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PRESS RELEASE

Hungary’s balance of payments: 2004 Q3

Based on the quarterly data, Hungary’s net external financing requirement (i.e. its combined
current and capital account deficit) amounted to EUR 1,559 million in 2004 Q3. Here, the
current account deficit amounted to EUR 1,729 million (see Chart 1).! The combined current and
capital account deficit was partly offset by non-debt inflows of EUR 1,392 million. Hungary’s

seasonally adjusted net external financing requirement did not increase materially over a period of
eight quarters.

By contrast, after eliminating the seasonal effects, the current account deficit continued to rise in

2004 Q3.2 The divergence between the two indicators was caused by an increase in EU transfers
recorded in the capital account.
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!'The importance of current transfers to be recorded in the current account and of capital transfers to be recorded in
the capital account has increased since Hungary’s EU accession. Accordingly, the role of the balance on the current
and capital accounts showing the country’s net external financing capacity will be greater in the analyses of external
developments relative to earlier petiods. (For more details, see the boxed text at the end of this press release.)

2 Community goods under customs inspection and stored mainly in customs warehouses at the time of Hungary’s
accession to the EU are not included in balance of payments statistics. According to information by the CSO, the
total value of goods entered up to the end of September was some HUF 252.9 billion (some EUR 1,005 million). If
further information becomes available as a result of the CSO’s questionnaire-based survey of domestic firms, the
Bank will record retroactively this item consistent with the national accounts, in the framework of its revision policy.



Income and current transfers rather than real economic transactions (i.e. those in goods and
services) played a dominant role in developments in the current account balance relative to the
previous quarter (see Chart 2).

Over a longer period, developments in income and current transfers show rising deficits. This
results partly form the accounting treatment of direct investment income, the higher costs of debt
servicing closely related to the increase in Hungary’s outstanding debt and partly from the fact
that liabilities related to EU membership are recorded as current transfers (see Chart 2).
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Compared with 2004 Q2, the higher deficits on the various components of services were
dominant in the rise in seasonally adjusted deficit on real economic transactions.? The seasonally
adjusted goods deficit, however, fell relative to three months previously (see Chart 3).
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3 In the adjustment process, the balances are directly seasonally adjusted. This means that the total services time
series are directly adjusted. As, however, subsequently we look at the components separately we find that the
seasonally adjusted values of both travel and other services have fallen more strongly relative to the previous period
than indicated by the time series of total services.



The improvement in the goods balance relative to the previous quarter was the result of exports
rising slightly more strongly than imports (see Chart 4).

Chart 4
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Within services, the balances on travel and other services both deteriorated in comparison with
Q2: revenue fell and expenditure rose (see Chart 5).

Chart 5

euro million Travel & Other services, net

1 000
800
600
400
200
0 4
-200
-400
-600
B e e L A m e e e e e AL e e s e e TS A B e s e RS B s s
— Lsa) ~— [sal ~— el — [sa) — [sa) ~— el ~— el — [sa ~— [5a) — bsa)
o <o 9 <9 <o <o o o o o o o o <o <o o o o o
e wn o el —~ [ o) <] D (=N (= f=3 - — N [SN) [sa} [sa) = <
x =N =3 =3 =Y X X & & S S S =y = o = = =y =y
=N =N =N & S & N & N & S S S S S <3 S < < <1
= = = = = = = = = = & & & S S & & & & &
------ travel original series —— travel, seasonally adjusted series
— travel rend - - -a- - -other services original series
——+—— other services seasonally adjusted series

———— other services trend

Seasonally adjusted travel revenue fell 2004 Q3 relative to the previous quarter; however, travel
expenditure rose slightly (see Chart 06).
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The combined revenue on trade in goods and services rose at a slower rate than expenditure (see
Chart 7).
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Developments in the balances on the income and transfer account were shaped by movements in
income on equity and income on debt. In 2004 Q3, the balance on income on debt deteriorated,
while the deficit on income on equity fell. The higher deficit on income on debt was caused by an
increase in non-residents’ holdings of forint-denominated government securities and, within
direct investment, by rising interest payments on debt (see Chart 8).
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From 2004 Q2, EU transfers have been reflected in the accounts. The deficit registered for the
general government sector, resulting from Hungary’s contribution to the Community budget, and
the net revenue of other sectors offset each other in the data for Q3. The surplus on current

transfers was EUR 31 million in the review period.* As a combined effect of these, the balance
on the income and transfer account continued to deteriorate.

Inward and outward non-debt capital transactions showed a net inflow of EUR 1,392 million in
2004 Q3. The value of direct investment in equity capital (which also includes reinvested
earnings) was the balance of transactions by Hungarian residents abroad in the amount of EUR
45 million and those by non-residents in Hungary in the amount of EUR 1,251 million. Portfolio

investment transactions in equity securities showed a net inflow of EUR 95 million in the quarter
under review.

Central bank foreign exchange reserves amounted to EUR 10.5 billion at end-September 2004.
Whole-economy gross foreign debt was EUR 2.9 billion higher than at the end of 2004 Q2.
Hungary’s net foreign debt increased by EUR 0.5 billion. Non-residents’ holdings of forint-

denominated government securities were EUR 9.9 billion at end-September 2004, EUR 1.0
billion higher than at the end of the previous quarter.

4 After seasonal adjustment, the second-quarter data proved to be an outlier, affecting several periods. The change
caused by EU transfers makes adjusting the time series meaningless for the time being.



Table 1

Stock of Foreign debt of Hungary as of end of period

2002

I. Gross foreign debt, Total Economy (S.1) (A+B) 39,2
A: General government and Central bank (S.13+8.121) 18,4

A.1. o/w.:debt denominated in HUF m 7,6

B. Private sector (S.1-S.13-S.121) 20,8

II. Net foreign debt, Total Economy (S.1) (A+B) 16,2
A: General government and Central bank (S.13+8.121) 7,4

A.1. o/w..debt denominated in HUF /1 7,6

B. Private sector (S.1-S.13-S.121) 8,8
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At the end of 2004 Q3, the net debt of general government and the MNB was higher relative to
the end of the previous quarter. By contrast, the private sector’s net debt fell. Whole-economy
net debt was EUR 24.8 billion at end-September. Total net external liabilities to non-residents,
which also includes equity capital, amounted to EUR 65.6 billion.
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2. Services and income, net
2.1. Services*, net
2.1.1. Exports
2.1.2. Imports
2.2. Income, net
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3. Current transfers

4. Current account balance
5. Capital account balance
6. Net external financing capacity (4+5)
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Table 2

Balance of payments, Hungary
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Table 3

Balance of payments, Hungary (seasonally adjusted data) *
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Methodological notes and explanation of data revisions

. With Hungary’s accession to the EU and the complete removal of customs barriers, community goods
under customs inspection and stored mainly in customs warechouses, are being entered continuously,
irrespective of their origin and destination. According to information by the CSO, this exercise
amounted to some HUF 252.9 billion (some EUR 1,005 million) up to the end of September. Most of
the changes of ownership of these goods between residents and non-residents affected earlier periods.
Consequently, the Bank has not been recording the above amount in the balance of payments.

. In accordance with its announced data revision policy, at end-December 2004 the Bank is releasing
balance of payments and international investment position statistics for 2004 Q3, simultaneously with
the release of revised data for 2004 Q1 and Q2. the revision of data for Q1 and Q1 has resulted in the
following major changes:

The cutrent account deficit for 2004 H1 was EUR 253 million lower (some 0.7% of GDP on an annual
level) relative to the data as at end-September. Accordingly, the deficit in H1 amounted to 9.4% of
GDP. The improvement in the goods balance explained EUR 172 million of the change in current
account balance, which resulted from the adjustment of trade data. In addition, the EUR 74 million
surplus on current transfers also affected the current account balance outcome, which resulted in part
from the adjustment to taxes on non-residents’ dividend income on investments in equity capital in
Hungary.

Revisions to financial account items, showing developments in external financing, amounted to a total
EUR 194 million. Direct investment capital inflow was EUR 231 million higher in H1 relative to the
data as at end-September. This adjustment was related practically in full to other capital flows, at the
same time as equity capital holdings by non-residents in Hungary and those by Hungarian residents
abroad increasing by nearly EUR 100 million. This revision also affected liability positions in financial
derivatives, as a result of which the balance on portfolio investments fell by EUR 339 million. The
balance on other investments also fell, by EUR 86 million.

As a combined effect of the adjustments and data processing errors discussed above, the stock data
published for June in September were adjusted as follows:

— Whole-economy gross external debt, including other FDI capital, at end-June was revised down by

EUR 1 billion, to EUR 51.4 billion, from the previously released data. The net external debt was
revised down by EUR 1.9 billion, to 24.3 billion at end-June.

— Non-residents’ holdings of forint-denominated government securities were adjusted downwards by

EUR 0.4 billion from the previous release. According to the revised data, their amount was EUR 8.9
billion at end-June.

* ok ok ¥ ¥k

The Bank will release data on Hungary’s balance of payments and international investment position for
2004 Q4 on 31 March 2005. Also on 31 March 2005, the Bank will release detailed statistical data on 2003
inward and outward direct investment.

X ok ok ok ok

9 Methodological notes to seasonal adjustment:

The method used to seasonally adjust the sub-components of the current account as follows:




1 The components of the current account are seasonally adjusted using the SEATS TRAMO software,
within the Demetra interface, in line with the recommendations of Eurostat.

2 The effects of holidays are eliminated using a built-in variable designed for holidays in Hungary; the
working-day effect is eliminated using two regression variables.

3 Outliers are identified according to the basic setting, allowing the identification of all three types of
outlier.

4 Consistent data are available from 1995. The Bank, therefore, revises data for the petriod beginning
with that year. In order to minimise revisions, the same model setting is being used for one year.
The press releases include a five-month moving average of the seasonally smoothed data, with
diminishing weights proceeding symmetrically on both sides of the centre (Y=1/9*Xc2+2/9*Xey
+3/9¥X+2/9%X+1+1/9*X 42 ), instead of the trend calculated by the programme.

5 The balance outcomes are seasonally adjusted using the indirect method. This means that the
seasonal effects are eliminated from the sub-components, and the balances and the aggregates are
derived from the seasonally adjusted data. Consequently, the seasonally adjusted current account
balance outcomes can be reproduced from the seasonally adjusted data of the sub-accounts.

Notes to the press release and the tables:

1 The codes attached to the names of the sectors and sub-sectors (e.g. S.121) refer to the
corresponding groups of the classification generally used in international practice. The definitions of
the individual sectors can be found on the Bank’s web site at Financial Data...Statistical Releases,
‘Sector classification in the MNB's statistical press releases from June 2001,

2 In conformity with the data dissemination standards of the IMF, the MNB will publish data on
external debt in a new composition among the statistical times series on its website, beginning with
the release of 2003 Q2 data. The difference between gross foreign debt, published eatlier on a
regular basis, and the new category of debt is that the latter does not group liabilities arising from
financial derivatives into the elements of debt. In the following, both data will be published on the
Bank’s website, accompanied by references to the relevant types of debt.

MAGYAR NEMZETI BANK
STATISTICS DEPARTMENT



