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„The Quarterly Report on Inflation“ is published by the National

Bank of Hungary with the aim of providing the general public with

regular information on the current and expected state of inflation

as well as the Bank’s interpretation of macroeconomic develop-

ments determining inflation. Wider access to information on

monetary policy objectives is expected to lead to a better under-

standing of the Bank’s policy responses.

The goal of this publication is to describe and interpret the develop-

ments of the preceding quarter.1

� � �
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1 The previous issues of the “Quaterly Report on Inflation” are available on the home page of the National Bank of Hungary.
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The goal of the National Bank of Hungary is to achieve price stability and a sustainable decline
in inflation. The predictability and moderate interest rates associated with a low inflation are

both factors which foster long-term, rapid economic growth. A crawling peg exchange rate re-
gime is the main instrument which is used to help achieve the inflation target. Such a regime facil-
itates the development of a nominal path which does not endanger the country’s external bal-
ance, while simultaneously ensuring convergence of the domestic inflation rate towards the level
of Hungary’s main trading partners.

In January 2001 the consumer price index (CPI) stood at 10.1%, reflecting a slow decline rela-
tive to 2000 Q3. The annual core CPI calculated by the Central Statistical Office (CSO) was 9.7% in
January, while the National Bank’s core index rose to 10.5%. The inflation differential relative to
the euro area has hovered in the 7.5–8% range for the past six months. For a considerable time
economic policy did not respond to the temporary interruption in convergence by changing the
nominal path of the exchange rate. The rate of devaluation has not been cut by the Government
or the central bank for one year, since April 2000, because the economic shocks that fueled infla-
tion last year primarily affected the supply side of the economy.

High inflation has resulted from a combination of several factors. The main factor continued
to be food and energy prices. In 2001, food and crude oil prices are expected to increase at a
much slower pace than last year, but the long-term impact of last year’s price rises will only allow
the more favourable development to be reflected in the CPI in the second half of the year. At the
same time, imported inflation is expected to have a favourable impact on this year’s rate of infla-
tion. Both the weakening of the dollar against the euro and slower growth in the euro area may
exert downward pressure on the rate of imported inflation. In addition, subdued rises in regu-
lated prices will also support the disinflation process.

The rate of inflation in industrial goods prices, which are most directly influenced by ex-
change rate policy, fell short of the average rate for the consumer basket, in accordance with pre-
vious trends. However, there was a slight increase at year-end, due to an acceleration in imported
inflation in this category, as the industrial goods price index of the euro area has been rising
steadily since September. Faster increases in prices for market services exert lasting upward pres-
sure on the price level. The gap between the inflation rates for services and industrial goods rose
to 8% in January. The factors to blame for the doubling of this divergence over the past 1½ years
include a long-term pick-up in consumer demand, which has enabled the non-traded services
sector to raise prices. At the same time, a tighter labour market has also exerted increasingly
strong pressure on costs in the services sector, where the cost-side impact of nominal wage in-
creases is not being offset by productivity growth similar to that seen in the manufacturing sector.
Nevertheless, explanations based on differences in economic cycles and productivity rates can
only partly account for the significant increase in the gap between these inflation rates. We be-
lieve that prices have increased at such high rate in the services sector due to the inertia generated
by last year’s cost shock, as this sector is not disciplined by foreign competition. Hence, this price
increase can be regarded as a secondary effect of last year’s inflationary shock. However, mone-
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tary policy response to secondary effects differs from that to original effects. As far as the original
supply shocks are concerned, a great price has to be paid in terms of output loss if their temporary
upward pressure on the price level is to be alleviated. Therefore, most central banks partly ac-
commodate these effects (e.g. the energy price shock created inflationary pressure in every de-
veloped country). In respect of secondary inertial effects, however, central banks make an effort
to mitigate them by tightening monetary conditions if necessary.

Monetary policy can primarily influence the nominal path of the economy through the ex-
change rate path. The Government and the central bank agreed to cut the forint’s monthly rate of
devaluation to 0.2%, effective as of April 1, 2001. This will bring down the size of pre-announced
devaluation from 4% last year to 2.7% for the year as a whole. This reduction was made possible
by the fact that those factors unrelated to monetary policy which exerted upward pressure on in-
flation in 2000 are expected to have a favourable impact on the inflation path this year. In addi-
tion, the tightness of the labour market and the inertial effects clearly affecting the trends in ser-
vices prices justify tightening monetary conditions so that the reallocation of labour takes place
on the lines of efficiency requirements, rather than inflation-boosting wage competition.

GDP growth in 2000 Q4 continued to decelerate, slowing to 4.2% according to preliminary
figures. The driving force behind growth continued to be external demand (with export growth
of 25% of GDP). Domestic absorption also contributed to the expansion in GDP, with household
consumption and investment up by 4.5% and 8.4%, respectively. The rise in domestic absorption
entailed a higher demand for imports, which rose by 26.8% as a proportion of GDP. Although the
terms of trade deteriorated at a slower pace in the final quarter (2.4%), the GDP-based1 deficit in-
creased in nominal terms. Altogether, changes in net exports decreased GDP growth by 1.7%. As
noted in the December Report, the expansion in domestic absorption was not commensurate
with the acceleration in import growth, assuming that there was no upsarge in the economy’s im-
port requirement. Higher import growth is being attributed to a rise in inventories, and for the
time being it remains unclear whether or not the higher import requirement is associated with a
prospective increase in domestic demand or in exports.

The economies of our main trading partners are expected to slow down. Nevertheless,
fourth-quarter export figures did not reflect this downturn, with export growth up on the previ-
ous quarter. Demand for Hungarian products was still highest in CEFTA countries, with exports to
that area growing at a higher twelve-month rate (39%) than those to both developed countries
(26%), and EU countries (24%). For the first time since the Russian crisis, exports to CIS countries
also picked up in the fourth quarter.

In terms of the components of domestic demand, household consumption was shaped by
one-off factors. Higher-than-expected inflation led to one-off wage compensations in the budget
sector, and retroactive pension payments in December. These benefits involved groups of con-
sumers with a low marginal propensity to save. Annual growth in operational income rose from
1.8% to 4.5%, and annual consumption growth from 3.3% to 4.5%, relative to the previous quar-
ter. This considerable one-off rise in income did not push up the gross saving rate (10.6% as a per-
centage of operational income). As in previous quarters, the financial saving ratio (3.4%), an ele-
ment of gross savings, continued to decline. The year-on-year household investment rate rose by
0.7 percentage points to 7.4%, thanks primarily to stronger spending on home building projects.

Following a mid-year slowdown, investment activity began to pick up in 2000 Q4, with the
whole-economy rate up by 8.4% in real terms. An analysis according to income holders reveals
that the volume of public-sector investment grew by 10%, similar to the previous quarter. Pri-
vate-sector investment grew at a lower rate of around 7% in real terms, as a result of 5–6% growth
in the corporate sector and the strong investment activity of households. Corporate sector invest-
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ment growth still fell short of the level expected based on industrial output, domestic sales of in-
vestment goods, new orders and the persistently high (80%) rate of capacity utilisation.

Against the backdrop of a fluctuating demand effect across the different quarters, for the year
as a whole, general government restricted aggregate demand by 0.3% of GDP. The better-
than-projected position was brought about by the automatic stabilizer, as fiscal receipts were
partly increased by stronger-than-projected economic growth and higher inflation. The extra
revenues were partly used during the year to make supplementary wage payments to health care
and social sector workers in compensation for the unexpected inflationary developments. Pen-
sions were also raised with a retroactive effect. All in all, transfer payments to households re-
mained unchanged in real terms for the year as a whole. As far as the expenditure structure is con-
cerned, the rise in the proportion of investment projects is a welcome development.

As indicated by the relatively low investment activity in the corporate sector, economic
growth has not yet been hampered by tight capacities. Nevertheless, potential labour force utili-
sation continued to rise and the unemployment rate fell to 6.3%, simultaneously with an increase
in labour intensity (implied, for instance, by the rise in the hours worked). Demand pressure on
the labour market was eased by a further rise in the participation rate (at 53.8% in 2000 Q4). Retro-
active wage corrections in the final quarter make the interpretation of wage inflation indices
somewhat difficult. Private sector wage inflation is estimated to have increased by 13% in the
fourth quarter, identical to that seen in the third quarter. The adverse impact of wage increases on
competitiveness was offset by higher productivity within the manufacturing sector. However,
there was an interruption in the steady improvement of unit wage cost real exchange rate indices
seen in previous years.

The fourth quarter saw an increase in the economy’s external financing requirement, lead-
ing to a year-on-year rise of 0.7% of GDP in borrowing abroad. The deterioration in the terms of
trade accounts for 1.6% of the 6.3% net external financing requirement as a proportion of GDP. As
the increase in trade data registered in the customs statistics is only reflected in the balance of
payments after a time lag, the current account deficit based on balance-of-payments statistics
painted a slightly more favourable picture than the external financing position. In 2000 Q4, the
deficit on current account amounted to EUR 928 million. The current deficit was primarily fi-
nanced by debt-type investments, comprising EUR 313 million in net government security pur-
chases by non-residents and EUR 500 million in private-sector borrowing. It was accompanied
by a net capital outflow of EUR 123 million, as FDI outflow exceeded the inflow of investments
into Hungary.

A sectoral analysis of the external financing requirement reveals that the corporate sector im-
proved its net position, even though firms’ income positions have been affected by worsening
terms of trade, and the investment spending to GDP ratio has also increased. At the same time, the
fact that profit repatriation did not take place on such a large scale in December as in previous
years counterbalanced the aforementioned effects. In line with the trend seen in previous quar-
ters, households continued to reduce their net saving position (by 0.6% of GDP). In addition, de-
spite tight fiscal policy for the year as a whole, the different timing of expenditures relative to the
previous year exerted upward pressure on the public-sector financing requirement in the final
quarter.

The strengthening of the inertial components of inflation and the development of la-
bour-market bottlenecks made it necessary to tighten monetary conditions. Higher inflation in
2000 resulted in tighter monetary conditions even without a cut in the rate of devaluation. How-
ever, short-term indices, removing the base-period effect of the inflationary shock experienced
in 2000 Q3, suggest that real appreciation has been on a steady decline since October, amounting
to 2.2% in January 2001. This called for further tightening, leading the Government to announce a
further cut in the rate of devaluation in December, to become effective on 1st April, 2001.
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Since late October, when interest rates were raised by 100 basis points, the central bank has
made two 25-basis-point cuts in its benchmark rates. The interest rate premium has been rela-
tively stable of late, fluctuating around 300 basis points. The greatest influence on Hungarian in-
terest rates since end-November has been the downward shift in the yield curve within the euro
area. The weakening of the dollar against the euro and slower growth foreshadow an easing in
the ECB’s monetary policy. The factors behind falling forint yields include to a certain extent the
decrease in the expected devaluation rate. As a result of these effects, forint yields at the one-year
maturity dropped to the level (10.7%) seen before the October interest rate hike. According to the
Reuters poll on inflation, this implies an annual real interest rate of 3%.

Yields also fell at the medium-to-long end of the yield curve. In effect, the decline of
long-term yields on forint investments followed the shifts in the euro yield curve, whereas me-
dium-term yields fell at nearly double the rate for euro yields. The likely cause of this is the de-
cline in the required risk premium. In the period December to January, investors’ confidence in
emerging countries improved significantly, in contrast with the previous quarter.

The fourth quarter witnessed low demand for forint conversion, despite substantial inflows
of interest-rate-sensitive capital. This capital inflow, mainly into government securities and for-
eign currency lending to companies, was offset by a high deficit on the current account of the bal-
ance of payments, low net FDI inflow and equity sales by foreign residents. The position of the
forint’s exchange rate within the trading band reflected low demand for conversion in the fourth
quarter. From October to December, the exchange rate fluctuated in the 30–50 basis point range,
off the strong edge of the band. Then, from end-January 2001, the rate returned to the strong
edge, causing the central bank to intervene on several occasions. It was only with the escalation
of the Turkish financial crisis after February 20th that the exchange rate shifted slightly from the
strong edge of the band.

Broad money aggregates (M3 and M4) continued to grow at a slower pace in real terms in
2000 Q4. This was partly due to the continued downward trend in the financial saving rate.
A fourth-quarter pick-up in both household consumption and corporate investment resulted in
higher demand for liquid assets, which in turn brought about a rise in narrow money (M1) growth
in the final quarter.
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Main macroeconomic indicators

1999 2000

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Growth rate (at constant prices)

Same period of previous year = 100

GDP* 3.4 3.8 4.5 5.7 6.6 5.8 4.5 4.2

Of which: domestic absorption 5.3 4.2 2.4 4.8 5.7 3.6 5.0 5.8

– final consumption 4.3 4.3 4.1 3.6 3.0 3.2 3.0 4.1

= household consumption 4.5 5.0 4.6 4.4 3.3 3.5 3.3 4.5

– investment 8.0 3.9 –1.4 7.4 12.8 4.7 9.8 9.2

= fixed investment 5.7 6.1 3.6 7.5 7.0 7.2 2.2 8.4

Exports (GDP) 9.5 9.8 13.6 18.9 21.1 21.0 20.0 25.0

Imports (GDP) 12.9 10.2 9.3 16.6 18.6 16.4 20.6 26.8

Real effective exchange rate index**

On CPI basis 2.6 0.1 –3.5 –5.8 –3.1 –1.0 –1.2 –1.1

On PPI basis 5.7 2.6 –1.8 –6.4 –6.1 –4.8 –5.5 –4.3

On unit labour cost basis (on value-added basis) 6.4 5.1 4.4 4.4 4.4 3.9 2.8 0.8

On unit labour cost basis (on gross output basis) 9.0 6.1 6.9 7.0 9.7 12.1 11.7 9.8

Deficit As a percentage of GDP

General government deficit (cash flow basis))*** –9.5 –5.9 –4.4 –2.9 –4.5 –3.9 –2.5 –4.9

General government primary balance*** –1.5 0.1 1.8 2.7 1.3 1.6 2.6 –0.5

EUR billions

Current account balance –0.5 –0.6 –0.1 –0.8 –0.4 –0.5 –0.1 –0.9

Foreign direct investment (net)**** 0.3 0.3 0.3 0.7 0.2 0.7 0.4 0.2

Savings rate+ (%) 8.4 6.5 6.9 8.4 6.8 6.0 7.6 7.1

Unemployment rate ++ (%) 7.4 6.9 7.0 6.5 6.7 6.5 6.3 6.0

Wage inflation +++ (Same period a year earlier = 100 %) 16.4 16.2 16.1 16.0 12.6 12.5 13.1 14.5

Net average per capita income in real terms++++ (Same period a year earlier = 100%) 5.0 5.0 3.6 3.8 2.1 3.2 2.8 3.5

* These entries are partially based on Bank estimates.
** Positive figures indicate real depreciation; nominal exchange rate indices are calculated with market exchange rates from 1995; deflators refer to the manufacturing industry.

*** Estimated values, as there are no appropriate quarterly data for local governments.
**** Including intercompany loans.

+ Net financial saving of households as a percentage of total household income (not including the revaluation total due to exchange rate changes and other factors).
++ Based on the labour-market survey of the Central Statistical Office, number of unemployed people as a percentage of the active population; seasonally adjusted data.

+++ Wage inflation as calculated by the National Bank, see Report of June 2000.
++++ National Bank estimate of net earnings of employees in companies employing at least five persons and for the entire fiscal sector, taking into account the effect of income tax changes.
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Summary

Main monetary indicators

1998 1999 2000

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Percentage changes on a year earlier

Inflation (CPI)** 16.4 14.2 12.5 10.3 9.3 9.1 10.9 11.2 9.6 9.1 10.3 10.1

Producer price index** 13.5 11.6 10.4 7.1 4.9 4.3 4.8 8.2 9.9 11.6 12.8 12.4

Devaluation rate of the forint’s central parity 12.9 12.2 11.4 10.3 9.4 8.4 7.5 6.5 5.9 5.0 4.3 4.0

Real growth of monetary aggregates**

Percentage changes on a year earlier

M0 1.7 3.3 3.7 5.8 8.5 7.9 3.9 11.5 6.2 5.1 6.0 –1.5

M1 6.7 9.1 7.9 6.1 7.1 6.3 5.6 6.8 6.9 7.6 5.4 1.6

M3 2.3 4.0 4.6 4.4 8.0 7.1 5.0 4.3 5.0 4.2 3.0 2.3

M4 10.0 9.8 9.4 9.4 9.1 9.0 7.7 6.9 6.6 6.5 4.7 4.1

Real growth of the stock of lending by financial institutions**

Percentage changes on a year earlier

Corporate sector, foreign + domestic 13.1 14.5 16.4 11.2 13.4 10.8 7.0 13.4 17.3 22.6 24.0 23.1

Corporate sector, domestic 14.5 15.5 15.6 9.9 11.0 7.2 3.5 11.3 15.7 20.7 23.3 19.5

Household –11.4 –2.4 2.4 0.8 11.6 14.0 17.8 20.4 28.0 30.6 30.8 33.1

Interest rates **

Reverse repo/two-week deposit*** 18.75 18.00 18.00 16.75 16.00 15.25 14.75 14.25 11.25 11.00 10.75 11.75

90-day Treasury bill 18.65 17.33 19.06 16.10 15.68 14.74 14.07 12.44 10.63 10.50 10.75 11.58

12-month Treasury bill 18.70 17.32 18.96 15.88 15.61 14.77 14.17 12.33 10.42 10.42 10.71 11.02

3-year Treasury bond 17.42 16.31 18.00 14.18 14.01 14.03 13.45 10.75 9.09 9.43 9.95 9.73

Budapest Stock Exchange (BUX) 8,656 7,806 4,571 6,308 5,490 6,486 6,747 8,819 10,000 8,318 8,270 7,850

Interest rate premium (bsp)**** 364 363 674 533 531 551 551 426 309 227 208 307

Conversion

Conversion, EUR millions 2,253 850 –1,996 –175 313 239 1,211 1,043 1,466 79 815 128

Banking sector net foreign borrowing,+ EUR millions* 854 231 –617 –158 7 –173 151 312 707 8 464 68

Corporate sector net borrowing, ++ EUR millions* 384 –24 209 579 113 766 393 335 –186 –227 –269 329

* Based on methodology considerations, the Bank has retroactively revised the monthly balance of payments accounts, as well as certain entries for foreign-related assets and liabilities published for 1995–1999.
** At the end of the period, in respect of government securities, benchmark yields of the State Debt Management Centre.

*** The maturity of the reverse deposit facility was reduced from one month to two weeks as of January 8, 1999.
**** Interest rate premium: excess yield on three-month T-bill investment over the devaluation rate and foreign interest rates. The current devaluation rate was modified upon official announcement of the change.

+ Excluding privatisation revenues.
++ Including inter-company loans.



Disinflation was interrupted during the first half of 2000, as is
clearly illustrated by the turnaround in the 12-month trend.

Following a slight third-quarter rise, the consumer price index

stabilised above 10%, standing at 10.1% in January 2001. The an-
nual core inflation index published by the Central Statistical Of-
fice (CSO) was 9.7% in January, while the core index calculated
by the National Bank stood at 10.5%. This means that the latter in-
dex has crept back up to the level seen two years ago.

Industrial goods and market services prices are a key focus of
monetary policy. The former conveys information on the effec-
tiveness of the transmission mechanism of exchange rate policy
and the fulfilment of the nominal anchor function. The latter cat-
egory reflects on the credibility and sustainability of ex-
change-rate-based disinflation.

In keeping with previous tendencies, year-on-year inflation in
industrial goods, directly influenced by the exchange rate of the
forint, remained low, at 5.1% in January, below the average rate
for the consumer basket, thus exerting downward pressure on
the CPI measure of inflation. At the end of 2000, prices started to
gather pace in this category, enlarging the difference from the
nominal devaluation path of the forint above the usual rate. The
factor at work here was the acceleration of imported inflation in
respect of this category, with the euro-area industrial goods price
index climbing steadily ever since September.

Another downward pressure on the level of consumer prices
was the fact that centrally controlled prices rose below the aver-
age rate in a year-on-year comparison.

Since May 2000 the 12-month rate of price inflation in market

services has been rising at a steadily faster pace, gaining momen-
tum directly from external factors, such as energy and food price
shocks. At the same time, the most powerful driving force behind
the steady climb experienced for more than six months now is
the inertia of inflation expectations. This means that economic
agents in this sector view the interruption of the downward trend
in inflation not merely as the result of one-off exogenous shocks,
and they tend to expect an unfavourable turn in the trend of dis-
inflation. As suggested by our analysis below, the food price
shock has in effect been completely, and the energy price shock
partially, absorbed by the inflation process in Hungary. There-
fore, disinflation is expected to resume in the near term, reining
in the price level of market services as well, even if after some
lags.

The upsurge in food prices has generated major inflationary
pressure, driven primarily by a considerable rise in agricultural
goods prices, due to exogenous factors. The market determined
price level of household energy soared over the past year. How-
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ever, due to the relatively small weight of this category in the CPI,
it has only had negligible inflationary pressure. As centrally regu-

lated energy prices were fixed at a low level, they have pushed
down inflation (see Table I-1).

1 Imported inflation

Our analysis reveals that imported inflationary pressure be-
gan to moderate in 2000 Q4, due largely to a decrease in

world prices for oil and the weaker dollar. These favourable de-
velopments also fed through to other areas: the average world
price of commodities excluding energy remained subdued and
import price indices relating to Central and East European coun-
tries began to decline.

World market prices for certain raw materials showed a mixed
picture in the final quarter of 2000: the three-quarter long decline
in commodity prices excluding energy was interrupted, whereas
the rapid rise in crude oil prices was replaced by a decrease of
2.5%. The fourth-quarter price level of commodities excluding
energy remained unchanged on the whole, as a result of a 5% rise
in food prices and a 2–8% decline in the prices of other product
groups (see Charts I-1 and I-2).

Fourth-quarter figures for the various exchange rate indices
and the import unit value index (see Chart I-3) reflect an easing
in imported inflationary pressure in 2000 Q4. The import unit
value index fell by 3 percentage points to 12% during the course
of one quarter. The unit value index exceeded the pre-
announced devaluation rate of the forint by 7.9% and the nomi-
nal effective exchange rate index by 6.2%, down from higher
rates in the third quarter. The 11.2% growth rate of the index de-
rived from effective foreign prices1 was slightly above the rate for
the previous quarter.

16 NATIONAL BANK OF HUNGARY

I. Inflation

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

50

60

70

80

90

100

110

Per cent Per cent

50

60

70

80

90

100

110
World prices (non-fuel comm.)
Food
Agricultural raw materials
Metals
Tobacco and beverages

1998 1999 2000
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Table I-1 Inflation rate of different goods and services*

Relative to same month a year earlier

Per cent

Weight
in CPI

1999 2000 2001

December March June September October November December January

Consumer Price Index (CPI)

Of which:

100.0 11.2 9.6 9.1 10.3 10.4 10.6 10.1 10.1

Industrial products, excluding food, alcohol, tobacco and petrol 26.7 6.5 5.2 4.3 4.7 4.7 4.8 4.9 5.1

Petrol 4.9 37.8 36.7 33.4 25.9 26.7 24.2 15.2 5.9

Non-regulated household energy prices 1.3 16.5 12.7 17.6 24.4 29.2 33.2 34.0 32.6

Food 19.1 5.4 5.6 6.4 15.3 14.1 14.3 13.6 15.2

Regulated prices 18.0 17.6 10.9 9.4 6.6 7.0 7.7 7.6 7.7

Of which: energy 7.3 6.2 5.1 5.5 7.9 8.8 8.8 8.8 8.3

services 9.0 18.7 8.8 5.6 5.8 5.9 6.9 6.9 7.2

Market services 20.6 10.8 10.2 10.3 11.4 11.9 12.1 12.5 13.2

Alcohol and tobacco 9.4 10.6 11.7 10.5 10.7 11.2 11.1 11.3 11.2

Core inflation 89.9 8.8 7.5 7.0 9.4 9.6 9.7 9.8 10.5

Depreciation of the nominal effective exchange rate 2.7 4.1 6.2 5.6 5.4 6.3 5.7 4.5

Pre-announced nominal devaluation of the forint 6.7 6.0 5.1 4.4 4.3 4.2 4.0 4.0

* The classification of items included in the consumer basket is different from that applied by the Central Statistical Office. See the Bank’s Quarterly Inflation Reports for more details.

1 The imported inflation indicator calculated with effective foreign prices is
constructed by multiplying the weighted average of the producer price indices
of Hungary’s main trading partners by the nominal effective exchange rate in-
dex.



The quarter-on-quarter indices calculated from the seasonally
adjusted indices enable a more exact analysis of these develop-
ments (see Chart I-4). Although the import unit value index re-
flects a slight increase in imported inflationary pressure, the clear
downward shift in the trend similarly to the previous quarter im-
plies that the decline in imported inflation has been uninter-
rupted.

The fourth-quarter slowdown in import price growth was
equally present in Hungarian trade with developed countries
and Central and East European countries. The slower increase in
import prices was based on lower growth in machinery prices
imported from developed countries and energy prices imported
from Central and Eastern Europe. Remarkably, the price level of
goods imported from Central and East Europe increased by
30.6% relative to a year earlier, a much lower rate than in the pre-
vious quarter.

Of the various product categories and in a year-on-year com-
parison, energy prices continued to increase at the fastest pace
– by 62.7% – in the fourth quarter. Nevertheless, they did so at a
significantly slower pace than in the third quarter, when they
were up by 83.9%. Machinery is the other main product group
where import prices grew at a considerably slower pace of 5.5%,
compared with 9.2% in the previous quarter.

The prices of processed goods rose at a virtually unchanged
rate, while the prices of food and raw materials, accounting for a
small portion of imports, outstripped the rate of increase for the
third quarter.

In 2000, CPI inflation in the euro area was consistently higher
than the European Central Bank’s 2% medium-term target (see

Table I-2).

The rate peaked at 2.9% in November. In December the rise in
the level of consumer prices slowed to 2.6%, thanks to lower oil
prices and the stronger euro. CPI inflation excluding energy
prices was up by 1.7%. The highest rate of inflation was mea-
sured in Ireland at 4.6%, while the lowest rates were seen in
France and Austria, at 1.7% and 1.8%, respectively. By the end of
the year, there was also a drop in the excessively high industrial
producer price indices measured in September.

In the United States, consumer prices continued to increase at
a virtually unchanged rate, fluctuating in the range of 3.4–3.5%
in the final quarter. The fourth-quarter slowdown in economic
growth was not reflected in the rate of core inflation. Despite
declining car sales and lower retail prices, market-induced price
inflation held steady at the 2.6% level seen in June and Septem-
ber.

In the Czech Republic, following slightly higher rates (of 4.4
and 4.3%) in October and November, the twelve-month rate of
CPI inflation dropped to 4% in December, due to changes in vola-
tile energy and food prices.

The rate of net inflation, excluding regulated prices and indi-
rect taxes, decreased from 3.2% in September to 3% at the
year-end, remaining for the third consecutive year below the
Czech Central Bank’s target.

CPI inflation in Poland dropped significantly in the final quar-
ter, after the flat levels of the first nine months. The rate was down
at 8.5% in December from 10.3% in September. This was not only
due to decreasing energy prices, but also lower food price infla-
tion and the strong appreciation of the zloty.
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Table I-2 International inflation data, 1999–2000

Percentage changes on a year earlier

June 2000 September 2000 December 2000

Producer Consumer Producer Consumer Producer Consumer

price changes

United States 4.3 3.7 3.3 3.5 3.6 3.4
Japan n/a –0.7 n/a –0.8 n/a –0.5
Germany 2.9 2.0 4.3 2.6 4.2 2.2
Czech Republic 5.1 4.1 5.2 4.1 5.0 4.0
Poland 8.9 10.2 8.3 10.3 5.7 8.5
Hungary 11.6 9.1 12.8 10.3 12.4 10.1
EU-11 5.6 2.3 6.2 2.8 5.4 2.6
EU-15 5.0 2.1 5.5 2.5 4.7 2.3

Source: IMF IFS and Global Data Watch, J.P. Morgan’s publications for 2000



2 Inflation convergence

The Hungarian Harmonised Index of Consumer Prices, calcu-
lated in accordance with the methodology used by Eurostat,

stood at 10 per cent in December. This implies that the inflation
differential has been in the range of 7.5% and 8% for the past six
months, reflecting a halt in the previous trend of convergence. As
noted in the December Report, the interruption of convergence
was originally attributable to the increased sensitivity of the Hun-
garian economy to the energy price shock as well as the asym-
metric food price shock experienced last summer. On the other
hand, the fact that convergence has failed to resume signals di-
vergence in inflation expectations.

Monetary policy is mainly concerned with the changes of in-
dustrial goods and market services prices. A comparison of infla-
tion with that in the euro area in respect of these categories only
shows that in the second half of 2000 the previous convergence
controlled by the exchange rate path ceased (see Charts I-5 and

I-6).

Recently, Poland has been the only country in Central
and Eastern Europe (in a comparable position to Hungary)
that has been able to make genuine progress in terms of inflation
convergence towards the euro area. Of the Visegrad countries,
the Czech Republic is in the best position, with its ex-
cess inflation of just under 2%, while the other four countries
have to trim between 6% to 8% off their inflation rates (see Chart

I-7).

3 Components of changes
in consumer prices

Industrial goods

Changes in the prices of internationally traded industrial

goods play a prominent role from the aspect of monetary pol-
icy. Both foreign and domestic prices in this category are fairly
stable. As no short-term effects distort the related index, changes
in industrial goods prices convey high-quality information on the
effects of monetary policy and the exchange rate path on the
trend of inflation.

The price index of industrial goods, accounting for 26.8% of
the consumer basket, rose to 5.1% in the year to January 2001.
The price level of consumer durables remained nearly stable,
with the annual index at 1.5% in January. Goods used for current
consumption, with a weight of 19.4%, increased in price by 6.5%
(see Chart I-8).

The average rate of industrial goods price inflation was ex-
ceeded by that of home improvement and maintenance goods

and owner occupied housing which includes building materials.
This can be partly attributed to higher specific energy require-
ment and partly to the cyclical position of the construction indus-
try, with particular regard to home building projects, comprised
by the consumer price index (see Chart I-9).

In April 2000, the Government and the National Bank of Hun-
gary implemented a cut in the devaluation rate of the forint (to
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0.3% a month).2 This brought the rate of pre-announced devalua-
tion down from 4.3% in October to 4%. The slight rise in the price
inflation of internationally traded goods and its faster-than-usual
divergence from the nominal devaluation rate of the forint is still
not in sharp contradiction with the exchange rate path (see Chart

I-10).

The reason for this is that imported inflation gained momen-
tum, with the euro-area industrial goods price index up from the
previous 0.5–0.6% annual rate to 1.1% in January 2001. Thus, it
comes as no surprise that Hungarian industrial goods price infla-
tion also gathered pace. This implies that there are no tensions
that would jeopardise the effectiveness of the Hungarian disin-
flation process, in other words, the pre-announced exchange
rate path is continuing to act as a nominal anchor.

Market services

The price index of non-traded market services is exceeding
tradables price inflation to an ever increasing degree.

Services prices rose at a nearly 8.1% higher rate in the year to
January than the aggregate price index for industrial goods. Ac-
cording to calculations by National Bank analysts, the varying
rate of productivity growth across the various sectors explains a
lower inflation differential over the long term, given the current
stage of economic convergence. Nevertheless, the 7.6% change
in the price ratio, characteristic of the year 2000, is expected to
moderate over the long term (see Chart I-11).

The twelve-month price index for market services, with a
weight of 20.2% in the consumer basket, followed an upward
trend beginning from the third quarter and rose to 13.1% in Janu-
ary. In the following section the notions of food price shock and
wage inflation inertia are investigated by dividing market ser-

vices into three groups. These are 1) the food-price sensitive3

group, with a 4% weight, 2) wage-sensitive4 services, which are
highly labour-intensive and account for 9% of the consumer bas-
ket, and 3) other5 items, with a weight of 7.2%, i.e. market services

that have remained outside the former two groups (see Chart

I-12).

Starting from last July, the food price shock appeared to have a
strong impact on catering-related services, pushing up the an-
nual price index of this group to 14.5% in January. The August
upsurge in the price inflation of wage-intensive services, contin-
ued during the fourth quarter, pushing up the twelve-month in-
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2 On March 2nd, the Central Bank Council passed a decision to reduce the fo-
rint’s monthly devaluation rate to 0.2%, effective of April 1, 2001.
3 The food-price-sensitive group comprises restaurant and canteen, school

and kindergarten/creche meals, and buffet goods, as well as – due to the sta-
tistical properties of the stratum – domestic holidays without a voucher.
4 The wage-sensitive category comprises clothes, household appliances,

home improvement and vehicle repair, cleaning/laundry, beauty services,

health and education, maintenance of cultural items, as well as espresso cof-

fee.
5 This category includes the items that have been left out of the two special
groups, such as newspapers/periodicals, books, textbooks, apartment block

service charge, car rental, taxi, haulage, theatre, cinema, sports events, holi-

day abroad, photographic supplies and the rest of (unlisted) services.



dex to 14% in January. At the same time, labour market data do
not seem to confirm any acceleration in wage inflation within this
sector.

The above break-down of the price index of market services
reveals that faster inflation in respect of this group cannot
be traced back to any well-defined individual sub-group. The
comprehensive nature of the phenomenon suggests that
its likely causes are either changes in aggregate demand or a rise
in inflation expectations. An argument against the likelihood of
the former explanation is the lack of evidence for any accelera-
tion in household consumption growth in the second half
of 2000.

The most plausible explanation for the faster rate of market
services price inflation and the opening of the gap between the
inflation rates relating to services and industrial goods prices is
that the setters of services prices may have interpreted the halt in
disinflation differently from other economic agents. Apparently,
they have viewed it not as the outcome of one-off shocks, but as
part of an overall persistent trend. Thus, their inflation expecta-
tions have been high, which accounts for the faster rate of price
increases. Our analysis suggests that these shocks will cease to
hamper disinflation in 2001, bringing about a correction in the
trend of the change in the price level involved.

Food prices

As noted in the December Report, Hungary and other neighbour-
ing countries were hit by an adverse agricultural price shock, ex-
ogenous to monetary policy. Its effect can be best illustrated
through a comparison with Poland, a country very similar to
Hungary in respect of its agriculture (see Chart I-13).

Due to the base-period effect, the “winding down” of the
shock will exert downward pressure on the twelve-month price
index in the middle of the year. It should be kept in mind, how-
ever, that food prices, with special regard to those of
non-processed foodstuffs, are extremely volatile – thus it is en-
tirely possible that the sector may be hit by another major (exoge-
nous) shock in the course of 2001.

The considerable volatility of food prices is one of the greatest
hindrances to forecasting inflation, as food has a substantial
weight of 19% in the consumer basket, including 5.3% for
non-processed foodstuffs.

Twelve-month food price inflation stood at 15.2% in January
2001. Prices of non-processed and processed foodstuffs rose by
17.2% and 14.3%, respectively, in the year to January. This was
primarily due to higher raw meat prices, with a kilo of pork cost-
ing 40% more than a year earlier. This major adjustment to the
low and decreasing prices seen in previous years brought the
price of pork back to the level of three years earlier (see Chart

I-14).

Changes in the price of processed foodstuffs provide more ac-
curate information for the analysis of inflationary trends. Repric-
ing, typical of the first month of the year, was probably a key con-
tributor to the unfavourable index for January 2001. Part of the ef-
fect of the mid-2000 rise in the price of non-processed foodstuffs,
the raw material input of the sector, is only now surfacing. Conse-
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quently, processed foodstuffs increased in price in January 2001
at a rate 2% faster than a year earlier, by 3.7% in one single month
(see Chart I-15).

Energy

In 2000 Q4, energy import prices continued to increase in a quar-
ter-on-quarter comparison despite the significant drop in the
world price for crude oil in November (see Chart I-2). This was
partly due to the fact that the price of natural gas imported by
Hungary is linked to the world price of oil, following it with a
nine-month lag in a smoothed way. The unfavourable implica-
tion for Hungary is that the price for imported natural gas will rise
even in the first half of 2001, despite the downward trend
world-wide. At the same time, as the government can influence
natural gas prices via administrative measures, the rise in the
price has only partially been incorporated into inflation.

As a result of world market developments, market-de-
termined energy prices rose at an exceptionally fast pace in the
world market in the course of the second half of 2000. This trend
seemed to slow down in the course of December and was virtu-
ally flat in January 20001. Still, the twelve-month index rose by an
exceptionally high rate of 32.6%, which, thanks to the small
weight of 1.34% of the category in the basket, contributed only
0.44% to the January 2001 rate of the annual CPI. Thanks to the
Government’s anti-inflationary commitment, regulated energy
prices rose at a much slower rate than inflation or, even more
conspicuously, international energy prices. Although amounting
to only 8.3% in January, the twelve-month rate was still above the
6.2% rate for a year earlier or the slightly higher than 5% rate mea-
sured in the middle of the year.

There is a conspicuously widening gap between centrally
controlled household energy and market-set energy price indi-
ces (8.8% and 29.2%) as well as centrally regulated but
non-household energy prices. The direct impact of imported en-
ergy prices on domestic consumer prices was considerably
dampened by economic policy to the extent that only a small
portion of the increase in input costs was allowed to be passed
on to household prices by the central setters of pipeline gas and
public transport prices. Freezing the excise duty content of motor
fuel prices implies that there are no additional costs imposed on
either private transport expenditure or haulage. As it is not possi-
ble for central price setting to be far removed from market devel-
opments over the long term, the current situation is not free of
tension unless world market trends change for the better (see

Chart I-16).

January marks the beginning of the year when electricity
prices are regulated. At the start of 2001, these prices were raised
by 6%.

Motor fuel prices remained flat in November, and dropped
substantially in the course of December and January, by over 8%
altogether.6 This was the consequence of favourable world mar-
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6 The price of petrol went up again at the end of January, but due to the
method of statistical accounting, this will only be reflected in the February in-
flation data.



ket developments and the fact that the government did not valo-
rise the excise duty rate of motor fuels (accounting for some 40%
of the consumer price). In February, motor fuel prices are ex-
pected to increase to the level seen at the end of 2000.

As a result of the above factors, the twelve-month price index
of energy producing materials, accounting for 13.3% of the con-
sumer basket, dropped to 9.8% in January, its lowest level since
April 1999.

Excisables and goods with regulated prices

In respect of excisables, with a 14.1% weight, the previous trend
continued (see Chart I-17).

Prices for alcohol and tobacco, accounting for 9.1% of the con-
sumer basket, rose by 11.3% at the year-end, which exceeded the
rise in the headline CPI. In respect of tobacco, this was due to de-
velopments during 2000 (such as the increase in tobacco’s excise
duty content early in the year and higher import prices at
mid-year). The fourth quarter saw no significant rise in prices.

Wine prices went up by 16% over one year, and, unlike previ-
ously, the trend did not taper off in the fourth quarter. This was
partly due to the introduction of excise regulations during the
year and the ensuing extra costs (in terms of accounting and the
use of tax caps). Twelve-month CPI in this category was over 11%
in January, partly as a result of the excise duty valorization. In re-
spect of wines, the excise duty on wines made of fruits other than
grapes rose four-fold (to HUF 80 per litre), while that on wines
made from grapes remained unchanged. The excise duty on beer
rose by 5%, but the price increase at the beginning of the year was
more drastic than a year earlier. The taxes on different types of al-
cohol increased by 6–10% on the whole.

In respect of tobacco, despite the 15% increase7 in the fixed
tax rate, the products on supermarket shelves still carry last year’s
tax caps, implying that the effect of the tax rise is only to be felt
over the coming months.

The excise duty on petrol remained unchanged.
The anti-inflationary impact of the strict central pricing policy

was not only felt in respect of regulated household energy prices,
but throughout the entire category of regulated prices, up by
7.8% on a year earlier. Prices of pharmaceuticals remained un-
changed in the fourth quarter, and the annual index increased by
a moderate rate of 3.2%. This was due to the government’s June
measure of fixing prices for 180 days. Non-subsidised pharma-
ceuticals are to increase in price in March.

The twelve-month price index of regulated services, account-
ing for 9% of the consumer basket, was at 7.8%, much lower than
that of market services (12.5%). In 2000 Q4, only a few items saw
adjustment in price, with the overall quarterly growth rate
amounting to 0.2%.

Rises in centrally controlled prices – for transport and commu-
nications – did not exceed the planned target of 6% (see Chart

I-18). A 6% rise in local transport triggered cost-side tension in re-
spect of transport services as the pre-agreed rise in charges failed
to cover the costs incurred by higher-than-expected fuel prices.
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7 The high tax valorization is aimed at approximating the EU tax rate.
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Long-distance transport prices went up by 10%. The price of tele-

phone services increased by 6%, corresponding to the ‘price cap’,
which reflects considerable disinflation relative to a year earlier.
The annual rate of inflation relating to houses and flats owned by
local authorities amounted to 12.1%, with the extra costs in-
curred herein largely passed on to consumer prices. Rents in-
creased at an exceptionally high rate (of 17%).

The 10-percentage-point disinflation experienced in the cate-
gory of regulated prices in 2000 reduced the annual rate of infla-
tion by 1.8 percentage points, relative to the previous year.

In respect of services, regulated prices in January were 3.2%
up on the end of the previous year. The fact that the year-on-year
growth rate was higher than last January can be attributed to a
number of factors. First of all, there was a rapid rise in the prices
of housing-related services (at 5.1% as against 3.6% at the begin-
ning of last year). Whether this is the result of the pricing strategy
of local authorities or the fact that price changes normally dated
for the period January to March have been brought forward to the
first month of the year will become clear later when the monthly
data become available. Transport charges were raised by 6.5%,
also in excess of the rate for last year, which is expected to have
only negligible disinflationary effect for the year as a whole.
Postal services prices went up by 6%. Those telephone charges
which belong to the measured category are scheduled to go up
from February at a rate only minimally lower than last year. The
television subscription charge, which remained unchanged in
2000, also rose in January (see Table I-3).
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Table I-3 Centrally regulated or influenced prices *

Year-on-year and ten-month (in 2000) growth rates**

Per cent

Weight
in

2000
Dec. 1999

Twelve-month price indices
Difference in
percentage

points
January

2001
2000

1999–
2000

Jan. March June Sep. Oct. Nov. Dec.

Controlled prices 17.99 17.6 13.9 10.9 9.4 6.5 6.9 7.6 7.5 –10.0 7.7

Goods 8.99 16.4 16.2 13.2 13.7 5.8 6.5 7.7 7.7 –8.7 7.1

Of which

Household energy
Central and district heating

7.29

1.84

6.2

6.0

6.2

5.6

5.1

5.8

5.5

6.3

7.9

7.5

8.8

9.6

8.8

9.4

8.8

9.3

2.5

3.4

8.3

9.8

Electricity 3.29 10.1 10.2 7.4 7.8 6.3 6.3 6.3 6.3 –3.7 5.1

Gas supplied through pipes 2.16 1.1 1.0 1.0 1.4 10.6 12.0 12.0 12.0 10.9 12.0

Pharmaceuticals, medical products 1.70 56.9 55.4 42.9 43.5 –0.9 –1.0 3.2 3.2 –53.7 1.9

Services 9.00 18.7 11.7 8.8 5.6 7.2 7.2 7.4 7.3 –11.4 8.3

Of which:

Housing 2.48 15.3 16.2 13.7 12.3 12.0 12.1 12.2 12.1 –3.2 13.8

Transport 1.89 13.4 5.9 6.3 6.1 6.3 6.3 6.9 6.9 –6.4 8.1

Communications 3.78 25.3 11.5 6.6 2.1 6.0 6.0 6.2 6.0 –19.3 6.1

* Television subscription fees, carrying a 0.66% weight in the consumer price index, have been divided into a centrally regulated portion (0.31%) and a market subscription fee (0.36%). Regulated prices include only
the former component, which has not changed since last year.
** Due to rounding, sums do not always add up accurately.



4 Core inflation

The Bank describes the trend of inflation in terms of a core in-

flation index calculated using the Bank’s own methodology.
This index excludes the effect of volatile and statistically prob-
lematic items,8 such as seasonal foodstuffs, market-priced energy
producing materials and pharmaceuticals, which previously in-
troduced significant bias into the index due to the method of their
statistical accounting. The core inflation index, by removing tem-
porary effects and the “noise” from the inflation process, is com-
puted with the aim to pinpoint the particular components of
inflation with which monetary policy is primarily concerned
with.

Twelve-month core inflation rose to 10.5% in January, its high-
est rate for the past two years (see Table I-4). This was partly due
to a one-off jump in the price of non-processed foodstuffs, the ef-
fect of which is only partially removed from the index. Neverthe-
less, the persistent rise in the services price index warns of the
danger of a build-up in inflation inertia, and the corresponding
long-term interruption in disinflation.

In addition to the CPI, the Central Statistical Office also pub-
lishes a core inflation index (see Table I-5). The main difference
between the two indices is that the CSO index omits all
non-processed foodstuffs9 and energy from the consumer bas-
ket, but includes the price changes of pharmaceuticals. This in-
dex internationally referred to as ex food and energy index stood
at 9.7% in January 2001.

Compared with the CPI, the two core inflation indices were
worsened by the fact that neither reflects the favourable decrease
in the price of motor fuels in January. The divergence between
the indices calculated by the Bank and the CSO is due to their dif-
ferent treatment of the price indices for meats and
pharmaceuticals (see Chart I-19).
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8 Items excluded because of their unstable seasonality are eggs, potatoes,
fresh vegetables and fruit.
9 The excluded category includes meats and fishes, in addition to the afore-
mentioned items.
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Table I-4 Components of the NBH core inflation and the consumer price

index

Per cent

2000 2001 Nov./Nov. Dec./Dec. Jan./Jan.

Unprocessed foodstuffs 2.7 2.6 0.18 0.05 –0.01

Household energy +

vehicle fuels 5.7 5.8 0.81 0.32 –0.18

Pharmaceuticals 1.7 1.9 –0.13 –0.12 –0.16

Total 0.87 0.25 –0.34

CPI 100.0 100.0 110.6 110.1 110.1

MNB core inflation 89.9 89.8 109.7 109.8 110.5

Table I-5 Components of the NBH core inflation and the CSO core inflation

2000 2001 Nov./Nov. Dec./Dec. Jan./Jan.

Pharmaceuticals 1.7 1.9 –0.12 –0.12 –0.17
Energy 7.8 7.6 –0.27 –0.27 –0.17
Unprocessed food 2.7 2.7 –0.45 –0.43 –0.45

Total –0.84 –0.82 –0.79
CSO core inflation 81.1 81.4 108.9 109.0 109.7
NBH core inflation 89.9 89.8 109.7 109.8 110.5



1 Monetary conditions and changes
in the interest rate
and the exchange rate

In October and November 2000, monetary policy tightened to
an exceptional degree relative to earlier in the year, but by Jan-

uary 2001, monetary conditions had broadly returned to the level
seen before the tightening. This implies that monetary policy is
currently at least as tight as it was in the first half of 2000.

The appreciation of the real exchange rate peaked in Septem-
ber and October, then declined at a steady rate until January (see

Chart II-1). Nevertheless, real appreciation calculated for Janu-
ary (with an annualised rate of 2.2%) still exceeded the average
rate for the first half of 2000. Real appreciation decreased in spite
of the fact that trend inflation in the euro area fell off at a rate not
spectacular in terms of the twelve-month indices, but consider-
able after seasonal adjustment. It should be noted that the
three-month price index derived from the trend-cycle of the sea-
sonally adjusted price level in Hungary tended to be rather vola-
tile over the past two quarters. Unfortunately, this fed through to
the short-term measure of real appreciation based on the
three-month index, reducing its information content.

Changes in the real interest rate, the other component of mon-
etary conditions, over the final two quarters of 2000 cannot be
judged unequivocally, due to divergence between the various
measures of real interest rates (see Chart II-2). Box II-1 of the De-
cember Report describes at length the alternative measures of the
real interest rate. The twelve-month ex ante real interest rate,
which we regard as having the highest information content, rose
significantly from around 3% in the third quarter to over 3.8% in
November and December, in the aftermath of the central bank’s
October cut in the interest rate. Over the first two months of 2001,
due to the fall in nominal interest rates and slightly higher infla-
tion expectations, the ex ante real interest rate returned to the 3%
level seen prior to the monetary tightening in autumn 2000.

The factors to blame for the significant, 90–140-basis-point
drop in the yields on long-term investments in December in-
cluded above all the decrease in the yields on the euro, serving as
an anchor currency, and second, improved global investor senti-
ment about emerging markets. By contrast, domestic inflation
expectations had only a minor impact on yields until mid-
February. The central bank responded to the fall in market yields
and the pick-up in capital inflow by implementing two cuts (on
January 8th and February 5th) in the maximum interest rate on the
two-week deposit facility. The result was a reduction totalling
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* The indicator depicted in the chart is derived from trend inflation for the past three
months after subtracting the rate of the announced devaluation for the period and
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* *When calculating the contemporaneous real interest rate the current one-year
benchmark yield is deflated with the latest (year-on-year) rate of inflation. The calcu-
lation of the short-term real interest rate is based on the current measure of the
three-month benchmark yield and the inflation rate of the preceding three months de-
rived from the trend-cycle of the seasonally adjusted price level. The ex post real inter-
est rate denotes the twelve-month nominal yield of a year ago deflated with inflation
measured over the past twelve months. The ex ante real interest rate is obtained by
deflating the current one-year nominal yield with macroeconomic analysts’ average
inflation forecasts for the same time horizon based on a Reuters survey. For a detailed
description of the alternative measures of the real interest rate and their calculation
techniques, refer to Box II-1 in the Quarterly Report on Inflation, December 2000.



50 basis-points, countering some of the October 100-basis-point
interest rate hike (see Chart II-3). This move was enabled by a
turn for the better in respect of the two key factors contributing to
recent adverse inflationary developments. Notably, the world
price for oil fell by around 25% and the euro’s exchange rate
strengthened by 10% against the dollar. During January the
prices of these two key assets did not continue to exert
disinflationary pressure, but they stabilised at levels which fore-
shadowed a more favourable inflation path than that seen in Sep-
tember and October, enabling monetary policy to be eased. The
slope of the 0–1-year section of the one-year implied forward
curve became steeper at end-December, reflecting market ex-
pectations of a faster decrease in short-term interest rates in the
year 2001. This may be associated with the proposed cut in the
devaluation rate scheduled to take effect on April 1st, announced
by the Government late in December. The announcement
brought the date of the cut in the devaluation rate forward in the
expectations of the market, which is also reflected in interest rate
expectations and forward yields. The three-month interest rate
premium on the forint (see Chart II-4) has stabilised around the
300-basis-point level since the October interest rate hike.

In contrast with strong third-quarter demand for conversion,
the central bank had to buy foreign currency amounting to only
HUF 34 billion during the fourth quarter. This low demand for
conversion was the result of opposing developments. Certain
components of interest-rate sensitive capital inflows, especially
foreign investments in forint-denominated government securi-
ties and corporate-sector foreign currency borrowing, were
quite substantial. However, they were offset by non-residents’
equity sales, low FDI inflow and the high deficit on the current
account of the balance of payments, not unusual in the fourth
quarter. The banks’ open foreign currency position did not have
a major influence on fourth-quarter conversion, not as in Janu-
ary, when it increased by as much as roughly HUF 100 billion.
This value was approaching that for February 2000, which is re-
garded as an episode of exceptionally buoyant inflow of inter-
est-rate-sensitive capital. January witnessed a considerable im-
provement in global investment sentiment about emerging
countries, which is also likely to stimulate interest-rate-sensitive
capital inflows.

Shifts in the intra-band position of the forint’s exchange rate
reflected low conversion demand in the fourth quarter (see Chart

II-5). From October to December, the exchange rate fluctuated in
the 30–50-basis-point range, off the strong edge of the band.
From late January, however, the rate returned to the strong edge,
and the central bank had to intervene on several occasions. The
forint broke slightly away from the strong edge only after Febru-
ary 20th, upon escalation of the financial crisis in Turkey.

In the aftermath of last October’s interest rate hike by the cen-
tral bank, commercial banks smoothed household deposit rates
to a much greater extent than short-term rates on lending to the
corporate sector. The central bank’s interest rate hike was nearly
completely passed on to the latter rates. This response by the
commercial banks corresponded to their pricing policy seen dur-
ing previous instances of interest rate increases. For the second
half of 2000 as a whole, the spread between corporate borrowing
rates and short-term market yields seemed to stabilise below the
150-basis-point average of recent years.
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market yields
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The real growth rate of broad money aggregates (M3 and M4)
continued to decrease in 2000 Q4. This was partly due to the on-
going decline in the financial saving rate and partly to the fact that
in the final quarter, both household consumption and business
investment picked up. These latter developments stimulated de-
mand for more liquid assets, exerting upward pressure on
narrow money (M1) growth in the fourth quarter. Real growth
in households’ net financial wealth slacked off considerably.
This was equally due to a decrease in the growth rate of gross fi-
nancial wealth in real terms and a faster increase in household
liabilities.

2000 Q4 witnessed a rise in the net financing requirement of
non-financial companies. The factor at work here was firms’ de-
clining level of disposable income (especially in energy-
intensive sectors) throughout the second half of 2000, because of
adverse shifts in energy prices and a moderate-to-rising trend in
investment activity for the second half as a whole.

Corporate-sector borrowing was dominated by foreign cur-
rency loans. In particular, funds borrowed from abroad ex-
panded most strongly, while the rapid increase in domestic for-
eign currency borrowing seen over the second and third quarters
came to an end. This may imply that the accommodation of the
loan structure of commercial banks to the new regulation on
open foreign exchange positions effective as of July 2000, re-
flected in higher domestic foreign currency lending, had tapered
off by the beginning of the fourth quarter.

1.1 Monetary base and its components

Following temporarily higher growth in the monetary base, an-
nual growth in this indicator fell to 13.1% in the period from No-
vember to January (see Table II-1 and Chart II-6), thanks to the
modification of the reserve requirement. From August 2000 on,
the rise in the effective reserve ratio, as discussed in the Decem-
ber Report, led to an average annual growth rate of 20.4% in re-

MARCH 2001 • QUARTERLY REPORT ON INFLATION 27

II. Monetary policy

-2500

-2000

-1500

-1000

-500

0

500

1000

1500

2000

2500

3000

D A A D A A D A A D A A D A A D A A D A A D A A D A A D

-2500

-2000

-1500

-1000

-500

0

500

1000

1500

2000

2500

3000

Net foreign exchange assets
Monetary base
Net forint assets

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

HUF billions HUF billions

Chart II-6 Monetary base and its components

Table II-1 Monetary base

HUF billions

2000 2001

Opening March June September November December January

I Monetary base (II+III) 1,439.0 1,373.5 1,420.6 1,503.9 1,552.6 1,561.0 1,496.3

Non-bank notes and coin 846.2 762.9 809.6 846.4 880.7 876.4 818.6

Other notes and coin 109.7 73.4 79.5 81.0 78.6 90.3 76.4

Reserves 483.1 537.2 531.5 576.5 593.3 594.3 601.2

II Net forint assets (b+c+d-a) 101.1 –248.6 –159.2 –243.6 –293.4 –278.8 –359.6

a) Sterilisation instruments 619.3 884.2 805.7 881.5 830.8 917.8 656.1

Of which: NBH bills 0.0 96.8 235.3 470.4 458.1 461.0 554.3

b) Banking sector loans 120.3 117.1 104.5 102.1 95.8 87.3 85.0

c) Net claims on government 517.9 443.3 454.9 466.2 373.7 486.3 192.5

Of which:Treasury Account (–) 193.4 267.5 250.1 213.1 301.8 170.7 270.9

Government securities (+) 401.2 393.4 378.8 371.1 368.0 367.5 173.9

Other (+) 310.1 317.4 326.2 308.2 307.5 289.5 289.5

d) Other 82.2 75.2 87.0 69.6 67.9 65.4 19.0

III Net foreign exchange assets 1,337.9 1,622.1 1,579.8 1,747.6 1,846.0 1,839.8 1,855.8

Net foreign 504.4 700.7 736.9 936.3 1,080.8 1,024.5 960.7

Assets 3,269.1 3,476.6 3,435.6 3,872.3 3,992.5 3,765.4 3,628.3

Liabilities 2,764.7 2,775.9 2,698.7 2,936.1 2,911.7 2,740.9 2,667.6

Net domestic 833.4 921.4 842.9 811.4 765.2 815.3 895.1

Assets 1,550.4 1,569.9 1,452.4 1,408.4 1,358.6 1,384.8 1,381.3

Liabilities 717.0 648.5 609.5 597.1 593.4 569.5 486.1



serve assets, in contrast with 16.1%, characteristic of the previous
six months. In the period December to January, this high growth
in reserve assets was offset by weak annual growth in demand for
notes and coin. This demand reflected the usual seasonality, i.e.
there was an upsurge in cash balances in the run-up to the holi-
day season, especially in November, but the January fall-off was
steeper than experienced in previous years. Apart from the effect
of the regulatory change, the increase in mandatory reserves re-
flects the development of M3, and the upsurge in November
could be attributed to higher M3 growth.

The key impact on the composition of net forint assets has
been the new regulation on the reserve requirement. The central
bank neutralised the excess liquidity generated by the reduction
in the reserve requirement from 11% to 7% by selling govern-
ment bonds amounting to approximately HUF 200 billion and is-
suing NBH-bills of HUF 37 billion. This, together with the in-
crease on the Treasury Account had significantly decreased the
National Bank’s net claims on the Government by January 2001.
In November and December, the level of NBH-bills within the
stock of sterilization instruments remained unchanged in a quar-
ter-on-quarter comparison. Only January saw an upsurge, part of
which was caused by the aforementioned amendment to the re-
serve requirement. From October to December 2000, the stock of
the two-week deposit facility rose by HUF 62 billion, followed in
January by a decline of over HUF 150 billion. The figure for the
sterilization instruments in Table II-1 reflects a much greater de-
crease due to a technical correction. This row in the table con-
tains the adjustment for the difference between the end-of-
month and monthly average stock of the banks’ mandatory re-
serves. This adjustment was exceptionally large in January 2001,
as the banks deposited HUF 200 billion less on their central bank
account on January 31st, as a result of the lower reserve require-
ment. However, this did not affect the level of net forint assets be-
cause of the aforementioned government bond sales and
NBH-bill issue.

1.2 Demand for forint conversion
and its components

Following the strong demand for forint conversion in 2000 Q3,
the fourth quarter saw a slowdown, with conversion amounting
to merely HUF 33.7 billion (see Table II-2). This happened de-
spite relatively high interest-rate-sensitive capital inflows
amounting to HUF 144.2 billion, with speculative inflows also up
on the previous quarter. At the same time, these inflows of capital
were offset by the high current account deficit, customary in the
fourth quarter, with the December deficit being conspicuously
high, even allowing for seasonality. FDI inflow was quite low rel-
ative to previous quarters, only covering some one-fourth of the
current account deficit adjusted for the net foreign interest pay-
ment of the National Bank. In respect of net portfolio equity in-
vestments, the outflow originating in 2000 Q2 continued, while
there was a considerable inflow into government securities in the
fourth quarter, especially in December, thanks primarily to the
decline in euro yields and improving investment confidence in
emerging markets. The final quarter saw an upsurge in foreign
exchange loans taken out by the corporate sector, with particular
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regard to direct borrowing from abroad. In contrast with the pre-
vious three quarters, there was a turnaround in the ratio of for-
eign and domestic foreign exchange borrowing, with borrowing
from abroad taking the lead. Corporate foreign exchange bor-
rowing accounts for the bulk of the interest-rate-sensitive capital
inflow.

For 2000 as a whole, demand for forint conversion was lower
than in 1999, with most transactions concentrated in the first
quarter and the month of August. The two years differed most
significantly in terms of net portfolio investments, the effect of
derivatives and corporate foreign exchange borrowing. The fact
that much higher amounts of interest-rate-sensitive and specula-
tive capital flowed in than in 1999 could be explained by higher
investments in government securities, the upward pressure of
derivatives on conversion and high foreign exchange borrow-
ing. In a contrasting development, there was large-scale outflow
of equities for the year as a whole and the conversion effect of
domestic foreign currency deposits also contributed strongly to
the decline in the demand for forint conversion.
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Table II-2 Components of demand for forint conversion*

HUF billions

1999
total

2000

Q1 Q2 Q3 October November December Q4 Total

A Conversion 807.6 374.0 22.6 212.9 33.7 0.0 0.0 33.7 643.2

a) Intervention in inter-bank foreign exchange market 708.4 374.2 20.4 212.9 33.7 0.0 0.0 33.7 641.2

b) NBH purchases from general government 99.2 –0.2 2.2 0.0 0.0 0.0 0.0 0.0 2.0

Sources of conversion (I+ ...+ IX) 807.6 374.0 22.6 212.9 33.7 0.0 0.0 33.7 643.2

I Current account balance corrected

for net foreign interest payments (1+2)

–398.5 –75.2 –107.3 –8.0 –16.6 –64.5 –148.4 –229.6 –420.0

1 Current account balance –497.8 –96.9 –125.2 –33.6 –14.4 –76.4 –154.5 –245.4 –501.0

2 Net foreign interest payments by NBH** 99.3 21.7 17.9 25.6 –2.2 11.9 6.1 15.8 81.0

II Foreign direct investment 407.5 63.6 170.4 99.3 27.3 –0.5 29.7 56.5 389.8

III Intervention due to commercial banks*** –11.5 33.0 –15.6 23.6 –34.7 20.7 –27.8 –41.8 –0.8

IV Effect of derivatives**** –58.2 75.1 –41.5 –4.5 –6.7 –9.4 11.5 –4.7 24.4

V Intervention due to domestic foreign exchange deposits –1.6 –7.4 –10.8 –11.4 –22.0 –37.1 9.6 –49.5 –79.1

VI Net portfolio investments (1+2) 303.6 154.0 –79.8 2.0 –13.1 7.9 28.3 23.1 99.3

1. Government securities 152.3 142.9 6.4 61.6 19.9 21.0 41.8 82.8 293.7

2. Equity+ 151.3 11.1 –86.2 –59.6 –33.1 –13.1 –13.5 –59.6 –194.4

VII Corporate foreign exchange borrowing (1+2) = (a+b) 237.1 11.0 88.2 55.2 57.5 75.1 24.9 157.5 312.0

1. Domestic 154.3 77.0 120.8 83.3 24.4 –6.1 30.2 48.4 329.6

2. Foreign 82.7 –66.0 –32.6 –28.1 33.1 81.2 –5.3 109.1 –17.6

a) Shorter than one year –73.6 –32.8 –10.2 –48.2 19.4 10.0 –1.1 28.2 –62.9

b) In excess of one year 310.7 43.7 98.4 103.4 38.1 65.2 26.0 129.2 374.8

VIII Capital transfers 8.2 3.8 14.5 19.5 7.0 4.4 6.9 18.3 56.1

IX Others 321.0 116.1 4.4 31.1 35.2 3.4 65.4 104.0 255.5

B Interest rate-sensitive (III+IV+V+VI/1+VII) 318.1 254.5 26.8 124.6 14.0 70.3 60.0 144.2 550.2

C Speculative 9.0 218.2 –60.9 32.6 –2.1 42.2 24.3 64.5 254.4

* Figures for the third quarter contained some mistakes in the December Report.
** Corrected for the net foreign interest payments of the general government.

*** Conversion effect of the change in commercial banks’ total open position, i.e. the portion of open positions not hedged by derivative transactions.
**** Conversion effect of the change in forward contracts. With these two items the negative sign indicates the closing of long forint positions built up earlier.

+ From the fourth quarter, the capital flows linked to bank equities are recorded with the ‘Equity’ item instead of the ‘Others’ item.



2 Yield curve, interest rate
and inflation expectations

The Bank’s December Report tracked developments on the
Hungarian government securities market through the end of

November 2000. Since then there has been a decrease in zero
coupon yields of all maturities, in contrast with the significant rise
in the previous quarter. Compared with the situation at
end-November, there was a 90–120-basis-point downward shift
in the three-month to five-year section of the yield curve, while at
the same time a much smaller, roughly 40-basis-point drop oc-
curred at the longest maturity of ten years. The decrease in yields
was not distributed evenly over time (see Chart II-9). From late
November to early January, the decrease in yields was on large
scale, amounting to 80–140 basis points, with medium-term
yields affected most strongly. The drop in yields over this period
was due to factors determining non-residents’ demand for gov-
ernment securities, with special regard to the decline in euro
yields and changes in the risk premium required on forint yields.
Then, from early January to mid-February, short-term yields ad-
justed to the previous decline in long-term market yields, partly
as a result of the central bank’s two interest rate cuts, while
long-term yields were already starting to rise. This led to a turn
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Box II-1 Foreign exchange market activities of the banking system
from December 2000 to February 2001

Immediately after closing the December Report, commercial banks changed their behaviour, with a renewed increase
in their demand for foreign exchange funds. This resulted once more in an on-balance-sheet open position well in ex-
cess of HUF 100 billion (see Chart II-7). This figure approaches the amount which prompted the National Bank to
amend the regulation on open positions in February 2000, in order to make this activity more costly for commercial
banks. Apparently, some banks find it worthwhile to absorb the extra costs imposed by the new regulation, in order to
increase their foreign exchange liabilities.

The increase in the on-balance-sheet open position did not lead to the reopening of the total open position. In this
respect, the banks have not abandoned their recent cautious attitude in aggregate terms, and are not taking any ex-
change rate risk. This implies that they are speculating on the difference between yields rather than exchange rate
gains in favour of forint assets.

During the period under review, the interest rate premium on forint assets remained virtually unchanged compared
with the roughly 300-basis-point value seen at the end of the previous period. The yields required by international in-
vestors had already increased at the end of the previous period, and this atmosphere has continued to determine inter-
national investment flows ever since. Changes in the forint’s interest rate premium and the on-balance-sheet open po-
sition of the banking system indicate (see Chart II-8) that, in addition to the value of banking-system liabilities, the level
of the interest rate premium also approached that seen a year ago.
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Chart II-7 Open positions of the banking system
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around the two to three year maturity of the yield curve. This was
presumably due to the interruption and subsequent adverse shift
in the downward trend of the world oil prices seen since early
December and the strengthening of the euro against the dollar
over the same period. In mid-February, following the publication
of the higher-than-expected rate of inflation, market participants
made an upward shift in their short-term (1–2 year) inflation
expectations, which brought about a 20–25-basis-point rise
in yields. Thus, on the whole, rather than decline, short-to-
medium-term inflation expectations deteriorated slightly in the
period of December to February.

The following section contains an in-depth analysis of the fac-
tors at work in the change in yields over the period under review.

The substantial decline in the level of interest rates on the
euro, serving as an anchor currency, had a decisive impact on fo-
rint yields in December 2000. The decline in euro yields at all ma-
turities occurred despite the fact that the European Central Bank
made no cut in its benchmark rate during the period under re-
view. The decrease in euro yields could be attributed, to a great
extent, to the Fed’s two interest rate cuts (on January 3rd and 31st)
totalling 100 basis points, prompted by an apparent slowdown in
US economic growth. These cuts led to a drop in market yields on
the dollar of 100–140 basis points from December to February.
Fears of a recession and statements by the Fed’s chairman
spurred expectations of an interest rate cut in the USA as early as
December, leading to an over 10% rise in the euro’s exchange
rate against the dollar before mid-January. From the point of
view of rising euro-area inflation, a long-term appreciation of the
euro could be a favourable development. This would imply
tighter monetary conditions without the ECB raising interest
rates. As a combined result of all the above factors, medium-term
zero coupon yields on the euro (see Chart II-10) decreased by
40–70 basis points by early January, simultaneously with a some-
what slower decline in short-term yields. All in all, the euro yield
curve became less steep, and in the range of up to two years the
curve assumed an unusually inverse shape, which implies that
investors expect euro yields to continue falling over the next
year, even though not at a rapid pace. In addition to the events
overseas, the decline in oil prices since November, which has
probably improved inflation expectations in the euro area, may
also have contributed to the decrease in euro yields. The yields
obtained on the market of Hungarian government securities rap-
idly followed changes in euro yields, although expressed in
terms of basis points the decrease was nearly double the figure
for the fall in euro yields, in respect of medium-term yields (see

Chart II-11). This was probably due to the fact that the drop in
the risk premium required on forint yields strengthened the ef-
fect of the fall in euro yields. In contrast to the previous quarter,
investor sentiment about emerging markets improved consider-
ably in December and January, reflected in a significant drop in
the foreign-exchange bond spreads of these countries. The aver-
age spread on Hungarian foreign exchange government bonds,
an indicator of country-specific risk, also declined during this pe-
riod.

The decline in the required yield on forint investments re-
sulted in significant interest-rate induced capital inflows, push-
ing up foreign investors’ government security holdings by
roughly HUF 70 billion by mid-February (see Chart II-14). The
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average remaining time to maturity of the total stock rose slightly,
with foreigners investing not only in specifically interest-rate-
sensitive short-term instruments, but also in medium-to-long
term ones (especially at the 2-to-3-year and 10-year maturities).

In response to the fall in yields on government securities in the
aftermath of the decline in the euro yields and the risk premium,
the National Bank cut the maximum interest rate on the
two-week deposit facility on two occasions – each time by 25 ba-
sis points. The first reduction, effective of January 8th, did not
catch the market by surprise and thus left yields unaffected. With
this measure the Bank also intended to signal to the market that
the stronger euro and lower oil prices were affecting the trend of
inflation in a beneficial way. The week before the February 5th in-
terest rate cut saw an acceleration in interest-rate-sensitive capi-
tal inflows, attracting foreign investments of HUF 50 billion in the
course of just a few days, leading the central bank to intervene
strongly. As central bank policy makers regarded the downward
pressure on the level of interest rates as lasting, they took steps to
align central bank rates closer to market yields.

The decline in long-term yields seen from December to early
January was not accompanied with a decline in inflation expecta-
tions relating to the coming year. The December survey by
Reuters even reflects a slight rise in the rate of inflation expected
for end-2001, compared with November (see Chart II-12).

Inflation expectations moderated somewhat in January,
thanks presumably to the decrease in oil prices which began in
late November and the strengthening of the euro. However, the
January rate of year-on-year inflation (10.1%), published on Feb-
ruary 13th, again exceeded analysts’ expectations (9.78%). On the
day of its announcement, forint yields rose by 10–30 basis points
at all maturities. According to the Reuters survey in late February,
inflation expectations for December 2001 rose once again to the
October 2000 level, and the rate expected for end-2002 was also
up significantly, by around 45 basis points.

The rise in yields in the second half of February was thus pri-
marily attributable to worsening inflation expectations (see Chart

II-13), and, to a smaller extent, the slight upturn in euro yields, as
well as the Turkish financial crisis after February 21st, with its
likely upward pressure on the required risk premium.

Following the announcement of the January inflation rate
there was a steady rise in foreigners’ government security hold-
ings, together with rising yields, in contrast to the period from
December to January.1 This indicates that the yields required by
domestic investors (of which inflation expectations are the most
volatile component) grew at a higher rate than those demanded
by non-Hungarian residents (influenced more strongly by pro-
jected depreciation and the risk premium). In other words, the
primary factor behind the rise in yields was higher domestic infla-
tion expectations.

The shifts in the forward curves derived from the zero coupon
yields provide the best information on changes in market partici-
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Chart II-15 One-year implied forward curves

1 The abrupt fall in foreigners’ government security holdings in mid-January
was due to the maturing of the government bond 2001/G, of which non-
residents’ holdings amounted to HUF 50 billion, rather than an active portfolio
management choice. The renewal of foreign holdings took a couple weeks,
which is a relatively long time. This was because the immediate replenishment
of expiring government securities on the low-liquidity Hungarian secondary
market relative to the portfolio size of foreign investment funds would have
had a serious impact on prices.



pants’ expectations of short-term interest rates (see Chart II-15).

Between early December and late February, there was no signifi-
cant change in the one-year interest-rate level expected four or
five years ahead, while interest rate expectations for the coming
two or three years declined considerably. It should also be noted
that, in addition to a shift in levels, the annual yield path in 2001
also reflects a faster pace of decrease, i.e. between December
and February there was a roughly 50-basis-point rise in the differ-
ence between spot rates and one-year yields one year ahead. The
faster decrease in the expected interest rate can be attributed to
the fact that the cut in the devaluation rate of the forint appeared,
or in more precise terms, shifted forward in time, in market par-
ticipants’ expectations.

3 Interest rate policy
of commercial banks

From November 2000 to January 2001, commercial banks’
lending rates to the corporate sector followed the changes in

the yields on short-term government securities, i.e. there was a
clear fall in interest rates only from January, considering the pe-
riod following the central bank’s interest rate hike in October. By
contrast, the effect of the fall in market interest rates has not yet
fed through to short-term household deposit rates (see Chart

II-16). An analysis of average interest rates in the period since
October reveals that the 1% interest rate hike by the central bank
in October was almost completely passed on by the commercial
banks to corporate-sector lending rates, whereas household de-
posit rates were only raised by 0.5 percentage points on average.
As far as companies’ deposit rates are concerned, the increase
had started earlier, which makes the effect of the interest rate
hike less easy to interpret.

A comparison of short-term corporate lending rates and market
yields (see Chart II-17) indicates that the spread between these
items narrowed markedly in the second half of 2000, relative to
previous years, when it fluctuated around 1.5 percentage points.
In the period under review, stronger inter-bank competition
played the greatest role, simultaneously with a rise in lending ac-
tivity. There has been no considerable change in the spread
between market interest rates and household deposit rates, which
have been fluctuating around 1.5% ever since January 1998.

Consumer credit by commercial banks was affected by the
usual seasonality, with a significant pick-up in lending late in the
year, due to the holiday season. The previous slow decline in
consumer lending rates came to a halt in November, due to the
central bank’s interest rate hike and the strong demand for credit.
In a simultaneous development, after a decreasing trend from
May, the margin between consumer credit rates and twelve-
month household deposit rates appeared to reverse in Novem-
ber (see Chart II-18 and II-19), due mainly to the fact that me-
dium-to-long-term deposit rates already began to fall off in No-
vember. New lending contracts related to building projects were
at a much lower volume than consumer credit transactions, but
the annual growth rates reflect exceptionally strong expansion.
The final quarter saw a decline in building loans, due, in all likeli-
hood, to seasonal effects.
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4 Monetary aggregates

The surge in the real growth of broad money measures over
the final month of 2000 Q3 proved to be temporary, and real

growth in M3 and M4 returned to its slowing trend (see Chart

II-20). The trend in household portfolios tended to indicate a de-
crease in the weight of saving transactions within the banking
system, together with an upsurge in consumption and a major
pick-up in the propensity to invest during the third quarter,
which also exerted downward pressure on real growth in finan-
cial assets. In accordance with these tendencies, real M1 growth
was faster during the quarter, as a result of the upsurge in house-
hold and corporate sight deposits. This was because both sectors
needed large amounts of liquid assets to support a considerable
volume of transactions.

Household-sector demand for cash, adjusted for the effect of
the year 2000 date change, continued to expand at a steady rate.
At the same time, the real value of sight deposits held by house-
holds – with special regard to small businesses, which are also in-
cluded with the household sector - rose considerably during the
quarter, spurring growth in the household component of real M1
(see Chart II-21).

At the same time, the final quarter of 2000 witnessed an inter-
ruption in the slowdown of firms’ demand for cash and sight de-
posits, which started at the beginning of the second quarter.
Firms began to switch from long-term assets, especially govern-
ment securities accumulated due to postponed investment pro-
jects, and partly from time deposits, to holding sight deposits.
This brought about a significant rise in the level of the latter hold-
ings.

In addition to slower M3 growth (see Chart II-22), the factors
behind the subdued growth rate of M4 – comprising M3 and gov-
ernment security holdings outside the banking system – included
a drop in the real growth rate of government security holdings to
4% from the double-digit range prevalent in the first half of 2000.
During the final quarter, firms reduced their government security
holdings, in contrast with individuals, who bought large amounts
for the first time in 2000. However, this latter development was
not reflected in the twelve-month rate as households acted simi-
larly in the previous year.

Households increased their net financial wealth at a markedly
slower rate (see Chart II-23). This was due both to slower growth
in gross real financial wealth and to a faster, trend-like expansion
in household liabilities. For the reasons noted above, house-
holds reduced the weight of time deposits and non-banking se-
curities in their portfolios, simultaneously with a steady rise in
the weight of assets outside the money supply, such as pension
fund savings, life insurance premium assets and equities. At the
same time, the real growth rate of the latter assets was slower,
due to higher base-period values.

The velocity of circulation (see Chart II-24) continued to slow
during the fourth quarter, as real M1 growth was still higher than
growth in both consumption and GDP volumes. The divergence
between the two measures can be attributed to the steadily rising
weight of household consumption, relative to the gross domestic
product.
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5 Demand for corporate credit

The financing requirement of the non-bank corporate sector
(excluding credit institutions and the Hungarian Priva-

tisation and State Holding Company) rose in 2000 Q4. In addi-
tion to the increase in the financing requirement of non-bank fi-
nancial companies, there was significant deterioration in the net
position of other financial companies vis-à-vis the banking sys-
tem. The rise in other financial businesses’ demand for funds is
probably attributable to the fact that this sector acts as a mediator
of credit towards non-bank companies. This implies that the
worsening in its net position vis-à-vis the banking system also
satisfies non-bank companies’ demand for funds in an indirect
way (see Charts II-26 and II-27).

In the final quarter of 2000 the structure of corporate borrow-
ing changed relative to the preceding three quarters, with foreign
financing regaining importance within foreign exchange loans.
Simultaneously, the weight of domestic FX borrowing declined,
which may imply that companies are gradually returning to the
financing structure prevalent prior to 1999 Q4, at least in respect
of the foreign-domestic ratio of foreign exchange loans.

In contrast to the previous period, in 2000 the corporate sector
relied on the domestic banking system rather than foreign lend-
ers to satisfy its foreign-currency financing requirement (see

Chart II-26). This development spurred growth in the domestic
stock of foreign exchange lending, which had been quite low
compared with the demand for FX funds. Growth in FX-
denominated domestic lending peaked in 2000 Q2 and Q3.
However, the fourth quarter saw a reversal of the trend, with a re-
newed rise in the proportion of funds borrowed from abroad, si-
multaneously with a plunge in both the weight of domestic FX
loans within new lending and the up-to-then high rate of growth.
A major cause of this reversal must have been the accommoda-
tion of Hungarian commercial banks to the regulation on foreign
exchange open positions, effective as of July 2000, which had led
to a one-off shift in the lending structure via pushing up the level
of domestic FX lending.

Against a stable macroeconomic background, the proportion
of loans for terms in excess of one year increased within the
terms structure of credit, especially in respect of domestic foreign
currency loans, but in terms of forint loans as well.

The structure of corporate financial assets developed along
different lines from those seen in previous quarters. The sector
increased the weight of its liquid assets, together with a rise in
portfolio assets, in contrast to a plunge in companies’ govern-
ment security holdings, similarly to previous years. At the same
time, acquisitions by some regionally expanding domestic enter-
prises led to a rise in the sector’s foreign-exchange-denominated
claims on non-residents. Still, the denomination structure of as-
sets continues to differ significantly from that of liabilities, corpo-
rate-sector assets typically being forint-denominated. Thus, even
though the weight of foreign-exchange loans declined some-
what within new lending, the deterioration in firms’ net position
occurred primarily in terms of the foreign-exchange position,
due to the negligible role of FX assets, while the forint position
improved slightly (see Chart II-25).
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According to preliminary data, the Hungarian economy grew
by 4.2% in 2000 Q4, representing an increase of 5.3% for the

year as a whole, relative to the previous year. Although exports
continued to expand rapidly during the fourth quarter, domestic
absorption came to the forefront as the driving force behind GDP
growth. Thus, it is no surprise that there was a substantial rise in
import demand. The net export rate exerted downward pressure
on economic growth in the final quarter (–1.7%), while the con-
tribution of domestic absorption to GDP growth gathered pace
(see Chart III-1).

The gap between national accounts-based annual export and
import growth rates already began to widen in the third quarter,
with imports increasing more rapidly. The fourth quarter saw the
gap continue to open, simultaneously with exceptionally strong
export and import growth rates, up by 25% and 26.8% respec-
tively over a year earlier. At the same time, the terms of trade con-
tinued to deteriorate during the fourth quarter, although some-
what more slowly than previously (by 2.4 percentage points).

Of the components of domestic absorption, consumer spend-
ing played a more important role in the expansion of GDP in the
fourth quarter (2.8%). This was due to the fact that household
consumption gathered considerable pace late in the year, rising
by 4.5% in real terms in a year-on-year comparison (see Table

III-1). At the same time, operational incomes increased much
faster than before, at the same rate as consumption. Public con-
sumption rose moderately throughout the year, including the
fourth quarter.

Whole-economy fixed capital formation also contributed
strongly (by 2.9%) to economic growth during the fourth quarter
(see Table III-2).

The annual growth rate of whole-economy investment
amounted to 8.4% in the final quarter, reflecting a pick-up in in-
vestment following a mid-year slump.

Stockbuilding, the other major capital formation item, along
with other unspecified components of absorption, contributed
to fourth-quarter GDP growth at a substantially lower rate than
previously, although it still remained positive. The level of indus-
trial output stocks, which account for some one-fourth of total in-
ventories, fell off during the fourth quarter,1 which probably oc-
curred simultaneously with an increase in the level of input
stocks. This seems likely in view of the fact that the volume of
goods sold domestically for further processing during the final
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Table III-1 Annual growth rate of GDP and its components*

Percentage changes on a year earlier

1999 2000

Q1 Q2 Q3 Q4 Total Q1 Q2 Q3 Q4 Total

NBH estimates

CSO
pre-
limi-
nary
data

NBH estimates

Final consumption 4.3 4.3 4.1 3.6 4.1 3.0 3.2 3.0 4.1 3.3
Household consumption 4.5 5.0 4.6 4.4 4.6 3.3 3.5 3.3 4.5 3.7
Public consumption 3.2 0.0 1.4 –1.3 0.8 0.9 1.0 0.9 1.5 1.1

Gross capital formation** 8.0 3.9 –1.4 7.4 4.4 12.8 4.7 9.8 9.2 9.0
Fixed capital formation 5.7 6.1 3.6 7.5 5.9 7.0 7.2 2.2 8.4 6.5

Total domestic absorption 5.3 4.2 2.4 4.8 4.2 5.7 3.6 5.0 5.8 5.1
Exports 9.5 9.8 13.6 18.9 13.2 21.1 21.0 20.0 25.0 21.9
Imports 12.9 10.2 9.3 16.6 12.3 18.6 16.4 20.6 26.8 20.9
GDP 3.4 3.8 4.5 5.7 4.4 6.6 5.8 4.5 4.2 5.3

* The Bank’s quarterly GDP estimates are based on the quarterly GDP data published in April
2000 by the Central Statistical Office on the period 1995–1999. However, the quarterly data on
1999 may differ from those published in the aforementioned publication as they are estimates
adjusted by the Bank for the second publication of annual data published by the CSO in Sep-
tember 2000. The estimates are consistent with the Bank analyses describing the income po-
sitions of individual income holders.
** Includes the statistical discrepancy, represented by the difference between the results of
calculations for production and absorption.

Table III-2 Contribution to GDP growth by individual items of absorption

Percentage changes on a year earlier

1999 2000

Q1 Q2 Q3 Q4 Total Q1 Q2 Q3 Q4 Total

NBH estimates

CSO
pre-
limi-
nary
data

NBH estimates

Final consumption 3.2 3.1 3.0 2.6 2.9 2.2 2.2 2.1 2.8 2.4
Household consumption 2.9 3.1 2.8 2.7 2.8 2.1 2.1 2.0 2.7 2.3
Public consumption 0.3 0.0 0.2 –0.1 0.1 0.1 0.1 0.1 0.1 0.1

Gross capital formation* 2.2 1.2 –0.5 2.4 1.4 3.7 1.5 3.0 3.1 2.8
Fixed capital formation 0.8 1.3 0.9 2.6 1.4 0.9 1.5 0.6 2.9 1.6

Total domestic absorption 5.4 4.3 2.5 5.0 4.3 5.9 3.7 5.1 5.9 5.2
Exports 5.0 5.2 7.3 10.1 7.0 11.7 11.8 11.6 15.0 12.6
Imports 7.0 5.7 5.3 9.4 6.9 11.0 9.7 12.2 16.7 12.5
Net exports –2.0 –0.5 2.0 0.7 0.1 0.7 2.1 –0.6 –1.7 0.1

GDP 3.4 3.8 4.5 5.7 4.4 6.6 5.8 4.5 4.2 5.3

* Includes the statistical discrepancy, represented by the difference between the results of
calculations for production and absorption.

1 Based on industrial statistical data.



quarter was up by 10% on a year earlier, parallel to a similar up-
surge in intermediate goods imports, in a quarter-on-quarter
comparison.

1 Household consumption

Household consumption in 2000 Q4 gathered considerable
pace relative to previous quarters, with the gap between

consumption and income growth narrowing significantly. Total
household real income rose by 4%, essentially due to the 5.2%
rise in net labour earnings, accounting for over half of household
income. Social benefits in cash rose fastest in real terms (6.4%),
thanks to a retroactive rise in pensions. Overall income growth
outstripped growth in mixed incomes (2.3%) and benefits in kind
(1.3%).

In 2000 Q4, total income growth again fell short of operational
income growth (4.5%, see Table III-3) – i.e. adjusted for the por-
tion of interest income compensating for inflation – while con-
sumption and operational income expanded at identical rates
(see Chart III-2).

The fact that consumption rose at a higher rate in 2000 Q4 than
in the previous quarters is explained by the spending patterns of
households, which enjoyed an increase in income. Both one-off
wage payments and pecuniary social benefits affected those sec-
tions of society (social sector workers, old-age pensioners) with
a high marginal propensity to consume.

Against the background of a substantial income rise, there was
no major shift in the gross investment rate,2 due to the high pro-
pensity to consume in the strata mentioned above. The rate stood
at 10.6% in 2000 Q4, compared with 10.4% in the third quarter
and 10.9% in 1999 Q4. As regards the composition of gross sav-
ings, the financial saving rate continued to moderate. The house-
hold investment rate rose by 0.7 percentage points and 1 per-
centage point in year-on-year and quarter-on-quarter compari-
son, respectively, reaching 7.4% in the fourth quarter (see Chart

III-3).
Household investment expenditure was dominated by home

building and other housing-related investment projects, with a
ratio to fourth-quarter operational income of 5.8% in the final
quarter, up 0.9 percentage points on a year earlier. Housing in-
vestment growth took place simultaneously with higher credit
extension for home investment projects (see Chart III-4).

In 2000 Q4, the level of net financial savings was similar to the
higher-than-usual third-quarter level. Unlike previously, house-
holds saved a higher portion of their income in the third quarter,
and a lower portion in the fourth quarter. The inflation-adjusted3

net financing capacity of households declined slightly in the
fourth quarter. Changes in the stock of financial assets (HUF
149.7 billion) and borrowing (HUF 46.3 billion) remained similar
to those in the previous quarter.
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Table III-3 Annual growth of household income and consumption in real
terms
Percentage change on a year earlier

1999
2000

Q1 Q2 Q3 Q4

Total income 2.0 1.2 1.6 1.5 4.0
Operational income 2.8 0.8 1.5 1.8 4.5
Volume of consumption 4.6 3.3 3.5 3.3 4.5
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Pension fund contributions, which have been one of the key
elements of financial assets for a long time, rose at the seasonally
normal rate during the fourth quarter, i.e. faster than during the
year.4 There was also an upsurge in savings on deposit accounts
both in a year-on-year and quarter-on-quarter comparison.5 In
respect of household saving, the final quarter was the first quar-
ter in 2000 when households bought significantly higher
amounts of government securities, simultaneously with a slow-
down and, in the fourth quarter, decrease in the demand for unit
trust investments, replacing a long upward trend. Compared
with the third quarter, there was a nearly two-fold increase in for-
eign-currency savings, with cash holdings showing a downward
trend. All in all, households tended to prefer short-term, low-risk
investment facilities in 2000 Q4.

In the fourth quarter, the stock of credit was double for the fig-
ure for a year earlier, due to a major increase in building loans
from 2000 Q2, thanks to the effect of housing loans offered on fa-
vourable terms. Consumer and collateral loans have rises at a
persistently high, although not accelerating, rate. Home building
and property purchase lending combined expanded at a faster
rate than consumer credit in the fourth quarter, after adjusting in-
terest rates for the effect of inflation (see Chart III-5).

2 Investment

In 2000 Q4, whole-economy real investment expanded by 8.4%
in a year-on-year comparison, bringing total volume growth to

approximately 6.5% for the year as a whole. Although fourth-
quarter data reflect a pick-up in investment activity, following a
mid-year slowdown, annual performance still falls short of the
level which was expected based on industrial output, domestic
sales of investment goods, new orders and the long-standing,
high rate of capacity utilisation (at 80%). On the other hand, quar-
terly indices computed from seasonally adjusted data indicate
that investment activity is likely to pick up in 2001.

An analysis of investment by industry (see Table III-4) reveals
that despite an upswing in investment, the volume of material
production increased only slightly if at all, similarly to the previ-
ous quarters. Although manufacturing investment rose by nearly
5% in real terms relative to the previous year, together with the
electricity sector, which was also up by over 5%, in other, tradi-
tionally weak, sectors (such as agriculture and mining) invest-
ment even fell short of the level for the previous year. In addition,
fourth-quarter investment in the construction industry also re-
mained flat in real terms.

As far as material services are concerned, Q4 investment re-
mained as buoyant as in the first half of the year (up by 10% in
volume terms), underlining the temporary nature of the weak
performance in Q3. The increase was probably due to factors in-
cluding strong investment performance in the transport and
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4 Out-of-schedule, supplementary contributions are usually concentrated at
the end of the year.
5 In respect of this component of the portfolio, data for 1999 Q4 are not suit-
able for comparison, due to increased cash holdings because of worries about
the millennium date change.



communications sector, and the real estate transactions sector
(10% and over 15%, respectively). In the former, growth was due
more to strong investment activity within the communications
sector rather than the effect of motorway construction, while in
respect of the latter, the surge in home building projects may
have contributed strongly. The performance of the hotels sector
was rather uneven for the year as a whole. While there was no
real growth in investment in the fourth quarter, the annual
growth rate of 10% suggests strong activity. The rate of invest-
ment within financial services remained unchanged in the fourth
quarter, still falling short of the level for the previous year in real
terms.

Although investment related to property transactions tended
to be rather volatile across the individual quarters, the subdued
rate of housing construction activity seen in the past few years
seems to be turning around. The number of building permits is-
sued continued to increase considerably in 2000 Q4, up 50% on a
year earlier. As a result of the steady growth experienced since
early 1999, the number of permits issued over 1999–2000
amounted to 75,000. However, figures for the previous few years
(70,000 and 54,000 permits issued in 1995–1996 and 1997–1998,
respectively) indicate that growth in home building projects has
climbed back to the level for 1995–1996, following a low in
1997–1998.

The number of completed homes follows the number of
building permits only after a lag (average construction time is
roughly seven quarters, with considerable variance). Neverthe-
less, seasonally adjusted data already reflect slow growth in the
number of completed homes since mid-1999. This rate seemed
to gather pace towards the end of 2000 (the fourth-quarter figure
for completed homes was up by 27% on a year earlier). (See

Chart II-6.)
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Table III-4 Whole-economy investment growth rates

Per cent

1999 2000

Distribution Volume index
Q1 Q2 Q3 Q4

Same period of previous year = 100

Agriculture, hunting and forestry, fishing 3.3 97.6 84.3 83.2 92.1 86.0

Mining 0.4 106.8 82.6 75.9 88.6 57.4

Manufacturing 26.1 114.2 102.3 107.2 101.4 104.8

Electricity, gas, steam and water supply 6.9 99.8 95.3 91.3 106.1 105.3

Construction 1.9 106.5 105.3 106.9 110.8 94.5

Material production, total: 38.7 109.7 99.9 101.9 101.9 102.1

Wholesale and retail trade, repair of motor vehicles, motorcycles, personal

and household goods

7.5 125.7 105.2 111.3 103.7 106.5

Hotels and restaurants 1.1 124.8 114.6 104.2 134.6 97.8

Transport, storage, postal services and communications 17.9 94.4 136.7 107.6 94.5 110.3

Financial intermediation 2.8 78.5 92.1 98.2 134.6 97.8

Real estate, renting, business acitivities and housing investment 19.2 116.5 99.2 120.1 94.5 110.3

Material services, total: 48.6 107.7 112.2 112.2 99.6 108.9

Material production + material services, total: 87.2 108.6 106.2 107.3 100.6 106.2

Public administration and defence, compulsory social security 4.3 81.4 147.9 107.6 111.0 145.5

Education 2.0 112.7 115.8 103.0 108.8 99.5

Health and social work 2.1 87.3 116.3 102.9 98.8 94.3

Other community, social and personal services activities 4.3 87.5 88.4 110.6 111.8 100.7

Non-material services, total: 12.8 89.4 117.6 107.2 109.0 116.4

Total 100.0 105.3 107.0 107.2 102.2 108.4



Within non-material services, only public administration and
defence increased investment volume, at an exceptionally high
rate of 45%. After 2000 Q2, health investment remained virtually
flat, while education grew by 5% for the year as a whole. On the
whole, this group of services can boast of the strongest invest-
ment activity in 2000 (admittedly, the small weight of these areas
prevent them from making anything more than a negligible im-
pact on the amount of whole-economy investment).

The material and technical composition of investment reflects
some change as construction investment projects grew about
3 percentage points faster than machinery investment, for the
first time in the past few years.

In terms of investment broken down by income holders, the
volume of public sector projects grew at a roughly 10% rate in the
final quarter, just as in the third quarter (see Chart III-7). How-
ever, Q4 growth was more the outcome of central government
projects. Private-sector investment as a whole rose by around
7%, with the 5–6% growth rate of corporate investment only par-
tially offset by strong household investment.

3 The fiscal stance

According to preliminary data, the SNA-based primary bal-
ance deteriorated by 3.5% of GDP in 2000 Q4 in a year-

on-year comparison – thus the general government expanded
demand to this extent (see Table III-5). Despite the volatility in
the demand effect across the different quarters, demand was re-
stricted by 0.3% of GDP for the year as a whole. As pointed out in
our previous Reports, the considerable sub-annual volatility in
the demand effect can be largely traced back to a number of fac-
tors, which must be taken account of when interpreting the fun-
damental trends in the fiscal stance.

40 NATIONAL BANK OF HUNGARY

III. Demand

Table III-5 General government deficit as a percentage of GDP

Per cent

1999 2000

Q1 Q2 Q3 Q4 Total Q1 Q2 Q3 Q4 Preliminary

1 Central budget balance excluding privatisation –8.9 –2.6 –1.5 0.2 –2.9 –4.3 –1.1 –0.4 –5.4 –2.9

Of which:

2 Primary balance (excluding NBH) 1.0 3.0 4.1 5.8 3.6 3.0 4.2 4.2 –1.0 2.5

3 Interest balance –9.6 –6.4 –6.0 –5.5 –6.7 –7.4 –5.5 –4.8 –4.4 –5.5

4 NBH profits and losses –0.3 0.8 0.3 –0.1 0.2 0.2 0.2 0.2 0.0 0.1

5 Balance of segregated funds excl. privatisation –0.9 –0.1 0.0 –0.4 –0.4 0.1 –0.1 0.2 –0.1 0.0

6 Balance of Social Security funds excl. privatisation –2.2 –1.1 –1.2 –0.2 –1.1 –0.8 –0.8 –0.7 –0.5 –0.7

7 Balance of local governments excl. privatisation 1.6 –1.0 0.6 –0.9 0.0 1.3 –0.7 0.0 –1.7 –0.3

8 Primary balance of local governments 1.4 –1.2 0.4 –1.1 –0.2 1.1 –0.9 –0.1 –1.8 –0.5

9 General government balance excluding privatisation –10.5 –4.8 –2.1 –1.4 –4.4 –3.6 –2.7 –0.9 –7.7 –3.9

10 Out of this: primary balance –0.7 0.6 3.4 4.0 2.0 3.5 2.4 3.7 –3.4 1.3

11 Accrual-based deficit of general government –9.5 –5.3 –3.5 –1.1 –4.6 –3.5 –3.6 –1.8 –6.2 –3.9

12 Accrual-based primary balance –1.5 0.7 2.7 4.5 1.8 2.4 2.0 3.3 –1.7 1.3

13 Deficit correction for financial transactions 0.3 –0.1 –0.1 –0.3 –0.1 –0.2 –0.2 –0.2 –0.4 –0.3

14 Deficit of Privatisation and State Holding Company –0.3 –0.5 –0.8 –1.5 –0.8 –0.8 0.0 –0.4 1.4 0.1

15 SNA financing requirement (15=11+13+14 ) –9.5 –5.9 –4.4 –2.9 –5.5 –4.4 –3.9 –2.4 –5.2 –4.0

16 SNA primary balance (16=12+13+14) –1.5 0.1 1.8 2.7 0.9 1.4 1.7 2.8 –0.7 1.2

17 Effect of the pension reform 0.5 0.5 0.4 0.6 0.5 0.5 0.5 0.5 0.5 0.5

18 Demand effect (changes in lines 16 and 17) 1.5 –0.5 –0.9 –2.2 –0.6 –2.9 –1.7 –1.0 3.5 –0.3
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There was a surplus generated on the receipts side, as after
mid-1999 VAT revenues started to return to the normal level.6

Other key factors were faster-than-expected growth and infla-
tion, while only part of expenditures (pension expenditures) fol-
lowed automatically with a time lag. In addition, the lower-than-
expected privatisation revenues also put a brake on spending by
the Hungarian Privatisation Agency (ÁPV Rt.), which was even-
tually financed by surplus budgetary receipts, just like the wage
compensation received by the health and social sector.

In 2000 Q4, net VAT receipts fell off in real terms (see Table

III-6), due to the fact that it was in the final quarter that the annual
growth in VAT refunds, accounted for in terms of the accru-
als-based approach, caught up with the annual growth rate of re-
ceipts. (The VAT refunding system has been subject to several
changes, which have exerted great influence on the sub-annual
timing of refunds. This effect has been removed in principle by
our accruals-based estimation.)

The budget used some of the extra tax revenues to give the
ÁPV Rt. a grant amounting to 1% of GDP. This was because
the company’s privatisation revenues had dried up and there was
a provisional ban on the sales of its reserves held in the form
of shares. Thus, it was short of funds to finance its expenditures
laid down by statute – expenditures to which further items had
been added at the beginning of the year. Thus, the ÁPV Rt. was
also unable to have the expected deficit. This is why the budget
exempted it from its obligatory contributions and advanced
a direct grant in the final quarter. This helped the Agency meet
its expenditures and build up a surplus in the final quarter,
which helped it do away with the small deficit it had accumu-
lated.

In respect of cash benefits to households, pension payments,
which account for nearly 70% of total transfers, were raised with
retroactive effect in 2000 Q4, as provided for by statute and due
primarily to slower-than-expected disinflation.7 Other transfer
payments decreased overall in real terms (in particular with re-
gard to local authorities). Consequently, for the year as a whole,
transfer payments to households did not exceed the level for the
previous year in real terms, despite the rise in pensions. (The fact
that in 1999 pensions were fully adjusted at the beginning of the
year accounts for the different seasonality between the two
years, see Table III-7.)

During the year the extra revenues were used to compensate
health care and social sector workers, in the form of supplemen-
tary payments, for the unfavourable effects of the unexpected in-
flationary development. Paid in the third and fourth quarters,
these sums amounted to 0.1% and 0.05% of GDP, respectively.
Then, during the final days of the year, faster-than-expected eco-
nomic growth and higher revenues prompted the Government
to make another round of unscheduled pension and wage pay-
ments, amounting to 0.3% of GDP. These sums were deposited
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Table III-7 Selected public expenditures* in real terms**

Percentage changes on a year earlier

Per cent

2000

Q1 H1 Q1–Q3
Preli-

minary

Pensions (including disability benefits) –1.7 –1.3 –1.3 1.4

Sick-pay 5.9 12.2 5.0 3.9

Social benefits (central budget) –5.2 –0.8 –2.2 –2.6

Social benefits (local authorities) –12.0 –12.6 –9.7 –8.5

Household transfers, total –2.8 –1.5 –1.8 0.0

Investment (central budget) 21.8 –3.5 0.8 7.9

Investment (local authorities) –5.5 13.0 15.0 9.0

Gross investment expenditure 6.1 4.4 7.7 8.4

* Source: Public sector statistics, therefore this differs from CSO figures.
** Using the price indices for public consumption and investment.

Table III-6 VAT in real terms
Percentage changes on a year earlier

1999 2000

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Domestic VAT revenues* 0.7 1.6 3.7 10.9 19.7 7.2 5.2 4.6

Import VAT refund** 8.9 3.0 0.1 3.2 12.4 4.7 7.1 13.1

Net VAT revenues –9.0 0.5 7.1 18.4 30.0 9.3 3.4 –2.5

* Without further adjustments (for customs surety).
**Based on estimated accrual-based settlement.

6 In the first half of 1999, the timing of VAT receipts temporarily diverged from
in the business cycle.
7 Pensions were raised on the basis of the Swiss indexation method, which
is linked to inflation and net average earnings, with a 30%, 70% weight respec-
tively. Inflation was higher than originally projected, and average net earnings
were also higher by broadly the same rate as the extra inflation (this implies
that the increase in real wages was close to the expected rate).



on an account8 at the end of the year to be paid only in 2001. As
far as the demand effect of this measure is concerned, pensioners
and public sector employees will probably spend these windfall
gains at the time of their receipt. This means that they are to be ac-
counted for as part of the SNA deficit at that date.

The rise in the share of investment projects within expendi-
ture seems to be a favourable development. No factual data are
available on local authorities’ investment spending in the final
quarter. Despite strong growth over the previous few quarters,
we did not expect further growth in real terms for the fourth quar-
ter. By contrast, the central expenditure on institutional invest-
ment projects rose at a higher rate than previously, offsetting the
fourth-quarter drop in the real value of priority projects.

4 External demand

As noted in the December Report, external economic activity
peaked in 2000 Q3, in line with our expectations, while the

fourth quarter witnessed a slowdown in growth. Of the compo-
nents of GDP, both net exports and domestic absorption growth
declined in the euro area. At the same time, there are many signs
pointing towards the likelihood that domestic absorption will
continue to grow at a relatively fast rate: (1) Both consumer and
industrial confidence indices remain high; (2) In 2001, several
large euro-area member countries have implemented major tax
cuts, exerting upward pressure on household disposable in-
come.

In 2000 Q3,9 euro-area GDP growth fell to 2.8% in real terms,
compared with annualised quarterly growth rates of 3.6% for the
previous three quarters. Year-on-year GDP growth was at 3.4% in
real terms, compared to 3.8% in previous quarters (see Tables

III-8 and III-9). The primary cause of this was lower quar-
ter-on-quarter growth in private consumption, which fell to 1.2%
in 2000 Q3, down from 3.2% in the previous two quarters. This
decline had been foreshadowed by the September drop in the
consumer confidence index, due probably to the steadily rising
level of oil prices. Nevertheless, consumer and industrial confi-
dence remained high in the euro area. The quarter-on-quarter
consumer confidence index rose slightly in the fourth quarter,
while the value of the industrial confidence index remained un-
changed relative to the previous quarter. The fourth quarter saw
a minor rise in the number of new cars registered relative to the
quarter before, but the figure was still down in a year-on-year
comparison.
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8 At the end of the year, HUF 94.5 billion was placed on a deposit account. This
sum comprises HUF 35 billion in subsidies for the ÁPV Rt, 40 billion to supple-
ment pensions and wages and HUF 19.5 billion earmarked for home building
projects. These sums are accounted for as part of the budget deficit. On the
other hand the SNA accounting of the ÁPV Rt. subsidies is accounted as im-
provement in the Agency’s balance for last year. The other two items will be
recorded with the SNA deficit in 2001, at the time of the actual payment. (In
2000 Q4, these items together with the other subsidies granted to the ÁPV Rt.
accounted for 4.6% of the 5.4% budget deficit.)
9 Because of the time lag in data publication, GDP statistics for the euro area
are only available until the third quarter.

Table III-8 Main macroeconomic indicators in the euro area I

Percentage change on a year earlier, seasonally adjusted data
Per cent

1999 2000

Q2 Q3 Q4 Q1 Q2 Q3 Q4

Real GDP 2.1 2.6 3.3 3.5 3.8 3.4
Domestic absorption 3.0 3.0 2.8 2.5 3.2 3.1
Private consumption 2.7 2.6 2.6 2.6 3.1 2.5
Public consumption 1.4 1.6 1.5 1.7 1.8 1.6
Gross fixed capital formation 5.6 5.8 5.4 5.4 4.8 4.2
Stockbuilding* –0.1 –0.1 –0.1 –0.4 0.0 0.4
Exports 2.2 5.7 10.3 13.2 12.1 12.1
Imports 4.8 7.1 9.2 10.7 10.6 11.4
Net exports* –0.8 –0.3 0.5 1.0 0.7 0.4
New car registration 8.5 6.6 –0.6 1.5 0.2 –7.8 –3.0
Retail sale 2.2 2.3 3.1 2.5 3.2 2.6

Source: ECB Monthly Bulletin, February 2001.
* Contribution to real GDP in terms of percentage points.

Table III-9 Main macroeconomic indicators in the euro area II

Percentage change on a quarter earlier; annualised, seasonally adjusted data
Per cent

1999 2000

Q2 Q3 Q1 Q2 Q3

Real GDP 4.1 3.6 3.6 3.6 2.8
Domestic absorption 2.8 2.8 2.8 3.6 2.4
Private consumption 3.2 2.4 3.2 3.2 1.2
Public consumption 1.6 1.6 2.8 1.2 0.8
Gross fixed capital formation 7.8 1.2 7.4 3.2 5.3
Stockbuilding* –0.8 1.2 –1.2 0.8 0.4
Exports 12.6 15.2 11.2 9.5 12.6
Imports 9.5 13.0 10.0 10.0 13.0
Net exports* 1.2 0.8 0.8 0.0 0.0

Source: ECB Monthly Bulletin, February 2001.
* Contribution to real GDP in terms of percentage points.
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External demand for Hungarian exports is measured in terms
of the (effective) import and GDP of our main trading partners
weighted with the Hungarian export structure.10 In 2000 Q3, the
year-on-year rise in this weighted GDP and effective imports
stood at 3.1% and 9.5%, respectively. The weighted coincidence
indicator of our main trading partners shows that external de-
mand growth is likely to decline in 2000 Q4 and 2001 Q1 (see

Chart III-8).

In 2000 Q3 and Q4, business conditions in CEFTA countries
did not follow a clear trend, with some countries experiencing a
slowdown and others an up-turn in activity. Poland’s sec-
ond-quarter real GDP growth of 5.2% fell to 3.3% in the third
quarter and 2.2% in the fourth quarter. The Czech economy con-
tinued to expand slightly, with year-on-year GDP growth at 1.9%
and 2.2% in the second and third quarters, respectively. In
Slovakia growth rose from 1.9% in the second quarter to 2.5%.
Thanks to high world prices for energy and commodities, the
economies of the CIS countries continued to grow at a robust
rate, with Russian real GDP up by 6.8% and 7.9% in the third and
fourth quarters, respectively.

According to estimates derived from preliminary data, in 2000
Q4, total exports of goods and services rose by 25% in a
year-on-year comparison, compared with goods and services
imports of 26.8%. In this manner, net exports reduced GDP
growth by 1.7 percentage points. Volume and value data relating
to the balance of trade continued to diverge in the fourth quarter,
due broadly to changes in the terms of trade, which continued to
worsen, although at a somewhat slower pace. In a new develop-
ment, the balance of trade at constant prices also began to show
clear signs of deterioration, due to the fact that the import volume
exceeded the export volume (see Chart III-9). In the fourth quar-
ter, annual euro value indices reflect that import growth, 6 per-
centage points higher than goods export growth, was comprised
of accelerating investment goods imports and a considerable de-
cline in the effect of energy prices.

The balance of services continued to improve, but was unable
to offset the worsening trend in the goods trade, which resulted
in the negative contribution to GDP of the combined balance of
goods and services.

In 2000 Q4, customs-statistics-based exports and imports
amounted to EUR 9,012 million and EUR 10,406 million, respec-
tively. There was a deficit of EUR 1,394 million on the balance of
trade, up by EUR 665 million on a year earlier. For the time being,
the fourth-quarter decline in external business activity does not
seem to have fed through to export figures, since there is no
fall-off in the quarterly growth rate of the trend of either the vol-
ume or the euro value data in a quarter-on-quarter comparison.
There is even evidence of some acceleration in the indices (see

Charts III-10 and III-11). In respect of import figures, trade value
data slowed down slightly and volume data gathered some pace.
As the past two quarters saw systematically higher growth in the
euro value indices of imports than of exports, the cus-
toms-statistics based balance of trade continued to deteriorate
despite strong export growth (see Chart III-12). The new data in-
dicate more and more clearly that the deterioration in the trade
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10 See Quarterly Report on Inflation, June 2000.
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balance reflects a long-term trend, although the worsening in the
terms of trade still remains a major contributory factor (down by
2.6% from 3.1% in the previous quarter).

As noted above, the fourth-quarter export growth did not yet
reflect the slowdown in external demand. Exports to developed
countries remained strong during 2000 Q4 (see Chart III-13). The
pick-up in exports to CEFTA countries, first experienced in 1999
Q1, continued at a steady pace (see Chart III-14). This area saw
the highest growth in demand for Hungarian exports, up by 39%
on an annual basis, exceeding export growth to both developed
countries (26%) and EU countries (24%). Exports to CIS countries
picked up markedly in the fourth quarter, for the first time since
the Russian crisis (see Chart III-15). While previous high growth
rates were essentially due to low base-period values, this time
there was also a clear rise in the trend value in a quar-
ter-on-quarter comparison. This may reflect the effects of an up-
surge in demand stimulated by favourable business conditions in
Russia.

An analysis of the composition of exports (see Chart III-16) re-
veals that durables exports continued to top the list. Short-term
indices indicate that the Q3 recovery in investment goods ex-
ports also continued. Non-durable goods were exported at a
slowly growing rate, while the quarter-on-quarter slowdown in
the trend of intermediate goods exports excluding energy con-
tinued in the fourth quarter. An analysis of the export trends in
the above goods shows that investment goods and durable
goods contributed to total export growth at a markedly higher
rate, simultaneously with a decline in the importance of interme-
diate goods. This suggests that the previous stagnation on the du-
rable goods markets of our main export markets was only tempo-
rary (see Chart III-17).

The SITC breakdown of exports (see Chart III-18) shows that
machinery and equipment exports continued to grow at the fast-
est pace. Accounting for nearly 60% of total exports, this product
category was the driving force behind export growth. This was
equally due to an upsurge in both investment goods and con-
sumer durables exports. Manufactured goods were exported at a
steadily growing rate. Commodity export growth continued to
slow in a quarter-on-quarter comparison, while food exports fell
off.

An analysis of the breakdown of imports shows that in respect
of consumer durables the trends seen in the previous quarter
continued,11 with a growth rate very similar to that of investment
goods. Intermediate goods imports continued to show very high
growth at nearly 40%. Imports of non-durable consumer goods
grew at a basically unchanged rate (see Chart III-19). On the
other hand, there was a plunge in energy import growth in the fi-
nal quarter. At the moment it cannot be determined if this repre-
sents a long-term trend. It seems certain that this may be related
to the unusually mild winter, which has changed seasonality. At
the same time, international energy prices exerted downward
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11 It should be noted that in the December Report we spoke of a decline in con-
sumer durables imports on the basis of the annual rate of trend growth. The
subsequent addition of about EUR 100 million to the third-quarter import fig-
ures led to a fundamental change in the trend data.
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pressure on the import value of certain energy-producing materi-
als in the final quarter.

As a result, final-quarter energy imports contributed to import
growth at a significantly lower rate, whereas investment goods
began to play a greater role. Import growth in respect of the other
product categories remained unchanged (see Chart III-20). In
December we reported a slower increase in investment goods
imports, associated with low investment growth. However, cur-
rently available information and revisions indicate that this effect
must have been only temporary, as investment goods imports
were clearly the driving force behind import growth in the fourth
quarter. This is in line with the temporary slowdown in
whole-economy and machinery investment growth seen in the
third quarter.

Thanks to its continued favourable performance, the services
category contributed to the improvement of the external balance
in 2000 Q4, although to a slightly lower extent than in the previ-
ous quarters. The services balance on the balance of payments
amounted to EUR 414 million, as a result of receipts of EUR 1,924
million and expenditure of EUR 1,510 million, with the surplus
up EUR 72 million on a year earlier.

The improvement in the services balance can be attributed to
the EUR 89 million increase in the travel surplus. The travel bal-
ance for 2000 Q4 recorded a surplus of EUR 579 million, as a re-
sult of EUR 915 million in receipts and EUR 335 million in expen-
diture (see Chart III-21). Seasonally adjusted data indicate that
receipts from tourism increased at an even pace during the year,
with three-month annualised indices and the year-on-year euro
value index growing at 20%.

The fourth quarter witnessed an upsurge in expenditures,
with the euro value index amounting to 29% in a year-on-year
comparison.

The fact that the trend of tourism increased in the fourth quar-
ter (see Chart III-22) is also supported by other data on travel
turnover. The fourth-quarter figure for tourist arrivals was up
15% on a year earlier, compared with a 1% rise in the previous
quarter. For the year as a whole, this figure rose by 8%. The
number of tourist nights spent in public accommodation units
rose by 6% in the fourth quarter, compared with 2% in the third
quarter.

The number of Hungarians travelling abroad rose by 4% for
the year as a whole. The third-quarter decline of 2% was followed
by a 10% increase in the fourth quarter.

The services balance excluding travel worsened slightly in the
fourth quarter, creating a deficit of EUR 166 million as a result of
receipts of EUR 1,009 million and expenditure of EUR 1,175 mil-
lion. This deficit exceeds the figure for 1999 Q4 by EUR 17 million
(see Chart III-23). In a year-on-year comparison, the annual bal-
ance of services other than tourism remains EUR 172 million
better than it was in 1999.

The trend of receipts and expenditures also rose significantly
in the fourth quarter. While the fall in the services deficit recorded
in previous quarters in terms of seasonally adjusted data was
brought about by an increase in receipts and a flat level of expen-
ditures, the fourth quarter witnessed a jump in expenditures. As
the exceptionally high fourth-quarter figures introduced a de-
gree of uncertainty into seasonal adjustment, moving averages
were used to calculate the trend.
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The euro-based, quarter-on-quarter annualised value index
rose by 24% in respect of receipts and 22% in respect of expendi-
tures.

A close look at the performance of the different services re-
veals signs of long-term improvement only in the balance of con-
struction and installation. Although the improvement seen in
2000 in the balance of services other than tourism was apparently
interrupted in the fourth quarter, receipts still rose substantially,
thanks to buoyant external activity and an increase in goods ex-
ports. In respect of expenditures, one-off factors accounted for
the improvement in the previous quarters, and similarly, the up-
surge in fourth-quarter expenditure is also assumed to be due to
a one-off factor and not a long-term change in the trend.

46 NATIONAL BANK OF HUNGARY

III. Demand

-250

-200

-150

-100

-50

0

50

100

150

Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3

-250

-200

-150

-100

-50

0

50

100

150

Original
Seasonally adjusted
Trend

EUR millions

1996 1997 1999 2000

EUR millions

1998

Chart III-23 Balance of other services

0

100

200

300

400

500

600

700

800

900

Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3

0

100

200

300

400

500

600

700

800

900

Original
Trend
Seasonally adjusted

EUR millions

1997 199919981996 2000

EUR millions

Chart III-21 Travel balance

0

100

200

300

400

500

600

700

800

900

1000

Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3

0

100

200

300

400

500

600

700

800

900

1000

Credit Debit

EUR millions

1997 199919981996 2000

EUR millions

Chart III-22 Trend of travel receipts
and expenditures



1 Labour market

In 2000 Q4, certain labour market trends which had been ob-
served during the year took on more definite shape. First, the

economy continued to experience growth in labour use, with a
faster increase in employment and a steady expansion in total
hours worked. On the other hand, average weekly hours worked
rose at a slower pace, but this is regarded as a temporary devel-
opment. The low level of labour reserves continues to give rise to
concerns about labour market tightening within the rapidly
growing sections of the economy. On the other hand, the flat
rates of private sector wage inflation could be seen as a sign of ac-
commodation to the halt in disinflation. In a new development
the earlier upsurge in wage inflation in the trade and repair sector
started to reverse.

The public sector wage index, adjusted for the effect of the
one-off wage payments to health care workers in July 2000, re-
mained broadly at the third quarter level. This implies that there
were no supplementary payments made at the end of the year to
compensate for higher inflation in 2000. This is scheduled for
early in 2001, but its effect on demand may have fed through to
household consumption in the fourth quarter already.

1.1 Labour utilisation

From the point of view of monetary policy, the amount of labour
used to produce marketed goods and services provides key in-
formation on the relationship between labour demand and sup-
ply; the public sector labour force is best analysed in terms of
other indicators.

Labour utilisation can also be measured in terms of the num-
ber of employed and hours worked. The latter indicator can be
regarded as more accurate, being the measure of the actual la-
bour used in the course of production.

The household labour force survey (LFS) of the Central Statis-
tical Office (CSO) classifies every individual engaged in any kind
of income-generating activity as an employed person, regardless
of the type of activity or its legal and tax implications. Thus, from
the perspective of economic theory, the LFS is the most reliable
source of information on private sector employment. This is be-
cause the institutional labour statistics (ILS), an alternative data
source based on the survey of businesses employing over five
people, only provide information on workers who have been of-
ficially registered as employees. Due to the nature of the regula-
tory framework in Hungary, this latter survey introduces system-
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atic bias into the data. In terms of the LFS, whole-economy em-
ployment growth gained momentum in the fourth quarter (see

Chart IV-1), up 1.4% on a year earlier, which implies a high
annualised quarterly rate of 1.7%. Apparently, the slowdown in
the number of employed seen in late 1999 and early 2000 was
only temporary, and the rate of growth seems to be gathering
pace again. This seems to be the case especially in the private
sector, excluding the agricultural sector, where the number of
employed people increased by 2.3% in a year-on-year compari-
son. Manufacturing and construction saw especially strong
growth, up by nearly 5% and over 10% respectively in the fourth
quarter, after removing seasonal effects. Employment figures in
manufacturing can only be tracked using the ILS statistics. These
statistics reflect the continuation of earlier trends, with the ma-
chinery sector and the basic metal manufacturing and metal pro-
cessing sector topping the list in terms of employment growth
(up by 9% and 2% respectively, year on year). There were also
strong increases in respect of market services, with annualised
quarterly growth rates of 3% within trade and repair, 9% within
hotels and catering and 4% within the real estate and business ac-
tivities sector.

The CSO’s ILS survey indicates that the decrease in the num-
ber of people employed in the fiscal sector continued, even
though at a somewhat slower pace. However, as will be shown
below, it was not the white-collar labour force most relevant
from the point of view of the private sector, with special regard to
the labour demand within market services and tightening of the
labour market, that was reduced by the government. It was more
the number of manual workers that declined, with that of
white-collar workers even increasing slightly within public ser-
vices, particularly in education.

The number of total hours worked, which is a better estimate
of effective labour utilisation, paints a similar picture as above.
This may come as a surprise at first, as the ILS estimate for total
hours worked in the private sector in the fourth quarter fell by
3.2% in a year-on-year comparison. This development, which oc-
curred mainly because of the December data and affected all sec-
tors, implies that that the drop in fourth-quarter labour utilisation
from 851 million hours in 1999 to 824 hours in 2000 could be due
to the fourth quarter number of working days being lower than a
year earlier. However, in the absence of data series of sufficient
length, this can only be ascertained in respect of manual labour
in manufacturing.1 Our calculations confirm that the decrease
was indeed caused by the effect of the number of working days.
After correction for this effect, the rise in the amount of hours
worked in the machinery sector and the basic metal manufactur-
ing and metal processing sector remains significant. Despite
flat-to-falling levels in other sectors, the trend of total manufac-
turing hours worked continued to increase (see Chart IV-2). This
implies that the extensive growth in the private sector continued
in the fourth quarter.
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1 Due to the calendar effect, the fourth quarter of 2000 contained four fewer
working days, i.e. 6% less, than the previous year.
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1.2 Labour reserves and the risk
of labour market tightening

In recent years, Hungarian economic growth has been character-
ised by a wide-spread increase in labour use. However, this may
be limited by a shortage of supply should the level of labour re-
serves be inadequate. Over the short term, businesses may re-
spond to such a situation by intensifying the utilisation of the em-
ployed labour force by increasing the average weekly hours
worked. However, such efforts may run against both ‘natural’
and regulatory restrictions. After the possibilities of increasing la-
bour intensity are exhausted, competition for workers may exert
steady upward pressure on real wages, which in due course may
lead to rises in the price of products uncontrolled by foreign trade
competition, possibly eventually slowing down the process of
disinflation. Over the long term, a tight labour market tends to
raise capital-intensity, and even a cutback in production is not
out of question. Therefore, monitoring labour reserves and la-
bour market bottlenecks is a crucial element of central bank anal-
ysis.

The adequacy of labour reserves can be judged in terms of the
“capacity utilisation” of the potential labour force. Let us first look
at the 15–74 age group, which is considered by international
standards as the demographic basis of labour supply. The size of
this group has been steadily declining since the mid-nineties.
Within this group, the proportion of economically active persons
– the actual labour supply – has been increasing since 1998. This
is reflected in the activity (or participation) rate, which rose to
53.8% in the fourth quarter, approaching the level for 1994.
Although this ratio is far below those typical for European coun-
tries, this does not imply that the level of available labour re-
serves equals (100–53.8) = 46.2%.

In the broadest sense, the reserve force of labour within the
15–74 age group consists of the non-employed, which comprise
both the unemployed and the inactive sections of the popula-
tion. The employment rate, which reflects the proportion of em-
ployed people, stood at 50.4% in 2000 Q4, after a steady rise since
1996. Nevertheless, it cannot be said that the proportion of
labour reserves stands at 49.6% as domestic and international
experience shows that the inactive, who are by definition not
even present on the labour market, cannot be regarded as part
of the effective reserve force of labour. The reason for this is that
from the point of view of the central bank, the effective labour
supply comprises the sections that are relatively easy to activate
and that are approximate substitutes for employed people and
therefore exert downward pressure on wages. Excluding the
inactive section and identifying effective reserves with the unem-
ployed, its proportion, represented by the unemployment rate,
sank to 6.3% in the fourth quarter. On the other hand, several
years of vigorous economic growth has already absorbed the un-
employed who were easy to reactivate. This suggests that those
currently unemployed cannot be fully regarded as part of the
effective labour supply, because of the level of their qualifi-
cations, skills and demographic features, etc., in addition to the
low geographical mobility characteristic of Hungary. The contri-
bution of the individual groups to the effective labour supply
can be estimated via microeconomic empirical research (see

Box).
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As noted above, when demand for labour runs into limits in
supply, businesses may respond by a more intensive utilisation
of the people already employed. This is reflected in changes in
average weekly hours worked, for which long data series are
only available in respect of manual workers in manufacturing.
The available data show that the average number of weekly
hours worked has been on a steady rise since 1993. This general
trend was not interrupted in the fourth quarter, although growth
lost momentum and even reversed in respect of certain sectors,
such as the chemical industry (see Chart IV-6).2

1.3 Wage inflation

Our calculations suggest that in the fourth quarter, previous
trends in wage inflation intensified. This means that throughout
most of the private sector wage inflation decreased at a slower
pace, with fourth-quarter rates remaining near the earlier rates
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2 The statistical procedure applied as a means of adjusting for the above-noted
significant fourth-quarter drop in the number of working days slightly modi-
fies our estimates for previous quarters. This is a “natural” consequence of the
method, which leaves evaluation unaffected.

Box IV-1 Estimating effective labour reserves

From the perspective of monetary policy, the labour force is regarded as the capacity available for economic
growth. We will examine if changes in employment could run up against supply-side barriers, which could trigger
higher wages rises. To this end, we will track changes in labour demand and in the available effective labour re-
serves. The latter are defined as comprising non-employed people who, being close substitutes to employed peo-
ple, exert downward pressure on wage growth.

Previously only international experience and economic logic helped us decide which groups of non-employed
may be included with the effective reserve force of labour. The conclusion then was that labour reserves did not
comprise the inactive group in general and the relatively unqualified, unskilled and/or long-term unemployed.
Joint research with the Human Resources Department of the Budapest University of Economics has enabled us to
produce direct empirical estimates on how “strong” the individual groups are in terms of labour supply. The follow-
ing section presents our preliminary results on the classification of unemployed people according to education
qualifications.

The research confirms our previous conjecture: the probability that groups with relatively unfavourable charac-
teristics will receive a job is lower than average. Chart IV-4 depicts relative probabilities for the years 1998–2000. Ap-
plying these indicators as weights to the individual groups will give a numerical estimate for the effective reserve
force of labour and the unemployment rate (see Chart IV-5). Our calculations show that by late 2000 the proportion
of effective unemployment had sunk well below that indicated by the traditional unemployment rate. This suggests
that private-sector labour demand may indeed lead to a risk of labour market bottlenecks.
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(see Chart IV-7). This is due to the interruption of the disinflation
process: thanks to the flexibility of domestic wage bargaining,
wages managed to accommodate to changes in the rate of infla-
tion.

An analysis of the different branches of the private sector re-
veals that the divergence in wage growth seen in 2000 became
even more marked during the fourth quarter. In the second half
of 2000, wage indices for manufacturing and trade and repair
were relatively high, while those for other market services, ex-
cluding the latter category, were low, in contrast to the indices for
1998 and 1999. This may be due to the combined effect of three
developments. First, labour market tightening caused by robust
manufacturing growth exerted upward pressure on the manu-
facturing wage index. Second, excessive demand seen within
market services declined relative to 1998. Third, the jump in trade
and repair wage indices may be due to measurement problems
generated by the ongoing restructuring of the sector.

Within manufacturing, wages in the machinery sector and the
basic metal manufacturing and metal processing sector are of
interest because of the potential labour-market bottlenecks.
Fourth-quarter wage inflation rates in these branches were
above average, just as previously. This was partly due to above-
average growth in productivity in respect of these industries and
partly to labour market tightening as a result of the brisk increase
in the number of employed people seen in recent years. There
was an overall slowdown in the wage inflation of other market
services, excluding trade and repair. As noted in the December
Report, the trade and repair category produced exceptionally
high rates of wage inflation in 2000, relative to 1998 and 1999. As
noted, the current large-scale restructuring of trade services
makes it difficult to evaluate changes in the price of “one unit of
work”. The category’s wage index decreased considerably in the
fourth quarter, which might imply that the nature of “the work”
measured in the base period and the period under review now
correspond, and that there was an easing in relatively excessive
demand for labour, caused by the rapid growth in the number of
employed people.

Table IV-1 shows wage inflation indices based on wage pay-
ments received on a regular basis as adjusted for the effect of
changes in the number of hours worked. As wages always con-
tain “fixed monthly” components which are paid regardless of
the hours worked, there is an upward bias in the wage inflation
indices because of the 5–6% drop in hours worked seen in the
fourth quarter. The high Q4 figures could imply that wage indices
declined to a lesser extent than could have been expected on the
basis of the drop in the hours worked – and probably in the value
produced. This is equal to deterioration in enterprises’ per-unit
profitability (see more in section 3). However, if this was really
due to the sudden drop in the number of hours worked, then it
can be viewed as a temporary development.

In respect of public services, the figures in the table are appro-
priate as they are not distorted by the hours worked. As noted in
the December Report, the one-off wage payment received by
health-care workers in July – not incorporated into basic wages -
exerted considerable upward pressure on the sector’s third-
quarter wage index. Due to the one-off nature of the measure, its
effect has been removed from the indices. Thus, the corrected
public sector indices for the fourth quarter were similar to those
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series.

Table IV-1 Wage inflation*
Per cent

Average
for

1999

2000

Q1 Q2 Q3 Q4
Average
for the
year

Manufacturing 16.1 12.7 14.2 14.4 15.8 14.3
Trade 14.2 17.1 18.5 18.3 17.9 18.0
Other private sector services 17.4 12.0 12.3 12.2 15.6 13.0
Private sector 15.8 12.8 13.7 13.9 15.9 14.1

Public sector 17.0 12.1 9.7 11.2 11.5 11.1
Total 16.2 12.6 12.5 13.1 14.5 13.2

* Data on the private sector: wage payments received on a regular basis, adjusted for
changes in hours worked. Public services: excluding one-off health-sector payments in July
2000. The National Bank’s own calculations.



obtained for the third quarter. This implies that higher-than-
expected inflation did not lead to any wage compensation at the
year-end. Nevertheless, as prospective payments also tend to
have an effect on household consumption, it cannot be ruled out
that the payments promised for early in 2001 had an impact on
demand at the end of 2000.

2 Capacity utilisation

In 2000 Q4, growth in average capacity utilisation3 in the manu-
facturing industry continued at a slow pace in terms of the sea-

sonally adjusted data, reaching its ten-year peak in this quarter
(see Chart IV-8). Dynamic output and export growth, which
moderated somewhat relative to the first nine months, and
slightly stronger investment activity were the factors at work in
achieving such a high level of capacity utilisation. The utilisation
of technical capacities was above average in respect of machin-
ery and building materials manufacturing.

The relationship between technical capacities and prospec-
tive demand for the coming 12 months in terms of seasonally ad-
justed data reflected the continuation of the rise in the proportion
of firms reporting a shortage of capacities. In a new development
not seen since 1999 Q2, the fourth quarter saw a slight rise in the
weight of firms expecting excess capacities. This is probably due
to the fact that manufacturing firms expect slower output growth
in the coming months (see Charts IV-9 and IV-10).

Just as in the third quarter, the fourth-quarter share of firms re-
porting a shortage of capacities relative to prospective sales pos-
sibilities was high in the construction and machinery industries,
predominantly affecting large exporters located in Budapest
(and vicinity). Mostly machinery manufacturers were dissatisfied
with the quality and technological standard of capacities.

3 Competitiveness

In 2000 Q4, the nominal effective exchange rate index of the fo-
rint depreciated by 6.1% on a year earlier, thanks largely

to cross exchange rate movements – most notably the weakening
of the dollar against the euro – (accounting for roughly 2%).
Despite these favourable cross exchange rate movements, con-
ducive to competitiveness, price-based indicators continued to
be characterised by a trend of real appreciation, but at a rate
which reflected no major change from the point of view of com-
petitiveness. The CPI-based real exchange rate appreciated by
around 1% in real terms, relative to a year earlier (see Chart

IV-11), which is in line with the growth in real appreciation ex-
pected over the long term. The manufacturing-price-based real
exchange rate index continued to increase at a buoyant pace (see

52 NATIONAL BANK OF HUNGARY

IV. Supply

Q1Q3Q1Q3Q1Q3Q1Q3Q1Q3Q1Q3Q1Q3Q1Q3Q1Q3Q1Q3Q1Q3Q1Q3Q1Q3

60

65

70

75

80

85

Per cent

60

65

70

75

80

85

Per cent

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Chart IV-8 Average capacity utilisation
in manufacturing*

* Seasonally adjusted data. Source: Kopint-Datorg.
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Chart IV-9 Share of manufacturing firms
with a shortage of capacities, relative to prospective
orders*

* Seasonally adjusted data. Source: Kopint-Datorg.
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Chart IV-10 Share of manufacturing firms
with a surplus of capacities, relative to prospective
orders*

* Seasonally adjusted data. Source: Kopint-Datorg.

3 The survey used as the source of the above information did not cover a
few large multinational companies with manufacturing operations in Hungary
– which carry exceptional weight on account of their sales revenues. (The situ-
ation and Short-term Prospect of Manufacturing and Construction Industry
Enterprises in January 2001, a quarterly survey of the business cycle, by
Kopint-Datorg, January 2001).



Chart IV-12), with annual appreciation amounting to over 4%.
This was again almost fully due to the composition effect, dis-
cussed in previous Reports. Therefore, the index from which the
composition effect is removed appreciated by hardly 1% in real
terms. 4

It has been unfavourable from the aspect of competitiveness
that the real depreciation in the unit labour-cost-based indicator,
uninterrupted since 1995, appeared to come to a halt during the
final quarters (see Chart IV-13). While manufacturing investment
growth slowed down and manufacturing productivity also im-
proved at a lower rate in 2000, against the backdrop of less buoy-
ant activity, wages in the manufacturing industry rose at a steady
rate of roughly 15%.5
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exchange rates based on manufacturing wholesale
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4 As described in the December Report, the manufacturing-price-based real
exchange rate, adjusted for the composition effect, applies identical weights
to foreign and domestic price indices for the individual industries. This way
the statistical distortion arising from the difference between the compositions
of the Hungarian and the foreign manufacturing sector is removed from the
index.
5 It should be noted, however, that the slowdown in productivity per em-
ployed person was largely due to the decrease in the hours worked. (For a de-
tailed description of changes in hours worked, see section 1 of IV.) However,
this drop in worked hours is not reflected in the wage indices. Provided this is
due to the lower adaptability of wages (presence of fixed components, etc.),
then the halt in the improvement of competitiveness can be regarded as a tem-
porary development. If, however, the underlying cause is a tightening in
the labour market, then it may also reflect a lasting change in producers’ profit-
ability.



1 Net saving position

The Hungarian economy continued to suffer from price losses
seen since mid-1999, even though the terms of trade seemed

to be worsening at a slower pace during the final quarter of 2000,
compared with the exceptionally fast rate measured in 2000 Q3.
In addition to the loss in the terms of trade, the increase in domes-
tic demand played a gradually greater role in the 3.1 percentage
points year-on-year deterioration in the balance of trade at cur-
rent prices. Domestic economic agents’ stronger demand and the
worsening terms of trade led to a rise in the real-economy financ-
ing requirement. In addition to faster consumption growth, in-
vestment (which is relatively import intensive) also began to ex-
pand. The near-term prospect is that there will probably be a
slight improvement in the terms of trade, which is expected to
put a brake on further deterioration in the balance of trade.

Against the backdrop of a nominal deterioration in the bal-
ance of goods and services, the effect of profit repatriation
through foreign residents’ current transfers declined by 2.4 per-
centage points.1 The deterioration in the trade deficit and the de-
crease in net profit transfers led to a 0.7 percentage points in-
crease in Hungary’s net financing requirement, amounting to
about 6.3% of quarterly GDP. The trend of the GDP-propor-
tionate deficit on the current account of the balance of payments
also worsened (see Chart V-1).

Disposable income increased and the striking discrepancy be-
tween the two years characterising the distribution of general
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1 As far as foreign current transfer payments were concerned, unrequited
transfers had a neutral impact as a proportion of GDP (adjusted for the struc-
ture of GDP), while income transfers improved equilibrium position by over
2.4 percentage points. At the same time, cash-flow lags could have also played
a role since the GDP-proportionate balance of net foreign market transfers
peaked during 2000 Q3 relative to the same periods of the last few years. This
may be a natural consequence of a steady expansion in foreign ownership
stakes, but the effect of cash-flow time lags between the two quarters may also
be a factor.
2 The discrepancy between the published and the theoretical current account
of the balance of payments stems from the fact that the Hungarian balance of
payments statistics are still based on the cash-flow concept. This implies that
they ignore transactions between Hungarian residents and foreign residents
where there are no money flows involved. Furthermore, it may also occur that
money flows that can be seen as revaluation in terms of economic theory are
recorded as transactions. Another factor to blame for the discrepancy is that
there may be a timing difference between real transactions and payment
flows. The smaller the measured interval, the larger the relative discrepancy,
i.e. the size of the difference between the data measured in terms of the accru-
als concept and those based on the cash-flow concept, as is illustrated by the
quarterly data in the balance of payments current account and the net external
financing requirement.
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Chart V-1 Seasonally adjusted net financing
requirement and current account deficit as
a percentage of GDP*

*Net financing requirement denotes the saving – investment balance of the econ-
omy adjusted for inflation, which in turn defines a theoretical current account bal-
ance.2



government3 and private sector income4 over the previous few
quarters declined. Comparison is rendered difficult by the fact
that the loss incurred as a result of natural disasters and the steady
deterioration in the terms of trade in 1999 caused stron-
ger-than-usual fluctuations in economic agents’ income posi-
tions.5 In the final quarter of 2000, the general government ex-
panded demand,6 which led to a 2-percentage-point rise in the
public sector financing requirement as a proportion of GDP. This
was accompanied by higher private sector consumption and in-
vestment spending, which, however, did not push up their net fi-
nancing requirement. Retained earnings boosted companies’
own resources to an extent which allowed a drop (of roughly
1.4 percentage points) in private sector demand for funds in the
final quarter. Thanks to weaker profit repatriation flows, the in-
creased spending by domestic economic agents and continuing
high losses due to deteriorating terms of trade, Hungary’s exter-
nal financing requirement only increased by about 0.7 percent-
age points, at a much lower rate than that of the worsening in the
balance of trade.

In 2000 Q4, household-sector disposable income grew basi-
cally at the same rate as GDP. In contrast, total household spend-
ing rose faster than income, which reduced net household fi-
nancing capacity by roughly 0.5 percentage points to 2.9% (as a
proportion of GDP). During the final quarter, household con-
sumption rose at a faster pace than household disposable in-
come. This was accompanied by stronger investment spending
as a result of government subsidies encouraging home building
projects. At the same time, the portion of incomes going into fi-
nancial savings tapered off. Household borrowing continued to
expand. This trend is also being supported by the development
of money markets, which is facilitating the reallocation of house-
holds’ financial assets towards a portfolio marked by a higher
debt-to-income ratio.

With robust economic growth, corporate-sector7 disposable
income increased by 2.4 percentage points as a proportion of
GDP in 2000 Q4. This development was due to several tempo-
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3 As in the December Report, the Hungarian Privatisation and State Holding
Company (ÁPV Rt.) is no longer recorded in the corporate data section, but
within the general government data. This is because the APV Rt. is engaged in
quasi fiscal operations and is also treated by official (CSO) statistics as part of
the general government. (The fact that until now the Bank did not fully rely on
the official statistics in the ‘savings and investment balances’ was due to an ab-
sence of sufficient information.) Recently there have emerged other justifica-
tions grounded in economic theory in support of the transfer of the APV Rt.
Until now, the Agency’s operations were much more balanced and its expen-
diture was funded by its privatisation revenues. With these resources begin-
ning to dry up, the importance of central budget reallocation has strength-
ened, bringing about major fluctuations in the income positions of the two
types of public organisations. This may also conceal the real role of the gen-
eral government in controlling demand. The consolidated combined balance
shows a more balanced impact.
4 Denoting companies and households.
5 In the first half of the year, government receipts fell short of the projected
level, simultaneously with unscheduled expenses, putting temporary up-
ward pressure on private sector income. From the middle of the year, how-
ever, the effect of government tightening and the terms of trade led to an im-
provement in general government financing.
6 Nevertheless, for the year as a whole, the general government continued to
have a demand-contracting effect.
7 The term ‘corporate sector’ refers to non-financial companies, financial
companies and non-profit business units.



rary and contrasting factors: a) The GDP-proportionate indicator
was at a low in the same period of the previous year due to a
number of restrictive government measures at the time and
losses incurred as a result of worsening terms of trade. Available
data suggest that costs continued to increase in 2000 due to the
fact that the adverse impact on corporate profitability of the dete-
riorating terms of trade was not offset by a comparable reduction
in nominal labour costs. This is primarily attributable to internal
structural effects. As some of the market participants (concurring
with international expectations) did not expect world energy
prices to remain persistently high, the resulting costs exceeded
their expectations. At the same time, those segments of the econ-
omy which increased export volume at a robust rate were able to
rely on this volume surplus to offset the loss caused by the deteri-
oration in the terms of trade.8 b) The level of companies’ own fi-
nancial assets increased as current transfers by foreign residents
fell off significantly, putting upward pressure on the proportion
of profits ploughed back into business. c) There was a change in
the income relations between the government and the corporate
sector. While in the same quarter of 1999 the government played
a restricting role (due presumably to deferred payments of cur-
rent and capital transfers during the year), in the final quarter of
2000, the government expanded demand, improving the finan-
cial situation of firms (see Table V-1).

56 NATIONAL BANK OF HUNGARY

V. External equilibrium

Table V-1 Inflation-adjusted savings and investment by sectors as a percentage of GDP*

Per cent

1998 1999 2000

Year Q1 Q2 Q3 Q4 Year Q1 Q2 Q3 Q4 Year

Gross domestic product 100 100 100 100 100 100 100 100 100 100 100

+ net income transfers –4.0 –2.1 –4.1 –2.6 –4.8 –3.5 –2.1 –5.8 –3.4 –2.4 –3.4

+ unrequited transfers 2.2 1.6 1.9 2.3 2.0 2.0 2.1 2.3 2.2 2.0 2.1

Disposable income** 98.2 99.6 97.8 99.7 97.2 98.5 100.0 96.5 98.8 99.6 98.7

– households 70.9 75.3 70.3 70.9 69.9 71.5 74.0 69.0 71.1 71.0 71.2

– corporate sector 14.8 16.0 17.0 16.6 10.2 14.8 12.0 14.9 12.9 12.6 13.1

– public sector 12.5 8.3 10.5 12.2 17.1 12.3 14.0 12.6 14.7 16.0 14.4

Final consumption 72.4 77.8 73.2 72.6 71.9 73.7 77.1 72.7 73.4 73.0 74.0

– household consumption 62.3 66.6 63.1 63.0 62.5 63.7 66.3 62.9 64.0 63.7 64.2

– public consumption 10.2 11.2 10.2 9.6 9.4 10.0 10.8 9.9 9.5 9.3 9.8

Gross savings*** 25.7 21.8 24.6 27.1 25.3 24.8 22.8 23.7 25.4 26.5 24.7

– households 8.7 8.7 7.2 7.9 7.4 7.8 7.7 6.2 7.2 7.3 7.1

– corporate sector 14.8 16.0 17.0 16.6 10.2 14.8 12.0 14.9 12.9 12.6 13.1

– public sector 2.3 –2.9 0.3 2.6 7.7 2.2 3.2 2.7 5.2 6.7 4.6

Net capital transfers

– households 0.2 0.4 0.3 0.3 0.3 0.3 0.4 0.3 0.4 0.4 0.4

– corporate sector 1.4 0.6 0.9 1.2 2.0 1.2 1.6 0.9 0.8 2.5 1.5

– public sector –1.6 –1.0 –1.2 –1.5 –2.3 –1.5 –2.0 –1.2 –1.2 –2.9 –1.9

Investment 29.7 26.5 29.4 27.9 30.9 28.8 27.7 29.6 29.4 32.8 30.0

– household investment 4.2 5.2 5.2 5.8 4.2 5.1 5.6 4.7 4.5 4.8 4.9

– corporate investment and inventories 21.7 18.7 21.4 18.8 20.5 19.9 19.5 22.5 21.2 21.3 21.1

– public investment 3.8 2.6 2.8 3.2 6.2 3.8 2.6 2.5 3.8 6.7 4.0

Net foreign financing requirement –3.9 –4.7 –4.9 –0.7 –5.5 –4.0 –4.9 –5.9 –4.1 –6.3 –5.3

Financing capacity of households 4.7 3.9 2.3 2.4 3.5 3.0 2.4 1.9 3.1 2.9 2.6

Corporate sector financing requirement –5.5 –2.1 –3.5 –1.0 –8.2 –3.9 –5.8 –6.7 –7.5 –6.3 –6.6

Public sector financing requirement –3.2 –6.5 –3.7 –2.1 –0.8 –3.1 –1.5 –1.0 0.2 –2.9 –1.3

Notes: Bank estimates, preliminary data. Due to rounding, the individual figures do not sum up to the rounded totals.
* Indicators approximate the accruals concept. Savings do not contain forint effects from exchange rate changes on household deposit and credit portfolios. Interest expenditure in the general government balance

is presented using the accruals concept, and the Hungarian Privatisation and State Holding Company is part of the public sector (SNA-based deficit).
**Disposable income includes the sum of the gross domestic product for the given period and the balance of the income transfers and unrequited transfers to non-residents and by non-residents to Hungary (accord-

ing to balance-of-payments statistics).
*** Gross saving = disposable income (gross, i.e. including the value for depreciation in the given year) less final consumption.

8 This is suggested by the results of surveys conducted by TÁRKI Social Re-
search Center Inc on the situation and prospects of the largest manufacturing
firms.



All in all, companies were able to increase the level of their
own financial assets to such an extent that the corporate sector fi-
nancing requirement decreased despite the expansion in invest-
ment spending. Factors at work in this increase in investment
spending at current prices include changes in the price structure
pushing up expenses.9 Corporate-sector investment volume also
increased by approximately 5.5–6%. Budgetary subsidies (cf. the
Széchenyi Plan) and a favourable change in the terms of trade
may further increase the proportion of firms’ own financial assets
the near future, enabling them to maintain or possibly curb their
financing requirement as a percentage of GDP simultaneously
with stronger investment activity.

2 Current account
and its financing

In 2000 Q4, the deficit on the current account of the balance of
payments amounted to EUR 928 million, higher than the level

justified by normal seasonality (see Table V-2). Although the
trend of the balance of services continued to improve slightly,
there was still a significant deterioration in the balance of goods.
At the same time, the balance of transfers followed a slightly
downward trend (see Chart V-2). In contrast with previous quar-
ters, this was the result of the trend of net transfers of incomes
earned on debt-type investments. On the other hand, the trend of
net non-debt income transfers improved during the fourth quar-
ter, thanks to the significantly lower-than-expected level of profit
transfers in December. Thus, the prediction by the December Re-

port proved correct, as the deteriorating trend of the balance of
goods pushed up the annual current account deficit in nominal
terms to a value nearly identical to that seen in 1999. This has
been the primary influence on the position of the seasonally ad-
justed current account (see Chart V-3).10

In addition to the significant deficit on current account there
was a net capital outflow of EUR 123 million, linked to the items
of non-debt-generating investments, while the current deficit
was financed by a net capital inflow of EUR 900 million into
debt-type investments (see Table V-3).

In respect of non-debt-generating items, net equity purchases
and the acquisition of ownership stakes within foreign direct in-
vestment amounted to merely EUR 104 million as a result of an in-
flow of nearly EUR 500 million and an outflow of EUR 400 mil-
lion. However, nearly three quarters of the outflow is accounted
for by the financial settlement of a MOL Hungarian Oil and Gas
PLC investment in Slovakia, which had been made public some
time previously. Although the remaining amount is higher than
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Chart V-2 Real-economy transactions
and the trend of the transfer balance

Table V-2 Current account

EUR millions

1999
Q4

2000
Q4

Change
1999
Q4

2000
Q4

Change

l Goods –612 –1,095 –483 –2,054 –2,596 –543

Credit (exports) 5,957 7,764 1,807 20,521 27,560 7,038

Debt (imports) 6,569 8,859 2,290 22,575 30,156 7,581

2 Services 342 413 71 1,315 1,939 625

Travel, net 490 580 89 2,078 2,533 455

Other services, net –148 –166 –18 –763 –593 170

3 Incomes –603 –332 271 –1,557 –1,705 –149

On debt, net –453 –120 332 –857 –883 –26

On non-debt, net –151 –212 –61 –704 –825 –121

Wages, net 0 0 –1 4 3 –1

4 Current transfers 103 87 –16 320 442 121

Current account

(=1+2+3+4) –770 –928 –158 –1,975 –1,921 55
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Chart V-3 Current account

9 While the investment price index was nearly 1 percentage point lower than
the GDP deflator in 1999, it was 1.5 percentage point higher in 2000 Q4.
10 With the end of the fourth quarter there was a full year available for analys-
ing the time series of the current account of the balance of payments. This en-
abled us to re-estimate the seasonal components and the models determining
the ARIMA representation. Consequently, however, the resulting trend revi-
sion is much larger than that applied to the data included in the quarterly re-
ports during the year. The time series model used for seasonal adjustment in
respect of services other than tourism and non-debt incomes has been revised
to a large extent.



the usual quarterly averages, it is by no means unprecedented.
Net portfolio equity purchases abroad comprised an outflow of
EUR 226 million, on an approximately equal measure with the
figures for the previous two quarters. This involved somewhat
lower net equity purchases abroad by Hungarian residents (EUR
30 million), while foreign investors sold off Hungarian shares of
EUR 200 million in net terms during the quarter. A look at the dis-
tribution of securities transactions11 reveals that financial enter-
prises (above all, insurance companies and pension funds) were
the largest domestic equity purchasers, but non-financial firms
also played a significant role. The factors to blame for the ongo-
ing withdrawal of foreign capital include the general lack of con-
fidence in East European stock markets, weak third-quarter busi-
ness performance and the uncertainty surrounding Borsodchem.
This latter affair even marred the reputation of Hungarian finan-
cial supervision, which had enjoyed exceptionally high esteem
in Eastern and Central Europe.

In respect of debt-type financing, medium-term borrowing by
the National Bank and the Government had a neutral balance, as
the EUR 400 million issue in November was largely offset by re-
payments in October and December. Foreigners bought govern-
ment securities amounting to EUR 313 million in net terms, prov-
ing that it is not the Hungarian capital market as a whole but only
the equity market that foreign residents have become reluctant to
invest in. Another favourable development is that growth was
stronger at long maturities than at short maturities. Alongside a
net inflow of EUR 250 million into short portfolio and other in-
vestments, transactions affecting the foreign exchange reserves
increased claims on non-residents by EUR 288 million (including
EUR 130 million of intervention-type foreign exchange pur-
chases).

Net private sector borrowing amounted to over EUR 500 mil-
lion in 2000 Q4, of which credit institutions accounted for EUR
100 million. This fell far short of the increase in direct borrowing
abroad. On the whole, corporate sector borrowing during the
quarter amounted to over EUR 400 million. In respect of
intercompany loans, there was a net capital inflow of EUR 110
million during the quarter, involving almost exclusively subsid-
iaries established in Hungary.

The capital account, comprising transactions in unrequited
capital transfers, non-produced and non-financial assets,
showed a surplus of EUR 122 million in the fourth quarter.

3 International investment
position

As a result of the high deficit on the current account of the bal-
ance of payments, there was a shift in the net international

investment position, pushing up net foreign liabilities from EUR
30.5 billion at end-September to EUR 31.3 billion at end-De-
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Table V-3 Financing the current account
EUR millions

1999.
Q4

2000.
Q4

Change
1999.
Q1–Q4

2000.
Q1–Q4

Change

(1) Current account deficit 770 928 158 1,975 1,921 –55
(2) Total financing 648 774 126 2,200 1,705 –495

– non-debt (=2b.1+2c.1) 639 –123 –762 2,457 474 –1,984
– debt (=2a+2b.2+2c.2) 9 897 888 –257 1,232 1,489

(2a) NBH and the government

(=2a.1+2a.2) –399 273 672 –1,023 –343 679

(2a.1) Debt transactions 570 562 –8 1,219 815 –404
– o/w government

securities 412 313 –99 601 1,132 531

(2a.2) International reserves –969 –288 680 –2,242 –1,158 1,083

(2b) Private sector

(=2b.1+2b.2) 324 287 –37 1,588 517 –1,072

(2b.1) Equity transactions 240 –226 –466 1,141 –664 –1,806
– Credit institutions 178 –32 –209 182 28 –154
– Corporate sectors 62 –194 –257 959 –692 –1,651
(2b.2) Debt transactions 84 513 429 447 1,181 734
– Credit institutions 135 100 –35 116 1,236 1,120
– Corporate sectors –51 414 464 331 –55 –386

(2c) Direct investment

(=2c.1+2c.2) 723 214 –509 1,635 1,532 –102

(2c.1) Equity capital 399 104 –296 1,316 1,138 –178
– in Hungary 503 497 –6 1,552 1,759 207
– Abroad –104 –394 –290 –236 –621 –385
(2c.2) Intercompany loans 324 110 –214 319 394 76
– in Hungary 312 113 –199 321 376 55
– Abroad 12 –3 –15 –2 18 21

(3) Capital account 69 122 53 31 298 267

NEO (=1–2–3) 52 32 –21 –256 –83 174

11 Comparison is made difficult by the fact that in respect of equities only secu-
rities traded on the stock exchange are recorded in the securities statistics,
whereas the balance of payments also includes the turnover in OTC markets.
Furthermore, the statistics on securities do not differentiate between transac-
tions in terms of direct investment and portfolio investment.



cember (see Table V-4). Net foreign liabilities in the form of
non-debt elements remained unchanged, due basically to
cross-exchange-rate and stock price changes. By contrast,
debt-type net foreign liabilities rose from EUR 11.5 billion to EUR
12.2 billion (see Chart V-4). Net foreign debt calculated exclusive
of foreigners’ forint-denominated government security holdings
and intercompany loans rose to EUR 6.3 billion by the end of the
fourth quarter. The level of international reserves rose to EUR
12.1 billion. The relatively small increase can be attributed to
cross exchange rate changes due to the strengthening of the euro
(in November and December).

In respect of non-debt foreign assets, Hungarian residents’ di-
rect investments abroad excluding intercompany loans rose to
EUR 1.9 billion. The relatively low rise in the stock of outward
FDI despite substantial direct investments abroad can be attrib-
uted to the fact that the majority of investments are accounted in
dollars, their original denomination. Thus, despite the large-
scale Slovakian investment by MOL, FDI rose by only EUR 160
million due to the weakening of the dollar against the euro. The
level of foreigners’ portfolio equity investments rose to approxi-
mately EUR 250 million. Foreigners’ stock of FDI in Hungary ex-
clusive of intercompany loans amounted to EUR 18 billion at the
end of the fourth quarter, while their portfolio equity holdings
fell from EUR 3.6 billion to EUR 3.2 billion. The stock exchange
index dropped by 1,400 points to below 6,900 points from early
October to late November, rising again by nearly 1,000 points in
the course of December. The plunge in stock market prices ac-
count for roughly EUR 200 million of the total decrease in
fourth-quarter equity holdings.

The two key factors in the increase of debt-type net foreign lia-
bilities were the decline in the stock of financial derivatives in-
cluded within the portfolio claims on foreign residents and the
increase in the level of corporate sector direct borrowing.

Total debt-type investments (excluding forint-denominated
government securities and intercompany loans) constitute net
foreign-exchange-denominated foreign debt. This debt rose
from EUR 6 billion at the end of the third quarter to 6.3 billion,
largely as a result of the pick-up in the corporate sector’s direct
borrowing abroad. As the net foreign debt of the Bank and the
Government remained virtually unchanged, claims on foreign
residents for the public sector as a whole exceeded liabilities (see

Table V-5). Gross foreign debt rose to EUR 26.9 billion, with the
private sector’s share exceeding that of the public sector for the
first time.
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V. External equilibrium

Table V-4 International investment position
EUR billions

1999 2000

Dec. Sep. Dec.

Net international investment position (=1–2) –30.4 –30.5 –31.3
– non-debt (=1a.1+1b.1–2a.1–2b.1) –19.1 –19.0 –19.0
– debt (=1a.2+1b.2+1c+1d–2a.2–2b.2–2c) –11.4 –11.5 –12.2
(1) Foreign assets (=1a+..+1d) 19.1 23.0 23.0
(1a) Direct investment abroad 1.6 2.0 2.2

(1a.1) Equity capital 1.4 1.8 1.9
(1a.2) Other capital (intercompany loans) 0.2 0.2 0.2

(1b) Portfolio investment 1.2 2.1 1.7
(1b.1) Equity securities 0.1 0.2 0.2
(1b.2) Debt securities 1.2 1.9 1.4

(1c) Other investment 5.6 6.9 7.1
(1d) International reserves 10.8 12.0 12.1
(2) Foreign liabilities (=2a+..+2c) 49.6 53.6 54.2
(2a) Direct investment in Hungary 19.1 20.7 21.4

(2a.1) Equity capital 16.2 17.4 18.0
(2a.2) Other capital (intercompany loans) 2.9 3.3 3.4

(2b) Portfolio investment 16.9 16.4 16.2
(2b.1) Equity securities 4.3 3.6 3.2
(2b.2) Debt securities 12.6 12.8 13.0

(2c) Other liabilities 13.5 16.5 16.7

MEMORANDUM ITEMS
(M) Government securities held by foreigners 1.7 2.5 2.8
Gross foreign debt* (=2b.2+2c–M) 24.4 26.8 26.9
Net foreign debt* (=2b.2+2c–M–1b.2–1c–1d) 6.9 6.0 6.3

* Excluding non-Hungarian residents’ holdings of government securities and intercompany
loans.

Table V-5 Composition of foreign debt* by sectors

December 1999 September 2000 December 2000

EUR
billions

%
EUR

billions
%

EUR
billions

%

(1) Gross foreign debt

(=1a+1b) 24.4 100.0 26.8 100.0 26.9 100.0

(1a) NBH and government 13.4 54.9 13.6 50.8 13.3 49.3

NBH 9.8 39.9 9.9 36.7 9.2 34.1

Government 3.7 15.0 3.8 14.1 4.1 15.2

(1b) Private sector 11.0 45.1 13.2 49.2 13.6 50.7

Credit institutions 5.5 22.6 6.3 23.3 6.1 22.8

Corporate sector 5.5 22.5 6.9 25.9 7.5 27.9

(2) Net foreign debt

(=2a+2b) 6.9 100.0 6.0 100.0 6.3 100.0

(2a) NBH and government 1.3 19.3 –0.2 –3.6 –0.2 –3.0

NBH –1.9 –26.8 –3.5 –59.1 –3.9 –61.2

Government 3.2 46.1 3.3 55.5 3.7 58.2

(2b) Private sector 5.6 80.7 6.2 103.6 6.5 103.0

Credit institutions 2.0 28.4 3.1 51.2 3.1 48.8

Corporate sector 3.6 52.3 3.1 52.4 3.4 54.2

* Excluding government securities held by foreigners and intercompany loans.
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„The Quarterly Report on Inflation“ is published by the National

Bank of Hungary with the aim of providing the general public with

regular information on the current and expected state of inflation

as well as the Bank’s interpretation of macroeconomic develop-

ments determining inflation. Wider access to information on

monetary policy objectives is expected to lead to a better under-

standing of the Bank’s policy responses.

The goal of this publication is to describe and interpret the develop-

ments of the preceding quarter.1

� � �
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1 The previous issues of the “Quaterly Report on Inflation” are available on the home page of the National Bank of Hungary.
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The goal of the National Bank of Hungary is to achieve price stability and a sustainable decline
in inflation. The predictability and moderate interest rates associated with a low inflation are

both factors which foster long-term, rapid economic growth. A crawling peg exchange rate re-
gime is the main instrument which is used to help achieve the inflation target. Such a regime facil-
itates the development of a nominal path which does not endanger the country’s external bal-
ance, while simultaneously ensuring convergence of the domestic inflation rate towards the level
of Hungary’s main trading partners.

In January 2001 the consumer price index (CPI) stood at 10.1%, reflecting a slow decline rela-
tive to 2000 Q3. The annual core CPI calculated by the Central Statistical Office (CSO) was 9.7% in
January, while the National Bank’s core index rose to 10.5%. The inflation differential relative to
the euro area has hovered in the 7.5–8% range for the past six months. For a considerable time
economic policy did not respond to the temporary interruption in convergence by changing the
nominal path of the exchange rate. The rate of devaluation has not been cut by the Government
or the central bank for one year, since April 2000, because the economic shocks that fueled infla-
tion last year primarily affected the supply side of the economy.

High inflation has resulted from a combination of several factors. The main factor continued
to be food and energy prices. In 2001, food and crude oil prices are expected to increase at a
much slower pace than last year, but the long-term impact of last year’s price rises will only allow
the more favourable development to be reflected in the CPI in the second half of the year. At the
same time, imported inflation is expected to have a favourable impact on this year’s rate of infla-
tion. Both the weakening of the dollar against the euro and slower growth in the euro area may
exert downward pressure on the rate of imported inflation. In addition, subdued rises in regu-
lated prices will also support the disinflation process.

The rate of inflation in industrial goods prices, which are most directly influenced by ex-
change rate policy, fell short of the average rate for the consumer basket, in accordance with pre-
vious trends. However, there was a slight increase at year-end, due to an acceleration in imported
inflation in this category, as the industrial goods price index of the euro area has been rising
steadily since September. Faster increases in prices for market services exert lasting upward pres-
sure on the price level. The gap between the inflation rates for services and industrial goods rose
to 8% in January. The factors to blame for the doubling of this divergence over the past 1½ years
include a long-term pick-up in consumer demand, which has enabled the non-traded services
sector to raise prices. At the same time, a tighter labour market has also exerted increasingly
strong pressure on costs in the services sector, where the cost-side impact of nominal wage in-
creases is not being offset by productivity growth similar to that seen in the manufacturing sector.
Nevertheless, explanations based on differences in economic cycles and productivity rates can
only partly account for the significant increase in the gap between these inflation rates. We be-
lieve that prices have increased at such high rate in the services sector due to the inertia generated
by last year’s cost shock, as this sector is not disciplined by foreign competition. Hence, this price
increase can be regarded as a secondary effect of last year’s inflationary shock. However, mone-
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tary policy response to secondary effects differs from that to original effects. As far as the original
supply shocks are concerned, a great price has to be paid in terms of output loss if their temporary
upward pressure on the price level is to be alleviated. Therefore, most central banks partly ac-
commodate these effects (e.g. the energy price shock created inflationary pressure in every de-
veloped country). In respect of secondary inertial effects, however, central banks make an effort
to mitigate them by tightening monetary conditions if necessary.

Monetary policy can primarily influence the nominal path of the economy through the ex-
change rate path. The Government and the central bank agreed to cut the forint’s monthly rate of
devaluation to 0.2%, effective as of April 1, 2001. This will bring down the size of pre-announced
devaluation from 4% last year to 2.7% for the year as a whole. This reduction was made possible
by the fact that those factors unrelated to monetary policy which exerted upward pressure on in-
flation in 2000 are expected to have a favourable impact on the inflation path this year. In addi-
tion, the tightness of the labour market and the inertial effects clearly affecting the trends in ser-
vices prices justify tightening monetary conditions so that the reallocation of labour takes place
on the lines of efficiency requirements, rather than inflation-boosting wage competition.

GDP growth in 2000 Q4 continued to decelerate, slowing to 4.2% according to preliminary
figures. The driving force behind growth continued to be external demand (with export growth
of 25% of GDP). Domestic absorption also contributed to the expansion in GDP, with household
consumption and investment up by 4.5% and 8.4%, respectively. The rise in domestic absorption
entailed a higher demand for imports, which rose by 26.8% as a proportion of GDP. Although the
terms of trade deteriorated at a slower pace in the final quarter (2.4%), the GDP-based1 deficit in-
creased in nominal terms. Altogether, changes in net exports decreased GDP growth by 1.7%. As
noted in the December Report, the expansion in domestic absorption was not commensurate
with the acceleration in import growth, assuming that there was no upsarge in the economy’s im-
port requirement. Higher import growth is being attributed to a rise in inventories, and for the
time being it remains unclear whether or not the higher import requirement is associated with a
prospective increase in domestic demand or in exports.

The economies of our main trading partners are expected to slow down. Nevertheless,
fourth-quarter export figures did not reflect this downturn, with export growth up on the previ-
ous quarter. Demand for Hungarian products was still highest in CEFTA countries, with exports to
that area growing at a higher twelve-month rate (39%) than those to both developed countries
(26%), and EU countries (24%). For the first time since the Russian crisis, exports to CIS countries
also picked up in the fourth quarter.

In terms of the components of domestic demand, household consumption was shaped by
one-off factors. Higher-than-expected inflation led to one-off wage compensations in the budget
sector, and retroactive pension payments in December. These benefits involved groups of con-
sumers with a low marginal propensity to save. Annual growth in operational income rose from
1.8% to 4.5%, and annual consumption growth from 3.3% to 4.5%, relative to the previous quar-
ter. This considerable one-off rise in income did not push up the gross saving rate (10.6% as a per-
centage of operational income). As in previous quarters, the financial saving ratio (3.4%), an ele-
ment of gross savings, continued to decline. The year-on-year household investment rate rose by
0.7 percentage points to 7.4%, thanks primarily to stronger spending on home building projects.

Following a mid-year slowdown, investment activity began to pick up in 2000 Q4, with the
whole-economy rate up by 8.4% in real terms. An analysis according to income holders reveals
that the volume of public-sector investment grew by 10%, similar to the previous quarter. Pri-
vate-sector investment grew at a lower rate of around 7% in real terms, as a result of 5–6% growth
in the corporate sector and the strong investment activity of households. Corporate sector invest-
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ment growth still fell short of the level expected based on industrial output, domestic sales of in-
vestment goods, new orders and the persistently high (80%) rate of capacity utilisation.

Against the backdrop of a fluctuating demand effect across the different quarters, for the year
as a whole, general government restricted aggregate demand by 0.3% of GDP. The better-
than-projected position was brought about by the automatic stabilizer, as fiscal receipts were
partly increased by stronger-than-projected economic growth and higher inflation. The extra
revenues were partly used during the year to make supplementary wage payments to health care
and social sector workers in compensation for the unexpected inflationary developments. Pen-
sions were also raised with a retroactive effect. All in all, transfer payments to households re-
mained unchanged in real terms for the year as a whole. As far as the expenditure structure is con-
cerned, the rise in the proportion of investment projects is a welcome development.

As indicated by the relatively low investment activity in the corporate sector, economic
growth has not yet been hampered by tight capacities. Nevertheless, potential labour force utili-
sation continued to rise and the unemployment rate fell to 6.3%, simultaneously with an increase
in labour intensity (implied, for instance, by the rise in the hours worked). Demand pressure on
the labour market was eased by a further rise in the participation rate (at 53.8% in 2000 Q4). Retro-
active wage corrections in the final quarter make the interpretation of wage inflation indices
somewhat difficult. Private sector wage inflation is estimated to have increased by 13% in the
fourth quarter, identical to that seen in the third quarter. The adverse impact of wage increases on
competitiveness was offset by higher productivity within the manufacturing sector. However,
there was an interruption in the steady improvement of unit wage cost real exchange rate indices
seen in previous years.

The fourth quarter saw an increase in the economy’s external financing requirement, lead-
ing to a year-on-year rise of 0.7% of GDP in borrowing abroad. The deterioration in the terms of
trade accounts for 1.6% of the 6.3% net external financing requirement as a proportion of GDP. As
the increase in trade data registered in the customs statistics is only reflected in the balance of
payments after a time lag, the current account deficit based on balance-of-payments statistics
painted a slightly more favourable picture than the external financing position. In 2000 Q4, the
deficit on current account amounted to EUR 928 million. The current deficit was primarily fi-
nanced by debt-type investments, comprising EUR 313 million in net government security pur-
chases by non-residents and EUR 500 million in private-sector borrowing. It was accompanied
by a net capital outflow of EUR 123 million, as FDI outflow exceeded the inflow of investments
into Hungary.

A sectoral analysis of the external financing requirement reveals that the corporate sector im-
proved its net position, even though firms’ income positions have been affected by worsening
terms of trade, and the investment spending to GDP ratio has also increased. At the same time, the
fact that profit repatriation did not take place on such a large scale in December as in previous
years counterbalanced the aforementioned effects. In line with the trend seen in previous quar-
ters, households continued to reduce their net saving position (by 0.6% of GDP). In addition, de-
spite tight fiscal policy for the year as a whole, the different timing of expenditures relative to the
previous year exerted upward pressure on the public-sector financing requirement in the final
quarter.

The strengthening of the inertial components of inflation and the development of la-
bour-market bottlenecks made it necessary to tighten monetary conditions. Higher inflation in
2000 resulted in tighter monetary conditions even without a cut in the rate of devaluation. How-
ever, short-term indices, removing the base-period effect of the inflationary shock experienced
in 2000 Q3, suggest that real appreciation has been on a steady decline since October, amounting
to 2.2% in January 2001. This called for further tightening, leading the Government to announce a
further cut in the rate of devaluation in December, to become effective on 1st April, 2001.
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Since late October, when interest rates were raised by 100 basis points, the central bank has
made two 25-basis-point cuts in its benchmark rates. The interest rate premium has been rela-
tively stable of late, fluctuating around 300 basis points. The greatest influence on Hungarian in-
terest rates since end-November has been the downward shift in the yield curve within the euro
area. The weakening of the dollar against the euro and slower growth foreshadow an easing in
the ECB’s monetary policy. The factors behind falling forint yields include to a certain extent the
decrease in the expected devaluation rate. As a result of these effects, forint yields at the one-year
maturity dropped to the level (10.7%) seen before the October interest rate hike. According to the
Reuters poll on inflation, this implies an annual real interest rate of 3%.

Yields also fell at the medium-to-long end of the yield curve. In effect, the decline of
long-term yields on forint investments followed the shifts in the euro yield curve, whereas me-
dium-term yields fell at nearly double the rate for euro yields. The likely cause of this is the de-
cline in the required risk premium. In the period December to January, investors’ confidence in
emerging countries improved significantly, in contrast with the previous quarter.

The fourth quarter witnessed low demand for forint conversion, despite substantial inflows
of interest-rate-sensitive capital. This capital inflow, mainly into government securities and for-
eign currency lending to companies, was offset by a high deficit on the current account of the bal-
ance of payments, low net FDI inflow and equity sales by foreign residents. The position of the
forint’s exchange rate within the trading band reflected low demand for conversion in the fourth
quarter. From October to December, the exchange rate fluctuated in the 30–50 basis point range,
off the strong edge of the band. Then, from end-January 2001, the rate returned to the strong
edge, causing the central bank to intervene on several occasions. It was only with the escalation
of the Turkish financial crisis after February 20th that the exchange rate shifted slightly from the
strong edge of the band.

Broad money aggregates (M3 and M4) continued to grow at a slower pace in real terms in
2000 Q4. This was partly due to the continued downward trend in the financial saving rate.
A fourth-quarter pick-up in both household consumption and corporate investment resulted in
higher demand for liquid assets, which in turn brought about a rise in narrow money (M1) growth
in the final quarter.
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Main macroeconomic indicators

1999 2000

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Growth rate (at constant prices)

Same period of previous year = 100

GDP* 3.4 3.8 4.5 5.7 6.6 5.8 4.5 4.2

Of which: domestic absorption 5.3 4.2 2.4 4.8 5.7 3.6 5.0 5.8

– final consumption 4.3 4.3 4.1 3.6 3.0 3.2 3.0 4.1

= household consumption 4.5 5.0 4.6 4.4 3.3 3.5 3.3 4.5

– investment 8.0 3.9 –1.4 7.4 12.8 4.7 9.8 9.2

= fixed investment 5.7 6.1 3.6 7.5 7.0 7.2 2.2 8.4

Exports (GDP) 9.5 9.8 13.6 18.9 21.1 21.0 20.0 25.0

Imports (GDP) 12.9 10.2 9.3 16.6 18.6 16.4 20.6 26.8

Real effective exchange rate index**

On CPI basis 2.6 0.1 –3.5 –5.8 –3.1 –1.0 –1.2 –1.1

On PPI basis 5.7 2.6 –1.8 –6.4 –6.1 –4.8 –5.5 –4.3

On unit labour cost basis (on value-added basis) 6.4 5.1 4.4 4.4 4.4 3.9 2.8 0.8

On unit labour cost basis (on gross output basis) 9.0 6.1 6.9 7.0 9.7 12.1 11.7 9.8

Deficit As a percentage of GDP

General government deficit (cash flow basis))*** –9.5 –5.9 –4.4 –2.9 –4.5 –3.9 –2.5 –4.9

General government primary balance*** –1.5 0.1 1.8 2.7 1.3 1.6 2.6 –0.5

EUR billions

Current account balance –0.5 –0.6 –0.1 –0.8 –0.4 –0.5 –0.1 –0.9

Foreign direct investment (net)**** 0.3 0.3 0.3 0.7 0.2 0.7 0.4 0.2

Savings rate+ (%) 8.4 6.5 6.9 8.4 6.8 6.0 7.6 7.1

Unemployment rate ++ (%) 7.4 6.9 7.0 6.5 6.7 6.5 6.3 6.0

Wage inflation +++ (Same period a year earlier = 100 %) 16.4 16.2 16.1 16.0 12.6 12.5 13.1 14.5

Net average per capita income in real terms++++ (Same period a year earlier = 100%) 5.0 5.0 3.6 3.8 2.1 3.2 2.8 3.5

* These entries are partially based on Bank estimates.
** Positive figures indicate real depreciation; nominal exchange rate indices are calculated with market exchange rates from 1995; deflators refer to the manufacturing industry.

*** Estimated values, as there are no appropriate quarterly data for local governments.
**** Including intercompany loans.

+ Net financial saving of households as a percentage of total household income (not including the revaluation total due to exchange rate changes and other factors).
++ Based on the labour-market survey of the Central Statistical Office, number of unemployed people as a percentage of the active population; seasonally adjusted data.

+++ Wage inflation as calculated by the National Bank, see Report of June 2000.
++++ National Bank estimate of net earnings of employees in companies employing at least five persons and for the entire fiscal sector, taking into account the effect of income tax changes.
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Main monetary indicators

1998 1999 2000

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Percentage changes on a year earlier

Inflation (CPI)** 16.4 14.2 12.5 10.3 9.3 9.1 10.9 11.2 9.6 9.1 10.3 10.1

Producer price index** 13.5 11.6 10.4 7.1 4.9 4.3 4.8 8.2 9.9 11.6 12.8 12.4

Devaluation rate of the forint’s central parity 12.9 12.2 11.4 10.3 9.4 8.4 7.5 6.5 5.9 5.0 4.3 4.0

Real growth of monetary aggregates**

Percentage changes on a year earlier

M0 1.7 3.3 3.7 5.8 8.5 7.9 3.9 11.5 6.2 5.1 6.0 –1.5

M1 6.7 9.1 7.9 6.1 7.1 6.3 5.6 6.8 6.9 7.6 5.4 1.6

M3 2.3 4.0 4.6 4.4 8.0 7.1 5.0 4.3 5.0 4.2 3.0 2.3

M4 10.0 9.8 9.4 9.4 9.1 9.0 7.7 6.9 6.6 6.5 4.7 4.1

Real growth of the stock of lending by financial institutions**

Percentage changes on a year earlier

Corporate sector, foreign + domestic 13.1 14.5 16.4 11.2 13.4 10.8 7.0 13.4 17.3 22.6 24.0 23.1

Corporate sector, domestic 14.5 15.5 15.6 9.9 11.0 7.2 3.5 11.3 15.7 20.7 23.3 19.5

Household –11.4 –2.4 2.4 0.8 11.6 14.0 17.8 20.4 28.0 30.6 30.8 33.1

Interest rates **

Reverse repo/two-week deposit*** 18.75 18.00 18.00 16.75 16.00 15.25 14.75 14.25 11.25 11.00 10.75 11.75

90-day Treasury bill 18.65 17.33 19.06 16.10 15.68 14.74 14.07 12.44 10.63 10.50 10.75 11.58

12-month Treasury bill 18.70 17.32 18.96 15.88 15.61 14.77 14.17 12.33 10.42 10.42 10.71 11.02

3-year Treasury bond 17.42 16.31 18.00 14.18 14.01 14.03 13.45 10.75 9.09 9.43 9.95 9.73

Budapest Stock Exchange (BUX) 8,656 7,806 4,571 6,308 5,490 6,486 6,747 8,819 10,000 8,318 8,270 7,850

Interest rate premium (bsp)**** 364 363 674 533 531 551 551 426 309 227 208 307

Conversion

Conversion, EUR millions 2,253 850 –1,996 –175 313 239 1,211 1,043 1,466 79 815 128

Banking sector net foreign borrowing,+ EUR millions* 854 231 –617 –158 7 –173 151 312 707 8 464 68

Corporate sector net borrowing, ++ EUR millions* 384 –24 209 579 113 766 393 335 –186 –227 –269 329

* Based on methodology considerations, the Bank has retroactively revised the monthly balance of payments accounts, as well as certain entries for foreign-related assets and liabilities published for 1995–1999.
** At the end of the period, in respect of government securities, benchmark yields of the State Debt Management Centre.

*** The maturity of the reverse deposit facility was reduced from one month to two weeks as of January 8, 1999.
**** Interest rate premium: excess yield on three-month T-bill investment over the devaluation rate and foreign interest rates. The current devaluation rate was modified upon official announcement of the change.

+ Excluding privatisation revenues.
++ Including inter-company loans.



Disinflation was interrupted during the first half of 2000, as is
clearly illustrated by the turnaround in the 12-month trend.

Following a slight third-quarter rise, the consumer price index

stabilised above 10%, standing at 10.1% in January 2001. The an-
nual core inflation index published by the Central Statistical Of-
fice (CSO) was 9.7% in January, while the core index calculated
by the National Bank stood at 10.5%. This means that the latter in-
dex has crept back up to the level seen two years ago.

Industrial goods and market services prices are a key focus of
monetary policy. The former conveys information on the effec-
tiveness of the transmission mechanism of exchange rate policy
and the fulfilment of the nominal anchor function. The latter cat-
egory reflects on the credibility and sustainability of ex-
change-rate-based disinflation.

In keeping with previous tendencies, year-on-year inflation in
industrial goods, directly influenced by the exchange rate of the
forint, remained low, at 5.1% in January, below the average rate
for the consumer basket, thus exerting downward pressure on
the CPI measure of inflation. At the end of 2000, prices started to
gather pace in this category, enlarging the difference from the
nominal devaluation path of the forint above the usual rate. The
factor at work here was the acceleration of imported inflation in
respect of this category, with the euro-area industrial goods price
index climbing steadily ever since September.

Another downward pressure on the level of consumer prices
was the fact that centrally controlled prices rose below the aver-
age rate in a year-on-year comparison.

Since May 2000 the 12-month rate of price inflation in market

services has been rising at a steadily faster pace, gaining momen-
tum directly from external factors, such as energy and food price
shocks. At the same time, the most powerful driving force behind
the steady climb experienced for more than six months now is
the inertia of inflation expectations. This means that economic
agents in this sector view the interruption of the downward trend
in inflation not merely as the result of one-off exogenous shocks,
and they tend to expect an unfavourable turn in the trend of dis-
inflation. As suggested by our analysis below, the food price
shock has in effect been completely, and the energy price shock
partially, absorbed by the inflation process in Hungary. There-
fore, disinflation is expected to resume in the near term, reining
in the price level of market services as well, even if after some
lags.

The upsurge in food prices has generated major inflationary
pressure, driven primarily by a considerable rise in agricultural
goods prices, due to exogenous factors. The market determined
price level of household energy soared over the past year. How-

MARCH 2001 • QUARTERLY REPORT ON INFLATION 15

I. Inflation



ever, due to the relatively small weight of this category in the CPI,
it has only had negligible inflationary pressure. As centrally regu-

lated energy prices were fixed at a low level, they have pushed
down inflation (see Table I-1).

1 Imported inflation

Our analysis reveals that imported inflationary pressure be-
gan to moderate in 2000 Q4, due largely to a decrease in

world prices for oil and the weaker dollar. These favourable de-
velopments also fed through to other areas: the average world
price of commodities excluding energy remained subdued and
import price indices relating to Central and East European coun-
tries began to decline.

World market prices for certain raw materials showed a mixed
picture in the final quarter of 2000: the three-quarter long decline
in commodity prices excluding energy was interrupted, whereas
the rapid rise in crude oil prices was replaced by a decrease of
2.5%. The fourth-quarter price level of commodities excluding
energy remained unchanged on the whole, as a result of a 5% rise
in food prices and a 2–8% decline in the prices of other product
groups (see Charts I-1 and I-2).

Fourth-quarter figures for the various exchange rate indices
and the import unit value index (see Chart I-3) reflect an easing
in imported inflationary pressure in 2000 Q4. The import unit
value index fell by 3 percentage points to 12% during the course
of one quarter. The unit value index exceeded the pre-
announced devaluation rate of the forint by 7.9% and the nomi-
nal effective exchange rate index by 6.2%, down from higher
rates in the third quarter. The 11.2% growth rate of the index de-
rived from effective foreign prices1 was slightly above the rate for
the previous quarter.
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Table I-1 Inflation rate of different goods and services*

Relative to same month a year earlier

Per cent

Weight
in CPI

1999 2000 2001

December March June September October November December January

Consumer Price Index (CPI)

Of which:

100.0 11.2 9.6 9.1 10.3 10.4 10.6 10.1 10.1

Industrial products, excluding food, alcohol, tobacco and petrol 26.7 6.5 5.2 4.3 4.7 4.7 4.8 4.9 5.1

Petrol 4.9 37.8 36.7 33.4 25.9 26.7 24.2 15.2 5.9

Non-regulated household energy prices 1.3 16.5 12.7 17.6 24.4 29.2 33.2 34.0 32.6

Food 19.1 5.4 5.6 6.4 15.3 14.1 14.3 13.6 15.2

Regulated prices 18.0 17.6 10.9 9.4 6.6 7.0 7.7 7.6 7.7

Of which: energy 7.3 6.2 5.1 5.5 7.9 8.8 8.8 8.8 8.3

services 9.0 18.7 8.8 5.6 5.8 5.9 6.9 6.9 7.2

Market services 20.6 10.8 10.2 10.3 11.4 11.9 12.1 12.5 13.2

Alcohol and tobacco 9.4 10.6 11.7 10.5 10.7 11.2 11.1 11.3 11.2

Core inflation 89.9 8.8 7.5 7.0 9.4 9.6 9.7 9.8 10.5

Depreciation of the nominal effective exchange rate 2.7 4.1 6.2 5.6 5.4 6.3 5.7 4.5

Pre-announced nominal devaluation of the forint 6.7 6.0 5.1 4.4 4.3 4.2 4.0 4.0

* The classification of items included in the consumer basket is different from that applied by the Central Statistical Office. See the Bank’s Quarterly Inflation Reports for more details.

1 The imported inflation indicator calculated with effective foreign prices is
constructed by multiplying the weighted average of the producer price indices
of Hungary’s main trading partners by the nominal effective exchange rate in-
dex.



The quarter-on-quarter indices calculated from the seasonally
adjusted indices enable a more exact analysis of these develop-
ments (see Chart I-4). Although the import unit value index re-
flects a slight increase in imported inflationary pressure, the clear
downward shift in the trend similarly to the previous quarter im-
plies that the decline in imported inflation has been uninter-
rupted.

The fourth-quarter slowdown in import price growth was
equally present in Hungarian trade with developed countries
and Central and East European countries. The slower increase in
import prices was based on lower growth in machinery prices
imported from developed countries and energy prices imported
from Central and Eastern Europe. Remarkably, the price level of
goods imported from Central and East Europe increased by
30.6% relative to a year earlier, a much lower rate than in the pre-
vious quarter.

Of the various product categories and in a year-on-year com-
parison, energy prices continued to increase at the fastest pace
– by 62.7% – in the fourth quarter. Nevertheless, they did so at a
significantly slower pace than in the third quarter, when they
were up by 83.9%. Machinery is the other main product group
where import prices grew at a considerably slower pace of 5.5%,
compared with 9.2% in the previous quarter.

The prices of processed goods rose at a virtually unchanged
rate, while the prices of food and raw materials, accounting for a
small portion of imports, outstripped the rate of increase for the
third quarter.

In 2000, CPI inflation in the euro area was consistently higher
than the European Central Bank’s 2% medium-term target (see

Table I-2).

The rate peaked at 2.9% in November. In December the rise in
the level of consumer prices slowed to 2.6%, thanks to lower oil
prices and the stronger euro. CPI inflation excluding energy
prices was up by 1.7%. The highest rate of inflation was mea-
sured in Ireland at 4.6%, while the lowest rates were seen in
France and Austria, at 1.7% and 1.8%, respectively. By the end of
the year, there was also a drop in the excessively high industrial
producer price indices measured in September.

In the United States, consumer prices continued to increase at
a virtually unchanged rate, fluctuating in the range of 3.4–3.5%
in the final quarter. The fourth-quarter slowdown in economic
growth was not reflected in the rate of core inflation. Despite
declining car sales and lower retail prices, market-induced price
inflation held steady at the 2.6% level seen in June and Septem-
ber.

In the Czech Republic, following slightly higher rates (of 4.4
and 4.3%) in October and November, the twelve-month rate of
CPI inflation dropped to 4% in December, due to changes in vola-
tile energy and food prices.

The rate of net inflation, excluding regulated prices and indi-
rect taxes, decreased from 3.2% in September to 3% at the
year-end, remaining for the third consecutive year below the
Czech Central Bank’s target.

CPI inflation in Poland dropped significantly in the final quar-
ter, after the flat levels of the first nine months. The rate was down
at 8.5% in December from 10.3% in September. This was not only
due to decreasing energy prices, but also lower food price infla-
tion and the strong appreciation of the zloty.
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Table I-2 International inflation data, 1999–2000

Percentage changes on a year earlier

June 2000 September 2000 December 2000

Producer Consumer Producer Consumer Producer Consumer

price changes

United States 4.3 3.7 3.3 3.5 3.6 3.4
Japan n/a –0.7 n/a –0.8 n/a –0.5
Germany 2.9 2.0 4.3 2.6 4.2 2.2
Czech Republic 5.1 4.1 5.2 4.1 5.0 4.0
Poland 8.9 10.2 8.3 10.3 5.7 8.5
Hungary 11.6 9.1 12.8 10.3 12.4 10.1
EU-11 5.6 2.3 6.2 2.8 5.4 2.6
EU-15 5.0 2.1 5.5 2.5 4.7 2.3

Source: IMF IFS and Global Data Watch, J.P. Morgan’s publications for 2000



2 Inflation convergence

The Hungarian Harmonised Index of Consumer Prices, calcu-
lated in accordance with the methodology used by Eurostat,

stood at 10 per cent in December. This implies that the inflation
differential has been in the range of 7.5% and 8% for the past six
months, reflecting a halt in the previous trend of convergence. As
noted in the December Report, the interruption of convergence
was originally attributable to the increased sensitivity of the Hun-
garian economy to the energy price shock as well as the asym-
metric food price shock experienced last summer. On the other
hand, the fact that convergence has failed to resume signals di-
vergence in inflation expectations.

Monetary policy is mainly concerned with the changes of in-
dustrial goods and market services prices. A comparison of infla-
tion with that in the euro area in respect of these categories only
shows that in the second half of 2000 the previous convergence
controlled by the exchange rate path ceased (see Charts I-5 and

I-6).

Recently, Poland has been the only country in Central
and Eastern Europe (in a comparable position to Hungary)
that has been able to make genuine progress in terms of inflation
convergence towards the euro area. Of the Visegrad countries,
the Czech Republic is in the best position, with its ex-
cess inflation of just under 2%, while the other four countries
have to trim between 6% to 8% off their inflation rates (see Chart

I-7).

3 Components of changes
in consumer prices

Industrial goods

Changes in the prices of internationally traded industrial

goods play a prominent role from the aspect of monetary pol-
icy. Both foreign and domestic prices in this category are fairly
stable. As no short-term effects distort the related index, changes
in industrial goods prices convey high-quality information on the
effects of monetary policy and the exchange rate path on the
trend of inflation.

The price index of industrial goods, accounting for 26.8% of
the consumer basket, rose to 5.1% in the year to January 2001.
The price level of consumer durables remained nearly stable,
with the annual index at 1.5% in January. Goods used for current
consumption, with a weight of 19.4%, increased in price by 6.5%
(see Chart I-8).

The average rate of industrial goods price inflation was ex-
ceeded by that of home improvement and maintenance goods

and owner occupied housing which includes building materials.
This can be partly attributed to higher specific energy require-
ment and partly to the cyclical position of the construction indus-
try, with particular regard to home building projects, comprised
by the consumer price index (see Chart I-9).

In April 2000, the Government and the National Bank of Hun-
gary implemented a cut in the devaluation rate of the forint (to
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0.3% a month).2 This brought the rate of pre-announced devalua-
tion down from 4.3% in October to 4%. The slight rise in the price
inflation of internationally traded goods and its faster-than-usual
divergence from the nominal devaluation rate of the forint is still
not in sharp contradiction with the exchange rate path (see Chart

I-10).

The reason for this is that imported inflation gained momen-
tum, with the euro-area industrial goods price index up from the
previous 0.5–0.6% annual rate to 1.1% in January 2001. Thus, it
comes as no surprise that Hungarian industrial goods price infla-
tion also gathered pace. This implies that there are no tensions
that would jeopardise the effectiveness of the Hungarian disin-
flation process, in other words, the pre-announced exchange
rate path is continuing to act as a nominal anchor.

Market services

The price index of non-traded market services is exceeding
tradables price inflation to an ever increasing degree.

Services prices rose at a nearly 8.1% higher rate in the year to
January than the aggregate price index for industrial goods. Ac-
cording to calculations by National Bank analysts, the varying
rate of productivity growth across the various sectors explains a
lower inflation differential over the long term, given the current
stage of economic convergence. Nevertheless, the 7.6% change
in the price ratio, characteristic of the year 2000, is expected to
moderate over the long term (see Chart I-11).

The twelve-month price index for market services, with a
weight of 20.2% in the consumer basket, followed an upward
trend beginning from the third quarter and rose to 13.1% in Janu-
ary. In the following section the notions of food price shock and
wage inflation inertia are investigated by dividing market ser-

vices into three groups. These are 1) the food-price sensitive3

group, with a 4% weight, 2) wage-sensitive4 services, which are
highly labour-intensive and account for 9% of the consumer bas-
ket, and 3) other5 items, with a weight of 7.2%, i.e. market services

that have remained outside the former two groups (see Chart

I-12).

Starting from last July, the food price shock appeared to have a
strong impact on catering-related services, pushing up the an-
nual price index of this group to 14.5% in January. The August
upsurge in the price inflation of wage-intensive services, contin-
ued during the fourth quarter, pushing up the twelve-month in-
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2 On March 2nd, the Central Bank Council passed a decision to reduce the fo-
rint’s monthly devaluation rate to 0.2%, effective of April 1, 2001.
3 The food-price-sensitive group comprises restaurant and canteen, school

and kindergarten/creche meals, and buffet goods, as well as – due to the sta-
tistical properties of the stratum – domestic holidays without a voucher.
4 The wage-sensitive category comprises clothes, household appliances,

home improvement and vehicle repair, cleaning/laundry, beauty services,

health and education, maintenance of cultural items, as well as espresso cof-

fee.
5 This category includes the items that have been left out of the two special
groups, such as newspapers/periodicals, books, textbooks, apartment block

service charge, car rental, taxi, haulage, theatre, cinema, sports events, holi-

day abroad, photographic supplies and the rest of (unlisted) services.



dex to 14% in January. At the same time, labour market data do
not seem to confirm any acceleration in wage inflation within this
sector.

The above break-down of the price index of market services
reveals that faster inflation in respect of this group cannot
be traced back to any well-defined individual sub-group. The
comprehensive nature of the phenomenon suggests that
its likely causes are either changes in aggregate demand or a rise
in inflation expectations. An argument against the likelihood of
the former explanation is the lack of evidence for any accelera-
tion in household consumption growth in the second half
of 2000.

The most plausible explanation for the faster rate of market
services price inflation and the opening of the gap between the
inflation rates relating to services and industrial goods prices is
that the setters of services prices may have interpreted the halt in
disinflation differently from other economic agents. Apparently,
they have viewed it not as the outcome of one-off shocks, but as
part of an overall persistent trend. Thus, their inflation expecta-
tions have been high, which accounts for the faster rate of price
increases. Our analysis suggests that these shocks will cease to
hamper disinflation in 2001, bringing about a correction in the
trend of the change in the price level involved.

Food prices

As noted in the December Report, Hungary and other neighbour-
ing countries were hit by an adverse agricultural price shock, ex-
ogenous to monetary policy. Its effect can be best illustrated
through a comparison with Poland, a country very similar to
Hungary in respect of its agriculture (see Chart I-13).

Due to the base-period effect, the “winding down” of the
shock will exert downward pressure on the twelve-month price
index in the middle of the year. It should be kept in mind, how-
ever, that food prices, with special regard to those of
non-processed foodstuffs, are extremely volatile – thus it is en-
tirely possible that the sector may be hit by another major (exoge-
nous) shock in the course of 2001.

The considerable volatility of food prices is one of the greatest
hindrances to forecasting inflation, as food has a substantial
weight of 19% in the consumer basket, including 5.3% for
non-processed foodstuffs.

Twelve-month food price inflation stood at 15.2% in January
2001. Prices of non-processed and processed foodstuffs rose by
17.2% and 14.3%, respectively, in the year to January. This was
primarily due to higher raw meat prices, with a kilo of pork cost-
ing 40% more than a year earlier. This major adjustment to the
low and decreasing prices seen in previous years brought the
price of pork back to the level of three years earlier (see Chart

I-14).

Changes in the price of processed foodstuffs provide more ac-
curate information for the analysis of inflationary trends. Repric-
ing, typical of the first month of the year, was probably a key con-
tributor to the unfavourable index for January 2001. Part of the ef-
fect of the mid-2000 rise in the price of non-processed foodstuffs,
the raw material input of the sector, is only now surfacing. Conse-
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quently, processed foodstuffs increased in price in January 2001
at a rate 2% faster than a year earlier, by 3.7% in one single month
(see Chart I-15).

Energy

In 2000 Q4, energy import prices continued to increase in a quar-
ter-on-quarter comparison despite the significant drop in the
world price for crude oil in November (see Chart I-2). This was
partly due to the fact that the price of natural gas imported by
Hungary is linked to the world price of oil, following it with a
nine-month lag in a smoothed way. The unfavourable implica-
tion for Hungary is that the price for imported natural gas will rise
even in the first half of 2001, despite the downward trend
world-wide. At the same time, as the government can influence
natural gas prices via administrative measures, the rise in the
price has only partially been incorporated into inflation.

As a result of world market developments, market-de-
termined energy prices rose at an exceptionally fast pace in the
world market in the course of the second half of 2000. This trend
seemed to slow down in the course of December and was virtu-
ally flat in January 20001. Still, the twelve-month index rose by an
exceptionally high rate of 32.6%, which, thanks to the small
weight of 1.34% of the category in the basket, contributed only
0.44% to the January 2001 rate of the annual CPI. Thanks to the
Government’s anti-inflationary commitment, regulated energy
prices rose at a much slower rate than inflation or, even more
conspicuously, international energy prices. Although amounting
to only 8.3% in January, the twelve-month rate was still above the
6.2% rate for a year earlier or the slightly higher than 5% rate mea-
sured in the middle of the year.

There is a conspicuously widening gap between centrally
controlled household energy and market-set energy price indi-
ces (8.8% and 29.2%) as well as centrally regulated but
non-household energy prices. The direct impact of imported en-
ergy prices on domestic consumer prices was considerably
dampened by economic policy to the extent that only a small
portion of the increase in input costs was allowed to be passed
on to household prices by the central setters of pipeline gas and
public transport prices. Freezing the excise duty content of motor
fuel prices implies that there are no additional costs imposed on
either private transport expenditure or haulage. As it is not possi-
ble for central price setting to be far removed from market devel-
opments over the long term, the current situation is not free of
tension unless world market trends change for the better (see

Chart I-16).

January marks the beginning of the year when electricity
prices are regulated. At the start of 2001, these prices were raised
by 6%.

Motor fuel prices remained flat in November, and dropped
substantially in the course of December and January, by over 8%
altogether.6 This was the consequence of favourable world mar-
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6 The price of petrol went up again at the end of January, but due to the
method of statistical accounting, this will only be reflected in the February in-
flation data.



ket developments and the fact that the government did not valo-
rise the excise duty rate of motor fuels (accounting for some 40%
of the consumer price). In February, motor fuel prices are ex-
pected to increase to the level seen at the end of 2000.

As a result of the above factors, the twelve-month price index
of energy producing materials, accounting for 13.3% of the con-
sumer basket, dropped to 9.8% in January, its lowest level since
April 1999.

Excisables and goods with regulated prices

In respect of excisables, with a 14.1% weight, the previous trend
continued (see Chart I-17).

Prices for alcohol and tobacco, accounting for 9.1% of the con-
sumer basket, rose by 11.3% at the year-end, which exceeded the
rise in the headline CPI. In respect of tobacco, this was due to de-
velopments during 2000 (such as the increase in tobacco’s excise
duty content early in the year and higher import prices at
mid-year). The fourth quarter saw no significant rise in prices.

Wine prices went up by 16% over one year, and, unlike previ-
ously, the trend did not taper off in the fourth quarter. This was
partly due to the introduction of excise regulations during the
year and the ensuing extra costs (in terms of accounting and the
use of tax caps). Twelve-month CPI in this category was over 11%
in January, partly as a result of the excise duty valorization. In re-
spect of wines, the excise duty on wines made of fruits other than
grapes rose four-fold (to HUF 80 per litre), while that on wines
made from grapes remained unchanged. The excise duty on beer
rose by 5%, but the price increase at the beginning of the year was
more drastic than a year earlier. The taxes on different types of al-
cohol increased by 6–10% on the whole.

In respect of tobacco, despite the 15% increase7 in the fixed
tax rate, the products on supermarket shelves still carry last year’s
tax caps, implying that the effect of the tax rise is only to be felt
over the coming months.

The excise duty on petrol remained unchanged.
The anti-inflationary impact of the strict central pricing policy

was not only felt in respect of regulated household energy prices,
but throughout the entire category of regulated prices, up by
7.8% on a year earlier. Prices of pharmaceuticals remained un-
changed in the fourth quarter, and the annual index increased by
a moderate rate of 3.2%. This was due to the government’s June
measure of fixing prices for 180 days. Non-subsidised pharma-
ceuticals are to increase in price in March.

The twelve-month price index of regulated services, account-
ing for 9% of the consumer basket, was at 7.8%, much lower than
that of market services (12.5%). In 2000 Q4, only a few items saw
adjustment in price, with the overall quarterly growth rate
amounting to 0.2%.

Rises in centrally controlled prices – for transport and commu-
nications – did not exceed the planned target of 6% (see Chart

I-18). A 6% rise in local transport triggered cost-side tension in re-
spect of transport services as the pre-agreed rise in charges failed
to cover the costs incurred by higher-than-expected fuel prices.
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7 The high tax valorization is aimed at approximating the EU tax rate.
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Long-distance transport prices went up by 10%. The price of tele-

phone services increased by 6%, corresponding to the ‘price cap’,
which reflects considerable disinflation relative to a year earlier.
The annual rate of inflation relating to houses and flats owned by
local authorities amounted to 12.1%, with the extra costs in-
curred herein largely passed on to consumer prices. Rents in-
creased at an exceptionally high rate (of 17%).

The 10-percentage-point disinflation experienced in the cate-
gory of regulated prices in 2000 reduced the annual rate of infla-
tion by 1.8 percentage points, relative to the previous year.

In respect of services, regulated prices in January were 3.2%
up on the end of the previous year. The fact that the year-on-year
growth rate was higher than last January can be attributed to a
number of factors. First of all, there was a rapid rise in the prices
of housing-related services (at 5.1% as against 3.6% at the begin-
ning of last year). Whether this is the result of the pricing strategy
of local authorities or the fact that price changes normally dated
for the period January to March have been brought forward to the
first month of the year will become clear later when the monthly
data become available. Transport charges were raised by 6.5%,
also in excess of the rate for last year, which is expected to have
only negligible disinflationary effect for the year as a whole.
Postal services prices went up by 6%. Those telephone charges
which belong to the measured category are scheduled to go up
from February at a rate only minimally lower than last year. The
television subscription charge, which remained unchanged in
2000, also rose in January (see Table I-3).
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Table I-3 Centrally regulated or influenced prices *

Year-on-year and ten-month (in 2000) growth rates**

Per cent

Weight
in

2000
Dec. 1999

Twelve-month price indices
Difference in
percentage

points
January

2001
2000

1999–
2000

Jan. March June Sep. Oct. Nov. Dec.

Controlled prices 17.99 17.6 13.9 10.9 9.4 6.5 6.9 7.6 7.5 –10.0 7.7

Goods 8.99 16.4 16.2 13.2 13.7 5.8 6.5 7.7 7.7 –8.7 7.1

Of which

Household energy
Central and district heating

7.29

1.84

6.2

6.0

6.2

5.6

5.1

5.8

5.5

6.3

7.9

7.5

8.8

9.6

8.8

9.4

8.8

9.3

2.5

3.4

8.3

9.8

Electricity 3.29 10.1 10.2 7.4 7.8 6.3 6.3 6.3 6.3 –3.7 5.1

Gas supplied through pipes 2.16 1.1 1.0 1.0 1.4 10.6 12.0 12.0 12.0 10.9 12.0

Pharmaceuticals, medical products 1.70 56.9 55.4 42.9 43.5 –0.9 –1.0 3.2 3.2 –53.7 1.9

Services 9.00 18.7 11.7 8.8 5.6 7.2 7.2 7.4 7.3 –11.4 8.3

Of which:

Housing 2.48 15.3 16.2 13.7 12.3 12.0 12.1 12.2 12.1 –3.2 13.8

Transport 1.89 13.4 5.9 6.3 6.1 6.3 6.3 6.9 6.9 –6.4 8.1

Communications 3.78 25.3 11.5 6.6 2.1 6.0 6.0 6.2 6.0 –19.3 6.1

* Television subscription fees, carrying a 0.66% weight in the consumer price index, have been divided into a centrally regulated portion (0.31%) and a market subscription fee (0.36%). Regulated prices include only
the former component, which has not changed since last year.
** Due to rounding, sums do not always add up accurately.



4 Core inflation

The Bank describes the trend of inflation in terms of a core in-

flation index calculated using the Bank’s own methodology.
This index excludes the effect of volatile and statistically prob-
lematic items,8 such as seasonal foodstuffs, market-priced energy
producing materials and pharmaceuticals, which previously in-
troduced significant bias into the index due to the method of their
statistical accounting. The core inflation index, by removing tem-
porary effects and the “noise” from the inflation process, is com-
puted with the aim to pinpoint the particular components of
inflation with which monetary policy is primarily concerned
with.

Twelve-month core inflation rose to 10.5% in January, its high-
est rate for the past two years (see Table I-4). This was partly due
to a one-off jump in the price of non-processed foodstuffs, the ef-
fect of which is only partially removed from the index. Neverthe-
less, the persistent rise in the services price index warns of the
danger of a build-up in inflation inertia, and the corresponding
long-term interruption in disinflation.

In addition to the CPI, the Central Statistical Office also pub-
lishes a core inflation index (see Table I-5). The main difference
between the two indices is that the CSO index omits all
non-processed foodstuffs9 and energy from the consumer bas-
ket, but includes the price changes of pharmaceuticals. This in-
dex internationally referred to as ex food and energy index stood
at 9.7% in January 2001.

Compared with the CPI, the two core inflation indices were
worsened by the fact that neither reflects the favourable decrease
in the price of motor fuels in January. The divergence between
the indices calculated by the Bank and the CSO is due to their dif-
ferent treatment of the price indices for meats and
pharmaceuticals (see Chart I-19).
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8 Items excluded because of their unstable seasonality are eggs, potatoes,
fresh vegetables and fruit.
9 The excluded category includes meats and fishes, in addition to the afore-
mentioned items.
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Chart I-19 Comparison of core inflation indices
and the CPI

Table I-4 Components of the NBH core inflation and the consumer price

index

Per cent

2000 2001 Nov./Nov. Dec./Dec. Jan./Jan.

Unprocessed foodstuffs 2.7 2.6 0.18 0.05 –0.01

Household energy +

vehicle fuels 5.7 5.8 0.81 0.32 –0.18

Pharmaceuticals 1.7 1.9 –0.13 –0.12 –0.16

Total 0.87 0.25 –0.34

CPI 100.0 100.0 110.6 110.1 110.1

MNB core inflation 89.9 89.8 109.7 109.8 110.5

Table I-5 Components of the NBH core inflation and the CSO core inflation

2000 2001 Nov./Nov. Dec./Dec. Jan./Jan.

Pharmaceuticals 1.7 1.9 –0.12 –0.12 –0.17
Energy 7.8 7.6 –0.27 –0.27 –0.17
Unprocessed food 2.7 2.7 –0.45 –0.43 –0.45

Total –0.84 –0.82 –0.79
CSO core inflation 81.1 81.4 108.9 109.0 109.7
NBH core inflation 89.9 89.8 109.7 109.8 110.5



1 Monetary conditions and changes
in the interest rate
and the exchange rate

In October and November 2000, monetary policy tightened to
an exceptional degree relative to earlier in the year, but by Jan-

uary 2001, monetary conditions had broadly returned to the level
seen before the tightening. This implies that monetary policy is
currently at least as tight as it was in the first half of 2000.

The appreciation of the real exchange rate peaked in Septem-
ber and October, then declined at a steady rate until January (see

Chart II-1). Nevertheless, real appreciation calculated for Janu-
ary (with an annualised rate of 2.2%) still exceeded the average
rate for the first half of 2000. Real appreciation decreased in spite
of the fact that trend inflation in the euro area fell off at a rate not
spectacular in terms of the twelve-month indices, but consider-
able after seasonal adjustment. It should be noted that the
three-month price index derived from the trend-cycle of the sea-
sonally adjusted price level in Hungary tended to be rather vola-
tile over the past two quarters. Unfortunately, this fed through to
the short-term measure of real appreciation based on the
three-month index, reducing its information content.

Changes in the real interest rate, the other component of mon-
etary conditions, over the final two quarters of 2000 cannot be
judged unequivocally, due to divergence between the various
measures of real interest rates (see Chart II-2). Box II-1 of the De-
cember Report describes at length the alternative measures of the
real interest rate. The twelve-month ex ante real interest rate,
which we regard as having the highest information content, rose
significantly from around 3% in the third quarter to over 3.8% in
November and December, in the aftermath of the central bank’s
October cut in the interest rate. Over the first two months of 2001,
due to the fall in nominal interest rates and slightly higher infla-
tion expectations, the ex ante real interest rate returned to the 3%
level seen prior to the monetary tightening in autumn 2000.

The factors to blame for the significant, 90–140-basis-point
drop in the yields on long-term investments in December in-
cluded above all the decrease in the yields on the euro, serving as
an anchor currency, and second, improved global investor senti-
ment about emerging markets. By contrast, domestic inflation
expectations had only a minor impact on yields until mid-
February. The central bank responded to the fall in market yields
and the pick-up in capital inflow by implementing two cuts (on
January 8th and February 5th) in the maximum interest rate on the
two-week deposit facility. The result was a reduction totalling
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Chart II-1 Monetary conditions: the real exchange
rate calculated with EMU inflation*

* The indicator depicted in the chart is derived from trend inflation for the past three
months after subtracting the rate of the announced devaluation for the period and
that of EMU trend inflation, and annualising the result. Trend inflation rates are ob-
tained by seasonal adjustment. For a detailed description of the method of calculat-
ing the indicator, see Box in September 2000 Report.
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Chart II-2 Monetary conditions: real interest rate
calculated with different techniques*

* *When calculating the contemporaneous real interest rate the current one-year
benchmark yield is deflated with the latest (year-on-year) rate of inflation. The calcu-
lation of the short-term real interest rate is based on the current measure of the
three-month benchmark yield and the inflation rate of the preceding three months de-
rived from the trend-cycle of the seasonally adjusted price level. The ex post real inter-
est rate denotes the twelve-month nominal yield of a year ago deflated with inflation
measured over the past twelve months. The ex ante real interest rate is obtained by
deflating the current one-year nominal yield with macroeconomic analysts’ average
inflation forecasts for the same time horizon based on a Reuters survey. For a detailed
description of the alternative measures of the real interest rate and their calculation
techniques, refer to Box II-1 in the Quarterly Report on Inflation, December 2000.



50 basis-points, countering some of the October 100-basis-point
interest rate hike (see Chart II-3). This move was enabled by a
turn for the better in respect of the two key factors contributing to
recent adverse inflationary developments. Notably, the world
price for oil fell by around 25% and the euro’s exchange rate
strengthened by 10% against the dollar. During January the
prices of these two key assets did not continue to exert
disinflationary pressure, but they stabilised at levels which fore-
shadowed a more favourable inflation path than that seen in Sep-
tember and October, enabling monetary policy to be eased. The
slope of the 0–1-year section of the one-year implied forward
curve became steeper at end-December, reflecting market ex-
pectations of a faster decrease in short-term interest rates in the
year 2001. This may be associated with the proposed cut in the
devaluation rate scheduled to take effect on April 1st, announced
by the Government late in December. The announcement
brought the date of the cut in the devaluation rate forward in the
expectations of the market, which is also reflected in interest rate
expectations and forward yields. The three-month interest rate
premium on the forint (see Chart II-4) has stabilised around the
300-basis-point level since the October interest rate hike.

In contrast with strong third-quarter demand for conversion,
the central bank had to buy foreign currency amounting to only
HUF 34 billion during the fourth quarter. This low demand for
conversion was the result of opposing developments. Certain
components of interest-rate sensitive capital inflows, especially
foreign investments in forint-denominated government securi-
ties and corporate-sector foreign currency borrowing, were
quite substantial. However, they were offset by non-residents’
equity sales, low FDI inflow and the high deficit on the current
account of the balance of payments, not unusual in the fourth
quarter. The banks’ open foreign currency position did not have
a major influence on fourth-quarter conversion, not as in Janu-
ary, when it increased by as much as roughly HUF 100 billion.
This value was approaching that for February 2000, which is re-
garded as an episode of exceptionally buoyant inflow of inter-
est-rate-sensitive capital. January witnessed a considerable im-
provement in global investment sentiment about emerging
countries, which is also likely to stimulate interest-rate-sensitive
capital inflows.

Shifts in the intra-band position of the forint’s exchange rate
reflected low conversion demand in the fourth quarter (see Chart

II-5). From October to December, the exchange rate fluctuated in
the 30–50-basis-point range, off the strong edge of the band.
From late January, however, the rate returned to the strong edge,
and the central bank had to intervene on several occasions. The
forint broke slightly away from the strong edge only after Febru-
ary 20th, upon escalation of the financial crisis in Turkey.

In the aftermath of last October’s interest rate hike by the cen-
tral bank, commercial banks smoothed household deposit rates
to a much greater extent than short-term rates on lending to the
corporate sector. The central bank’s interest rate hike was nearly
completely passed on to the latter rates. This response by the
commercial banks corresponded to their pricing policy seen dur-
ing previous instances of interest rate increases. For the second
half of 2000 as a whole, the spread between corporate borrowing
rates and short-term market yields seemed to stabilise below the
150-basis-point average of recent years.
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Chart II-3 Central bank interest rates and short-term
market yields
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Chart II-4 Three-month interest rate premium
on the forint*

* Calculation of the interest rate premium is based on the assumption that the date of
the reduction to 0.2% in the monthly devaluation rate, which the market had knowl-
edge of, was April 1, 2001.
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The real growth rate of broad money aggregates (M3 and M4)
continued to decrease in 2000 Q4. This was partly due to the on-
going decline in the financial saving rate and partly to the fact that
in the final quarter, both household consumption and business
investment picked up. These latter developments stimulated de-
mand for more liquid assets, exerting upward pressure on
narrow money (M1) growth in the fourth quarter. Real growth
in households’ net financial wealth slacked off considerably.
This was equally due to a decrease in the growth rate of gross fi-
nancial wealth in real terms and a faster increase in household
liabilities.

2000 Q4 witnessed a rise in the net financing requirement of
non-financial companies. The factor at work here was firms’ de-
clining level of disposable income (especially in energy-
intensive sectors) throughout the second half of 2000, because of
adverse shifts in energy prices and a moderate-to-rising trend in
investment activity for the second half as a whole.

Corporate-sector borrowing was dominated by foreign cur-
rency loans. In particular, funds borrowed from abroad ex-
panded most strongly, while the rapid increase in domestic for-
eign currency borrowing seen over the second and third quarters
came to an end. This may imply that the accommodation of the
loan structure of commercial banks to the new regulation on
open foreign exchange positions effective as of July 2000, re-
flected in higher domestic foreign currency lending, had tapered
off by the beginning of the fourth quarter.

1.1 Monetary base and its components

Following temporarily higher growth in the monetary base, an-
nual growth in this indicator fell to 13.1% in the period from No-
vember to January (see Table II-1 and Chart II-6), thanks to the
modification of the reserve requirement. From August 2000 on,
the rise in the effective reserve ratio, as discussed in the Decem-
ber Report, led to an average annual growth rate of 20.4% in re-
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Chart II-6 Monetary base and its components

Table II-1 Monetary base

HUF billions

2000 2001

Opening March June September November December January

I Monetary base (II+III) 1,439.0 1,373.5 1,420.6 1,503.9 1,552.6 1,561.0 1,496.3

Non-bank notes and coin 846.2 762.9 809.6 846.4 880.7 876.4 818.6

Other notes and coin 109.7 73.4 79.5 81.0 78.6 90.3 76.4

Reserves 483.1 537.2 531.5 576.5 593.3 594.3 601.2

II Net forint assets (b+c+d-a) 101.1 –248.6 –159.2 –243.6 –293.4 –278.8 –359.6

a) Sterilisation instruments 619.3 884.2 805.7 881.5 830.8 917.8 656.1

Of which: NBH bills 0.0 96.8 235.3 470.4 458.1 461.0 554.3

b) Banking sector loans 120.3 117.1 104.5 102.1 95.8 87.3 85.0

c) Net claims on government 517.9 443.3 454.9 466.2 373.7 486.3 192.5

Of which:Treasury Account (–) 193.4 267.5 250.1 213.1 301.8 170.7 270.9

Government securities (+) 401.2 393.4 378.8 371.1 368.0 367.5 173.9

Other (+) 310.1 317.4 326.2 308.2 307.5 289.5 289.5

d) Other 82.2 75.2 87.0 69.6 67.9 65.4 19.0

III Net foreign exchange assets 1,337.9 1,622.1 1,579.8 1,747.6 1,846.0 1,839.8 1,855.8

Net foreign 504.4 700.7 736.9 936.3 1,080.8 1,024.5 960.7

Assets 3,269.1 3,476.6 3,435.6 3,872.3 3,992.5 3,765.4 3,628.3

Liabilities 2,764.7 2,775.9 2,698.7 2,936.1 2,911.7 2,740.9 2,667.6

Net domestic 833.4 921.4 842.9 811.4 765.2 815.3 895.1

Assets 1,550.4 1,569.9 1,452.4 1,408.4 1,358.6 1,384.8 1,381.3

Liabilities 717.0 648.5 609.5 597.1 593.4 569.5 486.1



serve assets, in contrast with 16.1%, characteristic of the previous
six months. In the period December to January, this high growth
in reserve assets was offset by weak annual growth in demand for
notes and coin. This demand reflected the usual seasonality, i.e.
there was an upsurge in cash balances in the run-up to the holi-
day season, especially in November, but the January fall-off was
steeper than experienced in previous years. Apart from the effect
of the regulatory change, the increase in mandatory reserves re-
flects the development of M3, and the upsurge in November
could be attributed to higher M3 growth.

The key impact on the composition of net forint assets has
been the new regulation on the reserve requirement. The central
bank neutralised the excess liquidity generated by the reduction
in the reserve requirement from 11% to 7% by selling govern-
ment bonds amounting to approximately HUF 200 billion and is-
suing NBH-bills of HUF 37 billion. This, together with the in-
crease on the Treasury Account had significantly decreased the
National Bank’s net claims on the Government by January 2001.
In November and December, the level of NBH-bills within the
stock of sterilization instruments remained unchanged in a quar-
ter-on-quarter comparison. Only January saw an upsurge, part of
which was caused by the aforementioned amendment to the re-
serve requirement. From October to December 2000, the stock of
the two-week deposit facility rose by HUF 62 billion, followed in
January by a decline of over HUF 150 billion. The figure for the
sterilization instruments in Table II-1 reflects a much greater de-
crease due to a technical correction. This row in the table con-
tains the adjustment for the difference between the end-of-
month and monthly average stock of the banks’ mandatory re-
serves. This adjustment was exceptionally large in January 2001,
as the banks deposited HUF 200 billion less on their central bank
account on January 31st, as a result of the lower reserve require-
ment. However, this did not affect the level of net forint assets be-
cause of the aforementioned government bond sales and
NBH-bill issue.

1.2 Demand for forint conversion
and its components

Following the strong demand for forint conversion in 2000 Q3,
the fourth quarter saw a slowdown, with conversion amounting
to merely HUF 33.7 billion (see Table II-2). This happened de-
spite relatively high interest-rate-sensitive capital inflows
amounting to HUF 144.2 billion, with speculative inflows also up
on the previous quarter. At the same time, these inflows of capital
were offset by the high current account deficit, customary in the
fourth quarter, with the December deficit being conspicuously
high, even allowing for seasonality. FDI inflow was quite low rel-
ative to previous quarters, only covering some one-fourth of the
current account deficit adjusted for the net foreign interest pay-
ment of the National Bank. In respect of net portfolio equity in-
vestments, the outflow originating in 2000 Q2 continued, while
there was a considerable inflow into government securities in the
fourth quarter, especially in December, thanks primarily to the
decline in euro yields and improving investment confidence in
emerging markets. The final quarter saw an upsurge in foreign
exchange loans taken out by the corporate sector, with particular
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regard to direct borrowing from abroad. In contrast with the pre-
vious three quarters, there was a turnaround in the ratio of for-
eign and domestic foreign exchange borrowing, with borrowing
from abroad taking the lead. Corporate foreign exchange bor-
rowing accounts for the bulk of the interest-rate-sensitive capital
inflow.

For 2000 as a whole, demand for forint conversion was lower
than in 1999, with most transactions concentrated in the first
quarter and the month of August. The two years differed most
significantly in terms of net portfolio investments, the effect of
derivatives and corporate foreign exchange borrowing. The fact
that much higher amounts of interest-rate-sensitive and specula-
tive capital flowed in than in 1999 could be explained by higher
investments in government securities, the upward pressure of
derivatives on conversion and high foreign exchange borrow-
ing. In a contrasting development, there was large-scale outflow
of equities for the year as a whole and the conversion effect of
domestic foreign currency deposits also contributed strongly to
the decline in the demand for forint conversion.
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Table II-2 Components of demand for forint conversion*

HUF billions

1999
total

2000

Q1 Q2 Q3 October November December Q4 Total

A Conversion 807.6 374.0 22.6 212.9 33.7 0.0 0.0 33.7 643.2

a) Intervention in inter-bank foreign exchange market 708.4 374.2 20.4 212.9 33.7 0.0 0.0 33.7 641.2

b) NBH purchases from general government 99.2 –0.2 2.2 0.0 0.0 0.0 0.0 0.0 2.0

Sources of conversion (I+ ...+ IX) 807.6 374.0 22.6 212.9 33.7 0.0 0.0 33.7 643.2

I Current account balance corrected

for net foreign interest payments (1+2)

–398.5 –75.2 –107.3 –8.0 –16.6 –64.5 –148.4 –229.6 –420.0

1 Current account balance –497.8 –96.9 –125.2 –33.6 –14.4 –76.4 –154.5 –245.4 –501.0

2 Net foreign interest payments by NBH** 99.3 21.7 17.9 25.6 –2.2 11.9 6.1 15.8 81.0

II Foreign direct investment 407.5 63.6 170.4 99.3 27.3 –0.5 29.7 56.5 389.8

III Intervention due to commercial banks*** –11.5 33.0 –15.6 23.6 –34.7 20.7 –27.8 –41.8 –0.8

IV Effect of derivatives**** –58.2 75.1 –41.5 –4.5 –6.7 –9.4 11.5 –4.7 24.4

V Intervention due to domestic foreign exchange deposits –1.6 –7.4 –10.8 –11.4 –22.0 –37.1 9.6 –49.5 –79.1

VI Net portfolio investments (1+2) 303.6 154.0 –79.8 2.0 –13.1 7.9 28.3 23.1 99.3

1. Government securities 152.3 142.9 6.4 61.6 19.9 21.0 41.8 82.8 293.7

2. Equity+ 151.3 11.1 –86.2 –59.6 –33.1 –13.1 –13.5 –59.6 –194.4

VII Corporate foreign exchange borrowing (1+2) = (a+b) 237.1 11.0 88.2 55.2 57.5 75.1 24.9 157.5 312.0

1. Domestic 154.3 77.0 120.8 83.3 24.4 –6.1 30.2 48.4 329.6

2. Foreign 82.7 –66.0 –32.6 –28.1 33.1 81.2 –5.3 109.1 –17.6

a) Shorter than one year –73.6 –32.8 –10.2 –48.2 19.4 10.0 –1.1 28.2 –62.9

b) In excess of one year 310.7 43.7 98.4 103.4 38.1 65.2 26.0 129.2 374.8

VIII Capital transfers 8.2 3.8 14.5 19.5 7.0 4.4 6.9 18.3 56.1

IX Others 321.0 116.1 4.4 31.1 35.2 3.4 65.4 104.0 255.5

B Interest rate-sensitive (III+IV+V+VI/1+VII) 318.1 254.5 26.8 124.6 14.0 70.3 60.0 144.2 550.2

C Speculative 9.0 218.2 –60.9 32.6 –2.1 42.2 24.3 64.5 254.4

* Figures for the third quarter contained some mistakes in the December Report.
** Corrected for the net foreign interest payments of the general government.

*** Conversion effect of the change in commercial banks’ total open position, i.e. the portion of open positions not hedged by derivative transactions.
**** Conversion effect of the change in forward contracts. With these two items the negative sign indicates the closing of long forint positions built up earlier.

+ From the fourth quarter, the capital flows linked to bank equities are recorded with the ‘Equity’ item instead of the ‘Others’ item.



2 Yield curve, interest rate
and inflation expectations

The Bank’s December Report tracked developments on the
Hungarian government securities market through the end of

November 2000. Since then there has been a decrease in zero
coupon yields of all maturities, in contrast with the significant rise
in the previous quarter. Compared with the situation at
end-November, there was a 90–120-basis-point downward shift
in the three-month to five-year section of the yield curve, while at
the same time a much smaller, roughly 40-basis-point drop oc-
curred at the longest maturity of ten years. The decrease in yields
was not distributed evenly over time (see Chart II-9). From late
November to early January, the decrease in yields was on large
scale, amounting to 80–140 basis points, with medium-term
yields affected most strongly. The drop in yields over this period
was due to factors determining non-residents’ demand for gov-
ernment securities, with special regard to the decline in euro
yields and changes in the risk premium required on forint yields.
Then, from early January to mid-February, short-term yields ad-
justed to the previous decline in long-term market yields, partly
as a result of the central bank’s two interest rate cuts, while
long-term yields were already starting to rise. This led to a turn
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Box II-1 Foreign exchange market activities of the banking system
from December 2000 to February 2001

Immediately after closing the December Report, commercial banks changed their behaviour, with a renewed increase
in their demand for foreign exchange funds. This resulted once more in an on-balance-sheet open position well in ex-
cess of HUF 100 billion (see Chart II-7). This figure approaches the amount which prompted the National Bank to
amend the regulation on open positions in February 2000, in order to make this activity more costly for commercial
banks. Apparently, some banks find it worthwhile to absorb the extra costs imposed by the new regulation, in order to
increase their foreign exchange liabilities.

The increase in the on-balance-sheet open position did not lead to the reopening of the total open position. In this
respect, the banks have not abandoned their recent cautious attitude in aggregate terms, and are not taking any ex-
change rate risk. This implies that they are speculating on the difference between yields rather than exchange rate
gains in favour of forint assets.

During the period under review, the interest rate premium on forint assets remained virtually unchanged compared
with the roughly 300-basis-point value seen at the end of the previous period. The yields required by international in-
vestors had already increased at the end of the previous period, and this atmosphere has continued to determine inter-
national investment flows ever since. Changes in the forint’s interest rate premium and the on-balance-sheet open po-
sition of the banking system indicate (see Chart II-8) that, in addition to the value of banking-system liabilities, the level
of the interest rate premium also approached that seen a year ago.
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Chart II-7 Open positions of the banking system
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around the two to three year maturity of the yield curve. This was
presumably due to the interruption and subsequent adverse shift
in the downward trend of the world oil prices seen since early
December and the strengthening of the euro against the dollar
over the same period. In mid-February, following the publication
of the higher-than-expected rate of inflation, market participants
made an upward shift in their short-term (1–2 year) inflation
expectations, which brought about a 20–25-basis-point rise
in yields. Thus, on the whole, rather than decline, short-to-
medium-term inflation expectations deteriorated slightly in the
period of December to February.

The following section contains an in-depth analysis of the fac-
tors at work in the change in yields over the period under review.

The substantial decline in the level of interest rates on the
euro, serving as an anchor currency, had a decisive impact on fo-
rint yields in December 2000. The decline in euro yields at all ma-
turities occurred despite the fact that the European Central Bank
made no cut in its benchmark rate during the period under re-
view. The decrease in euro yields could be attributed, to a great
extent, to the Fed’s two interest rate cuts (on January 3rd and 31st)
totalling 100 basis points, prompted by an apparent slowdown in
US economic growth. These cuts led to a drop in market yields on
the dollar of 100–140 basis points from December to February.
Fears of a recession and statements by the Fed’s chairman
spurred expectations of an interest rate cut in the USA as early as
December, leading to an over 10% rise in the euro’s exchange
rate against the dollar before mid-January. From the point of
view of rising euro-area inflation, a long-term appreciation of the
euro could be a favourable development. This would imply
tighter monetary conditions without the ECB raising interest
rates. As a combined result of all the above factors, medium-term
zero coupon yields on the euro (see Chart II-10) decreased by
40–70 basis points by early January, simultaneously with a some-
what slower decline in short-term yields. All in all, the euro yield
curve became less steep, and in the range of up to two years the
curve assumed an unusually inverse shape, which implies that
investors expect euro yields to continue falling over the next
year, even though not at a rapid pace. In addition to the events
overseas, the decline in oil prices since November, which has
probably improved inflation expectations in the euro area, may
also have contributed to the decrease in euro yields. The yields
obtained on the market of Hungarian government securities rap-
idly followed changes in euro yields, although expressed in
terms of basis points the decrease was nearly double the figure
for the fall in euro yields, in respect of medium-term yields (see

Chart II-11). This was probably due to the fact that the drop in
the risk premium required on forint yields strengthened the ef-
fect of the fall in euro yields. In contrast to the previous quarter,
investor sentiment about emerging markets improved consider-
ably in December and January, reflected in a significant drop in
the foreign-exchange bond spreads of these countries. The aver-
age spread on Hungarian foreign exchange government bonds,
an indicator of country-specific risk, also declined during this pe-
riod.

The decline in the required yield on forint investments re-
sulted in significant interest-rate induced capital inflows, push-
ing up foreign investors’ government security holdings by
roughly HUF 70 billion by mid-February (see Chart II-14). The
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average remaining time to maturity of the total stock rose slightly,
with foreigners investing not only in specifically interest-rate-
sensitive short-term instruments, but also in medium-to-long
term ones (especially at the 2-to-3-year and 10-year maturities).

In response to the fall in yields on government securities in the
aftermath of the decline in the euro yields and the risk premium,
the National Bank cut the maximum interest rate on the
two-week deposit facility on two occasions – each time by 25 ba-
sis points. The first reduction, effective of January 8th, did not
catch the market by surprise and thus left yields unaffected. With
this measure the Bank also intended to signal to the market that
the stronger euro and lower oil prices were affecting the trend of
inflation in a beneficial way. The week before the February 5th in-
terest rate cut saw an acceleration in interest-rate-sensitive capi-
tal inflows, attracting foreign investments of HUF 50 billion in the
course of just a few days, leading the central bank to intervene
strongly. As central bank policy makers regarded the downward
pressure on the level of interest rates as lasting, they took steps to
align central bank rates closer to market yields.

The decline in long-term yields seen from December to early
January was not accompanied with a decline in inflation expecta-
tions relating to the coming year. The December survey by
Reuters even reflects a slight rise in the rate of inflation expected
for end-2001, compared with November (see Chart II-12).

Inflation expectations moderated somewhat in January,
thanks presumably to the decrease in oil prices which began in
late November and the strengthening of the euro. However, the
January rate of year-on-year inflation (10.1%), published on Feb-
ruary 13th, again exceeded analysts’ expectations (9.78%). On the
day of its announcement, forint yields rose by 10–30 basis points
at all maturities. According to the Reuters survey in late February,
inflation expectations for December 2001 rose once again to the
October 2000 level, and the rate expected for end-2002 was also
up significantly, by around 45 basis points.

The rise in yields in the second half of February was thus pri-
marily attributable to worsening inflation expectations (see Chart

II-13), and, to a smaller extent, the slight upturn in euro yields, as
well as the Turkish financial crisis after February 21st, with its
likely upward pressure on the required risk premium.

Following the announcement of the January inflation rate
there was a steady rise in foreigners’ government security hold-
ings, together with rising yields, in contrast to the period from
December to January.1 This indicates that the yields required by
domestic investors (of which inflation expectations are the most
volatile component) grew at a higher rate than those demanded
by non-Hungarian residents (influenced more strongly by pro-
jected depreciation and the risk premium). In other words, the
primary factor behind the rise in yields was higher domestic infla-
tion expectations.

The shifts in the forward curves derived from the zero coupon
yields provide the best information on changes in market partici-
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Chart II-15 One-year implied forward curves

1 The abrupt fall in foreigners’ government security holdings in mid-January
was due to the maturing of the government bond 2001/G, of which non-
residents’ holdings amounted to HUF 50 billion, rather than an active portfolio
management choice. The renewal of foreign holdings took a couple weeks,
which is a relatively long time. This was because the immediate replenishment
of expiring government securities on the low-liquidity Hungarian secondary
market relative to the portfolio size of foreign investment funds would have
had a serious impact on prices.



pants’ expectations of short-term interest rates (see Chart II-15).

Between early December and late February, there was no signifi-
cant change in the one-year interest-rate level expected four or
five years ahead, while interest rate expectations for the coming
two or three years declined considerably. It should also be noted
that, in addition to a shift in levels, the annual yield path in 2001
also reflects a faster pace of decrease, i.e. between December
and February there was a roughly 50-basis-point rise in the differ-
ence between spot rates and one-year yields one year ahead. The
faster decrease in the expected interest rate can be attributed to
the fact that the cut in the devaluation rate of the forint appeared,
or in more precise terms, shifted forward in time, in market par-
ticipants’ expectations.

3 Interest rate policy
of commercial banks

From November 2000 to January 2001, commercial banks’
lending rates to the corporate sector followed the changes in

the yields on short-term government securities, i.e. there was a
clear fall in interest rates only from January, considering the pe-
riod following the central bank’s interest rate hike in October. By
contrast, the effect of the fall in market interest rates has not yet
fed through to short-term household deposit rates (see Chart

II-16). An analysis of average interest rates in the period since
October reveals that the 1% interest rate hike by the central bank
in October was almost completely passed on by the commercial
banks to corporate-sector lending rates, whereas household de-
posit rates were only raised by 0.5 percentage points on average.
As far as companies’ deposit rates are concerned, the increase
had started earlier, which makes the effect of the interest rate
hike less easy to interpret.

A comparison of short-term corporate lending rates and market
yields (see Chart II-17) indicates that the spread between these
items narrowed markedly in the second half of 2000, relative to
previous years, when it fluctuated around 1.5 percentage points.
In the period under review, stronger inter-bank competition
played the greatest role, simultaneously with a rise in lending ac-
tivity. There has been no considerable change in the spread
between market interest rates and household deposit rates, which
have been fluctuating around 1.5% ever since January 1998.

Consumer credit by commercial banks was affected by the
usual seasonality, with a significant pick-up in lending late in the
year, due to the holiday season. The previous slow decline in
consumer lending rates came to a halt in November, due to the
central bank’s interest rate hike and the strong demand for credit.
In a simultaneous development, after a decreasing trend from
May, the margin between consumer credit rates and twelve-
month household deposit rates appeared to reverse in Novem-
ber (see Chart II-18 and II-19), due mainly to the fact that me-
dium-to-long-term deposit rates already began to fall off in No-
vember. New lending contracts related to building projects were
at a much lower volume than consumer credit transactions, but
the annual growth rates reflect exceptionally strong expansion.
The final quarter saw a decline in building loans, due, in all likeli-
hood, to seasonal effects.
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4 Monetary aggregates

The surge in the real growth of broad money measures over
the final month of 2000 Q3 proved to be temporary, and real

growth in M3 and M4 returned to its slowing trend (see Chart

II-20). The trend in household portfolios tended to indicate a de-
crease in the weight of saving transactions within the banking
system, together with an upsurge in consumption and a major
pick-up in the propensity to invest during the third quarter,
which also exerted downward pressure on real growth in finan-
cial assets. In accordance with these tendencies, real M1 growth
was faster during the quarter, as a result of the upsurge in house-
hold and corporate sight deposits. This was because both sectors
needed large amounts of liquid assets to support a considerable
volume of transactions.

Household-sector demand for cash, adjusted for the effect of
the year 2000 date change, continued to expand at a steady rate.
At the same time, the real value of sight deposits held by house-
holds – with special regard to small businesses, which are also in-
cluded with the household sector - rose considerably during the
quarter, spurring growth in the household component of real M1
(see Chart II-21).

At the same time, the final quarter of 2000 witnessed an inter-
ruption in the slowdown of firms’ demand for cash and sight de-
posits, which started at the beginning of the second quarter.
Firms began to switch from long-term assets, especially govern-
ment securities accumulated due to postponed investment pro-
jects, and partly from time deposits, to holding sight deposits.
This brought about a significant rise in the level of the latter hold-
ings.

In addition to slower M3 growth (see Chart II-22), the factors
behind the subdued growth rate of M4 – comprising M3 and gov-
ernment security holdings outside the banking system – included
a drop in the real growth rate of government security holdings to
4% from the double-digit range prevalent in the first half of 2000.
During the final quarter, firms reduced their government security
holdings, in contrast with individuals, who bought large amounts
for the first time in 2000. However, this latter development was
not reflected in the twelve-month rate as households acted simi-
larly in the previous year.

Households increased their net financial wealth at a markedly
slower rate (see Chart II-23). This was due both to slower growth
in gross real financial wealth and to a faster, trend-like expansion
in household liabilities. For the reasons noted above, house-
holds reduced the weight of time deposits and non-banking se-
curities in their portfolios, simultaneously with a steady rise in
the weight of assets outside the money supply, such as pension
fund savings, life insurance premium assets and equities. At the
same time, the real growth rate of the latter assets was slower,
due to higher base-period values.

The velocity of circulation (see Chart II-24) continued to slow
during the fourth quarter, as real M1 growth was still higher than
growth in both consumption and GDP volumes. The divergence
between the two measures can be attributed to the steadily rising
weight of household consumption, relative to the gross domestic
product.
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5 Demand for corporate credit

The financing requirement of the non-bank corporate sector
(excluding credit institutions and the Hungarian Priva-

tisation and State Holding Company) rose in 2000 Q4. In addi-
tion to the increase in the financing requirement of non-bank fi-
nancial companies, there was significant deterioration in the net
position of other financial companies vis-à-vis the banking sys-
tem. The rise in other financial businesses’ demand for funds is
probably attributable to the fact that this sector acts as a mediator
of credit towards non-bank companies. This implies that the
worsening in its net position vis-à-vis the banking system also
satisfies non-bank companies’ demand for funds in an indirect
way (see Charts II-26 and II-27).

In the final quarter of 2000 the structure of corporate borrow-
ing changed relative to the preceding three quarters, with foreign
financing regaining importance within foreign exchange loans.
Simultaneously, the weight of domestic FX borrowing declined,
which may imply that companies are gradually returning to the
financing structure prevalent prior to 1999 Q4, at least in respect
of the foreign-domestic ratio of foreign exchange loans.

In contrast to the previous period, in 2000 the corporate sector
relied on the domestic banking system rather than foreign lend-
ers to satisfy its foreign-currency financing requirement (see

Chart II-26). This development spurred growth in the domestic
stock of foreign exchange lending, which had been quite low
compared with the demand for FX funds. Growth in FX-
denominated domestic lending peaked in 2000 Q2 and Q3.
However, the fourth quarter saw a reversal of the trend, with a re-
newed rise in the proportion of funds borrowed from abroad, si-
multaneously with a plunge in both the weight of domestic FX
loans within new lending and the up-to-then high rate of growth.
A major cause of this reversal must have been the accommoda-
tion of Hungarian commercial banks to the regulation on foreign
exchange open positions, effective as of July 2000, which had led
to a one-off shift in the lending structure via pushing up the level
of domestic FX lending.

Against a stable macroeconomic background, the proportion
of loans for terms in excess of one year increased within the
terms structure of credit, especially in respect of domestic foreign
currency loans, but in terms of forint loans as well.

The structure of corporate financial assets developed along
different lines from those seen in previous quarters. The sector
increased the weight of its liquid assets, together with a rise in
portfolio assets, in contrast to a plunge in companies’ govern-
ment security holdings, similarly to previous years. At the same
time, acquisitions by some regionally expanding domestic enter-
prises led to a rise in the sector’s foreign-exchange-denominated
claims on non-residents. Still, the denomination structure of as-
sets continues to differ significantly from that of liabilities, corpo-
rate-sector assets typically being forint-denominated. Thus, even
though the weight of foreign-exchange loans declined some-
what within new lending, the deterioration in firms’ net position
occurred primarily in terms of the foreign-exchange position,
due to the negligible role of FX assets, while the forint position
improved slightly (see Chart II-25).
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According to preliminary data, the Hungarian economy grew
by 4.2% in 2000 Q4, representing an increase of 5.3% for the

year as a whole, relative to the previous year. Although exports
continued to expand rapidly during the fourth quarter, domestic
absorption came to the forefront as the driving force behind GDP
growth. Thus, it is no surprise that there was a substantial rise in
import demand. The net export rate exerted downward pressure
on economic growth in the final quarter (–1.7%), while the con-
tribution of domestic absorption to GDP growth gathered pace
(see Chart III-1).

The gap between national accounts-based annual export and
import growth rates already began to widen in the third quarter,
with imports increasing more rapidly. The fourth quarter saw the
gap continue to open, simultaneously with exceptionally strong
export and import growth rates, up by 25% and 26.8% respec-
tively over a year earlier. At the same time, the terms of trade con-
tinued to deteriorate during the fourth quarter, although some-
what more slowly than previously (by 2.4 percentage points).

Of the components of domestic absorption, consumer spend-
ing played a more important role in the expansion of GDP in the
fourth quarter (2.8%). This was due to the fact that household
consumption gathered considerable pace late in the year, rising
by 4.5% in real terms in a year-on-year comparison (see Table

III-1). At the same time, operational incomes increased much
faster than before, at the same rate as consumption. Public con-
sumption rose moderately throughout the year, including the
fourth quarter.

Whole-economy fixed capital formation also contributed
strongly (by 2.9%) to economic growth during the fourth quarter
(see Table III-2).

The annual growth rate of whole-economy investment
amounted to 8.4% in the final quarter, reflecting a pick-up in in-
vestment following a mid-year slump.

Stockbuilding, the other major capital formation item, along
with other unspecified components of absorption, contributed
to fourth-quarter GDP growth at a substantially lower rate than
previously, although it still remained positive. The level of indus-
trial output stocks, which account for some one-fourth of total in-
ventories, fell off during the fourth quarter,1 which probably oc-
curred simultaneously with an increase in the level of input
stocks. This seems likely in view of the fact that the volume of
goods sold domestically for further processing during the final
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Table III-1 Annual growth rate of GDP and its components*

Percentage changes on a year earlier

1999 2000

Q1 Q2 Q3 Q4 Total Q1 Q2 Q3 Q4 Total

NBH estimates

CSO
pre-
limi-
nary
data

NBH estimates

Final consumption 4.3 4.3 4.1 3.6 4.1 3.0 3.2 3.0 4.1 3.3
Household consumption 4.5 5.0 4.6 4.4 4.6 3.3 3.5 3.3 4.5 3.7
Public consumption 3.2 0.0 1.4 –1.3 0.8 0.9 1.0 0.9 1.5 1.1

Gross capital formation** 8.0 3.9 –1.4 7.4 4.4 12.8 4.7 9.8 9.2 9.0
Fixed capital formation 5.7 6.1 3.6 7.5 5.9 7.0 7.2 2.2 8.4 6.5

Total domestic absorption 5.3 4.2 2.4 4.8 4.2 5.7 3.6 5.0 5.8 5.1
Exports 9.5 9.8 13.6 18.9 13.2 21.1 21.0 20.0 25.0 21.9
Imports 12.9 10.2 9.3 16.6 12.3 18.6 16.4 20.6 26.8 20.9
GDP 3.4 3.8 4.5 5.7 4.4 6.6 5.8 4.5 4.2 5.3

* The Bank’s quarterly GDP estimates are based on the quarterly GDP data published in April
2000 by the Central Statistical Office on the period 1995–1999. However, the quarterly data on
1999 may differ from those published in the aforementioned publication as they are estimates
adjusted by the Bank for the second publication of annual data published by the CSO in Sep-
tember 2000. The estimates are consistent with the Bank analyses describing the income po-
sitions of individual income holders.
** Includes the statistical discrepancy, represented by the difference between the results of
calculations for production and absorption.

Table III-2 Contribution to GDP growth by individual items of absorption

Percentage changes on a year earlier

1999 2000

Q1 Q2 Q3 Q4 Total Q1 Q2 Q3 Q4 Total

NBH estimates

CSO
pre-
limi-
nary
data

NBH estimates

Final consumption 3.2 3.1 3.0 2.6 2.9 2.2 2.2 2.1 2.8 2.4
Household consumption 2.9 3.1 2.8 2.7 2.8 2.1 2.1 2.0 2.7 2.3
Public consumption 0.3 0.0 0.2 –0.1 0.1 0.1 0.1 0.1 0.1 0.1

Gross capital formation* 2.2 1.2 –0.5 2.4 1.4 3.7 1.5 3.0 3.1 2.8
Fixed capital formation 0.8 1.3 0.9 2.6 1.4 0.9 1.5 0.6 2.9 1.6

Total domestic absorption 5.4 4.3 2.5 5.0 4.3 5.9 3.7 5.1 5.9 5.2
Exports 5.0 5.2 7.3 10.1 7.0 11.7 11.8 11.6 15.0 12.6
Imports 7.0 5.7 5.3 9.4 6.9 11.0 9.7 12.2 16.7 12.5
Net exports –2.0 –0.5 2.0 0.7 0.1 0.7 2.1 –0.6 –1.7 0.1

GDP 3.4 3.8 4.5 5.7 4.4 6.6 5.8 4.5 4.2 5.3

* Includes the statistical discrepancy, represented by the difference between the results of
calculations for production and absorption.

1 Based on industrial statistical data.



quarter was up by 10% on a year earlier, parallel to a similar up-
surge in intermediate goods imports, in a quarter-on-quarter
comparison.

1 Household consumption

Household consumption in 2000 Q4 gathered considerable
pace relative to previous quarters, with the gap between

consumption and income growth narrowing significantly. Total
household real income rose by 4%, essentially due to the 5.2%
rise in net labour earnings, accounting for over half of household
income. Social benefits in cash rose fastest in real terms (6.4%),
thanks to a retroactive rise in pensions. Overall income growth
outstripped growth in mixed incomes (2.3%) and benefits in kind
(1.3%).

In 2000 Q4, total income growth again fell short of operational
income growth (4.5%, see Table III-3) – i.e. adjusted for the por-
tion of interest income compensating for inflation – while con-
sumption and operational income expanded at identical rates
(see Chart III-2).

The fact that consumption rose at a higher rate in 2000 Q4 than
in the previous quarters is explained by the spending patterns of
households, which enjoyed an increase in income. Both one-off
wage payments and pecuniary social benefits affected those sec-
tions of society (social sector workers, old-age pensioners) with
a high marginal propensity to consume.

Against the background of a substantial income rise, there was
no major shift in the gross investment rate,2 due to the high pro-
pensity to consume in the strata mentioned above. The rate stood
at 10.6% in 2000 Q4, compared with 10.4% in the third quarter
and 10.9% in 1999 Q4. As regards the composition of gross sav-
ings, the financial saving rate continued to moderate. The house-
hold investment rate rose by 0.7 percentage points and 1 per-
centage point in year-on-year and quarter-on-quarter compari-
son, respectively, reaching 7.4% in the fourth quarter (see Chart

III-3).
Household investment expenditure was dominated by home

building and other housing-related investment projects, with a
ratio to fourth-quarter operational income of 5.8% in the final
quarter, up 0.9 percentage points on a year earlier. Housing in-
vestment growth took place simultaneously with higher credit
extension for home investment projects (see Chart III-4).

In 2000 Q4, the level of net financial savings was similar to the
higher-than-usual third-quarter level. Unlike previously, house-
holds saved a higher portion of their income in the third quarter,
and a lower portion in the fourth quarter. The inflation-adjusted3

net financing capacity of households declined slightly in the
fourth quarter. Changes in the stock of financial assets (HUF
149.7 billion) and borrowing (HUF 46.3 billion) remained similar
to those in the previous quarter.
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Table III-3 Annual growth of household income and consumption in real
terms
Percentage change on a year earlier

1999
2000

Q1 Q2 Q3 Q4

Total income 2.0 1.2 1.6 1.5 4.0
Operational income 2.8 0.8 1.5 1.8 4.5
Volume of consumption 4.6 3.3 3.5 3.3 4.5
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Pension fund contributions, which have been one of the key
elements of financial assets for a long time, rose at the seasonally
normal rate during the fourth quarter, i.e. faster than during the
year.4 There was also an upsurge in savings on deposit accounts
both in a year-on-year and quarter-on-quarter comparison.5 In
respect of household saving, the final quarter was the first quar-
ter in 2000 when households bought significantly higher
amounts of government securities, simultaneously with a slow-
down and, in the fourth quarter, decrease in the demand for unit
trust investments, replacing a long upward trend. Compared
with the third quarter, there was a nearly two-fold increase in for-
eign-currency savings, with cash holdings showing a downward
trend. All in all, households tended to prefer short-term, low-risk
investment facilities in 2000 Q4.

In the fourth quarter, the stock of credit was double for the fig-
ure for a year earlier, due to a major increase in building loans
from 2000 Q2, thanks to the effect of housing loans offered on fa-
vourable terms. Consumer and collateral loans have rises at a
persistently high, although not accelerating, rate. Home building
and property purchase lending combined expanded at a faster
rate than consumer credit in the fourth quarter, after adjusting in-
terest rates for the effect of inflation (see Chart III-5).

2 Investment

In 2000 Q4, whole-economy real investment expanded by 8.4%
in a year-on-year comparison, bringing total volume growth to

approximately 6.5% for the year as a whole. Although fourth-
quarter data reflect a pick-up in investment activity, following a
mid-year slowdown, annual performance still falls short of the
level which was expected based on industrial output, domestic
sales of investment goods, new orders and the long-standing,
high rate of capacity utilisation (at 80%). On the other hand, quar-
terly indices computed from seasonally adjusted data indicate
that investment activity is likely to pick up in 2001.

An analysis of investment by industry (see Table III-4) reveals
that despite an upswing in investment, the volume of material
production increased only slightly if at all, similarly to the previ-
ous quarters. Although manufacturing investment rose by nearly
5% in real terms relative to the previous year, together with the
electricity sector, which was also up by over 5%, in other, tradi-
tionally weak, sectors (such as agriculture and mining) invest-
ment even fell short of the level for the previous year. In addition,
fourth-quarter investment in the construction industry also re-
mained flat in real terms.

As far as material services are concerned, Q4 investment re-
mained as buoyant as in the first half of the year (up by 10% in
volume terms), underlining the temporary nature of the weak
performance in Q3. The increase was probably due to factors in-
cluding strong investment performance in the transport and

38 NATIONAL BANK OF HUNGARY

III. Demand

30 30

35 35

40 40

45 45

50 50

55 55

60 60

65 65

Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3

1995 1996 1997 1998 1999 2000

Per cent Per cent

Chart III-5 Households’ net financial wealth
as a percentage of trend disposable income

4 Out-of-schedule, supplementary contributions are usually concentrated at
the end of the year.
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able for comparison, due to increased cash holdings because of worries about
the millennium date change.



communications sector, and the real estate transactions sector
(10% and over 15%, respectively). In the former, growth was due
more to strong investment activity within the communications
sector rather than the effect of motorway construction, while in
respect of the latter, the surge in home building projects may
have contributed strongly. The performance of the hotels sector
was rather uneven for the year as a whole. While there was no
real growth in investment in the fourth quarter, the annual
growth rate of 10% suggests strong activity. The rate of invest-
ment within financial services remained unchanged in the fourth
quarter, still falling short of the level for the previous year in real
terms.

Although investment related to property transactions tended
to be rather volatile across the individual quarters, the subdued
rate of housing construction activity seen in the past few years
seems to be turning around. The number of building permits is-
sued continued to increase considerably in 2000 Q4, up 50% on a
year earlier. As a result of the steady growth experienced since
early 1999, the number of permits issued over 1999–2000
amounted to 75,000. However, figures for the previous few years
(70,000 and 54,000 permits issued in 1995–1996 and 1997–1998,
respectively) indicate that growth in home building projects has
climbed back to the level for 1995–1996, following a low in
1997–1998.

The number of completed homes follows the number of
building permits only after a lag (average construction time is
roughly seven quarters, with considerable variance). Neverthe-
less, seasonally adjusted data already reflect slow growth in the
number of completed homes since mid-1999. This rate seemed
to gather pace towards the end of 2000 (the fourth-quarter figure
for completed homes was up by 27% on a year earlier). (See

Chart II-6.)
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Table III-4 Whole-economy investment growth rates

Per cent

1999 2000

Distribution Volume index
Q1 Q2 Q3 Q4

Same period of previous year = 100

Agriculture, hunting and forestry, fishing 3.3 97.6 84.3 83.2 92.1 86.0

Mining 0.4 106.8 82.6 75.9 88.6 57.4

Manufacturing 26.1 114.2 102.3 107.2 101.4 104.8

Electricity, gas, steam and water supply 6.9 99.8 95.3 91.3 106.1 105.3

Construction 1.9 106.5 105.3 106.9 110.8 94.5

Material production, total: 38.7 109.7 99.9 101.9 101.9 102.1

Wholesale and retail trade, repair of motor vehicles, motorcycles, personal

and household goods

7.5 125.7 105.2 111.3 103.7 106.5

Hotels and restaurants 1.1 124.8 114.6 104.2 134.6 97.8

Transport, storage, postal services and communications 17.9 94.4 136.7 107.6 94.5 110.3

Financial intermediation 2.8 78.5 92.1 98.2 134.6 97.8

Real estate, renting, business acitivities and housing investment 19.2 116.5 99.2 120.1 94.5 110.3

Material services, total: 48.6 107.7 112.2 112.2 99.6 108.9

Material production + material services, total: 87.2 108.6 106.2 107.3 100.6 106.2

Public administration and defence, compulsory social security 4.3 81.4 147.9 107.6 111.0 145.5

Education 2.0 112.7 115.8 103.0 108.8 99.5

Health and social work 2.1 87.3 116.3 102.9 98.8 94.3

Other community, social and personal services activities 4.3 87.5 88.4 110.6 111.8 100.7

Non-material services, total: 12.8 89.4 117.6 107.2 109.0 116.4

Total 100.0 105.3 107.0 107.2 102.2 108.4



Within non-material services, only public administration and
defence increased investment volume, at an exceptionally high
rate of 45%. After 2000 Q2, health investment remained virtually
flat, while education grew by 5% for the year as a whole. On the
whole, this group of services can boast of the strongest invest-
ment activity in 2000 (admittedly, the small weight of these areas
prevent them from making anything more than a negligible im-
pact on the amount of whole-economy investment).

The material and technical composition of investment reflects
some change as construction investment projects grew about
3 percentage points faster than machinery investment, for the
first time in the past few years.

In terms of investment broken down by income holders, the
volume of public sector projects grew at a roughly 10% rate in the
final quarter, just as in the third quarter (see Chart III-7). How-
ever, Q4 growth was more the outcome of central government
projects. Private-sector investment as a whole rose by around
7%, with the 5–6% growth rate of corporate investment only par-
tially offset by strong household investment.

3 The fiscal stance

According to preliminary data, the SNA-based primary bal-
ance deteriorated by 3.5% of GDP in 2000 Q4 in a year-

on-year comparison – thus the general government expanded
demand to this extent (see Table III-5). Despite the volatility in
the demand effect across the different quarters, demand was re-
stricted by 0.3% of GDP for the year as a whole. As pointed out in
our previous Reports, the considerable sub-annual volatility in
the demand effect can be largely traced back to a number of fac-
tors, which must be taken account of when interpreting the fun-
damental trends in the fiscal stance.
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Table III-5 General government deficit as a percentage of GDP

Per cent

1999 2000

Q1 Q2 Q3 Q4 Total Q1 Q2 Q3 Q4 Preliminary

1 Central budget balance excluding privatisation –8.9 –2.6 –1.5 0.2 –2.9 –4.3 –1.1 –0.4 –5.4 –2.9

Of which:

2 Primary balance (excluding NBH) 1.0 3.0 4.1 5.8 3.6 3.0 4.2 4.2 –1.0 2.5

3 Interest balance –9.6 –6.4 –6.0 –5.5 –6.7 –7.4 –5.5 –4.8 –4.4 –5.5

4 NBH profits and losses –0.3 0.8 0.3 –0.1 0.2 0.2 0.2 0.2 0.0 0.1

5 Balance of segregated funds excl. privatisation –0.9 –0.1 0.0 –0.4 –0.4 0.1 –0.1 0.2 –0.1 0.0

6 Balance of Social Security funds excl. privatisation –2.2 –1.1 –1.2 –0.2 –1.1 –0.8 –0.8 –0.7 –0.5 –0.7

7 Balance of local governments excl. privatisation 1.6 –1.0 0.6 –0.9 0.0 1.3 –0.7 0.0 –1.7 –0.3

8 Primary balance of local governments 1.4 –1.2 0.4 –1.1 –0.2 1.1 –0.9 –0.1 –1.8 –0.5

9 General government balance excluding privatisation –10.5 –4.8 –2.1 –1.4 –4.4 –3.6 –2.7 –0.9 –7.7 –3.9

10 Out of this: primary balance –0.7 0.6 3.4 4.0 2.0 3.5 2.4 3.7 –3.4 1.3

11 Accrual-based deficit of general government –9.5 –5.3 –3.5 –1.1 –4.6 –3.5 –3.6 –1.8 –6.2 –3.9

12 Accrual-based primary balance –1.5 0.7 2.7 4.5 1.8 2.4 2.0 3.3 –1.7 1.3

13 Deficit correction for financial transactions 0.3 –0.1 –0.1 –0.3 –0.1 –0.2 –0.2 –0.2 –0.4 –0.3

14 Deficit of Privatisation and State Holding Company –0.3 –0.5 –0.8 –1.5 –0.8 –0.8 0.0 –0.4 1.4 0.1

15 SNA financing requirement (15=11+13+14 ) –9.5 –5.9 –4.4 –2.9 –5.5 –4.4 –3.9 –2.4 –5.2 –4.0

16 SNA primary balance (16=12+13+14) –1.5 0.1 1.8 2.7 0.9 1.4 1.7 2.8 –0.7 1.2

17 Effect of the pension reform 0.5 0.5 0.4 0.6 0.5 0.5 0.5 0.5 0.5 0.5

18 Demand effect (changes in lines 16 and 17) 1.5 –0.5 –0.9 –2.2 –0.6 –2.9 –1.7 –1.0 3.5 –0.3

4000

6000

8000

10000

12000

14000

J A J O J A J O J A J O J A J O J A J O J A J O

4000

5000

6000

7000

8000
Number of building permits

Number of houses and flats built
right-hand scale)

1995 1996 1997 1998 1999 2000

Chart III-6 Number of building permits issued
and completed homes*

* Seasonally adjusted data.

2

4

6

8

10

12

14

16

18

20

22

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

-15

-12

-9

-6

-3

0

3

6

9

12

15Total
Private
Public (right-hand scale)

1997 1998 1999 2000

Per cent Per cent

Chart III-7 Changes in fixed investment
Annualised quarterly growth rates



There was a surplus generated on the receipts side, as after
mid-1999 VAT revenues started to return to the normal level.6

Other key factors were faster-than-expected growth and infla-
tion, while only part of expenditures (pension expenditures) fol-
lowed automatically with a time lag. In addition, the lower-than-
expected privatisation revenues also put a brake on spending by
the Hungarian Privatisation Agency (ÁPV Rt.), which was even-
tually financed by surplus budgetary receipts, just like the wage
compensation received by the health and social sector.

In 2000 Q4, net VAT receipts fell off in real terms (see Table

III-6), due to the fact that it was in the final quarter that the annual
growth in VAT refunds, accounted for in terms of the accru-
als-based approach, caught up with the annual growth rate of re-
ceipts. (The VAT refunding system has been subject to several
changes, which have exerted great influence on the sub-annual
timing of refunds. This effect has been removed in principle by
our accruals-based estimation.)

The budget used some of the extra tax revenues to give the
ÁPV Rt. a grant amounting to 1% of GDP. This was because
the company’s privatisation revenues had dried up and there was
a provisional ban on the sales of its reserves held in the form
of shares. Thus, it was short of funds to finance its expenditures
laid down by statute – expenditures to which further items had
been added at the beginning of the year. Thus, the ÁPV Rt. was
also unable to have the expected deficit. This is why the budget
exempted it from its obligatory contributions and advanced
a direct grant in the final quarter. This helped the Agency meet
its expenditures and build up a surplus in the final quarter,
which helped it do away with the small deficit it had accumu-
lated.

In respect of cash benefits to households, pension payments,
which account for nearly 70% of total transfers, were raised with
retroactive effect in 2000 Q4, as provided for by statute and due
primarily to slower-than-expected disinflation.7 Other transfer
payments decreased overall in real terms (in particular with re-
gard to local authorities). Consequently, for the year as a whole,
transfer payments to households did not exceed the level for the
previous year in real terms, despite the rise in pensions. (The fact
that in 1999 pensions were fully adjusted at the beginning of the
year accounts for the different seasonality between the two
years, see Table III-7.)

During the year the extra revenues were used to compensate
health care and social sector workers, in the form of supplemen-
tary payments, for the unfavourable effects of the unexpected in-
flationary development. Paid in the third and fourth quarters,
these sums amounted to 0.1% and 0.05% of GDP, respectively.
Then, during the final days of the year, faster-than-expected eco-
nomic growth and higher revenues prompted the Government
to make another round of unscheduled pension and wage pay-
ments, amounting to 0.3% of GDP. These sums were deposited
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Table III-7 Selected public expenditures* in real terms**

Percentage changes on a year earlier

Per cent

2000

Q1 H1 Q1–Q3
Preli-

minary

Pensions (including disability benefits) –1.7 –1.3 –1.3 1.4

Sick-pay 5.9 12.2 5.0 3.9

Social benefits (central budget) –5.2 –0.8 –2.2 –2.6

Social benefits (local authorities) –12.0 –12.6 –9.7 –8.5

Household transfers, total –2.8 –1.5 –1.8 0.0

Investment (central budget) 21.8 –3.5 0.8 7.9

Investment (local authorities) –5.5 13.0 15.0 9.0

Gross investment expenditure 6.1 4.4 7.7 8.4

* Source: Public sector statistics, therefore this differs from CSO figures.
** Using the price indices for public consumption and investment.

Table III-6 VAT in real terms
Percentage changes on a year earlier

1999 2000

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Domestic VAT revenues* 0.7 1.6 3.7 10.9 19.7 7.2 5.2 4.6

Import VAT refund** 8.9 3.0 0.1 3.2 12.4 4.7 7.1 13.1

Net VAT revenues –9.0 0.5 7.1 18.4 30.0 9.3 3.4 –2.5

* Without further adjustments (for customs surety).
**Based on estimated accrual-based settlement.

6 In the first half of 1999, the timing of VAT receipts temporarily diverged from
in the business cycle.
7 Pensions were raised on the basis of the Swiss indexation method, which
is linked to inflation and net average earnings, with a 30%, 70% weight respec-
tively. Inflation was higher than originally projected, and average net earnings
were also higher by broadly the same rate as the extra inflation (this implies
that the increase in real wages was close to the expected rate).



on an account8 at the end of the year to be paid only in 2001. As
far as the demand effect of this measure is concerned, pensioners
and public sector employees will probably spend these windfall
gains at the time of their receipt. This means that they are to be ac-
counted for as part of the SNA deficit at that date.

The rise in the share of investment projects within expendi-
ture seems to be a favourable development. No factual data are
available on local authorities’ investment spending in the final
quarter. Despite strong growth over the previous few quarters,
we did not expect further growth in real terms for the fourth quar-
ter. By contrast, the central expenditure on institutional invest-
ment projects rose at a higher rate than previously, offsetting the
fourth-quarter drop in the real value of priority projects.

4 External demand

As noted in the December Report, external economic activity
peaked in 2000 Q3, in line with our expectations, while the

fourth quarter witnessed a slowdown in growth. Of the compo-
nents of GDP, both net exports and domestic absorption growth
declined in the euro area. At the same time, there are many signs
pointing towards the likelihood that domestic absorption will
continue to grow at a relatively fast rate: (1) Both consumer and
industrial confidence indices remain high; (2) In 2001, several
large euro-area member countries have implemented major tax
cuts, exerting upward pressure on household disposable in-
come.

In 2000 Q3,9 euro-area GDP growth fell to 2.8% in real terms,
compared with annualised quarterly growth rates of 3.6% for the
previous three quarters. Year-on-year GDP growth was at 3.4% in
real terms, compared to 3.8% in previous quarters (see Tables

III-8 and III-9). The primary cause of this was lower quar-
ter-on-quarter growth in private consumption, which fell to 1.2%
in 2000 Q3, down from 3.2% in the previous two quarters. This
decline had been foreshadowed by the September drop in the
consumer confidence index, due probably to the steadily rising
level of oil prices. Nevertheless, consumer and industrial confi-
dence remained high in the euro area. The quarter-on-quarter
consumer confidence index rose slightly in the fourth quarter,
while the value of the industrial confidence index remained un-
changed relative to the previous quarter. The fourth quarter saw
a minor rise in the number of new cars registered relative to the
quarter before, but the figure was still down in a year-on-year
comparison.
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8 At the end of the year, HUF 94.5 billion was placed on a deposit account. This
sum comprises HUF 35 billion in subsidies for the ÁPV Rt, 40 billion to supple-
ment pensions and wages and HUF 19.5 billion earmarked for home building
projects. These sums are accounted for as part of the budget deficit. On the
other hand the SNA accounting of the ÁPV Rt. subsidies is accounted as im-
provement in the Agency’s balance for last year. The other two items will be
recorded with the SNA deficit in 2001, at the time of the actual payment. (In
2000 Q4, these items together with the other subsidies granted to the ÁPV Rt.
accounted for 4.6% of the 5.4% budget deficit.)
9 Because of the time lag in data publication, GDP statistics for the euro area
are only available until the third quarter.

Table III-8 Main macroeconomic indicators in the euro area I

Percentage change on a year earlier, seasonally adjusted data
Per cent

1999 2000

Q2 Q3 Q4 Q1 Q2 Q3 Q4

Real GDP 2.1 2.6 3.3 3.5 3.8 3.4
Domestic absorption 3.0 3.0 2.8 2.5 3.2 3.1
Private consumption 2.7 2.6 2.6 2.6 3.1 2.5
Public consumption 1.4 1.6 1.5 1.7 1.8 1.6
Gross fixed capital formation 5.6 5.8 5.4 5.4 4.8 4.2
Stockbuilding* –0.1 –0.1 –0.1 –0.4 0.0 0.4
Exports 2.2 5.7 10.3 13.2 12.1 12.1
Imports 4.8 7.1 9.2 10.7 10.6 11.4
Net exports* –0.8 –0.3 0.5 1.0 0.7 0.4
New car registration 8.5 6.6 –0.6 1.5 0.2 –7.8 –3.0
Retail sale 2.2 2.3 3.1 2.5 3.2 2.6

Source: ECB Monthly Bulletin, February 2001.
* Contribution to real GDP in terms of percentage points.

Table III-9 Main macroeconomic indicators in the euro area II

Percentage change on a quarter earlier; annualised, seasonally adjusted data
Per cent

1999 2000

Q2 Q3 Q1 Q2 Q3

Real GDP 4.1 3.6 3.6 3.6 2.8
Domestic absorption 2.8 2.8 2.8 3.6 2.4
Private consumption 3.2 2.4 3.2 3.2 1.2
Public consumption 1.6 1.6 2.8 1.2 0.8
Gross fixed capital formation 7.8 1.2 7.4 3.2 5.3
Stockbuilding* –0.8 1.2 –1.2 0.8 0.4
Exports 12.6 15.2 11.2 9.5 12.6
Imports 9.5 13.0 10.0 10.0 13.0
Net exports* 1.2 0.8 0.8 0.0 0.0

Source: ECB Monthly Bulletin, February 2001.
* Contribution to real GDP in terms of percentage points.
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External demand for Hungarian exports is measured in terms
of the (effective) import and GDP of our main trading partners
weighted with the Hungarian export structure.10 In 2000 Q3, the
year-on-year rise in this weighted GDP and effective imports
stood at 3.1% and 9.5%, respectively. The weighted coincidence
indicator of our main trading partners shows that external de-
mand growth is likely to decline in 2000 Q4 and 2001 Q1 (see

Chart III-8).

In 2000 Q3 and Q4, business conditions in CEFTA countries
did not follow a clear trend, with some countries experiencing a
slowdown and others an up-turn in activity. Poland’s sec-
ond-quarter real GDP growth of 5.2% fell to 3.3% in the third
quarter and 2.2% in the fourth quarter. The Czech economy con-
tinued to expand slightly, with year-on-year GDP growth at 1.9%
and 2.2% in the second and third quarters, respectively. In
Slovakia growth rose from 1.9% in the second quarter to 2.5%.
Thanks to high world prices for energy and commodities, the
economies of the CIS countries continued to grow at a robust
rate, with Russian real GDP up by 6.8% and 7.9% in the third and
fourth quarters, respectively.

According to estimates derived from preliminary data, in 2000
Q4, total exports of goods and services rose by 25% in a
year-on-year comparison, compared with goods and services
imports of 26.8%. In this manner, net exports reduced GDP
growth by 1.7 percentage points. Volume and value data relating
to the balance of trade continued to diverge in the fourth quarter,
due broadly to changes in the terms of trade, which continued to
worsen, although at a somewhat slower pace. In a new develop-
ment, the balance of trade at constant prices also began to show
clear signs of deterioration, due to the fact that the import volume
exceeded the export volume (see Chart III-9). In the fourth quar-
ter, annual euro value indices reflect that import growth, 6 per-
centage points higher than goods export growth, was comprised
of accelerating investment goods imports and a considerable de-
cline in the effect of energy prices.

The balance of services continued to improve, but was unable
to offset the worsening trend in the goods trade, which resulted
in the negative contribution to GDP of the combined balance of
goods and services.

In 2000 Q4, customs-statistics-based exports and imports
amounted to EUR 9,012 million and EUR 10,406 million, respec-
tively. There was a deficit of EUR 1,394 million on the balance of
trade, up by EUR 665 million on a year earlier. For the time being,
the fourth-quarter decline in external business activity does not
seem to have fed through to export figures, since there is no
fall-off in the quarterly growth rate of the trend of either the vol-
ume or the euro value data in a quarter-on-quarter comparison.
There is even evidence of some acceleration in the indices (see

Charts III-10 and III-11). In respect of import figures, trade value
data slowed down slightly and volume data gathered some pace.
As the past two quarters saw systematically higher growth in the
euro value indices of imports than of exports, the cus-
toms-statistics based balance of trade continued to deteriorate
despite strong export growth (see Chart III-12). The new data in-
dicate more and more clearly that the deterioration in the trade
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10 See Quarterly Report on Inflation, June 2000.
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balance reflects a long-term trend, although the worsening in the
terms of trade still remains a major contributory factor (down by
2.6% from 3.1% in the previous quarter).

As noted above, the fourth-quarter export growth did not yet
reflect the slowdown in external demand. Exports to developed
countries remained strong during 2000 Q4 (see Chart III-13). The
pick-up in exports to CEFTA countries, first experienced in 1999
Q1, continued at a steady pace (see Chart III-14). This area saw
the highest growth in demand for Hungarian exports, up by 39%
on an annual basis, exceeding export growth to both developed
countries (26%) and EU countries (24%). Exports to CIS countries
picked up markedly in the fourth quarter, for the first time since
the Russian crisis (see Chart III-15). While previous high growth
rates were essentially due to low base-period values, this time
there was also a clear rise in the trend value in a quar-
ter-on-quarter comparison. This may reflect the effects of an up-
surge in demand stimulated by favourable business conditions in
Russia.

An analysis of the composition of exports (see Chart III-16) re-
veals that durables exports continued to top the list. Short-term
indices indicate that the Q3 recovery in investment goods ex-
ports also continued. Non-durable goods were exported at a
slowly growing rate, while the quarter-on-quarter slowdown in
the trend of intermediate goods exports excluding energy con-
tinued in the fourth quarter. An analysis of the export trends in
the above goods shows that investment goods and durable
goods contributed to total export growth at a markedly higher
rate, simultaneously with a decline in the importance of interme-
diate goods. This suggests that the previous stagnation on the du-
rable goods markets of our main export markets was only tempo-
rary (see Chart III-17).

The SITC breakdown of exports (see Chart III-18) shows that
machinery and equipment exports continued to grow at the fast-
est pace. Accounting for nearly 60% of total exports, this product
category was the driving force behind export growth. This was
equally due to an upsurge in both investment goods and con-
sumer durables exports. Manufactured goods were exported at a
steadily growing rate. Commodity export growth continued to
slow in a quarter-on-quarter comparison, while food exports fell
off.

An analysis of the breakdown of imports shows that in respect
of consumer durables the trends seen in the previous quarter
continued,11 with a growth rate very similar to that of investment
goods. Intermediate goods imports continued to show very high
growth at nearly 40%. Imports of non-durable consumer goods
grew at a basically unchanged rate (see Chart III-19). On the
other hand, there was a plunge in energy import growth in the fi-
nal quarter. At the moment it cannot be determined if this repre-
sents a long-term trend. It seems certain that this may be related
to the unusually mild winter, which has changed seasonality. At
the same time, international energy prices exerted downward
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11 It should be noted that in the December Report we spoke of a decline in con-
sumer durables imports on the basis of the annual rate of trend growth. The
subsequent addition of about EUR 100 million to the third-quarter import fig-
ures led to a fundamental change in the trend data.

1500

2000

2500

3000

3500

4000

4500

5000

5500

6000

6500

Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3

1500

2000

2500

3000

3500

4000

4500

5000

5500

6000

6500

Original Trend

1996 1997 1998 1999

EUR millions

2000

EUR millions

Chart III-13 Exports to developed countries

150

200

250

300

350

400

450

500

550

600

650

700

750

Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3

150

200

250

300

350

400

450

500

550

600

650

700

750

Original Trend

EUR millions

1996 1997 1998 1999

EUR millions

2000

Chart III-14 Exports to CEFTA

0

50

100

150

200

250

300

350

400

450

Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3 Q1 Q3

0

50

100

150

200

250

300

350

400

450

Original
Trend
Seasonally adjusted

US millions

1997 1998 19991996 2000

US millions

Chart III-15 Exports to CIS

-40

-20

0

20

40

60

80

100

120

140

160

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

-40

-20

0

20

40

60

80

100

120

140

160
Consumer durables
Capital goods
Intermediate goods
Energy
Non-durable consumer goods

1999

Per cent Per cent

1997 1998 2000

Chart III-16 Annualised trend growth rates
in various export categories
Value index in euro terms



pressure on the import value of certain energy-producing materi-
als in the final quarter.

As a result, final-quarter energy imports contributed to import
growth at a significantly lower rate, whereas investment goods
began to play a greater role. Import growth in respect of the other
product categories remained unchanged (see Chart III-20). In
December we reported a slower increase in investment goods
imports, associated with low investment growth. However, cur-
rently available information and revisions indicate that this effect
must have been only temporary, as investment goods imports
were clearly the driving force behind import growth in the fourth
quarter. This is in line with the temporary slowdown in
whole-economy and machinery investment growth seen in the
third quarter.

Thanks to its continued favourable performance, the services
category contributed to the improvement of the external balance
in 2000 Q4, although to a slightly lower extent than in the previ-
ous quarters. The services balance on the balance of payments
amounted to EUR 414 million, as a result of receipts of EUR 1,924
million and expenditure of EUR 1,510 million, with the surplus
up EUR 72 million on a year earlier.

The improvement in the services balance can be attributed to
the EUR 89 million increase in the travel surplus. The travel bal-
ance for 2000 Q4 recorded a surplus of EUR 579 million, as a re-
sult of EUR 915 million in receipts and EUR 335 million in expen-
diture (see Chart III-21). Seasonally adjusted data indicate that
receipts from tourism increased at an even pace during the year,
with three-month annualised indices and the year-on-year euro
value index growing at 20%.

The fourth quarter witnessed an upsurge in expenditures,
with the euro value index amounting to 29% in a year-on-year
comparison.

The fact that the trend of tourism increased in the fourth quar-
ter (see Chart III-22) is also supported by other data on travel
turnover. The fourth-quarter figure for tourist arrivals was up
15% on a year earlier, compared with a 1% rise in the previous
quarter. For the year as a whole, this figure rose by 8%. The
number of tourist nights spent in public accommodation units
rose by 6% in the fourth quarter, compared with 2% in the third
quarter.

The number of Hungarians travelling abroad rose by 4% for
the year as a whole. The third-quarter decline of 2% was followed
by a 10% increase in the fourth quarter.

The services balance excluding travel worsened slightly in the
fourth quarter, creating a deficit of EUR 166 million as a result of
receipts of EUR 1,009 million and expenditure of EUR 1,175 mil-
lion. This deficit exceeds the figure for 1999 Q4 by EUR 17 million
(see Chart III-23). In a year-on-year comparison, the annual bal-
ance of services other than tourism remains EUR 172 million
better than it was in 1999.

The trend of receipts and expenditures also rose significantly
in the fourth quarter. While the fall in the services deficit recorded
in previous quarters in terms of seasonally adjusted data was
brought about by an increase in receipts and a flat level of expen-
ditures, the fourth quarter witnessed a jump in expenditures. As
the exceptionally high fourth-quarter figures introduced a de-
gree of uncertainty into seasonal adjustment, moving averages
were used to calculate the trend.
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The euro-based, quarter-on-quarter annualised value index
rose by 24% in respect of receipts and 22% in respect of expendi-
tures.

A close look at the performance of the different services re-
veals signs of long-term improvement only in the balance of con-
struction and installation. Although the improvement seen in
2000 in the balance of services other than tourism was apparently
interrupted in the fourth quarter, receipts still rose substantially,
thanks to buoyant external activity and an increase in goods ex-
ports. In respect of expenditures, one-off factors accounted for
the improvement in the previous quarters, and similarly, the up-
surge in fourth-quarter expenditure is also assumed to be due to
a one-off factor and not a long-term change in the trend.
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1 Labour market

In 2000 Q4, certain labour market trends which had been ob-
served during the year took on more definite shape. First, the

economy continued to experience growth in labour use, with a
faster increase in employment and a steady expansion in total
hours worked. On the other hand, average weekly hours worked
rose at a slower pace, but this is regarded as a temporary devel-
opment. The low level of labour reserves continues to give rise to
concerns about labour market tightening within the rapidly
growing sections of the economy. On the other hand, the flat
rates of private sector wage inflation could be seen as a sign of ac-
commodation to the halt in disinflation. In a new development
the earlier upsurge in wage inflation in the trade and repair sector
started to reverse.

The public sector wage index, adjusted for the effect of the
one-off wage payments to health care workers in July 2000, re-
mained broadly at the third quarter level. This implies that there
were no supplementary payments made at the end of the year to
compensate for higher inflation in 2000. This is scheduled for
early in 2001, but its effect on demand may have fed through to
household consumption in the fourth quarter already.

1.1 Labour utilisation

From the point of view of monetary policy, the amount of labour
used to produce marketed goods and services provides key in-
formation on the relationship between labour demand and sup-
ply; the public sector labour force is best analysed in terms of
other indicators.

Labour utilisation can also be measured in terms of the num-
ber of employed and hours worked. The latter indicator can be
regarded as more accurate, being the measure of the actual la-
bour used in the course of production.

The household labour force survey (LFS) of the Central Statis-
tical Office (CSO) classifies every individual engaged in any kind
of income-generating activity as an employed person, regardless
of the type of activity or its legal and tax implications. Thus, from
the perspective of economic theory, the LFS is the most reliable
source of information on private sector employment. This is be-
cause the institutional labour statistics (ILS), an alternative data
source based on the survey of businesses employing over five
people, only provide information on workers who have been of-
ficially registered as employees. Due to the nature of the regula-
tory framework in Hungary, this latter survey introduces system-
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atic bias into the data. In terms of the LFS, whole-economy em-
ployment growth gained momentum in the fourth quarter (see

Chart IV-1), up 1.4% on a year earlier, which implies a high
annualised quarterly rate of 1.7%. Apparently, the slowdown in
the number of employed seen in late 1999 and early 2000 was
only temporary, and the rate of growth seems to be gathering
pace again. This seems to be the case especially in the private
sector, excluding the agricultural sector, where the number of
employed people increased by 2.3% in a year-on-year compari-
son. Manufacturing and construction saw especially strong
growth, up by nearly 5% and over 10% respectively in the fourth
quarter, after removing seasonal effects. Employment figures in
manufacturing can only be tracked using the ILS statistics. These
statistics reflect the continuation of earlier trends, with the ma-
chinery sector and the basic metal manufacturing and metal pro-
cessing sector topping the list in terms of employment growth
(up by 9% and 2% respectively, year on year). There were also
strong increases in respect of market services, with annualised
quarterly growth rates of 3% within trade and repair, 9% within
hotels and catering and 4% within the real estate and business ac-
tivities sector.

The CSO’s ILS survey indicates that the decrease in the num-
ber of people employed in the fiscal sector continued, even
though at a somewhat slower pace. However, as will be shown
below, it was not the white-collar labour force most relevant
from the point of view of the private sector, with special regard to
the labour demand within market services and tightening of the
labour market, that was reduced by the government. It was more
the number of manual workers that declined, with that of
white-collar workers even increasing slightly within public ser-
vices, particularly in education.

The number of total hours worked, which is a better estimate
of effective labour utilisation, paints a similar picture as above.
This may come as a surprise at first, as the ILS estimate for total
hours worked in the private sector in the fourth quarter fell by
3.2% in a year-on-year comparison. This development, which oc-
curred mainly because of the December data and affected all sec-
tors, implies that that the drop in fourth-quarter labour utilisation
from 851 million hours in 1999 to 824 hours in 2000 could be due
to the fourth quarter number of working days being lower than a
year earlier. However, in the absence of data series of sufficient
length, this can only be ascertained in respect of manual labour
in manufacturing.1 Our calculations confirm that the decrease
was indeed caused by the effect of the number of working days.
After correction for this effect, the rise in the amount of hours
worked in the machinery sector and the basic metal manufactur-
ing and metal processing sector remains significant. Despite
flat-to-falling levels in other sectors, the trend of total manufac-
turing hours worked continued to increase (see Chart IV-2). This
implies that the extensive growth in the private sector continued
in the fourth quarter.
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1 Due to the calendar effect, the fourth quarter of 2000 contained four fewer
working days, i.e. 6% less, than the previous year.

3650

3700

3750

3800

3850

3900

-1

0

1

2

3

4

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Per cent
Rate of change (right-hand scale)

Employment (left-hand scale)

Thousands

1997 1998 1999 2000

Chart IV-1 Level of employment and the rate
of change

220

225

230

235

240

245

250

255

260

265

270

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

50

55

60

65

70

75

80

85

90

Manufacturing

Machinery (right-hand scale)

Million hoursMillion hours

1997 1998 1999 2000

Chart IV-2 Total hours worked in the manufacturing
and machinery sectors



1.2 Labour reserves and the risk
of labour market tightening

In recent years, Hungarian economic growth has been character-
ised by a wide-spread increase in labour use. However, this may
be limited by a shortage of supply should the level of labour re-
serves be inadequate. Over the short term, businesses may re-
spond to such a situation by intensifying the utilisation of the em-
ployed labour force by increasing the average weekly hours
worked. However, such efforts may run against both ‘natural’
and regulatory restrictions. After the possibilities of increasing la-
bour intensity are exhausted, competition for workers may exert
steady upward pressure on real wages, which in due course may
lead to rises in the price of products uncontrolled by foreign trade
competition, possibly eventually slowing down the process of
disinflation. Over the long term, a tight labour market tends to
raise capital-intensity, and even a cutback in production is not
out of question. Therefore, monitoring labour reserves and la-
bour market bottlenecks is a crucial element of central bank anal-
ysis.

The adequacy of labour reserves can be judged in terms of the
“capacity utilisation” of the potential labour force. Let us first look
at the 15–74 age group, which is considered by international
standards as the demographic basis of labour supply. The size of
this group has been steadily declining since the mid-nineties.
Within this group, the proportion of economically active persons
– the actual labour supply – has been increasing since 1998. This
is reflected in the activity (or participation) rate, which rose to
53.8% in the fourth quarter, approaching the level for 1994.
Although this ratio is far below those typical for European coun-
tries, this does not imply that the level of available labour re-
serves equals (100–53.8) = 46.2%.

In the broadest sense, the reserve force of labour within the
15–74 age group consists of the non-employed, which comprise
both the unemployed and the inactive sections of the popula-
tion. The employment rate, which reflects the proportion of em-
ployed people, stood at 50.4% in 2000 Q4, after a steady rise since
1996. Nevertheless, it cannot be said that the proportion of
labour reserves stands at 49.6% as domestic and international
experience shows that the inactive, who are by definition not
even present on the labour market, cannot be regarded as part
of the effective reserve force of labour. The reason for this is that
from the point of view of the central bank, the effective labour
supply comprises the sections that are relatively easy to activate
and that are approximate substitutes for employed people and
therefore exert downward pressure on wages. Excluding the
inactive section and identifying effective reserves with the unem-
ployed, its proportion, represented by the unemployment rate,
sank to 6.3% in the fourth quarter. On the other hand, several
years of vigorous economic growth has already absorbed the un-
employed who were easy to reactivate. This suggests that those
currently unemployed cannot be fully regarded as part of the
effective labour supply, because of the level of their qualifi-
cations, skills and demographic features, etc., in addition to the
low geographical mobility characteristic of Hungary. The contri-
bution of the individual groups to the effective labour supply
can be estimated via microeconomic empirical research (see

Box).
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As noted above, when demand for labour runs into limits in
supply, businesses may respond by a more intensive utilisation
of the people already employed. This is reflected in changes in
average weekly hours worked, for which long data series are
only available in respect of manual workers in manufacturing.
The available data show that the average number of weekly
hours worked has been on a steady rise since 1993. This general
trend was not interrupted in the fourth quarter, although growth
lost momentum and even reversed in respect of certain sectors,
such as the chemical industry (see Chart IV-6).2

1.3 Wage inflation

Our calculations suggest that in the fourth quarter, previous
trends in wage inflation intensified. This means that throughout
most of the private sector wage inflation decreased at a slower
pace, with fourth-quarter rates remaining near the earlier rates
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2 The statistical procedure applied as a means of adjusting for the above-noted
significant fourth-quarter drop in the number of working days slightly modi-
fies our estimates for previous quarters. This is a “natural” consequence of the
method, which leaves evaluation unaffected.

Box IV-1 Estimating effective labour reserves

From the perspective of monetary policy, the labour force is regarded as the capacity available for economic
growth. We will examine if changes in employment could run up against supply-side barriers, which could trigger
higher wages rises. To this end, we will track changes in labour demand and in the available effective labour re-
serves. The latter are defined as comprising non-employed people who, being close substitutes to employed peo-
ple, exert downward pressure on wage growth.

Previously only international experience and economic logic helped us decide which groups of non-employed
may be included with the effective reserve force of labour. The conclusion then was that labour reserves did not
comprise the inactive group in general and the relatively unqualified, unskilled and/or long-term unemployed.
Joint research with the Human Resources Department of the Budapest University of Economics has enabled us to
produce direct empirical estimates on how “strong” the individual groups are in terms of labour supply. The follow-
ing section presents our preliminary results on the classification of unemployed people according to education
qualifications.

The research confirms our previous conjecture: the probability that groups with relatively unfavourable charac-
teristics will receive a job is lower than average. Chart IV-4 depicts relative probabilities for the years 1998–2000. Ap-
plying these indicators as weights to the individual groups will give a numerical estimate for the effective reserve
force of labour and the unemployment rate (see Chart IV-5). Our calculations show that by late 2000 the proportion
of effective unemployment had sunk well below that indicated by the traditional unemployment rate. This suggests
that private-sector labour demand may indeed lead to a risk of labour market bottlenecks.
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Chart IV-4 Relative probabilities of receiving a job
in respect of specific unemployed groups
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(see Chart IV-7). This is due to the interruption of the disinflation
process: thanks to the flexibility of domestic wage bargaining,
wages managed to accommodate to changes in the rate of infla-
tion.

An analysis of the different branches of the private sector re-
veals that the divergence in wage growth seen in 2000 became
even more marked during the fourth quarter. In the second half
of 2000, wage indices for manufacturing and trade and repair
were relatively high, while those for other market services, ex-
cluding the latter category, were low, in contrast to the indices for
1998 and 1999. This may be due to the combined effect of three
developments. First, labour market tightening caused by robust
manufacturing growth exerted upward pressure on the manu-
facturing wage index. Second, excessive demand seen within
market services declined relative to 1998. Third, the jump in trade
and repair wage indices may be due to measurement problems
generated by the ongoing restructuring of the sector.

Within manufacturing, wages in the machinery sector and the
basic metal manufacturing and metal processing sector are of
interest because of the potential labour-market bottlenecks.
Fourth-quarter wage inflation rates in these branches were
above average, just as previously. This was partly due to above-
average growth in productivity in respect of these industries and
partly to labour market tightening as a result of the brisk increase
in the number of employed people seen in recent years. There
was an overall slowdown in the wage inflation of other market
services, excluding trade and repair. As noted in the December
Report, the trade and repair category produced exceptionally
high rates of wage inflation in 2000, relative to 1998 and 1999. As
noted, the current large-scale restructuring of trade services
makes it difficult to evaluate changes in the price of “one unit of
work”. The category’s wage index decreased considerably in the
fourth quarter, which might imply that the nature of “the work”
measured in the base period and the period under review now
correspond, and that there was an easing in relatively excessive
demand for labour, caused by the rapid growth in the number of
employed people.

Table IV-1 shows wage inflation indices based on wage pay-
ments received on a regular basis as adjusted for the effect of
changes in the number of hours worked. As wages always con-
tain “fixed monthly” components which are paid regardless of
the hours worked, there is an upward bias in the wage inflation
indices because of the 5–6% drop in hours worked seen in the
fourth quarter. The high Q4 figures could imply that wage indices
declined to a lesser extent than could have been expected on the
basis of the drop in the hours worked – and probably in the value
produced. This is equal to deterioration in enterprises’ per-unit
profitability (see more in section 3). However, if this was really
due to the sudden drop in the number of hours worked, then it
can be viewed as a temporary development.

In respect of public services, the figures in the table are appro-
priate as they are not distorted by the hours worked. As noted in
the December Report, the one-off wage payment received by
health-care workers in July – not incorporated into basic wages -
exerted considerable upward pressure on the sector’s third-
quarter wage index. Due to the one-off nature of the measure, its
effect has been removed from the indices. Thus, the corrected
public sector indices for the fourth quarter were similar to those
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Chart IV-7 Quarterly rates of wage inflation*

* Annualised quarter-on-quarter indices, computed from seasonally adjusted data
series.

Table IV-1 Wage inflation*
Per cent

Average
for

1999

2000

Q1 Q2 Q3 Q4
Average
for the
year

Manufacturing 16.1 12.7 14.2 14.4 15.8 14.3
Trade 14.2 17.1 18.5 18.3 17.9 18.0
Other private sector services 17.4 12.0 12.3 12.2 15.6 13.0
Private sector 15.8 12.8 13.7 13.9 15.9 14.1

Public sector 17.0 12.1 9.7 11.2 11.5 11.1
Total 16.2 12.6 12.5 13.1 14.5 13.2

* Data on the private sector: wage payments received on a regular basis, adjusted for
changes in hours worked. Public services: excluding one-off health-sector payments in July
2000. The National Bank’s own calculations.



obtained for the third quarter. This implies that higher-than-
expected inflation did not lead to any wage compensation at the
year-end. Nevertheless, as prospective payments also tend to
have an effect on household consumption, it cannot be ruled out
that the payments promised for early in 2001 had an impact on
demand at the end of 2000.

2 Capacity utilisation

In 2000 Q4, growth in average capacity utilisation3 in the manu-
facturing industry continued at a slow pace in terms of the sea-

sonally adjusted data, reaching its ten-year peak in this quarter
(see Chart IV-8). Dynamic output and export growth, which
moderated somewhat relative to the first nine months, and
slightly stronger investment activity were the factors at work in
achieving such a high level of capacity utilisation. The utilisation
of technical capacities was above average in respect of machin-
ery and building materials manufacturing.

The relationship between technical capacities and prospec-
tive demand for the coming 12 months in terms of seasonally ad-
justed data reflected the continuation of the rise in the proportion
of firms reporting a shortage of capacities. In a new development
not seen since 1999 Q2, the fourth quarter saw a slight rise in the
weight of firms expecting excess capacities. This is probably due
to the fact that manufacturing firms expect slower output growth
in the coming months (see Charts IV-9 and IV-10).

Just as in the third quarter, the fourth-quarter share of firms re-
porting a shortage of capacities relative to prospective sales pos-
sibilities was high in the construction and machinery industries,
predominantly affecting large exporters located in Budapest
(and vicinity). Mostly machinery manufacturers were dissatisfied
with the quality and technological standard of capacities.

3 Competitiveness

In 2000 Q4, the nominal effective exchange rate index of the fo-
rint depreciated by 6.1% on a year earlier, thanks largely

to cross exchange rate movements – most notably the weakening
of the dollar against the euro – (accounting for roughly 2%).
Despite these favourable cross exchange rate movements, con-
ducive to competitiveness, price-based indicators continued to
be characterised by a trend of real appreciation, but at a rate
which reflected no major change from the point of view of com-
petitiveness. The CPI-based real exchange rate appreciated by
around 1% in real terms, relative to a year earlier (see Chart

IV-11), which is in line with the growth in real appreciation ex-
pected over the long term. The manufacturing-price-based real
exchange rate index continued to increase at a buoyant pace (see
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Chart IV-8 Average capacity utilisation
in manufacturing*

* Seasonally adjusted data. Source: Kopint-Datorg.
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Chart IV-9 Share of manufacturing firms
with a shortage of capacities, relative to prospective
orders*

* Seasonally adjusted data. Source: Kopint-Datorg.
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* Seasonally adjusted data. Source: Kopint-Datorg.

3 The survey used as the source of the above information did not cover a
few large multinational companies with manufacturing operations in Hungary
– which carry exceptional weight on account of their sales revenues. (The situ-
ation and Short-term Prospect of Manufacturing and Construction Industry
Enterprises in January 2001, a quarterly survey of the business cycle, by
Kopint-Datorg, January 2001).



Chart IV-12), with annual appreciation amounting to over 4%.
This was again almost fully due to the composition effect, dis-
cussed in previous Reports. Therefore, the index from which the
composition effect is removed appreciated by hardly 1% in real
terms. 4

It has been unfavourable from the aspect of competitiveness
that the real depreciation in the unit labour-cost-based indicator,
uninterrupted since 1995, appeared to come to a halt during the
final quarters (see Chart IV-13). While manufacturing investment
growth slowed down and manufacturing productivity also im-
proved at a lower rate in 2000, against the backdrop of less buoy-
ant activity, wages in the manufacturing industry rose at a steady
rate of roughly 15%.5
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4 As described in the December Report, the manufacturing-price-based real
exchange rate, adjusted for the composition effect, applies identical weights
to foreign and domestic price indices for the individual industries. This way
the statistical distortion arising from the difference between the compositions
of the Hungarian and the foreign manufacturing sector is removed from the
index.
5 It should be noted, however, that the slowdown in productivity per em-
ployed person was largely due to the decrease in the hours worked. (For a de-
tailed description of changes in hours worked, see section 1 of IV.) However,
this drop in worked hours is not reflected in the wage indices. Provided this is
due to the lower adaptability of wages (presence of fixed components, etc.),
then the halt in the improvement of competitiveness can be regarded as a tem-
porary development. If, however, the underlying cause is a tightening in
the labour market, then it may also reflect a lasting change in producers’ profit-
ability.



1 Net saving position

The Hungarian economy continued to suffer from price losses
seen since mid-1999, even though the terms of trade seemed

to be worsening at a slower pace during the final quarter of 2000,
compared with the exceptionally fast rate measured in 2000 Q3.
In addition to the loss in the terms of trade, the increase in domes-
tic demand played a gradually greater role in the 3.1 percentage
points year-on-year deterioration in the balance of trade at cur-
rent prices. Domestic economic agents’ stronger demand and the
worsening terms of trade led to a rise in the real-economy financ-
ing requirement. In addition to faster consumption growth, in-
vestment (which is relatively import intensive) also began to ex-
pand. The near-term prospect is that there will probably be a
slight improvement in the terms of trade, which is expected to
put a brake on further deterioration in the balance of trade.

Against the backdrop of a nominal deterioration in the bal-
ance of goods and services, the effect of profit repatriation
through foreign residents’ current transfers declined by 2.4 per-
centage points.1 The deterioration in the trade deficit and the de-
crease in net profit transfers led to a 0.7 percentage points in-
crease in Hungary’s net financing requirement, amounting to
about 6.3% of quarterly GDP. The trend of the GDP-propor-
tionate deficit on the current account of the balance of payments
also worsened (see Chart V-1).

Disposable income increased and the striking discrepancy be-
tween the two years characterising the distribution of general
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1 As far as foreign current transfer payments were concerned, unrequited
transfers had a neutral impact as a proportion of GDP (adjusted for the struc-
ture of GDP), while income transfers improved equilibrium position by over
2.4 percentage points. At the same time, cash-flow lags could have also played
a role since the GDP-proportionate balance of net foreign market transfers
peaked during 2000 Q3 relative to the same periods of the last few years. This
may be a natural consequence of a steady expansion in foreign ownership
stakes, but the effect of cash-flow time lags between the two quarters may also
be a factor.
2 The discrepancy between the published and the theoretical current account
of the balance of payments stems from the fact that the Hungarian balance of
payments statistics are still based on the cash-flow concept. This implies that
they ignore transactions between Hungarian residents and foreign residents
where there are no money flows involved. Furthermore, it may also occur that
money flows that can be seen as revaluation in terms of economic theory are
recorded as transactions. Another factor to blame for the discrepancy is that
there may be a timing difference between real transactions and payment
flows. The smaller the measured interval, the larger the relative discrepancy,
i.e. the size of the difference between the data measured in terms of the accru-
als concept and those based on the cash-flow concept, as is illustrated by the
quarterly data in the balance of payments current account and the net external
financing requirement.
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Chart V-1 Seasonally adjusted net financing
requirement and current account deficit as
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*Net financing requirement denotes the saving – investment balance of the econ-
omy adjusted for inflation, which in turn defines a theoretical current account bal-
ance.2



government3 and private sector income4 over the previous few
quarters declined. Comparison is rendered difficult by the fact
that the loss incurred as a result of natural disasters and the steady
deterioration in the terms of trade in 1999 caused stron-
ger-than-usual fluctuations in economic agents’ income posi-
tions.5 In the final quarter of 2000, the general government ex-
panded demand,6 which led to a 2-percentage-point rise in the
public sector financing requirement as a proportion of GDP. This
was accompanied by higher private sector consumption and in-
vestment spending, which, however, did not push up their net fi-
nancing requirement. Retained earnings boosted companies’
own resources to an extent which allowed a drop (of roughly
1.4 percentage points) in private sector demand for funds in the
final quarter. Thanks to weaker profit repatriation flows, the in-
creased spending by domestic economic agents and continuing
high losses due to deteriorating terms of trade, Hungary’s exter-
nal financing requirement only increased by about 0.7 percent-
age points, at a much lower rate than that of the worsening in the
balance of trade.

In 2000 Q4, household-sector disposable income grew basi-
cally at the same rate as GDP. In contrast, total household spend-
ing rose faster than income, which reduced net household fi-
nancing capacity by roughly 0.5 percentage points to 2.9% (as a
proportion of GDP). During the final quarter, household con-
sumption rose at a faster pace than household disposable in-
come. This was accompanied by stronger investment spending
as a result of government subsidies encouraging home building
projects. At the same time, the portion of incomes going into fi-
nancial savings tapered off. Household borrowing continued to
expand. This trend is also being supported by the development
of money markets, which is facilitating the reallocation of house-
holds’ financial assets towards a portfolio marked by a higher
debt-to-income ratio.

With robust economic growth, corporate-sector7 disposable
income increased by 2.4 percentage points as a proportion of
GDP in 2000 Q4. This development was due to several tempo-
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3 As in the December Report, the Hungarian Privatisation and State Holding
Company (ÁPV Rt.) is no longer recorded in the corporate data section, but
within the general government data. This is because the APV Rt. is engaged in
quasi fiscal operations and is also treated by official (CSO) statistics as part of
the general government. (The fact that until now the Bank did not fully rely on
the official statistics in the ‘savings and investment balances’ was due to an ab-
sence of sufficient information.) Recently there have emerged other justifica-
tions grounded in economic theory in support of the transfer of the APV Rt.
Until now, the Agency’s operations were much more balanced and its expen-
diture was funded by its privatisation revenues. With these resources begin-
ning to dry up, the importance of central budget reallocation has strength-
ened, bringing about major fluctuations in the income positions of the two
types of public organisations. This may also conceal the real role of the gen-
eral government in controlling demand. The consolidated combined balance
shows a more balanced impact.
4 Denoting companies and households.
5 In the first half of the year, government receipts fell short of the projected
level, simultaneously with unscheduled expenses, putting temporary up-
ward pressure on private sector income. From the middle of the year, how-
ever, the effect of government tightening and the terms of trade led to an im-
provement in general government financing.
6 Nevertheless, for the year as a whole, the general government continued to
have a demand-contracting effect.
7 The term ‘corporate sector’ refers to non-financial companies, financial
companies and non-profit business units.



rary and contrasting factors: a) The GDP-proportionate indicator
was at a low in the same period of the previous year due to a
number of restrictive government measures at the time and
losses incurred as a result of worsening terms of trade. Available
data suggest that costs continued to increase in 2000 due to the
fact that the adverse impact on corporate profitability of the dete-
riorating terms of trade was not offset by a comparable reduction
in nominal labour costs. This is primarily attributable to internal
structural effects. As some of the market participants (concurring
with international expectations) did not expect world energy
prices to remain persistently high, the resulting costs exceeded
their expectations. At the same time, those segments of the econ-
omy which increased export volume at a robust rate were able to
rely on this volume surplus to offset the loss caused by the deteri-
oration in the terms of trade.8 b) The level of companies’ own fi-
nancial assets increased as current transfers by foreign residents
fell off significantly, putting upward pressure on the proportion
of profits ploughed back into business. c) There was a change in
the income relations between the government and the corporate
sector. While in the same quarter of 1999 the government played
a restricting role (due presumably to deferred payments of cur-
rent and capital transfers during the year), in the final quarter of
2000, the government expanded demand, improving the finan-
cial situation of firms (see Table V-1).
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Table V-1 Inflation-adjusted savings and investment by sectors as a percentage of GDP*

Per cent

1998 1999 2000

Year Q1 Q2 Q3 Q4 Year Q1 Q2 Q3 Q4 Year

Gross domestic product 100 100 100 100 100 100 100 100 100 100 100

+ net income transfers –4.0 –2.1 –4.1 –2.6 –4.8 –3.5 –2.1 –5.8 –3.4 –2.4 –3.4

+ unrequited transfers 2.2 1.6 1.9 2.3 2.0 2.0 2.1 2.3 2.2 2.0 2.1

Disposable income** 98.2 99.6 97.8 99.7 97.2 98.5 100.0 96.5 98.8 99.6 98.7

– households 70.9 75.3 70.3 70.9 69.9 71.5 74.0 69.0 71.1 71.0 71.2

– corporate sector 14.8 16.0 17.0 16.6 10.2 14.8 12.0 14.9 12.9 12.6 13.1

– public sector 12.5 8.3 10.5 12.2 17.1 12.3 14.0 12.6 14.7 16.0 14.4

Final consumption 72.4 77.8 73.2 72.6 71.9 73.7 77.1 72.7 73.4 73.0 74.0

– household consumption 62.3 66.6 63.1 63.0 62.5 63.7 66.3 62.9 64.0 63.7 64.2

– public consumption 10.2 11.2 10.2 9.6 9.4 10.0 10.8 9.9 9.5 9.3 9.8

Gross savings*** 25.7 21.8 24.6 27.1 25.3 24.8 22.8 23.7 25.4 26.5 24.7

– households 8.7 8.7 7.2 7.9 7.4 7.8 7.7 6.2 7.2 7.3 7.1

– corporate sector 14.8 16.0 17.0 16.6 10.2 14.8 12.0 14.9 12.9 12.6 13.1

– public sector 2.3 –2.9 0.3 2.6 7.7 2.2 3.2 2.7 5.2 6.7 4.6

Net capital transfers

– households 0.2 0.4 0.3 0.3 0.3 0.3 0.4 0.3 0.4 0.4 0.4

– corporate sector 1.4 0.6 0.9 1.2 2.0 1.2 1.6 0.9 0.8 2.5 1.5

– public sector –1.6 –1.0 –1.2 –1.5 –2.3 –1.5 –2.0 –1.2 –1.2 –2.9 –1.9

Investment 29.7 26.5 29.4 27.9 30.9 28.8 27.7 29.6 29.4 32.8 30.0

– household investment 4.2 5.2 5.2 5.8 4.2 5.1 5.6 4.7 4.5 4.8 4.9

– corporate investment and inventories 21.7 18.7 21.4 18.8 20.5 19.9 19.5 22.5 21.2 21.3 21.1

– public investment 3.8 2.6 2.8 3.2 6.2 3.8 2.6 2.5 3.8 6.7 4.0

Net foreign financing requirement –3.9 –4.7 –4.9 –0.7 –5.5 –4.0 –4.9 –5.9 –4.1 –6.3 –5.3

Financing capacity of households 4.7 3.9 2.3 2.4 3.5 3.0 2.4 1.9 3.1 2.9 2.6

Corporate sector financing requirement –5.5 –2.1 –3.5 –1.0 –8.2 –3.9 –5.8 –6.7 –7.5 –6.3 –6.6

Public sector financing requirement –3.2 –6.5 –3.7 –2.1 –0.8 –3.1 –1.5 –1.0 0.2 –2.9 –1.3

Notes: Bank estimates, preliminary data. Due to rounding, the individual figures do not sum up to the rounded totals.
* Indicators approximate the accruals concept. Savings do not contain forint effects from exchange rate changes on household deposit and credit portfolios. Interest expenditure in the general government balance

is presented using the accruals concept, and the Hungarian Privatisation and State Holding Company is part of the public sector (SNA-based deficit).
**Disposable income includes the sum of the gross domestic product for the given period and the balance of the income transfers and unrequited transfers to non-residents and by non-residents to Hungary (accord-

ing to balance-of-payments statistics).
*** Gross saving = disposable income (gross, i.e. including the value for depreciation in the given year) less final consumption.

8 This is suggested by the results of surveys conducted by TÁRKI Social Re-
search Center Inc on the situation and prospects of the largest manufacturing
firms.



All in all, companies were able to increase the level of their
own financial assets to such an extent that the corporate sector fi-
nancing requirement decreased despite the expansion in invest-
ment spending. Factors at work in this increase in investment
spending at current prices include changes in the price structure
pushing up expenses.9 Corporate-sector investment volume also
increased by approximately 5.5–6%. Budgetary subsidies (cf. the
Széchenyi Plan) and a favourable change in the terms of trade
may further increase the proportion of firms’ own financial assets
the near future, enabling them to maintain or possibly curb their
financing requirement as a percentage of GDP simultaneously
with stronger investment activity.

2 Current account
and its financing

In 2000 Q4, the deficit on the current account of the balance of
payments amounted to EUR 928 million, higher than the level

justified by normal seasonality (see Table V-2). Although the
trend of the balance of services continued to improve slightly,
there was still a significant deterioration in the balance of goods.
At the same time, the balance of transfers followed a slightly
downward trend (see Chart V-2). In contrast with previous quar-
ters, this was the result of the trend of net transfers of incomes
earned on debt-type investments. On the other hand, the trend of
net non-debt income transfers improved during the fourth quar-
ter, thanks to the significantly lower-than-expected level of profit
transfers in December. Thus, the prediction by the December Re-

port proved correct, as the deteriorating trend of the balance of
goods pushed up the annual current account deficit in nominal
terms to a value nearly identical to that seen in 1999. This has
been the primary influence on the position of the seasonally ad-
justed current account (see Chart V-3).10

In addition to the significant deficit on current account there
was a net capital outflow of EUR 123 million, linked to the items
of non-debt-generating investments, while the current deficit
was financed by a net capital inflow of EUR 900 million into
debt-type investments (see Table V-3).

In respect of non-debt-generating items, net equity purchases
and the acquisition of ownership stakes within foreign direct in-
vestment amounted to merely EUR 104 million as a result of an in-
flow of nearly EUR 500 million and an outflow of EUR 400 mil-
lion. However, nearly three quarters of the outflow is accounted
for by the financial settlement of a MOL Hungarian Oil and Gas
PLC investment in Slovakia, which had been made public some
time previously. Although the remaining amount is higher than
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Chart V-2 Real-economy transactions
and the trend of the transfer balance

Table V-2 Current account

EUR millions

1999
Q4

2000
Q4

Change
1999
Q4

2000
Q4

Change

l Goods –612 –1,095 –483 –2,054 –2,596 –543

Credit (exports) 5,957 7,764 1,807 20,521 27,560 7,038

Debt (imports) 6,569 8,859 2,290 22,575 30,156 7,581

2 Services 342 413 71 1,315 1,939 625

Travel, net 490 580 89 2,078 2,533 455

Other services, net –148 –166 –18 –763 –593 170

3 Incomes –603 –332 271 –1,557 –1,705 –149

On debt, net –453 –120 332 –857 –883 –26

On non-debt, net –151 –212 –61 –704 –825 –121

Wages, net 0 0 –1 4 3 –1

4 Current transfers 103 87 –16 320 442 121

Current account

(=1+2+3+4) –770 –928 –158 –1,975 –1,921 55
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Chart V-3 Current account

9 While the investment price index was nearly 1 percentage point lower than
the GDP deflator in 1999, it was 1.5 percentage point higher in 2000 Q4.
10 With the end of the fourth quarter there was a full year available for analys-
ing the time series of the current account of the balance of payments. This en-
abled us to re-estimate the seasonal components and the models determining
the ARIMA representation. Consequently, however, the resulting trend revi-
sion is much larger than that applied to the data included in the quarterly re-
ports during the year. The time series model used for seasonal adjustment in
respect of services other than tourism and non-debt incomes has been revised
to a large extent.



the usual quarterly averages, it is by no means unprecedented.
Net portfolio equity purchases abroad comprised an outflow of
EUR 226 million, on an approximately equal measure with the
figures for the previous two quarters. This involved somewhat
lower net equity purchases abroad by Hungarian residents (EUR
30 million), while foreign investors sold off Hungarian shares of
EUR 200 million in net terms during the quarter. A look at the dis-
tribution of securities transactions11 reveals that financial enter-
prises (above all, insurance companies and pension funds) were
the largest domestic equity purchasers, but non-financial firms
also played a significant role. The factors to blame for the ongo-
ing withdrawal of foreign capital include the general lack of con-
fidence in East European stock markets, weak third-quarter busi-
ness performance and the uncertainty surrounding Borsodchem.
This latter affair even marred the reputation of Hungarian finan-
cial supervision, which had enjoyed exceptionally high esteem
in Eastern and Central Europe.

In respect of debt-type financing, medium-term borrowing by
the National Bank and the Government had a neutral balance, as
the EUR 400 million issue in November was largely offset by re-
payments in October and December. Foreigners bought govern-
ment securities amounting to EUR 313 million in net terms, prov-
ing that it is not the Hungarian capital market as a whole but only
the equity market that foreign residents have become reluctant to
invest in. Another favourable development is that growth was
stronger at long maturities than at short maturities. Alongside a
net inflow of EUR 250 million into short portfolio and other in-
vestments, transactions affecting the foreign exchange reserves
increased claims on non-residents by EUR 288 million (including
EUR 130 million of intervention-type foreign exchange pur-
chases).

Net private sector borrowing amounted to over EUR 500 mil-
lion in 2000 Q4, of which credit institutions accounted for EUR
100 million. This fell far short of the increase in direct borrowing
abroad. On the whole, corporate sector borrowing during the
quarter amounted to over EUR 400 million. In respect of
intercompany loans, there was a net capital inflow of EUR 110
million during the quarter, involving almost exclusively subsid-
iaries established in Hungary.

The capital account, comprising transactions in unrequited
capital transfers, non-produced and non-financial assets,
showed a surplus of EUR 122 million in the fourth quarter.

3 International investment
position

As a result of the high deficit on the current account of the bal-
ance of payments, there was a shift in the net international

investment position, pushing up net foreign liabilities from EUR
30.5 billion at end-September to EUR 31.3 billion at end-De-

58 NATIONAL BANK OF HUNGARY

V. External equilibrium

Table V-3 Financing the current account
EUR millions

1999.
Q4

2000.
Q4

Change
1999.
Q1–Q4

2000.
Q1–Q4

Change

(1) Current account deficit 770 928 158 1,975 1,921 –55
(2) Total financing 648 774 126 2,200 1,705 –495

– non-debt (=2b.1+2c.1) 639 –123 –762 2,457 474 –1,984
– debt (=2a+2b.2+2c.2) 9 897 888 –257 1,232 1,489

(2a) NBH and the government

(=2a.1+2a.2) –399 273 672 –1,023 –343 679

(2a.1) Debt transactions 570 562 –8 1,219 815 –404
– o/w government

securities 412 313 –99 601 1,132 531

(2a.2) International reserves –969 –288 680 –2,242 –1,158 1,083

(2b) Private sector

(=2b.1+2b.2) 324 287 –37 1,588 517 –1,072

(2b.1) Equity transactions 240 –226 –466 1,141 –664 –1,806
– Credit institutions 178 –32 –209 182 28 –154
– Corporate sectors 62 –194 –257 959 –692 –1,651
(2b.2) Debt transactions 84 513 429 447 1,181 734
– Credit institutions 135 100 –35 116 1,236 1,120
– Corporate sectors –51 414 464 331 –55 –386

(2c) Direct investment

(=2c.1+2c.2) 723 214 –509 1,635 1,532 –102

(2c.1) Equity capital 399 104 –296 1,316 1,138 –178
– in Hungary 503 497 –6 1,552 1,759 207
– Abroad –104 –394 –290 –236 –621 –385
(2c.2) Intercompany loans 324 110 –214 319 394 76
– in Hungary 312 113 –199 321 376 55
– Abroad 12 –3 –15 –2 18 21

(3) Capital account 69 122 53 31 298 267

NEO (=1–2–3) 52 32 –21 –256 –83 174

11 Comparison is made difficult by the fact that in respect of equities only secu-
rities traded on the stock exchange are recorded in the securities statistics,
whereas the balance of payments also includes the turnover in OTC markets.
Furthermore, the statistics on securities do not differentiate between transac-
tions in terms of direct investment and portfolio investment.



cember (see Table V-4). Net foreign liabilities in the form of
non-debt elements remained unchanged, due basically to
cross-exchange-rate and stock price changes. By contrast,
debt-type net foreign liabilities rose from EUR 11.5 billion to EUR
12.2 billion (see Chart V-4). Net foreign debt calculated exclusive
of foreigners’ forint-denominated government security holdings
and intercompany loans rose to EUR 6.3 billion by the end of the
fourth quarter. The level of international reserves rose to EUR
12.1 billion. The relatively small increase can be attributed to
cross exchange rate changes due to the strengthening of the euro
(in November and December).

In respect of non-debt foreign assets, Hungarian residents’ di-
rect investments abroad excluding intercompany loans rose to
EUR 1.9 billion. The relatively low rise in the stock of outward
FDI despite substantial direct investments abroad can be attrib-
uted to the fact that the majority of investments are accounted in
dollars, their original denomination. Thus, despite the large-
scale Slovakian investment by MOL, FDI rose by only EUR 160
million due to the weakening of the dollar against the euro. The
level of foreigners’ portfolio equity investments rose to approxi-
mately EUR 250 million. Foreigners’ stock of FDI in Hungary ex-
clusive of intercompany loans amounted to EUR 18 billion at the
end of the fourth quarter, while their portfolio equity holdings
fell from EUR 3.6 billion to EUR 3.2 billion. The stock exchange
index dropped by 1,400 points to below 6,900 points from early
October to late November, rising again by nearly 1,000 points in
the course of December. The plunge in stock market prices ac-
count for roughly EUR 200 million of the total decrease in
fourth-quarter equity holdings.

The two key factors in the increase of debt-type net foreign lia-
bilities were the decline in the stock of financial derivatives in-
cluded within the portfolio claims on foreign residents and the
increase in the level of corporate sector direct borrowing.

Total debt-type investments (excluding forint-denominated
government securities and intercompany loans) constitute net
foreign-exchange-denominated foreign debt. This debt rose
from EUR 6 billion at the end of the third quarter to 6.3 billion,
largely as a result of the pick-up in the corporate sector’s direct
borrowing abroad. As the net foreign debt of the Bank and the
Government remained virtually unchanged, claims on foreign
residents for the public sector as a whole exceeded liabilities (see

Table V-5). Gross foreign debt rose to EUR 26.9 billion, with the
private sector’s share exceeding that of the public sector for the
first time.
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Table V-4 International investment position
EUR billions

1999 2000

Dec. Sep. Dec.

Net international investment position (=1–2) –30.4 –30.5 –31.3
– non-debt (=1a.1+1b.1–2a.1–2b.1) –19.1 –19.0 –19.0
– debt (=1a.2+1b.2+1c+1d–2a.2–2b.2–2c) –11.4 –11.5 –12.2
(1) Foreign assets (=1a+..+1d) 19.1 23.0 23.0
(1a) Direct investment abroad 1.6 2.0 2.2

(1a.1) Equity capital 1.4 1.8 1.9
(1a.2) Other capital (intercompany loans) 0.2 0.2 0.2

(1b) Portfolio investment 1.2 2.1 1.7
(1b.1) Equity securities 0.1 0.2 0.2
(1b.2) Debt securities 1.2 1.9 1.4

(1c) Other investment 5.6 6.9 7.1
(1d) International reserves 10.8 12.0 12.1
(2) Foreign liabilities (=2a+..+2c) 49.6 53.6 54.2
(2a) Direct investment in Hungary 19.1 20.7 21.4

(2a.1) Equity capital 16.2 17.4 18.0
(2a.2) Other capital (intercompany loans) 2.9 3.3 3.4

(2b) Portfolio investment 16.9 16.4 16.2
(2b.1) Equity securities 4.3 3.6 3.2
(2b.2) Debt securities 12.6 12.8 13.0

(2c) Other liabilities 13.5 16.5 16.7

MEMORANDUM ITEMS
(M) Government securities held by foreigners 1.7 2.5 2.8
Gross foreign debt* (=2b.2+2c–M) 24.4 26.8 26.9
Net foreign debt* (=2b.2+2c–M–1b.2–1c–1d) 6.9 6.0 6.3

* Excluding non-Hungarian residents’ holdings of government securities and intercompany
loans.

Table V-5 Composition of foreign debt* by sectors

December 1999 September 2000 December 2000

EUR
billions

%
EUR

billions
%

EUR
billions

%

(1) Gross foreign debt

(=1a+1b) 24.4 100.0 26.8 100.0 26.9 100.0

(1a) NBH and government 13.4 54.9 13.6 50.8 13.3 49.3

NBH 9.8 39.9 9.9 36.7 9.2 34.1

Government 3.7 15.0 3.8 14.1 4.1 15.2

(1b) Private sector 11.0 45.1 13.2 49.2 13.6 50.7

Credit institutions 5.5 22.6 6.3 23.3 6.1 22.8

Corporate sector 5.5 22.5 6.9 25.9 7.5 27.9

(2) Net foreign debt

(=2a+2b) 6.9 100.0 6.0 100.0 6.3 100.0

(2a) NBH and government 1.3 19.3 –0.2 –3.6 –0.2 –3.0

NBH –1.9 –26.8 –3.5 –59.1 –3.9 –61.2

Government 3.2 46.1 3.3 55.5 3.7 58.2

(2b) Private sector 5.6 80.7 6.2 103.6 6.5 103.0

Credit institutions 2.0 28.4 3.1 51.2 3.1 48.8

Corporate sector 3.6 52.3 3.1 52.4 3.4 54.2

* Excluding government securities held by foreigners and intercompany loans.
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