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 EC recommends freezing some Cohesion funds  
 

In the dispute between Hungary and the European Commission, it should be 
made clear at the start that there are two parallel processes underway. The 
first is about cohesion funds, which are subject to being frozen. Cohesion 
funds are part of regular EU funds within the 2021-2027 budgeting period and 
have been assigned to every country. Secondly, there is a Recovery and 
Resilience Facility (RRF funds) that comes on top of regular EU funds within 
the budgeting period and are granted independently of regular EU funds. 
RRF funds are divided into grants and loans. Both Hungary and Poland have 
had the Cohesion funds allocated. Furthermore, Poland has had its Recovery 
Plan accepted, but needs to meet milestones to receive payments. Hungary 
is still waiting for its Recovery Plan to be accepted in order to have access to 
RRF. If it is not approved by the end of this year, 70% of RRF allocations 
would disappear forever for Hungary. 
 
Part of the Cohesion funds can be frozen until the situation is solved. This 
dispute could go far beyond the year-end, but if progress is reached, the 
funds can be unfrozen later. In the dispute over having the Cohesion funds 
frozen, EUR 7.5bn is at risk. It should be kept in mind that not all funds will be 
blocked. This EUR 7.5bn is approx. 30% of the EUR 22.5bn in Cohesion 
funds granted to HU in the 2021-2027 budgeting period. 
 
Hungary should be able to access the remaining EUR 14-15bn part of the 
Cohesion funds. The Commission has to approve the so-called Partnership 
Agreement at first, but in principle, it would not be blocked by the 
Commission and Council's suspension decision. In addition, a significant 
amount of agricultural funds were approved by the EC in November. 
Therefore, more than half of the available funds (graph below) are secured 
for the country. Furthermore, at this point, Hungary is still smoothly receiving 
payments from the previous 2014-2020 budget. Hungary is still waiting for 
approx. EUR 5bn altogether from the previous budgeting period, of which 
EUR 3.5bn is expected for 2023. 
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Timeline 
 

• 24 November: The European Parliament voted (416 to 124) to 
oppose any release of EU funds to Hungary. 

• 30 November: The European Commission made a recommendation 
on the Hungarian rule of law and RRF funds. It is essentially a 
decision-making body, so this recommendation is typically approved 
later. The Commissioners cannot act based on national policy 
considerations; they must look only at the interest of the EU. The 
media reported that the responsible bodies in the European 
Commission have concluded that Hungary has not sufficiently 
fulfilled its promises of reform in the fight against corruption. The 
European Commission will therefore recommend that Member 
States freeze EUR 7.5bn from three Cohesion programs. The 
European Commission should accept Hungary’s Recovery Plan with 
a very strong conditionality, opening the way to the EUR 5.8bn RRF 
funds. 

• 6 December: European finance ministers make the final decision on 
the rule of law procedure and RRF funds. A qualified majority is 
required for approval.  

• 19 December: Final deadline for approval. As the last finance 
ministers' summit is scheduled for 6 December, an extraordinary 
meeting would have to be called if no vote is taken. 

• Actual funding from RRF could come next year, while Cohesion 
funds discussion could continue far beyond the year-end. If 
progress is reached, the Cohesion funds can be unfrozen 
(payments until 2030 due to T+3 rule). 

 
 

Implications for FX and bond market 
 
The effective rate has been raised from 13% to 18% to curb the vulnerability 
of the currency from mid-October onwards, which, along with the direct FX 
liquidity provided to energy importers, was enough to mitigate the pressure 
on the HUF. The extraordinary monetary policy steps by the MNB led to 
another wave of yield increases. However, we have seen some easing of 
the tension on the bond market recently. In the short run, we do not see 
room for substantial drop of yields, mainly given the risks to inflation, which 
still point to the upside. 
 
If there is no agreement by the year-end, the Hungarian currency would 
come under pressure, as EU funds used to be a significant driver of growth 
in Hungary and source of FX. Hungary has changed the structure of its 
public debt over the last decade and reduced the proportion of FX debt 
considerably, so even strong depreciation of the HUF would be unlikely to 
trigger speculation of a default. If there are any problems with FX liquidity, 
Hungary can go to the international bond market to renew the maturities. 
For an example, in mid-November, Hungary successfully issued Green EUR 
bonds in the amount of EUR 1bn. In a final case, the IMF could be 
approached for a credit line. All in all, the current level of interest rates is 
high enough to prevent the currency from stronger depreciation; substantial 
weakening would come only if Hungary’s future in the EU was in real threat, 
which is not the case. 
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Disclaimer 
 
 
This publication was prepared by Erste Group Bank AG or any of its consolidated subsidiaries (together with consolidated 
subsidiaries "Erste Group") independently and objectively as other information pursuant to the Circular of the Austrian Financial 
Market Authority regarding information including marketing communication pursuant to the Austrian Securities Supervision Act. 
This publication serves interested investors as additional source of information and provides general information, information 
about product features or macroeconomic information without emphasizing product selling marketing statements. This 
publication does not constitute marketing communication pursuant to Art. 36 (2) Austrian Securities Supervision Act as no direct 
buying incentives were included in this publication, which is of information character. This publication does not constitute 
investment research pursuant to § 36 (1) Austrian Securities Supervision Act. It has not been prepared in accordance with legal 
requirements designed to promote the independence of investment research and it is not subject to the prohibition on dealing 
ahead of the dissemination of investment research. The information only serves as non-binding and additional information and is 
based on the level of knowledge of the person in charge of drawing up the information on the respective date of its preparation. 
The content of the publication can be changed at any time without notice. This publication does not constitute or form part of, 
and should not be construed as, an offer, recommendation or invitation to subscribe for or purchase any securities, and neither 
this publication nor anything contained herein shall form the basis of or be relied on in connection with or act as an inducement 
to enter into any contract or inclusion of a security or financial product in a trading strategy. Information provided in this 
publication are based on publicly available sources which Erste Group considers as reliable, however, without verifying any such 
information by independent third persons. While all reasonable care has been taken to ensure that the facts stated herein are 
accurate and that the forecasts, opinions and expectations contained herein are fair and reasonable, Erste Group (including its 
representatives and employees) neither expressly nor tacitly makes any guarantee as to or assumes any liability for the up-to-
dateness, completeness and correctness of the content of this publication. Erste Group may provide hyperlinks to websites of 
entities mentioned in this document, however the inclusion of a link does not imply that Erste Group endorses, recommends or 
approves any material on the linked page or accessible from it. Neither a company of Erste Group nor any of its respective 
managing directors, supervisory board members, executive board members, directors, officers of other employees shall be in 
any way liable for any costs, losses or damages (including subsequent damages, indirect damages and loss of profit) howsoever 
arising from the use of or reliance on this publication. Any opinion, estimate or projection expressed in this publication reflects 
the current judgment of the author(s) on the date of publication of this document and do not necessarily reflect the opinions of 
Erste Group. They are subject to change without prior notice. Erste Group has no obligation to update, modify or amend this 
publication or to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion, projection, forecast 
or estimate set forth herein, changes or subsequently becomes inaccurate. The past performance of securities or financial 
instruments is not indicative for future results. No assurance can be given that any financial instrument or issuer described 
herein would yield favorable investment results or that particular price levels may be reached. Forecasts in this publication are 
based on assumptions which are supported by objective data. However, the used forecasts are not indicative for future 
performance of securities or financial instrument. Erste Group, its affiliates, principals or employees may have a long or short 
position or may transact in the financial instrument(s) referred to herein or may trade in such financial instruments with other 
customers on a principal basis. Erste Group may act as a market maker in the financial instruments or companies discussed 
herein and may also perform or seek to perform investment services for those companies. Erste Group may act upon or use the 
information or conclusion contained in this publication before it is distributed to other persons. This publication is subject to the 
copyright of Erste Group and may not be copied, distributed or partially or in total provided or transmitted to unauthorized 
recipients. By accepting this publication, a recipient hereof agrees to be bound by the foregoing limitations. This document is 
only made to or directed at investment professionals (as that term is defined in Article 19(5) of the Financial Services and 
Markets Act 2000 (Financial promotion) Order 2005 (“FPO”)) or to persons for whom it would otherwise be lawful to distribute it. 
Accordingly, persons who do not have professional experience in matters relating to investments should not rely on this 
document. 
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