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Domestic economic activity

Supported by favourable external conditions and buoy-
ant domestic activity, last year output growth in indus-
try rose to its highestlevel during the past ten years. The en-
gine of this growth, as in earlier years, was exports, but do-
mestic sales picked up considerable speed as well.
Branches representing advanced stages of technological
development continued to increase their role within the
broad industry sector.

Industrial output rose by 10.4% and total sales by 8.3% in
December relative to a year before. Exports surged by
18.3% in the period, the level of domestic sales remaining
practically flat. Output grew by 18.3% in 2000 as a whole,
total sales rising by 17.7%. Within total sales, exports rose
by 28.3% and domestic sales by 10.1%. Looking at eco-
nomic developments in the course of the whole year, pro-
duction and sales both grew robustly in the first three quar-
ters. However, growth in the final quarter gradually lost
some its earlier strong momentum (see Chart 1).

Seasonally adjusted industrial output' rose by 0.8% and
total sales by 1% in December 2000 relative to a year be-
fore. Within total sales, the volume of exports expanded by
3%, in contrast with domestic sales, which shrank by 0.5%.

As seen in the preceding months of the year, output of
the electrical equipment sub-sector rose the most robustly,
by 36.3%. Today this sub-sector accounts for 25% of total
industrial output and 40% of whole-economy exports, hav-
ing registered increases of 4% and 5% respectively on a
year before. Interpreted as an encouraging development,
the values of output and exports exceeded the levels re-
corded a year earlier almost across the whole of manufac-
turing. Gross production per capita in manufacturing was
17.9% higher in 2000 than in 1999. Per-capita production in
industry rose by 16.7% in one year, accompanied by a 1.3%
gain in employment. Suggesting a lasting upturn in indus-
trial performance, fresh orders for manufacturers’ output in
the more important branches of manufacturing were 10.9%
higher in December than a year before. Here, export orders
rose by 9.5% and domestic orders by 18.3%.

Construction output was 2.8% weaker in December rela-
tive to a year previously. Adjusted to reflect seasonal effects

! Bank calculations using the CSO release of data.

Chart 1 Volume indices of industrial production
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Domestic economic activity

Chart 2 Number of employed persons*
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* Seasonally smoothed by the Bank using the CSO release of labour market data.

Chart 3 Whole-economy unemployment and
employment ratio*
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* Seasonally smoothed by the Bank using the CSO release of labour market data.

and working-day variations, the sector’s output fell by 4.3%
in the month compared with November. Taken together,
construction output in 2000 increased by 5.8% from the
level recorded in the previous year.

The growth in employment, seen for more than two
years, continued in the fourth quarter of 2000,* accompa-
nied by a fall in unemployment. According to the values
calculated from the CSO’s quarterly Labour Force Survey
by eliminating seasonal and random effects,’ the number
of people in employment and the employment ratio® both
rose in 2000 Q4 relative to the previous quarter. The num-
ber of people in employment was 0.4 of a percentage point
higher than in Q3 and 1.2% higher than in the comparable
period of 1999 (see Chart 2). The employment ratio was
50.4% in 2000 Q4, 0.2 of a percentage point higher than in
Q3 and 0.8 of a percentage point higher than in the same
period a year earlier.

According to the seasonally adjusted indicators of em-
ployment, the number of registered unemployed persons
in the whole economy was little changed in 2000 Q4 rela-
tive to the previous quarter, but fell by 9% in comparison
with the same period of 1999. The unemployment rate de-
veloped similarly, being 6.3% in the period under review.
This was equal to the value recorded in the third quarter
and 0.8 of a percentage point lower than in the comparable
period of the previous year (see Chart 3).

The rise in the number of economically active persons
continued in 2000 Q4 relative to Q3. Accordingly, the num-
ber of economically active persons, calculated from the
seasonally adjusted numbers, was 0.3% higher than the
previous quarter, rising by 0.5 of a percentage point in
comparison with 1999 Q4. The number of inactive persons
fell by 0.6% in one quarter and by 1.5% year on year.

The whole-economy activity ratio was 53.8% in the fi-
nal quarter of 2000, showing an increase of 0.2 of a per-
centage point from the outcome recorded in Q3 and one
of 0.5 of a percentage point from that recorded in the
same period of 1999.

? Quarterly aggregate data on the Hungarian labour market are broader and
more reliable than monthly data, so the analyses will rely on these at the end of
each quarter and on monthly data in interim periods.

% The time series used in the calculations take into view, with retrospective ef-
fect, the methodological changes in 1998 to the CSO Labour Force Survey
which resulted in broader samples, changes to the weights etc. Consequently,
although the indicators are comparable over periods, they are not directly
comparable with quarterly LFS data for the period prior to 1998.

* Employment ratio is defined as the number of people in employment ex-
pressed as a percentage of people in the age bracket of 15-74 years. Activity
ratio is defined as the number of economically active people expressed as a
percentage of the 15-74 year olds.
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Price trends

he CSO release of the year-on-year consumer price in-

dex was 10.1% in December 2000, the rate of core con-
sumer price inflation, calculated using the Bank’s method,
being 9.8%. One-month core inflation, not seasonally ad-
justed, increased by 0.3% in December relative to Novem-
ber (see Chart 4).

The trend value of core consumer price inflation was
0.68% in December, showing a 0.03 percentage point drop
relative to November. The prolonged upward correction of
food prices continued to influence strongly the monthly in-
crease in prices. Food price inflation, registering an in-
crease similar to that seen in November, contributed 0.16 of
a percentage point to the trend of core inflation in the
month. Services prices and household energy prices be-
haved quite analogously with their changes in earlier
months of the year, showing a smaller contribution to
one-month inflation — the former contributed 0.26 of a per-
centage point and the latter 0.02 of a percentage point to
the trend value of core consumer price inflation, i.e. both
showed a further drop, to 0.28 and 0.07 of one percentage
point respectively, relative to the preceding month (see
Chart 5).

The one-month increase in consumer prices, as reported
by the CSO, was 0.3% in December. Seasonal patterns ex-
plained the increases in food and clothing prices. Rises in
the prices of energy and consumer durables were average,
including the 0.3% increase in services prices. The 0.2% fall
in the prices of other goods was mainly attributable to the
2.6% decline in motor fuel prices. The fall in motor fuel
prices alone moderated one-month consumer price infla-
tion by 0.13%.

Although the CSO release of twelve-month consumer
price inflation for December, at 10.1%, was 0.5 of a percent-
age pointlower than in November, it exceeded the average
9.8% increase of 2000. Here, the index of consumer
durables, at 1.3%, continued to mark the lowest extreme of
the vertical scale in the month. The household energy in-
dex (12.7%) and the food price index (12.4%) were at the
highest extreme of the spectrum.

Producer prices (the CSO release of industrial firms’
domestic selling prices) rose by 15.3% in December rela-

Chart 4 Monthly consumer price index and the trend
of core inflation
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Chart 5 Contributions of the CSO’s major product
categories to the trend of core inflation
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Price trends

Chart 6 Domestic producer price index excluding
petrol and other price indices
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tive to a year before, and thus they continued to exceed
the increase in consumer prices. However, the
one-month change in producer prices was a drop of
0.1%. On average, producer prices rose by 14.5% in 2000
on the previous year. Manufacturing industry prices,
which are a dominant factor influencing movements in
domestic sales prices, fell on average by 0.2% in the
month under review relative to the preceding month.
The rate at which food industry prices rose moderated
further, to 0.4%. Chemical industry producer prices were
lower in December, the single month in the course of the
whole of 2000 when prices actually fell. The average in-
creases in petroleum product prices and chemical indus-
try prices were 5.5% and 2.1% respectively in one month.
Price changes in the rest of manufacturing varied be-
tween 0.2% and 0.9%. The December price index, ex-
cluding the effect of petrol price changes, was 112.6%
(see Chart 6).
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Monetary developments

he most notable change in monetary conditions in De-

cember was the Bank’s notice to credit institutions
about a change to the required reserves system. Accord-
ingly, credit institutions were obliged to place 4% of the re-
serve base for December 2000 as official reserves in eligible
securities on 31 January to meet the January 2000 reserve
requirement. From 1 February 2001, the compulsory re-
serve ratio fell by 4 percentage points, from 11% to 7%; also
from that date credit institutions are allowed to meet re-
serve requirements in securities other than government pa-
per.

The market rate of the forint returned to the strong edge
of the official intervention band in December. That meant
the exchange rate depreciated only a little, by 0.02%,
against the currency basket in comparison with
end-November. The National Bank of Hungary officially
devalued the central rate by 0.31% in the month.” The aver-
age deviation of the exchange rate from the central rate was
188 basis points toward the strong extreme of the interven-
tion band (see Chart 7). As in November, the Bank did not
conduct official intervention in the foreign exchange mar-
ket in the month.

As regards the major items in the balance sheet of the
NBH, the value of banknotes and coin in circulation rose
by Ft 7.4 billion in December relative to end-November.

Table A Changes in the balance sheet of the NBH (Calculated from end-of-month stocks)

Chart 7 Exchange rate movements within
the intervention band
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1999
Q3 Q4
Averages® December

Banknotes and coin 1.9 28.9 122.9
Forint deposits of credit institutions 71.9 31.5 90.3
Foreign currency deposits of credit institutions -27.5 -9.8 —64.6
Net claims on general government (including APV Rt deposits) -69.9 —-64.6 59.8
Of which: forint loans -6.0 -6.0 -18.1
government securities —4.1 -19 -3.2

foreign currency loan —26.2 -51.5 -15.9

Claims on credit institutions =3.1 -3.8 -3.8
Foreign and other net assets 129.3 118.9 92.6

* Quarterly average of changes relative to the preceding month.
** Preliminary data.

> Since 1 January 2000 the currency is officially devalued against a currency
basket consisting 100% of the euro. The monthly devaluation rate fell to 0.3%

from 1 April.

1999 2000
Ft billions
2000
Q3 Q4 . December™*
Averages* December Transaction Revaluation

16.4 13.9 7.4 7.4 0.0
-21.3 11.3 105.4 105.4 0.0
9.3 -5.2 -18.5 —153 —3.2
10.2 -27.0 140.2 117.6 22.6
-6.0 -6.0 -18.0 -18.0 0.0
-4.4 -11 -05 -0.5 0.0
-16.7 =111 22.0 0.0 22.0
—1.7 -3.6 -8.1 -7.8 -0.3
—41 50.6 -37.8 -12.3 —25.5
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Monetary developments

Table B Decomposing changes in average stocks in the balance sheet
of the NBH*

Ft billions
2000

Decem-  Monthly

November ber ** change

Banknotes and coin 940.7 1011.4 70.7

Forint deposits of credit institutions 977.6 1045.7 68.0

Of which: bankers’ deposit accounts 593.3 594.4 1.0

non-callable deposits 333.8 359.2 25.4

Foreign currency deposits of credit institutions ~ 492.7 464.7 -28.0

Netclaims on general government (excluding  1,661.3 1,695.3 34.0
APV Rt deposits)

Of which: forintloans 307.5 3058 -1.7

government securities 369.6 368.1 =15

foreign currency credit 1,335.1 1,355.0 19.8

Claims on credit institutions 103.5 99.9 -3.6

Foreign and other net assets 646.3  726.5 80.3

* Monthly average of daily changes.
** Preliminary data.

Chart 8 Annual growth rates of the money aggregates
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Megjegyzés

M1 = Currency in circulation + forint sight deposits held at banks

M2 =M1 + forint time deposits + foreign currency deposits + bank securities (not
shown in the chart as it hardly plots differently from M3).

M3 = M2 + holdings of bank securities.

M4 = M3 + government securities held by non-banks + MNB domestic bills held by
non-banks.

Monetary base (MO0) = Currency in circulation + banks’ required reserves and other
domestic currency accounts at the central bank

The combined end-of-month total of domestic and foreign
currency liabilities of the central bank to credit institutions
increased by Ft 86.9 billion in the month under review.
Central bank claims on credit institutions fell by Ft 8.1 bil-
lion, mainly due to a decrease in the amount outstanding of
central bank long-term domestic currency loans. Overall,
the Bank’s net liabilities to domestic credit institutions were
Ft 95 billion higher in the month. Central bank claims on
the general government sector rose by Ft 140.2 billion. This
contrasted with a decrease of Ft 37.8 billion in central bank
foreign and other net assets (see Table A).

Looking at the average stocks of central bank liabilities
to credit institutions, the average of current account depos-
its rose by Ft 1 billion and that of non-callable deposits by
Ft 25.4 billion, while that of foreign currency deposits fell
by Ft 28 billion relative to the preceding month (see Table
B).

Due to the base effect, which in turn was related to the
millennium date change, annual growth in the monetary
base (MO) fell considerably. According to the final data, the
annual index of the aggregate moderated by 8.8 percent-
age points to 8.5%. However, the adjusted data, which do
not take into account the effect of the Y2K problem on De-
cember 1999, show that the growth rate of MO slowed by
only 2.3 percentage points, so adjusted annual growth in
the aggregate was 15%.

According to the preliminary reports of credit institu-
tions,’ growth in the monetary aggregates derived from the
liability items of the aggregate balance sheet of the banking
sector also slowed significantly in December (see Chart 8).
Annual growth in M1, a composite of banknotes and coin
held by non-banks and forint sight deposits, slowed by
4.6 percentage points from November to December, so its
end-of-month stock stood 11.8% higher than in December
1999. This considerable slowdown was caused to a smaller
extent by the base effect due to the millennium date
change already mentioned,” and to a greater extent by the
rise in corporate and household sector deposits, which was
some Ft 37 billion less than the average December levels of
previous years. Annual growth in the money measure M2,
which comprises sight foreign currency deposits as well as
domestic and foreign currency time deposits, in addition to
the elements of M1, was 2.4 percentage points slower than
in November, its end-December stock standing 12.4%

® Credit institutions are mandated to submit their statutory financial state-
ments for December, compiled from their audited balance sheets, to the NBH
and the supervisory authorities until 31 May. (There may be differences be-
tween the final balance sheets and those for December.)

7 In December 1999, there was a shift between sight deposits and currency
held outside banks. The increase in currency held outside banks took place to
the detriment of sight deposits. As both currency held outside banks and sight
deposits are constituents of M1, the increase in currency held outside banks in
December 1999 had a much smaller impact on M1 growth than on MO growth.

10
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Monetary developments

higher than a year before. Further explanation for the mod-
eration in M2 growth and those of the broader measures of
money, beyond the causes mentioned in connection with
M1, is to be found in the holding losses of the corporate and
households sectors on their foreign currency deposits,
which were Ft 22.5 billion more than in November and
even exceeded the loss recorded in December 1999.
Growth in broad money M3, which also comprises hold-
ings of bank securities, in addition to the components of
M2, moderated by 2.2 percentage points, its end-of-month
stock rising by 12.6% relative to twelve months previously.
Annual growth in M4, an aggregate of M3 plus government
securities held by the non-bank sector and outstanding
NBH domestic currency bills, fell the least in the month — it
slowed by 1.1 percentage points, its end-of-month stock
standing 14.8% higher than in December 1999.

Looking at the individual liability items of the aggregate
balance sheet of the banking sector, corporate sector de-
posits rose by Ft 39.1 billion due to the transaction effect.
This change resulted from an increase of Ft 63.4 billion in
forint deposits and a drop of Ft 24.3 billion in foreign cur-
rency deposits. Foreign currency deposits fell by another
Ft 9.6 billion on account of exchange rate changes. The in-
crease in household sector deposits, at Ft 103.3 billion, was
much more modest than the average December increases
of previous years.® Here, households’ domestic currency
deposits grew by Ft 114.0 billion and foreign currency de-
posits by Ft 14.2 billion due to transactions. The effect of
exchange rate movements on households’ foreign cur-
rency deposits was a drop of Ft 24.9 billion.

Looking at the items on the assets side of the aggregate
balance sheet of the banking sector, the domestic credit
stock rose by Ft 231.4 billion due to transactions and fell by
Ft 4.3 billion due to exchange rate changes in December.
The one-year increase in the credit stock was 14.6%. Fol-
lowing a continued rise for more than one year, corporate
sector domestic borrowings fell by Ft 6.4 billion in the
month. Transactions contributed Ft 28.3 billion to this
change. Exchange rate movements caused a downward re-
valuation of Ft 31.4 billion, the effect of other volume
changes being a drop of Ft 3.2 billion. The change in debt
due to transactions was entirely the result of a Ft 2 billion
decrease in domestic currency borrowings and a Ft 30.3
billion increase in firms’ foreign currency borrowings. The
total debt of the household sector owed to the banking sec-
tor rose by Ft 21.7 billion in the month.

Looking at the net positions of the institutional sectors
vis-a-vis the banking sector, changes in outstanding
borrowings and deposits caused net liabilities of the gen-
eral government and non-profit sector to rise by Ft 141 bil-

8 When calculating deposits, the very low data for December 1999, which in
turn were explained by special reasons, were not taken into account.

2/2001 e MONTHLY REPORT
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Monetary developments

Table C Monthly changes in the net position of institutional sectors vis-a-vis the banking sector

1999
Q3 Q4
Averages****

General government and non-profit sector, net* 58.6 42.7
Consolidated central government, net* 50.2 40.1
Local authorities, net 9.7 1.7
Other (non-profit) institutions, net =2 0.9
Enterprise sector, net 0.2 -12.2
Of which: loans -30.6 -57.5
deposits+cash+securities** 30.9 453
Households, net*** 23.6 421
Of which: loans -11.4 -11.5
deposits+cash+securities 34.9 53.6
Non-residents, net -80.4 -82.5
Other, net -2.0 9.9

Ft billions
2000
December o o December Ofwhicn
Averages**** Transactions Revaluations
-51.1 -6.8 1.1 -141.0 -114.3 -26.8
-76.8 -22.1 13.3 -167.9 -1411 -26.8
26.8 14.2 0.7 46.4 46.3 0.0
-1.1 1.2 —6.3 -19.5 -19.5 0.0
-43.8 -60.3 11.0 38.5 13.5 21.8
-81.6 -74.8 -43.1 6.4 -28.3 314
37.8 14.5 54.1 321 41.8 -9.6
96.0 34.2 38.9 33.1 58.0 -24.9
-9.1 -18.9 -19.2 -18.2 -18.2 -0.1
105.1 53.1 58.2 513 76.2 -24.9
-49.8 -20.7 -32.0 124.6 88.9 35.6
48.7 53.6 -25.6 -55.2 -46.2 -5.7

Note: Increase in outstanding borrowings or decrease in deposits = (-); Decrease in outstanding borrowings or increase in deposits = (+).
* Includes blocked deposits of central government and those of APV Rt.
** Adjusted for technical cash holdings of the Hungarian Post.

***Including accrued interest.

**** Quarterly average of monthly net changes in creditor position.

Chart 9 Zero-coupon yields and annualised return on
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lion and net assets of households to rise by Ft 33.1 billion.
Following a drop in November, net corporate sector debt
fell by another Ft 38.5 billion, net foreign assets of the bank-
ing sector falling by Ft 124.6 billion (see Table C).

After the brief turn upwards observed in November, the
fall in yields in the government securities market, which
began in mid-October, continued in December. Looking at
movements taking place throughout the entire month, the
Bank’s estimate of zero-coupon vyields’ fell across every
maturity. At the shorter end, i.e. at three, six and twelve
months, they fell more modestly, by 34-72 basis points,
and somewhat more significantly, by 93-151 basis points at
the longer end (see Chart 9).

Implied one-year forward rates' in one and two years’
time fell progressively, by 182—-214 basis points in Decem-
ber. The fall in those at the farther horizon occurred at di-
minishing rates, between 179 and 135 basis points. In con-
trast, the implied forward rate in nine years’ time rose
17 basis points (see Chart 10).

Non-resident investors stepped up their holdings of
Hungarian domestic currency-denominated government
debt securities by Ft 41.7 billion, so the sector’s total hold-

? The National Bank of Hungary calculates zero-coupon yields using the
Svensson method. The estimates rely on the Debt Management Agency’s re-
lease of the most favourable secondary market prices of discount treasury bills
and fixed-rate government bonds with residual maturity of more than three
months.

% 1mplied forward rates may be equal to expected future interest rates only if
certain conditions are met. However, movements in derived rates may help
anticipate shifts in the market’s expectations of future interest rates. At pres-
ent, only one single ten-year bond trades in the market, and turnover volumes
in the secondary market are relatively thin. Therefore, the estimate of the
ten-year zero-coupon rate, and particularly the forward rate derived from the
zero-coupon rate, which is substituted by the one-year rate in nine years’ time,
cannot reflect the rapid turns in the market’s judgement.
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Monetary developments

ings amounted to Ft 733.3 billion at the end of the month
under review.

The total amount of bids submitted at the auctions of
government bonds experienced a large jump relative to the
preceding month. Five auctions of NBH bills were con-
ducted in December."" Yields were static throughout the
period. Demand, at Ft 13—15 billion, fell to a third of that
seen in the preceding three weeks (around Ft 45 billion).
The average yield of all auctions held in the month,
weighted by the amount sold, was 11.83%.

The value of the Hungarian Government Bond Index,
the MAX, which reflects movements in the prices of pub-
licly-issued, fixed-coupon government bonds with a resid-
ual maturity of more than one year, stood at 196.9354 on 29
December. Calculated from movements in the index val-
ues, the annual return achievable on a portfolio equal to
the composition of the index basket was 11.81%.

Total interbank turnover was Ft 1,350.1 billion in De-
cember, some 9% lower than in the preceding month.
Monthly average interbank lending rates slightly fell or re-
mained static, following an increase in the preceding two
months. The average rate on 1-2 day transactions, which
have the largest share of total turnover, fell 20 basis points
to 10.9%. The share of this maturity area fell by 2.5 percent-
age points to 83.1% during the month. The average rate in
the maturity bracket of 3—7 day deals was 10 basis points
lower, the proportion of this market segment to the total ris-
ing from 7.1%to 11.2%. The average of interest rates on 1-2
week transactions and those extending beyond two
weeks, at 11.7% and 12% respectively, remained un-
changed at November’s levels, with slight drops in the
share of the two maturity areas within total turnover (see
Chart 11).

Corporate and household sector market interest rates
barely changed in December (see Chart 12). Corporate sec-
tor average short-term deposit rates rose 10 basis points, to
9.4%, borrowing rates remaining unchanged at 12.8%. As a
consequence, the short-term banking spread narrowed
from November’s 340 basis points to 330 basis points.

Household sector average sight and short-term deposit
rates both fell 10 basis points, to 3.5% and 8.8% respec-
tively. Long-term deposit rates, in contrast, remained flat at
November’s 8.8%. The banking sector average of house-
hold sector borrowing rates fell 10 basis points to 20.6%.
That small drop was accounted for entirely by a decrease in
interest rates on consumer credit and other loans. The aver-
age of these fell 10 basis points to 21% in December.

"' The National Bank of Hungary started to issue a non interest-bearing bill
with maturity of three months on 22 March 2000. The Bank offers a new series
of the bill at auction every Monday. No indications for bidders, whether in
terms of quantity or quality, are given in advance. The maximum amount to
be allocated is limited to the amount on offer, with no minimum amount be-
ing established.

Chart 11 Monthly averages of official dealing rates
and interbank lending rates
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Chart 12 Corporate and household sector borrowing
and deposit rates
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Monetary developments

Chart 13 The BUX (2 January 1991 = 1,000)
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Home-building and property loan rates, in contrast, contin-
ued to be unchanged at the level seen in earlier months of
the year (16.8%). The gap between corporate and house-
hold sector average borrowing rates'’ narrowed by an-
other 10 basis points to 760 basis points. Corporate sector
average short-term deposit rates continued to be 70 basis
points higher than the corresponding average of house-
hold sector deposit rates.

Following a sharp fall of 15.6% in November, the share
index of the Budapest Stock Exchange rose quite strongly
in December (see Chart 13). Although on the first day of the
month prices fell to their yearly trough, they rose by 18% in
the course of the following one and a half weeks, only to
remain confined to a 4.5 per cent band during the remain-
ing part of the month. The market closed the year at
7,849,75, up 13.9% on its finish in November but exactly
11% lower than the close a year before.

Measured on a dollar basis, the official index of the Bu-
dapest Stock Exchange rose by 19.3% in December, follow-
ing a 12.5% decline in the preceding month. That gain was
greater than those on the major international exchanges
(see Chart 14). The Dow Jones Industrial Average of New
York rose by 3.6% after a 5.1% rise in November. The DAX
of Frankfurt and the FTSE of London closed 5.3% and 5.9%
higher respectively than in the preceding month. However,
the NASDAQ, the index of the United States’ most ad-
vanced technological stocks, continued to fall — it declined
by another 6.6% following losses of 8.1% in October and
23.0% in November.

In the Far East, the Nikkei of Tokyo was significantly
lower, losing 10.3% in December (also on a dollar basis).
Earlier, the index fell by 8.4% in October, before remain-
ing mostly stagnant in November. The Hang Seng Index
of Hong Kong, in contrast, rose by 6.5%, following a total
loss of nearly 10% in the preceding two months.

"2 For both sectors, average borrowing rates have been defined taking into
view the new contracts concluded during the course of the month.
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Balance of payments and foreign trade

The Bank has made retrospective adjustments to certain data published
earlier for 1999-2000. The adjustments affected monthly balance of payments
data and values of foreign assets and liabilities, due to the revision of data on
enterprises’ direct borrowing/lending transactions. '

According to the not seasonally adjusted numbers, the

current account ran a deficit of €1,921 million in 2000
(see Chart 15). The deficit fell by €54 million relative to the
previous year. However, the structure of deficit changed
significantly. Accompanied by strong increases in both ex-
ports and imports, the merchandise trade deficit rose by
€542 million, with 90% of the increase in deficit occurring
in the final quarter. The surpluses on tourism and current
transfers, respectively, were €455 million and €122 million
higher than in 1999. The balance on services excluding
tourism also improved — its deficit fell by €169 million.
Within investment income, the outflow of direct invest-
ment income on equity rose by €121 million and that of in-
come on debt by €27 million.

The balance of non-debt capital transactions closed with
an inward flow of €474 million in 2000. Here, the net inflow
of direct investments in equity capital amounted to
€1,759 million. The value of direct investments abroad by
Hungarian residents was EUR 621 million. Portfolio invest-
ment transactions in equity securities resulted in a net out-
flow of EUR 664 million.

Only a part of the seasonally adjusted data for December
2000 is suitable for analysing the balance of payments (see
Table D). The high amount of profit repatriation, character-
ising the previous years, was absent in 2000. Eliminating
the effects of seasonal patterns,'* the absence of a ‘spike’
for non-debt income flows in December, as would be
usual, has produced data which have been impossible to
interpret from an economic point of view. The effect of this
is clearly visible on the current account balance. Therefore,

13 A detailed methodological description of the revision and changes to the
data reported earlier can be found in ‘Methodological notes to the revision of
1999-2000 data‘ on the Banks’ website (www.mnb.hu) and in the Method-
ological notes section of this Monthly Report.

!4 Using the SEATS TRAMO software a model is constructed to seasonally ad-
just data for the period January 1994-December 2000. As a next step, this
model is then fixed at the length of the year, in which subsequent data are ad-
justed. The sub-accounts of the balance of payments, derived from the not
seasonally adjusted data, are adjusted directly. Consequently, a seasonally
adjusted sub-balance cannot be re-produced from a set of seasonally ad-
justed data that underlie the given sub-balance.

Chart 15 Current account
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Table D Developments in the seasonally adjusted current account data*

Goods

Exports

Imports
Services excluding tourism
Tourism
Non-debt income**
Income on debt
Current transfers***

Current account balance™**

1999
December
-167
1,934
2,072

-39
198
-84
-58
36
-180

Octobe
-324
2,531
2,748
=21
219
-93
-58
37
-161

2000

€ millions

r  November December

-343
2,582
2,894

—55
222
-95
-89
40
244

-354
2,657
2,899

-90
210
203

* There may be differences between the totals because of seasonal adjustment.
** The December value cannot be interpreted.
*** No seasonal patterns are detectable.
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Balance of payments and foreign trade

these two categories of the balance of payments have
proved to be unsuitable for balance of payments analysis.
The balance of services excluding tourism showed the
most significant change against the November outcome, as
there was an increase of €35 million in deficit in one month.
The merchandise trade deficit and the tourism surplus both
deteriorated nearly equally, by €11 million and €12 million
respectively. Debt-related outflows fell by €8 million.

The merchandise trade deficit rose by €187 million rela-
tive to December 1999. That was accounted for principally
by the strong increase in imports. The deficit on services
excluding tourism more than doubled, and negative
non-debt investment income rose by €23 million. In con-
trast, the tourism surplus increased further — it rose by €12
million in twelve months.

According to the not seasonally adjusted data, the cur-
rent account was €583 million in deficit in December. The
capital account closed with a surplus of €27 million, so
whole-economy  external  financing  requirement
amounted to €556 million in the month under review.
Non-debt capital transactions ended with a net outward
flow of €4 million. This was the balance of a €47 million net
inflow of direct investments in equity capital (direct invest-
ments in Hungary and those by Hungarian residents
abroad, respectively, amounted to €314 million and €266
million) and a €51 million net outflow on portfolio invest-
ment transactions in equity securities.

Whole-economy gross foreign debt was €33 billion to
the end of December, inter-company loans accounting for
€3.4 billion of the outstanding total. The combined gross
foreign currency debt of the NBH and the central govern-
ment outstanding to non-residents and that of credit insti-
tutions and the corporate and other sectors amounted to
€16 billion and €17 billion respectively. Total financial lia-
bilities of direct investment enterprises to their parents,
also known as inter-company loans, accounted for 29% of
corporate sector gross external debt.

Whole-economy net debt stood at €12.2 billion at
end-December, inter-company loans amounting to €3.2
billion. The combined net debt of the NBH and the cen-
tral government stood at €2.5 billion. However, if only
foreign currency denominated assets and liabilities are
taken into account, the two sectors took a €191 million
net lending position in foreign currency, the foreign cur-
rency equivalent of domestic currency debt outstanding
to non-residents amounting to €2.8 billion. Total private
sector net foreign debt was €9.7 billion.
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Public finance

he net borrowing requirement of general government

amounted to Ft 30.5 billion in December 2000, show-
ing an increase of Ft 20.5 billion in relation to December
1999. The central government ran a Ft 136.8 billion deficit
in the month. This contrasted with the social security funds
and the local government authorities, respectively, being
Ft 61.5 billion and Ft 44.7 billion in surplus.

The total net borrowing requirement of general govern-
ment amounted to Ft 395.8 billion in 2000. That was
Ft 212.3 billion lower than in 1999 (see Chart 16). The cen-
tral government borrowing requirement, including the ac-
counts of APV Rt and the extra-budgetary funds, and ad-
justed to reflect the Bank’s calculation method, was
Ft 313.3 billion, which meant a drop of Ft 167.5 billion rela-
tive to 1999. The primary surplus of central government,
excluding interest payments and receipts as well as mutual
assets and liabilities of the NBH and the central govern-
ment, was Ft 417.2 billion.

Total official central government revenue in 2000 out-
performed the revenue estimate for the year significantly,
by some Ft 172.9 billion, reaching Ft 3,679.3 billion. That
was owing mainly to revenues of customs duties and im-
port fees exceeding the target, VAT receipts remaining con-
tinually high since the start of the year, and receipts of the
central government units, too, being strong. Considerable
lags were observable only in the smaller revenue items,
such as in corporate tax payments by financial institutions,
other transfers by economic organisations, and central
government receipts of transfers by central government
units.

According to data from the Hungarian State Treasury, to-
tal central government expenditure also exceeded the offi-
cial estimate in 2000, despite lagging behind it by nearly 2%
in November. However, in December there was a change
in the schedule of central government expenditures. Total
expenditure more than doubled in one month from the av-
erage of the preceding months, owing principally to ex-
penditures of the central government units backed by sub-
sidies and large amounts recorded as central government
extraordinary expenditure. (The major items of these pay-
ments were a one-off increase in old-age pensions and
wages, transfers to the government’s house rent

-100

Chart 16 General government net lending (+) / net
borrowing (-) by sub-sector
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Public finance

programme and subsidies to APV Rt.) It is important to
note, however, that Ft 94.5 billion out of these expendi-
tures remained on the Treasury Account, and would be
spent in 2001, so the amount of total expenditure, adjusted
by this amount, and the year-end balance show a signifi-
cantly more favourable picture than officially reported.

The extra-budgetary funds (the Labour Market Fund and
the Central Nuclear Financial Fund) ran a surplus of Ft 2.1
billion in 2000. That was the balance of Ft 166.0 million rev-
enue and Ft 163.9 expenditure, which was some Ft 1.3 bil-
lion worse than the officially approved balance. Contribu-
tion receipts of the Labour Market Fund and higher unem-
ployment provisions accounted for the lag behind the esti-
mate.

The State Privatisation and Holding Company remained
in deficit even after the injection of Ft 72 billion into re-
serves. As a result, the asset manager registered a Ft 19.0
billion deficit to the end of December 2000. Spending on
the improvement of the financial situation of companies re-
maining permanently in state ownership, other expenses
from the reserve fund and financial liabilities mandated by
the budget act accounted for the largest part of the com-
pany’s expenditure.

According to data received from the social security au-
thorities, the net borrowing requirement of the Health In-
surance Fund and the Pension Insurance Fund, calculated
excluding revenue related to asset utilisation as well as re-
payments and lending, amounted to Ft 98.3 billion in 2000.
Compulsory social contribution receipts raised a total
Ft 1,561.9 billion revenue for the social security authorities.
Contributions by the central government amounted to
Ft 151.1 billion to the end of December. That was practi-
cally equal to the amount estimated for the year as a whole.
Pension payments, accounting for the major item on the
expenditure side, amounted to Ft 1,129.8 billion, health
provisions in cash and in kind amounting to Ft 648.3 bil-
lion. December pension payments, brought forward to No-
vember in line with the practice of earlier years, explained
most of the more favourable balance for December. At the
end of 2000, this item resulted in a Ft 39.1 billion deteriora-
tion in the November balance and an improvement by the
same amount in the December balance of the social secu-
rity sub-sector.

In December, the gross debt of general government fell
by Ft 131.2 billion, so it stood at a total Ft 7,752.2 billion at
the end of the month. This was Ft 356.2 billion less than at
end-1999.

Assets and liabilities of the central government fell by
Ft 392.5 billion and Ft 140.1 billion respectively in Decem-
ber, so net financial assets were Ft 252.4 billion lower than
at the end of November (see Table E). The fall in domestic
currency deposits with the central bank, the cancellation of

18

NATIONAL BANK OF HUNGARY



Public finance

debt owed by the social security funds and the effect of ex-
change rate changes on the foreign currency swaps related
to loans from the NBH played a dominant role in the fall in
assets. The cancellation of a Ft 44 billion debt owed by the
social security authorities has been recorded as other vol-
ume change both within assets of the central government
and liabilities of the social security authorities. The repay-
ment of domestic currency loans to the NBH, the effect of
exchange rate changes on the foreign currency loan and a
fall in wage arrears caused liabilities to fall significantly,
which was partially offset by the issuance of new forint de-
nominated government securities.

The borrowing requirement of the social security funds
from the central government fell by Ft 111.3 billion in De-
cember due to the repayment of existing liabilities and the
cancellation of a part of debt. Taking into view also
changes in other liabilities and assets, net assets of the
sub-sector rose by Ft 115 billion.

Based on available information, assets of the local gov-
ernment authorities rose by Ft 35.8 billion in the month un-
der review, the amount of liabilities barely changing. The
authorities” bank deposits were significantly higher, by
around Ft 46 billion. That contrasted with a fall in their
holdings of government securities.

The change in general government net financial assets
due to transactions, which shows the sector’s debt in
terms of deficit financing, was a decrease of Ft 82.9 bil-
lion in December and one of Ft 355 billion in the yearas a
whole. Here, the borrowing requirement of central gov-
ernment amounted to Ft 290.8 billion and that of the so-
cial security funds to Ft 82.4 billion in 2000.

Table E Changes in financial wealth of general government

2000

December
Central government
Assets 700.4
Liabilities 7,699.3
Net financial assets -6,998.9
Social security funtds
Assets 6.4
Liabilities 100.7
Net financial assets -94.3
Local government authori-
ties
Assets 4445
Liabilities 154.0
Net financial assets 2904
Consolidated general gov-
ernment
Assets 949.4
Liabilities 7,752.2
Net financial assets -6,802.8

Flows:
December
Other
Transac- . Transac-
4 h 4
tions  © v%ﬂlgrasem tions
-209.0 -183.4 -84.9
-19.2 -1209 205.8
-189.8 -62.5 -290.8
41 0.0 7.2
—66.8 -44.0 75.1
70.9 44.0 -82.4
35.8 0.0 29.4
-0.2 0.0 11.3
36.0 0.0 18.1
-93.2 -1394 -125.7
-10.3 -120.9 229.3
-82.9 —18:5 = —355.0

Ft billions

January-December

Other
changes in
volume

-22.7
126.2
-148.9

0.0
-44.0
44.0

0.0
0.8
-0.8

213
126.9
-105.6
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Earnings and financial savings of households

Chart 17 Adjusted gross average earnings
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Chart 18 Corporate sector monthly gross average
earnings index
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ole-economy gross earnings growth'” rose in 2000
Q4 relative to both the previous quarter and the
same period of 1999 (see Chart 17). According to the
Bank’s calculations'® which eliminate the effects of
changes in the composition of the workforce and the num-
ber of hours worked, whole-economy gross earnings grew
by 15.5% in one year, showing increases of 3.2 percentage
points on the previous quarter and 1.4 percentage points
on the outcome recorded in the period a year before. Aver-
age earnings growth in the corporate and government sec-
tors continued to be divergent in 2000. But the adjusted in-
dicators show that the tendency of government sector
earnings to grow more strongly than corporate sector earn-
ings reversed in 2000.

According to the calculations by the CSO and the NBH,
growth in average earnings continued to moderate in 2000.
However, in contrast with 1999 when the rate at which
earnings grew slowed from quarter to quarter, the indica-
tors for 2000 show a gradual rise.

According to the Bank’s calculations, earnings in firms
with more than 5 employees grew by 21.3% in the period
since December 1999 (see Chart 18). That earnings growth
was 6.7 percentage points higher than in the preceding
month. The pick-up in earnings growth is explained by a
drop in the number of hours worked, which in turn
was due to the change in working days, a change in the
composition of blue and white-collar staff and by an in-
crease in the percentage share of irregular pay. (The
number of hours worked was nearly 10% lower than a year
earlier, caused by the change in the number of working
days.)

'> Companies with more than 5 employees (financial and non-financial com-
panies), and units of central government and the social security authorities
(general government sector).

1 Starting from June 2000, movements in earnings are analysed by the Bank’s
new indicator, which eliminates from the CSO index the effects of changes in
the composition of labour, i.e. the shifts in the distribution of blue-collar and
white-collar workers, the composition of labour across the sectors, and the
number of hours worked, therefore, it provides a more accurate picture of ac-
tual movements in earnings. The indicator is currently being revised and de-
veloped further.
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Earnings and financial savings of households

Adjusted government sector earnings growth'” was
14.5%, showing a drop of 2.5 percentage points relative to
November.

In December, operational netlending of households, i.e.
their financial savings after adjustment for the effects of in-
flation, amounted to Ft 39.3 billion, higher than the
monthly average of 2000 but lower than usual around this
time of the year (see Chart 19). As regards the constituents
of operational net lending, the value of financial assets rose
by Ft 58.3 billion and household debt by Ft 18.4 billion. Net
financial wealth of households, valued at market prices,
was Ft 127.3 billion higher in the month. That reflected a
Ft 11.1 billion holding gain due to the effect of price
changes and a Ft 47.8 billion other volume change."®

Of the various financial assets of households, the values
of non-bank securities holdings and (due to the payment of
wages brought forward) domestic currency deposits rose
the most strongly. Domestic currency claims on credit insti-
tutions increased by Ft 62.8 billion in the month, the pay-
ment in December of wages due in the early days of Janu-
ary accounting for Ft 47.8 billion. Compensation for infla-
tion, incorporated in interest, amounted to Ft 16.2 billion.
Inflation-adjusted transactions, at Ft—1.2 billion, had a neg-
ative effect.

Households’ foreign currency deposits fell by Ft 10.6 bil-
lion in the month. Inflation-adjusted transactions contrib-
uted Ft 13 billion to the increase. However, the sector in-
curred a Ft 24.9 billion holding loss due to exchange rate
movements.

Holdings of bank securities rose by Ft 58.1 billion in De-
cember. Households preferred buying government securi-
ties rather than any other class of asset, inflation-adjusted
transactions amounting to Ft 19 billion. In contrast, hold-
ings of investment fund certificates and shares fell by Ft 5.4
billion and Ft 1.5 billion respectively. Measured at market
value, the revaluation of securities holdings caused a sig-
nificant gain of Ft 31.9 billion, on account primarily of a rise
in share prices.

Total debt of households rose by Ft 23.8 billion in De-
cember, significantly exceeding the monthly average in-
crease of the year. Net borrowing, excluding compensa-
tion for inflation, accounted for Ft 18.4 billion of the in-
crease. The net increase in consumer credit (Ft 8.9 billion)
was higher than thatin home-building loans (Ft 6.8 billion).

'7The data have been adjusted by eliminating the percentage shares of
blue-collar and white-collar workers as well as the effect of changes in
workforce across the sectors.

'® As in earlier years, the payment of wages brought forward to December
2000 are recorded as transaction in January 2001, instead of December 2000,
in line with the method used for government accounting.

Chart 19 Operational net lending (+) / net borrowing
(=) of households
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Main economic and financial indicators

GDP volume  Consumer
price index

indices
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July
August
September 104.5
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November
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Source: CSO, NBH
"Preliminary data.
2Equity capital.
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=57 68 8,574  -105.1
-330 89 8,243 -70.0
-167 100 8,190 -32.5
55 127 8,380 -80.9
-369 119 9,068 -54.9
-134 60 9,150 -38.9
144 113 9,285 -53.6
-87 103 9,635 -25.5
-50 61 9,743 -14.7
-157 146 10,768 -83.5
-562 296 10,874 -12.0
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-80 186 11,549 -12.8
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