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Hungary at risk in 2009/2010: economic
policy trap

Inflation Above target (4.2%) Below target (0.6%)

GDP Decreasing (-6.6%) Increasing (around 3%)
Budget Above Maastricht Below Maastricht
deficit/GDP criterion (4.6%) criterion (below 2%)

Net external
debt/GDP

Share of FX debt
of households

High (55%) Lower (around 23%)

Large (66.1%) Negligible (around 2%)

Share of FX debt

of government Large (462/)) Smaller (around 30/))
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Economic Balance and Growth

Q Monetary
policy
tGrOW’Eh ; turnaround
4 Hareinel (from 2013)
Fiscal l
turnaround

The topic of the
presentation
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Before the crisis: one target - one instrument

Central Bank Financial Supervision

interest rate policy supervision

Price » Sustainable Financial
stability growth stability

Central banks were successful from the aspect of price stability,
whilst risks jeopardizing financial stability emerged
9

Growth was not sustainable

Note: Chart is based on the presentation of Olivier
Magyar Nemzeti Bank 4 Blanchard: Monetary policy in the Wake of the Crisis



Monetary easing with the primary tool

* Medium-term inflation target at 3 per cent

* Introduction of a tolerance band - +/-1 percentage point to
ensure larger flexibility in case of significant shocks
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How binding is the zero lower bound? - There
is further need for central bank innovations

Targeted instruments instead of negative interest rates 2>
stimulation and stability

Disadvantages
of negative
rates

Accumulation of
cash
Increase in credit
costs

Deterioration of

Increasing Gpp bank
anks’
proﬁtability

Advantages of
negative rates
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What can central banks do?

Innovative
central bank

"Traditional"
_ Targeted
Nor_l-Conventlonal instruments
Instruments

Maintenance
of inflation as
primary anchor

Enhancing

Direct support monetary

Financial stability transmission
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The MNB’s new monetary policy framework

N ™
[ PRIMARY OBJECTIVE: PRICE STABILITY Sound
“ | finan-
4 Y MORE FLEXIBLE CENTRAL BANK OBJECTIVES cial
INF;'A;IION Tolerance Sustaining Supporting Enhancing
(3 %) band financial economic monetary
S ) (3 +1%) stability growth transmission
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Policy rate

[
PRIMARY
INSTRUMENT

Settlement Strengthened

: Positive
Self- ) micro and
f' ) of the issue central
Inancing of EX loans mac.ro. bank P&L
supervision

BROADENED SET OF TARGETED CENTRAL BANK INSTRUMENTS}




Broadened set of central bank
instruments

Provision of
liquidity
constrained SMEs
with credit

Change of external
FX debt to internal
HUF debt

Segtfliwsnt HUF conversion of
issue of EX household & SME
loans FX loans

Integration of Strengthe-
HFSA, ned micro
macroprudential and macro
instruments supervision

Self-
financing
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Robust economic growth

Contribution to GDP growth (percentage point)
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The FX share of government debt decreased
significantly
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Household FX loans were phased out by
the forint conversion
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The MNB has eased monetary conditions
while reducing its balance sheet

ECB, FeD Shrinking

: BoJ, CNB OPTIMAL
Expansion of WSS STRUCTURE AND SIZE OF of the central

central bank THE CENTRAL BANK bank balance

BALANCE SHEET sheet

balance sheets

Self-financing
Asset purchases

Exchange rate floor

HUF conversion
Targeted programmes
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Central bank P&L is no longer a macro risk

150 billion HUF billion HUF 150

L - 100

T ... -50

-100 -100
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mm MNB Profit and Loss »».Divident payment Retained earnings (in a year after)
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Hungary’s vulnerability decreased the most,

moreover, in a balanced structure
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Foreign investors believe MNB is the most
innovative central bank
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Hungary has Considerable Hungary’s net
avery creative success of the new external position
monelary policy set-up” policy framework” improved significantly”
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Implications:
Housing market is on the rise
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Household net financial wealth on the rise

Net financial wealth of households increased significantly due
to the reduction of indebtedness
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The new measures may affect a substantial
increase in the number of newly built homes
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MNB Housing market report
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HOUSING MARKET

20

The macroeconomic environment
broadly supported the continuing
housing market rebound.

The supply side of the housing
market has also started to adjust.

The upturn on the housing market
shows a heterogeneous picture.

In order to track house prices, the
MNB has constructed its own house
price index.

The appreciation of house prices is
not considered to be excessive.

The volume of new housing loans
should not be considered to be
excessive either.



Thank you for your attention!




