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Hungary: Budget deteriorates slightly

The Hungarian government hasn't stopped pre-financing EU projects,
causing further deterioration in the cash-flow based deficit. We think

there is more to come
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The year-to-date cash-flow based general government balance worsened further in July,
translating into a deficit of HUF 1,491 billion. Considering the monthly change, the budget
deteriorated by HUF 70.5 billion. When it comes to the officially planned cash flow-based target,
the July deficit exceeded by 9.6%.
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The cash-flow based deficit

2

&5 A & &
=S - -~ ==~ = =]

Primary Balance / GOP ——— Primary Bdance {Program Defirition) / GOP

Source: Ministry of Finance, ING Bank

The main driver behind the deterioration has remained the same - as the government continues to
pre-finance EU projects while the actual inflows still face significant delays.

According to the finance ministry, the government has spent HUF 1,309.4 billion on EU projects in
the first seven months of 2018, so 20% more than a year ago, meanwhile receiving only HUF 162
billion inflows from Brussels. This means that Hungary didn't receive anything from the EU in July,
which isn't surprising but the money could come in as late as 4Q18. Besides the pre-financed EU
projects, road and hospital constructions have also taken their tolls on the expenditure side.

When it comes to revenues, we only see positives. Revenue from value-added tax, personal
income, and payroll taxes both exceeded 2017 figures, contributing to the underlying
improvement of the budget. In the coming months, we see this trend continuing, as the favourable
processes in the labour market don't seem to be ending anytime soon.

Bottom line

The pressure is still on the government 's debt management agency (AKK) and finance
ministry to finance the significant gap caused by the EU projects.

As a new stopgap measure, the AKK has just turned to the retail sector, raising the yields by
50 basis points up to two years maturities of retail bonds. However, as the underlying trends
are still better than expected, we could see even a lower Maastricht deficit than the planned
2.4% of GDP.
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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
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 BR0O00341) 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.
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