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Credit rating rationale

ACRA assigns long-term credit ratings of BBB to
Hungary under the international scale, outlook Stable

The government of Hungary (hereinafter, Hungary, or the country) has been assigned
the following ratings under the international scale:
e Long-term foreign currency credit rating at BBB and local currency credit rating
at BBB;
e Short-term foreign currency credit rating at S2 and local currency credit rating
at S2.
The outlook on the long-term foreign currency credit rating is Stable and local currency
credit rating is Stable.

The Stable outlook assumes that the rating will most likely stay unchanged within the
12 to 18-month horizon.

Hungary's BBB sovereign credit rating is supported by strong GDP growth, which is
likely to slowdown in the short-term, significant reduction of foreign currency exposure,
and balanced banking sector fundamentals. The rating is constrained by the country’s
weak fiscal position, elevated level of general government (GG) debt, constrained
economic potential, weak current account balance, limited export diversification, and
relatively weak institutional factors.

In 2018 Hungarian GDP growth rate achieved 4.9%. It's economy is likely to slow down
following a period of strong economic expansion in last six years. ACRA expects GDP
to grow at 4.5% in 2019 and 3.5% in 2020. Hungary is likely to reverse to its potential
economic growth, which was outpaced due to expansionary monetary and fiscal
policies. Both of these policies could soon run out of steam. The current economic
environment might push inflation outside the target corridor, whereas public debt is
already one of the highest among the Central and Eastern European (CEE) countries.
Moreover, a weaker external environment, which has negatively affected Hungary's
main trade partners, will be another factor limiting the country’s GDP growth. ACRA
believes that in the long-term, Hungary's economic potential will be constrained by
poor demographics, the expected phasing out of EU funds, and a lower share of
research & development expenditure in GDP than the EU average.

After chronic deficits that pushed the general government debt to an elevated level of
80.5% of GDP in 2012, the country's public debt decreased to 70.8% of GDP by the end
of 2018. The decrease was driven by narrower budget deficits starting in 2012 as well
as buoyant economic growth. ACRA expects a further decrease in public debt, which is
expected to be at 68.0% of GDP in 2019 and around 65.0% in 2020. These decreases
should be driven by economic growth, which is likely to outpace budget deficits.
Achieving these targets will be challenging given Hungary's historically high general
government expenses, which account for almost half of GDP and are the highest in
Central Europe. ACRA also notes that the increasing rigidity of the budget expenditures
could limit the government's ability to effectively manage its expenses.

Hungary's public debt structure poses concern. Unlike its peers, Hungary's debt has low
average maturity with gross financing needs at 25% of GDP. Moreover, the government
has increased the issuance of floating rate bonds. This is justifiable in a low interest rate
environment but may carry interest risks if the rates start to increase, causing significant
deterioration in the country’s fiscal position. In ACRA's view, contingent liability risks
associated with the banking sector are balanced.

The financial sector is in better shape compared to the pre-crisis period. Hungary has
implemented a macroprudential framework aimed at mitigating excessive systemic
risks in financial sector. As a result, Hungarian banks are well capitalized, having low
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levels of non-performing loans and meeting liquidity requirements. Banks’ foreign
exposure decreased, assets in foreign currency have exceed liabilities, and as a result,
the banking sector is a net creditor. In recent years, housing prices dynamic in Hungary
have been stronger than in the EU. However, they do not pose systemic risk because,
in ACRA's opinion, they are not credit driven and household assets are high. However,
contingent liabilities associated with the non-financial sector are not negligible. In
ACRA's view, they are driven by an increased share of state in the economy.

Hungary's external debt significantly decreased from 150% of GDP in 2009 to 80% of
GDP in 2018 due to the policy measures aimed at decreasing external exposure and
limiting associated risks. However, external debt coverage remains weak. By the end of
2018, international reserves covered only 19.4% of the country’s external debt and
25.3% of external debt in currency, which is one of the lowest ratios in the region. At
the same time, as of Q2 2019, foreign currency reserves cover external debt due in one
year by 157%. Therefore, Hungary's economy is protected from external vulnerabilities
in the short-term. The import cover at 3.1 months in 2018 was also below that of the
country’s peers. The significant decrease in Hungary's external debt has positively
affected the country’s net international investment position, which decreased from its
pre-crisis level of almost 120% of GDP in 2010 to around 40% in 2018. However, it is
still lower compared to the country’s CEE peers.

After eight years in surplus, Hungary's current account dropped to -0.5% of GDP in
2018. It is likely to decrease further in the short-term due to weakening exports and
higher imports driven by strong consumption and the deficit of the primary income
account. Machinery and transport equipment make up 55% of Hungary's total exports,
with the EU being the main export destination (80% of total exports). The country’s
largest single trade partner is Germany, which makes up 27% of total exports. Germany
and the automobile industry are exposed to industry-specific risks and risks associated
with global trade tensions. Therefore, Hungary's exposure causes some concern
regarding the country’s export outlook.

Hungary's institutional factors are relatively weak according to World Bank governance
indicators. Almost all indicators show that quality of Hungary's institutions is worsening.
Decreasing institutional quality may also negatively affect public investments as the
European Commission considers the quality of institutions in the allocation of EU Funds.

Hungary has been assigned an A- Indicative credit rating in accordance with the core
part of ACRA's sovereign model. A number of modifiers in the modifiers part of the
model decrease the Indicative credit rating. These include the following, which are
determined by the Methodology for Credit Rating Assignment to Sovereign Entities
under the International Scale:

o Potential economic growth;

o Sustainability of economic growth;

. Contingent liabilities;

. Fiscal policy framework and fiscal flexibility;
. Debt sustainability;

o Balance of payments vulnerabilities;

. External debt sustainability.

Modifiers that could serve as grounds to increase the Indicative credit rating have not
been identified.

In view of the abovementioned modifiers, Hungary's credit rating has been decreased
by two notches. Therefore a Final credit rating of BBB has been assigned. There are no
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extraordinary factors that could result in an adjustment of the Final rating. In connection
with this, the Assigned credit rating remains at BBB.

Slower decrease in government deficit and debt than expected, increased external
exposure, further increase in state presence in the economy that could trigger
contingent liabilities.

Faster decrease in general Government Debt than planned, lower annual gross
financing needs, efficient stimulation of the natural population growth.

No outstanding issues have been rated.

The sovereign credit ratings have been assigned to Hungary under the international
scale based on the Methodology for Credit Rating Assignment to Sovereign Entities
under the International Scale and the Key Concepts Used by the Analytical Credit Rating
Agency Within the Scope of Its Rating Activities.

The sovereign credit ratings have been assigned to Hungary for the first time. The
sovereign credit ratings and their outlook are expected to be revised within 182 days
following the publication date of this press release as per the Calendar of planned
sovereign credit rating revisions and publications.

The sovereign credit ratings are based on information from publicly available sources,
as well as ACRA's own databases. The sovereign credit ratings are unsolicited. The
Hungarian government did not participate in the credit rating assignment.

ACRA provided no additional services to the Hungarian government. No conflicts of
interest were discovered in the course of the sovereign credit rating assignment.
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The Analytical Credit Rating Agency (ACRA) was founded in 2015, with its 27 shareholders representing major Russian corporate and financial
institutions and its authorized capital exceeding RUB 3 bin. ACRA’s main objective is to provide the Russian financial market with high-quality rating
products. Methodologies and internal documents of ACRA are developed in compliance with Russian legislation and with regard to global rating
industry best practices.

The provided information, including, without limitation, credit and non-credit ratings, rating assessment factors, detailed credit analysis results,
methodologies, models, forecasts, analytical reviews and materials, as well as other information placed on the ACRA website (further referred to as
Information), coupled with the ACRA website software and other applications, are intended for information purposes only. Information must not be
modified, reproduced or distributed by any means, in any way or form, either in whole, or in part, in marketing materials, as part of public relations
events, in news bulletins, in commercial materials or reports without prior written consent from, and reference to, ACRA. Any use of Information in
violation of these requirements or the law is prohibited.

ACRA credit ratings reflect ACRA's opinion about the ability of a rated entity to meet its financial obligations or about the credit risk of individual
financial obligations and instruments of a rated entity at the time of publication of the relevant Information.

Non-credit ratings reflect ACRA's opinion about certain non-credit risks assumed by interested parties interacting with a rated entity.

The assigned credit and non-credit ratings reflect all material information pertaining to a rated entity and known by ACRA (including the information
received from third parties), the quality and reliability of which ACRA considers appropriate. ACRA shall not be responsible for the accuracy of
information provided by clients or relevant third parties. ACRA does not audit or otherwise verify the provided data and shall not be held responsible
for their accuracy and completeness. ACRA conducts rating analysis of information provided by customers using its own methodologies, with the texts
thereof available on ACRA’s website — www.acra-ratings.com/criteria.

The only source that reflects the latest Information, including the one about credit and non-credit ratings assigned by ACRA, is ACRA's official website
— www.acra-ratings.com. Information is provided on an "as is" basis.

Information shall be considered by users exclusively as ACRA’s statement of opinion and must not be regarded as advice, recommendation or
suggestion to buy, hold or sell securities or other financial instruments of any kind, nor shall it be viewed as an offer or advertisement.

Neither ACRA, nor its employees and persons affiliated with ACRA (further referred to as the ACRA Parties) provide any direct or implied guarantee
expressed in any form or by any means regarding the accuracy, timeliness, completeness or applicability of Information for making investment and
other decisions. ACRA does not act as a fiduciary, auditor, investment or financial advisor. Information must be regarded solely as one of the factors
affecting an investment decision or any other business decision made by any person who uses ACRA’s information. It is essential that each of such
persons conduct their own research and evaluation of a financial market participant, as well as an issuer and its debt obligations that may be regarded
as an object of purchase, sale or possession. Users of Information shall make decisions on their own, involving their own independent advisors, if they
deem it necessary.

ACRA Parties shall not be responsible for any action taken by users based on Information provided by ACRA. ACRA Parties shall under no circumstances
be responsible for any direct, indirect or consequential damages or losses resulting from interpretations, conclusions, recommendations and other
actions taken by third parties and directly or indirectly connected with such information.

Information provided by ACRA is valid only as of the date of preparation and publication of materials and may be amended by ACRA in the future.
ACRA shall not be obliged to update, modify or supplement Information or inform anyone about such actions, unless the latter was recorded separately
in a written agreement or is required by legislation of the Russian Federation.

ACRA does not provide advisory services. ACRA may provide additional services, if this does not create a conflict of interest with rating activities.

ACRA and its employees take all reasonable measures to protect all confidential and/or material non-public information in their possession from
fraud, theft, unlawful use or inadvertent disclosure. ACRA provides protection of confidential information obtained in the course of its business
activities as required by legislation of the Russian Federation.
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