 

 

 
Sources: HCSO, OTP Research  Sources: HCSO, OTP Research 

 

Chart 5: Investment rate in the private sector 
(SWDA, as % of respective GDP) 

6.  Chart 6: Labour shortage as the constrain of production 
in industry (quarterly, balance, SA, point) 

 

 

 
Sources: HCSO, OTP Research  Sources: Eurostat, OTP Research 

avr refers to numerical average 
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Chart 7: Building permits and completed dwellings  
(ann quarterly data, SA) 

7.  Chart 8: Non-residential building permits 
(monthly, floor space mn square meters, SA, 6M MA) 

 

 

 
Sources: HCSO, OTP Research  Source: HCSO, OTP Research 

 

Chart 9: Number and YoY index of transaction of 
dwellings (monthly, NSA) 

8.  Chart 10: Home prices 
(previous year = 100, NSA) 

 

 

 
Sources: Duna House, OTP Research  Source: HCSO, OTP Research 

 

Chart 11: Housing loan flow 
(monthly, HUF bn, SA) 

9.  Chart 12: Vacancy rates 
(quarterly, NSA) 

 

 

 
Sources: MNB, OTP Research  Source: OTP Research 
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Indicators of domestic demand – Consumption 
 

Chart 1: Consumer confidence 
(monthly data, balance index) 

10.  Chart 2: Consumer confidence and retail trade 
(monthly data, SA, 3M MA of annual changes, % and 
balance indicator) 

 

 

 
Sources: Eurostat, OTP Research  Sources: Eurostat, HCSO, OTP Research  

 

Chart 3: : Measures of free labour force 
(quarterly data, SA, %) 

11.  Chart 4: Income in real terms*  
(monthly data, SA, annual changes, %) 

 

 

 

Sources: HCSO, OTP Research 
*: unemployed people + people who are willing to work but think no work 
is available 

 Sources: HCSO, MoF, OTP Research 
*: compensation of employees plus social transfers in cash 

 

Chart 5: : Tourist overnight stays w/o foreigners 
(monthly, SA) 

12.  Chart 6: New passenger vehicle registrations 
(monthly, SA) 

 

 

 
Sources: HCSO, OTP Research  Sources: ACEA, OTP Research 
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Disclaimer 

 
OTP Bank Plc (in Hungarian: OTP Bank Nyrt.) (“OTP Bank”) 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. 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. 
 
Although the information in this document has been prepared in good faith from sources, which OTP Bank reasonably 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 only and are 
subject to change without notice. 
 
This communication does not contain a comprehensive analysis of the described issues. This material is for informational purposes only.  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. This communication is not intended 
as 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. Where a figure relates to a period on or before the date of communication, 
the figure relates to the past and indicates a historic data. Past performance is not a reliable indicator of future results and shall be not treated as such. 
OTP Bank makes no representation or warranty, express or implied, is made regarding future performance of any financial instrument mentioned in this 
communication. OTP Bank shall have no liability for the information contained in this for any loss or damage whether direct, indirect, financial, economic, 
or consequential, whether or not caused by the negligent act or omission of OTP Bank, provided that such limitation of liability shall not apply to any 
liability which cannot be excluded or limited under the applicable law. 
 
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 also speak to a competent financial 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. The 
financial instruments mentioned in this communication may not be suitable for all types of investors.  This communication does not take into account the 
investment objectives, financial situation or specific needs of any specific client.  This communication and any of the financial instruments and 
information contained herein are not intended for the use of private investors in the UK.  Any individual decision or investment made based on this 
publication is made solely at the 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. 
 
OTP Bank Plc. (registered seat: Nádor utca 16., Budapest H-1051, Hungary; authorised by the Hungarian Financial Supervisory Authority (Pénzügyi 
Szervezetek Állami Felügyelete, (the “PSZÁF”), with PSZÁF licence numbers: III/41.003-22/2002 and E-III/456/2008. Supervisory authority: Magyar 
Nemzeti Bank (National Bank of Hungary – H-1013 Budapest, Krisztina krt. 39.sz. For more information, please refer to the website: 
https://www.otpbank.hu/portal/hu/Megtakaritas/Ertekpapir/MIFID). All rights reserved. The copyright of this publication is exclusively owned by OTP 
Bank Plc and no part of this material can be reproduced, re-used or disseminated without the prior written consent of OTP Bank Plc. The terms and 
conditions of this disclaimer shall be governed by and construed in accordance with English law.  
 
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. 


