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Real GDP growth will remain robust in 2014 and 2015, increasing 2.4% and 2.1%
respectively on the back of increased government current and capital expenditure.
However, increases in economic activity will be constrained as the government budget
deficit approaches the EU’s 3.0% of GDP limit.

The government’s new advertising tax and its opposition to the candidacy of Jean-
Claude Juncker as European Commission President will strain its relations with the EU
over the coming quarters. Meanwhile, Budapest's relatively pro-Russia stance over
Ukraine will leave Hungary relatively isolated from its regional peers. Monetary policy
will remain loose until Q115 at the earliest on the back of subdued inflationary pressures
and the dovish bias of the central bank. In 2015 we expect to see rate hikes as a
combination of base effects wearing off and rising demand-pull pressure push up
inflation, and a tightening of US and UK monetary policy reduces the attractiveness of
Hungarian assets.

Major Forecast Changes

As a result of the elevated Q114 real GDP growth print (3.5% y-0-y) and our
expectations for government current and capital spending to remain elevated in H214
we have revised up our real GDP forecast to 2.4% in 2014 from 1.9% previously, while
we hold to our 2015 growth forecast of 2.1%.

Given the extent of rate cuts so far (down to 2.30% in June), the effect of more utility
price cuts (at least two more in H214), and the dovish implicit forward guidance
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provided by the Monetary Council in June we have revised down our interest
rate forecasts to 2.10% by end-2014, and 3.00% by end-2015 as inflationary pressures
begin to reappear.
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Executive Summary
Core Views

Major Forecast Changes
Key Risks To Outlook

CHAPTER 1: POLITICAL OUTLOOK

SWOT Analysis
BMI Political Risk Ratings
Domestic Politics
Media Tax To Strain EU Relations
Hungary's new advertising tax and its opposition to the candidacy of Jean-Claude
Juncker as European Commission President will
strain its relations with the EU over the coming quarters. Meanwhile, Budapest's
relatively pro-Russia stance over Ukraine will leave
Hungary relatively isolated from its regional peers.
Table: Political Overview
Long-Term Political Outlook
Western Convergence Story Will Continue
Our core view is for Hungary to continue to converge both economically and politically
with Western Europe over the next decade.
The country will face substantial challenges, including the continuing rise of far-right
parties, sustained poor relations between ethnic
Hungarian and minority groups as well as rising fiscal pressures from an ageing
population.

CHAPTER 2: ECONOMIC OUTLOOK

SWOT Analysis

BMI Economic Risk Ratings

Economic Activity

Government Driving Growth

Hungarian real GDP growth will remain robust in 2014 and 2015, increasing 2.4 % and
2.1% respectively on the back of increased

government current and capital expenditure. However, increases in economic activity
will be constrained as the government budget

deficit approaches the EU's 3.0% of GDP limit.
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Table: Eco nomic Acti vity
Monetary Policy
Rate Hikes To Begin In 2015
Hungarian monetary policy will remain loose until Q115 at the earliest on the back of
subdued inflationary pressures and the dovish bias
of the central bank. In 2015 we expect to see rate hikes as a combination of base
effects wearing off and rising demand-pull pressure
push up inflation, and a tightening of US and UK monetary policy reduces the
attractiveness of Hungarian assets.

Table: Monetar y Polic y
Balance Of Payments
Current Account Surplus To Remain In Place
Hungary's current account surplus will narrow slightly in 2014 and 2015 as the country's
trade outlook deteriorates on the back of
a slowdown in German export growth. The financial account surplus will also remain in
place as foreign direct investment rises,
engendering an increase in FX reserves at the central bank that will prove ample
enough to support any unwinding of short-term
external liabilities.

Table: Bala nce Of Payme nts
Fiscal Policy
Rising Expenditure To Lead To EDP Re-Entry
The Hungarian government's expansionary fiscal po licy will see the budget deficit
widen past the 3.0% of GDP limit set by the EU in

2015, RESULTING IN HUNGARY RE-ENTERING THE EXCESSIVE DEFICIT
PROCEDURE. GIVEN THAT HUNGARY'S REAL GDP GROWTH IN Q114 WAS
BASED

primarily on government current and capital expenditure, a reduction in state spending
will see economic expansion constrained, with
our forecast for real GDP growth to slow from 2.4% in 2014 to 2.1% in 2015.

Table: Fiscal Policy

CHAPTER 3: 10-YEAR FORECAST

The Hungarian Economy To 2023
Western European Economic Convergence To Continue
We continue to hold a reasonably sanguine view on Hungary's real economic
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convergence prospects with Western Europe over the
long term. Economic reforms should help lift productivity and growth over the coming
years. However, with the sustainability of the
eurozone project in question as a result of the sovereign debt crisis, Hungary's adoption
of the common currency over our forecast
period remains in serious doubt.

Table: Long-Term Macroeco nomic Forecasts

CHAPTER 4: BUSINESS ENVIRONMENT

SWOT Analysis

BMI Business Environment Risk Ratings

Business Environment Outlook

Institutions
Table: BMI BUSINESS AND OPERATION RISK RATINGS
Table: BMI LEGAL FRAMEWORK RATING
Table: LABOUR FORCE QUALITY

Infrastructure
Table: EMERGING EUROPE - ANN UAL FDI INFLOWS
Table: TRADE AND INV ESTMENT RATINGS

Market Orientation

Operational Risk
Table: Top Export Desti natio ns, 2004-2011

CHAPTER 5: KEY SECTORS

Pharmaceuticals & Healthcare
Table: Healthcare Expe nditure Tre nds , Historical Data And Forecasts
Table: Gover nme nt Healthcare Expe nditure Tre nds , Historical Data And Forecasts
Table: Pri vate Healthcare Expe nditure Tre nds , Historical Data And Forecasts
Table: Pharmaceutical Sales , Historical Data And Forecasts
Telecommunications
Table: Telecoms Sector - Mobile - Historical Data & Forecasts
Table: Telecoms Sector - Wireli ne - Historical Data & Forecasts
Other Key Sectors
Table: Oil and Gas Sector Key Indicators
Table: Food and Dri nk Sector Key Indicators
Table: Infrastructure Sector Key Indicators
Table: Defe nce and Securit y Sector Key Indicators
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Table: Autos Sector Key Indicators
Table: Freight Key Indicators

CHAPTER 6: BMI GLOBAL ASSUMPTIONS

Global Outlook
Global Recovery Still On Track

Table: Global Assumptio ns

Table: Developed States, Real GDP GrowtH, %

Table: BMI VERSUS BLOOMBERG CONSENSUS REAL GDP GROWTH
FORECASTS, %

Table: Emergi ng Markets , Real GDP Growth , %
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