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Divergence between continental (EZ) and Anglo-

Saxon countries

« US, UK - proper level of credibility to
promote economic growth in the era
of weak private demand

- full throttle monetary easing
* increasing deficit

- fast consolidation of financial
intermediary system

« EZ - heterogeneous country group,
problems related to demography and
competitiveness

- Divergence in the economic activity,
economic policy will diverge as well

« Fed is expected to rise the rates this
year
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Different phase of the business cycle triggered
remarkable USD strengthening
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Chinese slowdown is the most serious threat to
the world economy in the coming period

Uncertainty regarding the
reliability of data

Yuan devaluation as a sign of
admitting the problems of the
economy

Huge fiscal and monetary
stimulus seems to be insufficient
to revitalise the economy

Slowdown of the Chinese
economy as a consequence of
the change from investment
fuelled growth to increasing
consumption

Effects on Hungary are limited
and indirect (Germany)
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Oil and commaodity prices suffer due to subdued

demand
140

120

g TR N
W %
80

60 m%\» P A A
AR \\M
40 v

20

O I I I I I I I I I I I I I [ [ [ [ [ [
OO VUV O D D O O v v O
N N N N N N* N N N N N N N N7 N N N N N N N

B (Pl (P o PP P 0 P i B P

IR RN N SN RN R DA AN O SN SN SN N

QN Q" QT QN QT QT QT QN Q" Q" QT Q" Q" Q" Q" Q" O

—Brent-rhs —WTI




Our direct exposure to these shocks is really not
significant

ING FX Macro Vulnerability Scorecard (relative z-scores) Sensitivity to Fed rate hike

5 _ Higher value indicates greater relative Sensitivity to Oil Prices

sensitivity to short-term macro risks (ie, CNY China Trade Share
4 - deval and/or Fed rate hike)
. . Co-movement with USD/CNH
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Our macro vulnerability scorecard is calculated based on following four components: (i) share of domestic trade with Ching; (i) 3M
correlation with offshore CNY; (iii) 3M correlation with oil prices and (iv) regression model based on the 2Y US and local swap rate
spread. The ING Macro Vulnerability Score is the sum of the relative z-scores for these four input components. Note that results
should be interpreted as a relative score for sample currencies.
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Equilibrium exchange rate of the HUF
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GDP volume (1Q08 = 100)

Lagging behind regional peers
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Structure of deceleration is one-sided
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Labour demand is edging up

4300

« Primary labour demand is on

4200 the mend

* Itincreased by 4.5% YoY in

4100

_ 2014

2‘4000 * Inline with the slowdown
S o0 of the economic activity

*g, dynamics dropped to 1.7%
2 3800 YoY in 1H15
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« Our base case scenario is
1.2% YoY for 2016, as a
consequence of the 2.3%
YoY GDP growth
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thanks to subdued
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Picking up real
inflation dynamics
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Consumers’ confidence is still elevated
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Is the deleveraging over?

Source: NBH
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Consumption rate is expected to stabilise (% of
disposable income)
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Will labour market tightness result in
acceleration of wage growth ?
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LeadING HUBE predicts significant slowdown

after 2H15

 The main reason behind it is
the remarkable drop of the
order book level in
construction sector.

« It affects production
negatively with a significant
lag, therefore we expect the
index to drop further.

* Robust growth dynamics of
manufacturing is hard to
sustain:

« FDI inflow slowed down
remarkably and no signs of
revival

- Existing automotive plants
are close to full capacity
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Equity type FDI slowed down

Equity type FDI
disappeared in

oo | 4Q14 and 1Q15 \ /\
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Cloudy outlook of construction sector

Plunging volume of stock of
orders. -48.5% YoY change in
Jun-15.

Significance of state- and EU-
funded projects will diminish in
the coming months as the 2007-
2013 programming period ends.

« Announced plan of opening
tenders in 2016-2017 of 2014-
2020 programming period will
boost the sector but not
earlier than 2017

Increasing private demand for
building will affect the sector
only with significant lag
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Central Bank may consider easing once more but
only in Dec-15

* Despite the fact that the inflation MPC stopped

path has shifted downwards since 3 - easing with this P
the last forecast, it is not expected CPI forecast in /
that the MPC reacts to the oil >

price shock and its consequences ;. \
on the headline CPIl in 2015. Same
patterns was observed in 2014-15 1~ -

 Risk of negative 2nd round effects
increased - the central bank will 05 1
react only to these effects

MPC starts
easing again

oftgr_the_ 3rd
- Both headline and underlying 05 revisionin Mar-
inflation figures are expected to »
start rising
-1.5 -

« NBH is not responding to HUF
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Debt Management Agency will issue FX bonds

only as a last resort

Political willingness to
decrease FX exposure of
both the household and
government sector

Thanks to the low interest
rate environment and
increasing share of
households as creditors, the
DMA will not need to issue
FX bonds in 2015

Increased HUF denominated
issuance in 2015 to redeem
outstanding FX bonds in
advance

55 4

50 +

45 -

40 -

35 +

30 +

25 +

20

Q"‘Q"‘Q"Q@é\‘b"’c”'@'\?’%“"\)’"\)"

SR R RO s\& N

e=m[raction of FX debt to all debt ~ e===Target

20

i 3 =
N L
I ‘ } SR R
SN
it @ i



Budget deficit will meet the target

Fiscal decision makers and the
political leadership is committed
to keep the budget under control

Low interest rate environment and
self-financing program of the NBH
resulted in remarkable drop of
interest rate expenditure (it
dropped by 1% of the GDP)

EU funds have not yet arrived
while the budget paid the
subsidies in advance

Gov't has the room for fiscal

manoeuvre

* PIT cutin 2016 ~ HUF107bn

 Decrease of the VAT of pork ~
HUF29bn

« Bank tax reduction ~ HUF62bn

« Etc.
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Credit rating outlook

Most important factors that could
lead to an upgrade at next revision ------
(20 Nov 2015) which as listed in AA- 7 A3 AA-

their order of relative importance:

A+ SK Al SK, CZ A+ SK, CZ

» Greater policy stability and A o oL A
predictability

 Continued and sustained S IR L e | IR
reduction in external . saaal -
indebtedness supported by
current account surpluses BBB Baaa2 BBB

« Reduction in the public debt
ratio BBB- RO, RU Baaa3 HR BBB-  BG, RO, RU

« (Government measures amining  Non-
at increasing investments and ~ investme
. nt grade
sustainable growth
BB+ BG,HR,HU Bal HU, RU BB+ HU
Revisions by Moody's and Fitch in
November 2015 but
upgrade/positive outlook change is g Ba3 RO BB-

Ba2 BG BB HR
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Forecast Summary

1Q15 2Q15 3Q15F 4Q15F 1Q16F 2Q16F 3Q16F 4Q16F

Real GDP (%YoY) 3.5 2.7 2.5 2.7 2.6 2.9 2 1.9
CPI (%YoY) eop -0.6 0.6 0.4 1.6 2.3 1.7 2.2 2.3
Policy interest rate (%) eop 1.95 1.5 135 135 135 135 1.35 1.5

3-month interest rate (%) eop 189 141 136 136 136 136 136 1.55

10-year yield (%) eop 3.28 3.88 3.5 3.6 3.6 375 385 388

Exchange rate (EUR/HUF) eop 299.86 315.2 315 309 307 305 298 295

USD/HUF eop 279.43 282.77 294.39 294.29 300.98 311.22 298 289.22

Source: Macrobond, ING estimates
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