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In addition to its primary mandate for achieving and maintaining price stability, the Magyar Nemzeti Bank (MNB) is
required by law to use the instruments at its disposal to support the economic and environmental sustainability policies
of the government, including the strengthening of competitiveness, a prerequisite for convergence. The Competitiveness
Mirror aims to monitor how the competitiveness targets and recommendations made by the MNB have been implemented
so far, thus contributing to the necessary turnaround in competitiveness. The Competitiveness Mirror regularly assesses
Hungary’s progress in competitiveness, based on the 330 recommendations published in the MNB’s Competitiveness
Programme. The monitoring system uses both descriptive and analytical methods to measure the implementation of the
central bank’s recommendations.

The Competitiveness Mirror was prepared under the general guidance of Gergely Baksay, Executive Director for Economic
Analysis and Competitiveness. The Competitiveness Mirror was completed with the help of staff from the Directorate for
Fiscal and Competitiveness Analysis, the Directorate Financial System Analysis, the Digitalisation Directorate, the Insurance
and Pension Funds Supervision Directorate, the Directorate Lending Incentives, the Directorate Financial Infrastructures
and Payments, the Directorate Monetary Policy and Financial Market Analysis, the Directorate Structured Finance Strategy
as well as the Budapest Stock Exchange. This publication has been approved by Barnabds Virdg, Deputy Governor for
Monetary Policy and Financial Stability.

The Competitiveness Mirror is based on information available for the period ending June 2023.
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Executive Summary

The early years of the 2020s have been characterised by global economic pressures in the wake of crises of historic
magnitude. The lesson from economic history is that competitiveness policies bolstering the supply side of the economy
and improving its flexibility are especially valuable in such a decade fraught with risks. In 2019, the MNB published its
Competitiveness Programme in 330 Points, providing guidance on the interventions necessary to achieve the turnaround
in competitiveness that would serve as the foundation for sustainable convergence. As a constituent part of the central
bank’s competitiveness measurement system, the Competitiveness Mirror is intended to constantly monitor the delivery
of the recommendations formulated. This publication presents the progress achieved in terms of measures launched or
implemented in the period from the last summary in December 2021 up to June 2023.

With an energy crisis and war between Russia and Ukraine, the implementation of the MNB’s 330-point competitiveness
programme has continued at a slower pace; over the last 1.5 years, the priority-weighted implementation rate of the
recommendations has increased from 42 per cent to 46 per cent. Ever since the Programme was presented in February
2019, there has been a common trend of deceleration in the implementation of the recommendations; an implementation
rate of 22 per cent at the start of its term has been followed by increases by 12, 8 and 4 percentage points, respectively.
Leading up to 2023, successive waves of crisis had also decelerated the implementation of competitiveness reform
measures; even so, a sufficient number of new measures were taken in all the 12 areas examined to raise the status of
the recommendations. The statuses of 33 recommendations have changed since the last publication, with 7 progressing
to started status, 20 to partly implemented and 6 to fully implemented. Since the beginning of 2019, implementation
has launched in 263 recommendations out of the total of 330; of these, 123 were in started, 115 in partly implemented
and 25 in fully implemented status.

Of the 12 main competitiveness areas, the highest rate of implementation since 2019 has been achieved in research,
development and innovation (65 per cent), efficient governance (62 per cent), and new financial model (51 per cent).
In research, development and innovation, substantive progress has been achieved as 2 recommendations progressed
to fully implemented status. Firstly, on the initiative of the Ministry of Culture and Innovation, the financial costs of
SMEs, tertiary education institutions and research institutes relating to intellectual property rights have been reduced as,
under new rules, they have to pay only a quarter of the patent application, search, investigation and grant fees. Secondly,
under the John von Neumann Programme, the state reimburses 50 per cent of doctoral tuition fees to the employer if
their employee is pursuing self-financed doctoral studies on the basis of a study contract. Measures facilitating more
efficient governance include providing online administration options in an increasing number of scenarios for citizens,
the transformation of the website of the National Tax and Customs Administration, and efforts to make the treasury
system more competitive. The Magyar Nemzeti Bank has continued its active stance on improving the financial system,
including enhancements to the legislative environment in several areas. While optimalisation is important, the financial
sector is also responsible for providing the retail clients with appropriate services; to this end, the central bank passed
a decree encouraging actors to operate an adequate number of ATMs. In order to make instant payments available as
an option in an increasing number of payment scenarios, payment service providers will be required under new rules
in effect as of February 2024 to execute instant payments submitted using single data entry solutions or requests for
payment. Importantly, there will be no direct transaction fee on such payments. Access to credit in the corporate sector
has been bolstered by the fact that both Hungarian guarantee institutions have concluded agreements with the European
Investment Fund; as a result, guarantees of up to 90 per cent are now possible under the COSME guarantee scheme.
Reducing the interest rate risk of borrowers, variable-rate mortgage lending virtually ceased by the beginning of 2019
as a result of the MNB’s actions; the share of the remaining variable-rate schemes then fell rapidly, to below 20 per cent
by the beginning of 2023.
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The digitalisation of the Hungarian economy has continued; however, successful convergence demands further
measures, which have been set out in the National Digitalisation Strategy. The government published the National
Digitalisation Strategy (NDS) in December 2022, determining a wide range of development directions until 2030. Of the
330 competitiveness recommendations of the central bank, the Strategy applies to 24 recommendations representing
6 areas. Concerning the SME sector, the NDS formulates development directions mainly for digital preparedness and
urges the spread of data-driven technologies; it also designates the further enhancement of digital infrastructures as
an objective. On the labour market, a central element of the strategy is the rapid and systematic introduction of the
European Digital Competence Framework for Citizens, on which a number of training and development programmes will
be based in the decade ahead. In healthcare, the National Digitalisation Strategy includes measures such as the further
development of the National eHealth Infrastructure (EESZT), the creation of a Smart Hospital system, and the expansion
of telemedicine operations. In education, special emphasis is placed on improving digitalisation, with measures ranging
from digital teaching methodologies, through the enhancement of digital competences, to the digital asset pool. The aim
is to fully implement eGovernment in order to facilitate more efficient governance; this will involve the introduction of
paperless, completely electronic back office operations. Data governance will be introduced and, in public administration,
all development will be conducted on the once-only principle to eliminate duplications in the future. In the modern
infrastructure chapter, the strategy focuses on the development of the telecommunications infrastructure, including
connecting more institutions to the optical network, increasing the 5G capacity of optical cables, 5G/6G standardisation
and the creation of a 5G Centre of Excellence.

The green economic turnaround is an absolutely necessary baseline in part due to the energy crisis and the extreme
weather events, and decisive action has been taken during the period to this end. The energy crisis after the COVID-19
pandemic and the outbreak of the Russia—Ukraine war triggered pivotal changes in the energy sector, with several
government programmes supporting an increase in the number of green investment projects. In the last quarter of
2022 and the first quarter of 2023, the state provided own-funds financing, capped at 15 per cent, to energy-intensive
SMEs taking out energy efficiency investment loans. Under the Factory Rescue Programme, the state provided HUF 150
billion in non-repayable grants to large companies for energy efficiency and energy production investments. The green
investment stream of the Gdbor Baross Reindustrialisation Loan Programme is also expected to increase the number of
green investments. The Bond Funding for Growth Scheme (BGS) of the Magyar Nemzeti Bank has coincided with increasing
demand for bonds financing specifically green investment purposes. Until the end of April 2022, a total of 20 issuers’
green bonds for HUF 539 billion were placed on the market under the programme, representing approximately 19 per
cent of all bond issuances supported by the BGS. Greening the economy is assisted by the fact that, between 1 January
2022 and 1 June 2023, installed solar capacity increased by 1,900 MW in Hungary, reaching nearly 5,000 MW, which is
80 per cent of the government’s 2030 target. In terms of the development of irrigation infrastructure, an important step
forward was the extension, to 1 October 2023, of the deadline for several key tender applications (water management
development, irrigation communities).

Hungary’s most important resource is its well-qualified workers, who are essential for transitioning to a knowledge-
and technology-driven growth model. Two new components were added to the complex family support system in 2023.
Firstly, women who give birth between the ages of 25 and 30 are entitled to an exemption from personal income tax up
to the level of the gross national average wage as of July of the previous year. Secondly, from early 2023, women who
give birth to or adopt a child within two years of completing their studies will have their student loan debt cancelled
in full. In healthcare, progress has been made in both the prevention and the early detection of diseases. The range of
products subject to the public health product tax has been significantly extended and the rate of the tax raised. Excise
duties on alcoholic beverages and tobacco have also increased. General practice and hospital on-call services have been
restructured, with the National Ambulance Service taking over organisational responsibility over the former, while the
role of county hospitals strengthened in the case of the latter. Both the general practice and the health visitor system
have been brought under the control of the National Directorate General for Hospitals, and the reorganisation of general
practices has started. Over recent years, doctors’ salaries have risen 2.5-fold and nurses’ pay by more than 70 per cent
under a comprehensive pay reform in the healthcare sector. Payment for performance has been introduced for nurses and
doctors, whose basic pay set out in the pay scale can now be reduced by their employers by 20 per cent or increased by 40
per cent, depending on their performance. In recent years, there has been a dynamic growth in the provision of same-day
care in the health sector; under the Széchenyi 2020 programme, 19 sites to house at least 4 healthcare specialisms have
been set up to provide same-day care. In education, input testing will be added to student performance assessments
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from the 2022/23 school year. In the future, Year 4, 5, 6, 7 and 10 pupils will take 2 tests every year, in both mathematics
and reading comprehension. As of January 2023, teachers’ salaries in public education increased by 10 per cent, while
career starters received a 25 per cent pay rise. The 6-year public task funding contracts concluded with the universities
changing their models stipulate that 30-50 per cent of the financing for the institutions will depend on certain qualitative
parameters such as reducing drop-out rates and progress in international tertiary education rankings. Since the 2022/23
academic year universities have had the discretion to decide on the criteria for reallocating students between the state-
scholarship and the fee-paying categories. From 2023, tertiary education institutions will also have the discretion to decide
what language requirements to stipulate as a precondition for awarding a degree.

A total of 26 competitiveness recommendations in 6 areas are substantively impacted by the Hungary’s Recovery and
Resilience Plan, which helps tackle the main economic and social challenges of the Covid-19 pandemic. On the labour
market, it is planned to further develop the examination system in the future with the centralised network, providing
nationwide access, of the National Central Accredited Examination Centre (OKAV). Also in the framework of the Recovery
and Resilience Facility (RRF), Individual Learning Accounts and a national micro-credential system will be introduced.
The family-friendly programme is also impacted by a measure under which a public spending effectiveness review will
focus, in its first round, on the forms of family and housing support provided, and on healthcare spending. As primary
care is a priority in healthcare, a project with a HUF 85 billion total budget aims to improve the prevention of the leading
chronic diseases and ensure access to safe, high-quality care. The plan also foresees the refurbishment of the built
infrastructure of blood donation and the network of ambulance stations. The objectives of the RRF also include ensuring
that the healthcare system remains sustainable and financeable, among other things through eliminating duplications
and streamlining profiles. In addition, there are funds available for the further expansion of same-day and ambulatory
care capacities. In education, the ‘21st Century Vocational Education and Training Institutions Development Programme’
has been launched, aimed at providing an attractive learning environment at the institutions of the vocational training
centres and creating conditions for high-quality vocational education. Under the RRF, the government committed to
introducing a new career path model for teachers and making tertiary education more practice-focused so as to meet
labour market demand. In order to foster more efficient governance operations, RRF plans include the introduction of
e-receipts and e-VAT, and the reduction of the number of tax types. In the area of green economy, the installation of grid
energy storage facilities by energy market operators is improving energy efficiency; in addition, HUF 43 billion funding is
available for waste management improvements and HUF 58 billion for water management.
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Competitiveness Mirror — Measuring the
implementation of the Competitiveness
Programme

The Competitiveness Mirror assesses progress in the competitiveness turnaround based on the implementation of the
MNB'’s 330 points. In February 2019, the central bank formulated 330 recommendations in 12 areas in its Competitiveness
Programme to improve Hungary’s competitiveness and achieve successful and sustainable convergence. In this publication,
we assess the implementation of the recommendations for the fourth time since 2019.

The current version of the Competitiveness Mirror covers the effects of measures announced between December 2021
and June 2023. This publication contains the 174 recommendations that have changed in any form since the 2022 Mirror.
The majority of the measures presented (141) did not reach a level that would change the status of the recommendation,
while in 33 measures improved the implementation status of the recommendation to a new level.

The Competitiveness Mirror evaluates the degree of progress achieved in the implementation of the recommendations
on a 4-step scale. In terms of what is to be considered as implementation, the recommendations in the 330 points fall
into two groups. One part of the recommendations requires the approval of a specific measure, the introduction of
new regulations or adjustments to those in place. By contrast, recommendations in the other group set directions for
development, where the objectives can be accomplished by implementing programmes involving a series of coordinated
actions. In assessing the degree of implementation, it must be taken into consideration whether the approved regulation or
initiated programme is fully aligned with the recommendation made in the 330 points. Taking these aspects into account,
the categories indicating the degree of implementation are applied with reference to the following criteria:

e A recommendation is ‘fully implemented’ when the corresponding regulatory adjustments (including amendments)
have taken place. If the recommendation was of a more comprehensive nature, then if the programme to achieve the
objective has started and is running efficiently. A recommendation may also be considered fully implemented when
the same goal has been met by different but equally effective and efficient means.

e The ‘partly implemented’ category comprises programmes which have been organised and are set to be launched, as
well as measures about to be approved. Additionally, it may also comprise approved measures or ongoing programmes
that do not fully cover the corresponding recommendations in the 330 points or are more limited in scope. In such
cases, implementing the initial recommendation requires changes to the programme or measure, or the adoption of
a new measure.

e A recommendation may be considered ‘started’ when a specific plan or strategy has been adopted to implement a
measure proposed as part of the 330 points. The ‘started’ category also comprises recommendations that partly involve
an approved measure or initiated programme, but its key elements have not been implemented.

* The ‘not started’ category comprises recommendations in respect of which no measure has been approved or no specific
notification has been made, or no programme involving the recommendation has been initiated.

The recommendations have been categorised depending on the degree to which, in the central bank’s opinion, the
measure contributes to improving competitiveness. All the recommendations will contribute to Hungary’s sustainable
convergence, but not all of them are of equal importance, while some are in fact key to achieving that goal. Based on
the level of contribution to improving competitiveness, three categories (‘moderately important’, ‘important’ and ‘very
important’) have been established. In all of the 12 key areas, the recommendations have been classified into these groups
in equal proportions, i.e. each of the three categories comprise 110 recommendations.
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From the 330 recommendations in the Competitiveness Programme, progress has been made in 263 cases since the
introduction of the programme in February 2019 (Chart 1). Within that, implementation is underway in the case of
123 recommendations, 115 are partly implemented, while the objective has been fully reached with respect to 25
recommendations. Overall, implementation has at least started in 80 per cent of the recommendations. The biggest
progress has been made in recommendations prioritised as ‘very important’; of the 110 recommendations in this category,
100 have seen their implementation start. This compares with 87 for recommendations categorised as ‘important’ and
76 for those in the ‘moderately important’ priority group.

Chart 1
Implementation status of the competitiveness recommendations by priority (2023)
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Source: MNB.

Of the 25 fully implemented recommendations, 9 are in the New Financial Model chapter, while the other 16
fully implemented recommendations are found across 8 different chapters (Chart 2). The largest number of ‘partly
implemented’ recommendations (19) are in Knowledge-based society, followed closely by 18 ‘partly implemented’
recommendations in New Financial Model. These two areas also headed the rankings in ‘started’ recommendations,
with 21 and 20 recommendations, respectively. Of the 12 areas, only in the Modern infrastructure and efficient energy
use chapter have all the recommendations reached at least ‘started’ status.

Chart 2
Implementation status of competitiveness recommendations by key areas (2023)
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Compared to December 2021, greatest progress has been achieved in the New Financial Model and Knowledge-based
society chapters (Chart 3). In the New Financial Model chapter, 5 recommendations changed status, including 4 receiving
‘partly implemented’ and 1 “fully implemented’ status. In the Knowledge-based society chapter 5 recommendations
progressed, with 1 recommendation acquiring the status of ‘started’ and 4 recommendations ‘partly implemented’. 4
recommendations achieved higher status in each of the following areas: Efficient governance, SME strategy and Family-
friendly programme. Of the 4 recommendations in the Efficient governance chapter, 3 became partly implemented and 1
fully implemented. In both the SME strategy and the Family-friendly programme chapters, 2 recommendations achieved
started status and 2 recommendations partly implemented status. In all 12 areas there were decisive measures during
the period that were sufficient to achieve an increase in the status of the relevant recommendation.

Chart 3
Change in the status of the competitiveness recommendations between December 2021 and June 2023 by key
areas
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Source: MNB.

By capturing implementation results in a single figure by area and on aggregate, the methodology used in this publication
is suitable for presenting the degree to which the recommendations have been implemented. Recommendations are
scored 0-3 according to the status of their implementation, where 0 stands for ‘not started’ and 3 for “fully implemented’.
The score obtained is then weighted by the priority of the recommendation concerned (a number between 1 and 3,
where 3 stands for recommendations rated ‘very important’). The resulting implementation scores are aggregated for
each key area, as well as for all recommendations collectively. The aggregate implementation status is a percentage that
shows the level of implementation, weighted by priority, compared to the full implementation of the recommendations.
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Chart 4
Aggregate implementation status — weighted by priority — of the competitiveness recommendations in 2023

Note: The aggregate priority-weighted implementation status of the Competitiveness Programme stood at 42 per cent in December 2021 (pink
pointer) and 46 per cent in June 2023 (red pointer).

Source: MNB.

Priority-weighted implementation of the Competitiveness Programme stood at 46 per cent in June 2023, reflecting a
slowdown in the delivery of competitiveness reforms (Chart 5). In 2019, the year at the start of which the Programme
was published, 22 per cent of its recommendations were delivered; this was followed by gradually decreasing levels of
implementation in 2020 and 2021 (12 and 8 percentage points, respectively). The implementation rate rose by only 4
percentage points in 2023 compared to 42 per cent in December 2021 (Chart 4). The three chapters where the rate of
implementation of recommendations was the highest were Research, development and innovation (65 per cent), Efficient
governance (62 per cent) and New Financial Model (51 per cent). The steepest rises compared to December 2021 were
recorded in the chapters Research, development and innovation (10 percentage points), Activation of household savings
(6 percentage points) and Efficient governance (5 percentage points). The potential for progress in terms of priority-
weighted implementation was highest in the chapters Family-friendly programme, Activation of household savings and
Healthy society (Chart 6).

Chart 5
Changes since 2019 in the implementation of competitiveness recommendations
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Source: MNB.
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Chart 6
Aggregate implementation status of competitiveness recommendations by key areas in the 2022 and 2023
publications
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In this publication, the implementation phase of the recommendations is indicated by four different colours and the
change in the implementation phase by coloured arrows corresponding to the new status. A recommendation is shown in
the 12 chapters if there is any new development in the implementation relative to the comparison performed in December
2021. If this new development also results in a step forward in the implementation phase of the recommendation, the
progress is indicated — in addition to the change in the background colour of the recommendation — by an arrow of the
colour of the new status at the description showing the implementation of the recommendations. The priorities belonging
to the recommendations depend on whether the recommendation has been classified as moderately important (1),
important (2) or very important (3). For instance, the recommendation ‘Offer more flexible guarantee rates (70 to 90
per cent)’ progressed from the ‘started’ phase to ‘partly implemented’, so its background switched from yellow to light
green. The change in the status is also indicated by a light green arrow. The priority for the recommendation is 2, i.e. this
recommendation has been classified as important. For easier orientation, the table below provides an overview at the
end of each section and also at the end of the summary table concluding the publication.

Legend

Not started Started Partly implemented Fully implemented

Changed to Started 4y Changed to Partly implemented 4 Changed to Fully implemented 4p

4. Offer more flexible guarantee rates (70 to 90 per cent) P2
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1 New financial model

The priority-weighted implementation of the recommendations in the New Financial Model chapter rose from 49 per
cent in December 2021 to 51 per cent in June 2023. Of the 56 recommendations in this chapter, progress was identified
in 20 cases; however, there are still 47 recommendations where implementation is at least in ‘started’ status. Progress
was sufficient to achieve a status change in only 5 recommendations: 4 recommendations achieved partly implemented
status and 1 fully implemented status. The 51 per cent implementation rate indicates that there is plenty of room for
further improvement, especially in terms of the operational efficiency of banks and the development of the capital market.

Hungarian guarantor institutions also play a key role in mitigating the negative economic effects of war in neighbouring
country following the pandemic; without institutional guarantees, a significant number of micro- and small enterprises
would have no access to bank finance at all or only at very unfavourable terms. In line with the transitional wartime
provision of the European Commission and under the COSME programme, institutional guarantees of 80 or, in some cases,
up to 90 per cent are available currently, until the end of 2023. Thanks to accelerated negotiations with the European
Commission and the European Investment Fund, the InvestEU agreement, available in the new programming period,
may be signed by the two guarantors before the end of this year, making more flexible guarantee rates available in the
longer term. Recently, both institutions have significantly expanded the scope of eligible customers and transactions,
acceptable credit ratings, coverage levels and guarantee amounts, while also stepping up their marketing activities to
promote their products.

As a result of the MINB’s measures, variable-rate mortgage lending virtually ceased by the beginning of 2019, after which
the share of the remaining variable-rate schemes fell rapidly, to below 20 per cent by the beginning of 2023. The popularity
of the MINB’s Certified Consumer-Friendly products is demonstrated by the dynamic rise in their sale. For instance, Certified
Consumer-Friendly Home Insurances, first introduced in January 2020 were being offered by as many as 11 insurers by the
end of 2022, with more than 29,000 contracts already concluded. Introduced in early 2021, Certified Consumer-Friendly
Personal Loans achieved a market share of around 20 to 25 per cent by March 2023. To make it easier for customers to
compare bank account packages, the central bank has revamped its bank account selector software, so that customers
can now access a modern, fast and bank-independent comparison site. Another important event regarding the account
packages was the restructuring of the basic account product, which may now be a suitable choice for pensioners and
socially disadvantaged people too.

The MNB’s instant payment system is being renewed so that it can be used in an even wider range of payment situations
in the future. As of 1 February 2024, payment service providers will be required therefore to provide customers with the
option of making payments using single data entry solutions. Effective from the same date, service providers will also have
to execute instant payments initiated by a request for payment. To achieve this goal, it is essential that instant payment
solutions are not priced at a competitive disadvantage. This has been addressed by the legislator, as payments using a
single data entry solution or request for payment will be free of charge for customers from 2023.

There have been a number of legislative changes in the area of distributed ledger technologies since the latest version
of the Competitiveness Mirror was produced. These include Regulation (EU) 2022/858 of the European Parliament and
of the Council, which may pave the way for the tokenisation of financial instruments within a regulated framework. This
is expected to be followed by a single EU regulation on crypto-assets in the third quarter of 2023 (MiCA). The MNB has
a project in this field called ‘"MINB blockchain’, which aims to use distributed ledger technology in order to reduce the
administrative burden of mortgage borrowers taking out insurance. The project is in the IT development and testing
phase, following a successful public procurement procedure.

COMPETITIVENESS MIRROR e 2023

15



MAGYAR NEMZETI BANK

16

# Recommendation Priority

1.1. Improve the efficiency of the guarantee scheme
4, Offer more flexible guarantee rates (70 to 90 per cent) P2

Both Hungarian guarantee institutions have signed agreements with the European Investment Fund (EIF), as a result
of which they are now able to offer guarantees at rates as high as 90 per cent under COSME (the Programme for
the Competitiveness of Enterprises and Small and Medium-sized Enterprises), up from the maximum 80 per cent
customary in the past. Due to the fact that COSME was first announced in the previous programming period, guarantee
applications may be submitted under the scheme until the end of 2023. The protracted pandemic has delayed the
adoption of the InvestEU programme framework previously planned for the 2021-2027 cycle, and the Commission
has significantly reduced the resources initially allocated to the new programme, which has also constrained funding
application opportunities. However, thanks to the acceleration of negotiations in 2023, the Hungarian guarantor
institutions may sign the InvestEU agreement before the end of this year.

In order to mitigate the negative economic effects of the Russia—Ukraine war, institutional guarantees provided by both
Garantiga Hitelgarancia Zrt. (GHG) and the Rural Credit Guarantee Foundation (AVHGA) are available to businesses
until 31 December 2023, in line with the European Commission’s transitional provision. Although the Commission’s
Communication on the war authorises Member States to provide guarantees of up to 90 per cent, most government
loan schemes helping SMEs access to loan offer institutional guarantee rates of 80 per cent.

6. Make concerted marketing efforts to promote institutional guarantees 1

In order to increase the visibility and recognition of state-backed institutional guarantees, GHG continued its ongoing
marketing promotion efforts in 2022. In this context, it conducted awareness and image campaigns using primarily
online marketing tools on social media platforms, its own media platforms and on the media platforms relevant to
the Hungarian SME sector. In 2022, the guarantee institution also participated in the national advertising campaign
promoting Széchenyi Card schemes. In addition, it promoted institutional guarantees and its Garantiqa Direkt service
both through a nationwide roadshow and at industry conferences.

In 2022, the AVHGA continued its major campaign effort to promote its products in agricultural journals, at agricultural
fairs, at banking training courses and presentations, and via online platforms.

1.3. Support for credit convergence

1.3.1. Sound lending for sustainable economic growth

9 Mitigate interest rate risks for customers 3

Since 2017, the Magyar Nemzeti Bank (MNB) has taken a number of measures to support the reduction of households’
interest rate risk and the proliferation of mortgage loans with longer interest periods, including the introduction of
the category of Certified Consumer-Friendly Home Loans and the imposition of different debt brake requirements on
different interest periods. By the beginning of 2019, variable-rate mortgage lending had fallen to a very low level as a
result of the MNB’s measures. The ratio of variable-rate loan products to the total portfolio also declined rapidly, falling
below 20 per cent by the second half of 2023, as a result of the end of the replacement of variable-rate credit facilities
and the repayment of the outstanding loans. The MNB also assisted this trend with a recommendation on raising
awareness of the interest rate risk of variable-rate mortgages. As a result, the variable-rate mortgage facilities still in
existence no longer pose a risk to financial stability, given the short maturities remaining and the income dynamics of
recent years.
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# Recommendation Priority
10. Increase financial awareness 2

The National Core Curriculum (NAT) also reflects the need to strengthen financial literacy in several areas of education:
mathematics, civics, geography, engineering and design. In the 2022/2023 school year, more than 450,000 copies of
the Money Compass Foundation’s free accredited textbooks and workbooks (also available in digital format) will help
students with their financial education. The Foundation’s textbook for secondary schools entitled ‘Compass to Finance’
is the first among accredited textbooks to include augmented reality (AR) solutions, which were also added to its
primary school textbook ‘Missions in the World of Money’. Technical schools offer e-learning material with additional
chapters on entrepreneurship for the compulsory finance and entrepreneurship subject. This school year, the
environmental studies workbooks for Year 3 and 4 students and the mathematics workbooks for Year 3—8 pupils have
been supplemented with a chapter on ‘Everyday finances’, which was developed by the Money Compass Foundation
based on the new National Core Curriculum.

1.3.2. Cheaper banking with more intense price competition

11. Continue to promote Certified Consumer-Friendly products 3

As an indication of the popularity of the Certified Consumer-Friendly Framework, the market share of Certified
Consumer-Friendly Loan (MFL) products within all home loans potentially eligible for certification has been close to
70 per cent since 2019. Following the successful uptake of the certification framework, the MNB decided to extend
the scope of certified products in 2019 to further promote competitiveness objectives. Since January 2020, Certified
Consumer-Friendly Home Insurance policies have been available to consumers to protect against real risks and support
the online claims settlement process. By the end of December 2022, 11 insurers had introduced consumer-friendly
certification and consumers had taken out more than 29,006 certified consumer-friendly home insurance contracts,
covering HUF 1,098 billion in assets. As of January 2021, the range of qualified consumer-friendly products was
extended with Certified Consumer-Friendly Personal Loans, which support the trend of digitalisation at the banks while
also boosting competition on the personal loan market. Up to March 2023, the market share of Certified Consumer-
Friendly Personal Loan products was between 20 and 25 per cent.

16. Enable simple, user-friendly bank account switching 2

Customers can achieve terms better suited to their payment habits by switching their account package, adding different
discounted modules to their existing package or replacing the services they use with the cheaper ones available. Often,
customers will find that these options are also available at their current bank, allowing them to tailor the package of
services to better suit their needs. Nevertheless, if customers still decide to switch banks, a simplified bank account
switching service is now available, in which all the customers need to do is contact the new payment service provider
they have chosen. Most banks already offer online account opening, making it quick, easy and convenient to open a
new account. In such cases customers simply write to the new bank declaring their intention of switching banks. The
registration and use of secondary identifiers makes account switching more convenient, as it is no longer necessary
to provide the new account number to those partners who had used the secondary identifiers for making payments.
Further enhancements of online administration (adding discount modules or new services online or from an app, or
submitting the bank switching declaration online) are intended to further simplify the tailoring of services to customers’
needs. It is becoming increasingly common for banks to offer fewer types of bank account packages, providing instead a
choice of different modules within the same bank account package for the customer to select from; this may affect the
number of account switches, as customers can increasingly access better services without switching.

17. Increase the comparability of bank account plans P2

In order to make it easier to compare account packages, the MNB has updated its account selector programme. This
provides customers with a modern, fast and bank-independent account comparison site. It is important to improve
customer awareness and knowledge of account packages and related services, and further progress could be made
by making the list of terms and conditions more accessible and easier to understand, or by promoting awareness and
understanding of the statements of annual charges available to all customers.
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Recommendation Priority

Cheap products more conveniently available

Develop and promote bank accounts to improve the banking relations of retirees and socially

18.
disadvantaged persons

P2
Account packages specifically intended for pensioners are already available; the basic account product has also been
restructured, which could be a good choice for a significant number of customers without any special eligibility
conditions. As a result, it may now be a good choice for pensioners and socially disadvantaged people as well. In
addition to the new basic account product, a completely free social basic account may further increase the number of
bank account holders.

1.4. Enhancing digital transformation in banking

1.4.1. Efficiency means lower cost for banks and lower interest rates for customers

21. Optimise branch networks 2

While digitalisation continues to gain ground, the MNB still attaches high importance to ensuring access to bank
branches; nevertheless, branches are becoming ever more streamlined, with ever more digital solutions supporting the
administration. The MNB’s RecommendationNo4/2021 (I11.30.) ondigital transformation has contributed tothese trends.
While optimalisation is important, offering individuals and households with the right services is essential, as is stated in,
among other things, MNB Decree No 1/2023 (I. 17.), which encourages the operation of a requisite number of ATMs.

1.4.2. Banking products and services with a few clicks

24. Develop and deepen the digital transformation 3

In its comprehensive survey of digitalisation in the banking system, the MNB has found that the digital maturity
of Hungarian banks has continued to improve, the level of digitalisation has increased further, and the sustained
development of the credit institutions at the forefront of digitalisation has been coupled with a convergence on the part
of the less digitalised banks; nevertheless, the banking system as a whole is still at an average level of maturity. Digital
development means that the digital availability of certain banking products is increasingly seen as a basic service, with
internet and mobile banking platforms becoming the main channels for communication with customers. The progress
achieved by the organisations responsible for digitalisation in banking has been encouraging; in addition, dedicated
teams within the institutions themselves are also actively contributing to the attainment of digitalisation objectives.
Nevertheless, further digitalisation and automation improvements and modernisation steps will be necessary in
internal operations. It is also encouraging to see an increasing openness — albeit at a slower pace — towards working
with innovative players, as Hungarian banks are actively seeking opportunities to cooperate with fintech companies.
Following the MNB’s recommendation to strengthen the digitalisation of the domestic banking system, all Hungarian
credit institutions have developed and submitted to the central bank a comprehensive digital transformation strategy
and roadmap in line with the MNB’s expectations. The implementation of the strategies has started and is regularly
reviewed by the MNB and evaluated through feedback.

The central bank also supports the digitalisation of the Hungarian banking system by operating its Innovation Hub and
Regulatory Sandbox frameworks.

26. Support digital developments related to the instant payment system 2

In order to ensure that instant payments are available as an option in an increasing number of payment scenarios, as of 1
February 2024, payment service providers will be required to provide their customers with the option of making instant
payments using single data entry solutions (e.g. QR code). The technical specifications of the single data entry solutions
are set out in the Annex to the MNB Decree. In order to promote the wider uptake of payment solutions based on
requests for payment, as of 1 February 2024 it will become mandatory for payment service providers to execute instant
payments initiated by a request for payment. In addition, new customer information rules will be introduced to ensure
that the partiesinvolved in instant payments are given clear confirmation of the successful completion of the transaction.
Services reliant on instant payments will allow customers to pay quickly and conveniently in most payment scenarios,
such as in physical settings, online, between private individuals, and in the case of bill payments, by bank transfer.
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27. Incentivise banks to introduce package pricing in retail payment services P1

A wider uptake of services reliant on instant payments will be achieved only if instant payment solutions are not priced
at a competitive disadvantage to cash and cards. From 2023, payments using single data entry solutions (e.g. a QR
code) or a request for payment must be free of charge for all customers. As a result, there is no direct transaction cost
associated with payments using a single data entry solution.

1.4.3. Convenient credit applications online

28. Simpler and faster online contracting and e-signature 2

On 22 June 2023, Act XLVI of 2023 was promulgated, amending certain laws on economic, asset management and
postal affairs; by amending provisions of the Civil Code, the E-Administration Act, the Act on Legal Practice and Act XCIX
of 2021 on intermediary regulations concerning the state of emergency, the Act introduces hereto missing provisions
concerning electronic private deeds and provides a longer-term legal basis for the contractual practices already
followed by financial service providers and first introduced by the aforementioned emergency legislation. It clarifies
that electronic documents containing a legal declaration applicable to a service provided by an organisation subject to
Section 39(1) of Act CXXXIX of 2013 on the Magyar Nemzeti Bank also classify as electronic private deeds of full probative
force, provided that the declarant, identified by the organisation via an audited electronic telecommunications device
(as defined in the decree issued pursuant to the authorisation set out in Section 77(3)(d) of the MLA) has attached to
such declaration their simple electronic signature (in which the date and time of signing is also captured).

35. Increase the share of mortgage and consumer loans granted through digital channels 2

Digital administration and product application solutions are constantly evolving. An increase in the role of digital
channels in the sales of consumer loans may be facilitated by the fact that an amendment of Government Decree No
465/2017 (XI1. 28.) on the detailed rules of the tax administration procedure is in the pipeline, further expanding the
scope of employment data available in electronically downloadable pay statements, providing additional information
inputs for the credit approval process.

1.5. Capital market expansion

1.5.1. Get successful domestic companies listed

42. Provide incentives for listing of banks 3

In February 2022, the MNB issued a recommendation to encourage Hungarian banks and insurance companies to
list on the Budapest Stock Exchange. Since April, the central bank has considered it good practice for the institutions
concerned to list at least one series of ordinary shares on the BSE within two years in the case of acquisitions and
transfers of holdings. This strengthens the transparency of financial institutions and thus protects depositors, investors
and consumers.

As a result of the recommendation, in November 2022 Vienna Insurance Group, the leading insurance company in the
Central and Eastern European region, became the latest Premium category issuer on the Budapest Stock Exchange.
Now present on the Hungarian capital market following this launch, the international group has been active in
Hungary since 1996 and is also listed on the Vienna and the Prague Stock Exchanges. Vienna Insurance Group listed
its 128,000,000 ordinary shares on the Budapest Stock Exchange in what is referred to as a cross listing, increasing the
market capitalisation of the Hungarian stock exchange by more than HUF 1,300 billion.
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43. Establish a modern corporate bond market 3

On 14 December 2021, the Monetary Council of the MNB decided to close its Bond Funding for Growth Scheme
(BGS), so the central bank has not purchased any new corporate bonds since the HUF 1,550 billion limit of the Scheme
was exhausted in April 2022. Launched in 2019 as a result of a strategic decision to develop capital markets, the
Scheme aimed to improve the efficiency of monetary policy transmission by increasing liquidity in the corporate bond
market. This objective was served successfully by the BGS throughout its existence. Prior to the launch of the Scheme,
borrowing by Hungarian companies was dominated by bank loans, with only an insignificant portion of them having
access to bond issuing as an alternative means for raising funds. As a result, the Hungarian corporate bond market was
equal to only 1 per cent of GDP. Thanks to the BGS, this figure increased to 5.5 per cent. By the end of April 2022, 89
issuers had issued a total of 114 bond series under the Scheme, raising HUF 2,859 billion; the central bank’s purchases
totalled HUF 1,550 billion. The Scheme has had a significant positive impact on investor appetite. The dynamic growth
of the Hungarian corporate bond market has been outstanding if compared with other markets across the region,
transforming Hungary from a laggard among the Visegrad countries before the launch of the BGS to the frontrunner
in the region. Furthermore, the convergence of the Hungarian corporate bond market has been accompanied by
increasing demand specifically for bonds for green investment purposes. Until the last issuance under the BGS, a total
of 20 issuers’ green bonds with a nominal value of HUF 539 billion were placed on the market under the Scheme. This
accounted for around 19 per cent of the bond issuance facilitated by the BGS.

1.5.2. Promote an environment to support the development of the capital market

49. Improve access to digital platforms 2

Regulation (EU) 2022/858 of the European Parliament and of the Council on a pilot regime for market infrastructures
based on distributed ledger technology has been in force in full since 23 March 2023 and, accordingly, Act CXXXVIII
of 2007 on Investment Firms and Commodity Dealers, and on the Regulations Governing Their Activities has been
amended to include rules on the tokenisation of financial instruments. The tokenisation of financial instruments is
expected to create opportunities to improve efficiency in the trading and post-trading processes and may contribute to
the development of a secondary market for these instruments.

Expected to enter into force in the third quarter of 2023 and become fully applicable 18 months thereafter, the first
cross-jurisdictional single EU regulatory and supervisory framework for crypto-assets, the MiCA, will cover a significant
proportion of crypto-assets issued and crypto-asset services provided in the European Union, creating legal certainty
in the crypto-asset market and seeking to ensure consumer and investor protection and market integrity, as well as
reducing risks to financial stability.

1.6. Improve the competitiveness of the insurance and fund sectors

51. Increase the product value to customers in non-life insurance 3

To increase customer value in the non-life insurance sector, the MNB aims to develop a framework for a higher standard
of services. As a first step, the concept of the Certified Consumer-Friendly Home Insurance (MFO) was developed, which
sets minimum standards for home insurance product terms and conditions, as well as certain matters of procedure.
There are currently 11 competing MFO products in the Certified Consumer-Friendly Home Insurance scheme, with
more MFO products expected to be launched in 2023. This is also supported by improvements to the process of
switching insurers (see Section 52).

In order to increase customer value, the MNB also launched a thematic audit into claims settlement in order to check
compliance with the new provisions on claims settlement in the Act on the Business of Insurance, which entered into
force on 26 June 2021. The overall picture was found to be positive, with claims settlement basically being appropriate,
but there were differences in adaptation to the new legal environment, preparedness and implementation. Based
on the findings of the inspection, the MNB found it necessary to develop a set of practical expectations in support
of the statutory claims settlement rules, which will assist insurers in their claims settlement procedures, facilitate an
understanding of the legislation and clarify the structure of a claims settlement process the MNB considers to be good
practice.

COMPETITIVENESS MIRROR e 2023



NEW FINANCIAL MODEL

# Recommendation Priority
52. Provide legal and technological means to facilitate changing insurers 1

In response to weak competition on the home insurance market, a government decree in effect as of 30 April 2023
regulates, among other things, the ability to cancel policies and the conditions for presenting home insurance policies in
the mortgage lending process. The legislator introduced the possibility of cancellation in March as one additional date
of cancellation besides the insurance anniversary date. This provides customers with one more exit point if they find
themselves dissatisfied with the premiums or the services of their home insurance contract. Furthermore, in the case of
home insurance policies taken out with a mortgage loan from a bank, these policies tended to be products of the bank’s
strategic partner insurer; the government decree therefore stipulates that customers must be presented with the MFO
calculator available on the MNB website when taking out a mortgage loan, thus facilitating a comparison of the diverse
offers and also stimulating competition in the banking sales channel as well. The MNB has amended the MFO Call for
Proposals, one stipulation of which is that the quarterly cancellation option is no longer a requirement fro