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 ñThe HFSA shall prepare quarterly risk reports on the operation of supervised institutions, 

financial markets and the financial intermediation system. 
 

Article 2 (3) of Act CXXXV of 2007 on the Hungarian Financial Supervisory Authority 

 

 

1. Summary 
 

This study is the second quarterly Risk Report in 2010, prepared by the Supervisory Authority 

based on a legal obligation. This report is based on the 2010 Q1 data supply of the financial 

institutions, the latest experiences of the supervisory activities, and the environmental 

information collected from various sources. In line with the intention, indicated in the 

previous issue, this study focuses on the major changes in the risk profile outlined in the 

similar previous quarterly report, i.e. it is practically an updated version of the Q1 Risk 

Report.  

 

According to the overall evaluation of the Supervisory Authority, the Hungarian financial 

sector is still stable after the first quarter of 2010, and its business performance is good 

compared to the circumstances of the current economic financial crisis, although it is not as 

high as it was prior to the crisis. However, following a major declining trend of the risks of 

the financial sector, which lasted for a year from March 2009, the risks are rising again. The 

higher risks mainly related to environmental factors and, to a much lower extent, to internal 

reasons related to the operation of the sector. The largest risks still relate to the outlook of the 

credit market, although the risks of the insurance sub-sector are also increasing considerably. 

 

The tendencies of the environmental risks of the Hungarian financial sector have varied 

since the beginning of 2010. In general, the trends of the risks, which started from an 

extremely high level after March 2009 and fell significantly, continued also in Q1 2010, until 

they were broken by the events of the recent past. The direct cause of the change was clearly 

the increase of sovereign debt problems in Southern Europe that increased the various 

tensions remaining from the global economic and financial developments of the previous 

eighteen months and led to a considerable decline of capital markets and major economic 

policy corrections. 

 

Looking forward, the future development of the international and the Hungarian environment 

still tend to indicate decreasing risks, but the current situation is more contradictory, and the 

conclusion is less clear than it was a few months ago. The various infection channels 

transmitting the impacts of the negative developments referred to above and connecting 

financial markets, financial intermediary institutions and the real economy with theoretically 

more or less known impact mechanisms and, due to lack of experience, unknown actual 

significance, have considerable, yet practically unknown loss potential. Consequently, during 

the course of the next year, we should prepare ourselves for moderate corporate consumer and 

investor confidence strongly volatile financial markets with uncertain trends, rising costs of 

financing and a basic scenario of slow, extended increase in economic growth with temporary 

downturns. 

 

The quality of loans of the service providers operating on the Hungarian credit market, 

measured according to payment delays, continued to deteriorate in Q1 2010. Until Q1 2010, 

loans overdue for more than 90 days gradually and slowly increased for several quarters, but 

the total overdue loans increased considerably again at the beginning of 2010, although this 

increase was not as high as at the beginning of 2009. This latter increase was partly due to the 
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strong appreciation of the CHF against the HUF. This is also indicated by the fact that the 

defaulted retail mortgage loans increased at a rate faster than average. Another factor to be 

noted is that part of the previously re-negotiated loans went into default again. The 

appreciation of the CHF in Q2 2010, and especially the following major appreciation trend in 

June are warning signs indicating unfavourable changes, which will take place soon in the 

developed marginally improving trend. It is a reasonable threat that the number of retail 

currency loans in default will rise again in the next few months. 

 

At the end of March 2010, 97,000 retail mortgage loan debtors had debts, overdue for more 

than 90 days, and belonged to the directly threatened category. The enhanced debt settlement 

activities of service providers operating on the credit market in relation to mortgage loans in 

Q1 2010 increased the threat. In this period, the number of residential properties subject to 

execution or involved in some other debt settlement procedures equalled 38% of the total 

number registered in 2009, while the number of real properties sold with the debt or directly 

was 29% of the previous yearôs figure. All this means that the prudential risks related to asset 

quality and the intensity of risks related to the requirement of fair market conduct may 

increase in the near future. 

 

Despite the fall in the total assets in Q1 2010, the Hungarian banking system still improved 

its profitability and capital position. Both profitability and capital adequacy are still 

considerable in size and satisfy the requirements of stable operation even under the conditions 

of the economic and financial crisis. There have been favourable changes in several structural 

indicators measuring the long-term vulnerability of the banking system, including the 

currency/loan ratio and the on-balance sheet net currency position, while other important 

stability indicators, such as liquidity on the asset side and loan deposit ratio have not changed 

since the end of 2009. The system has stable fund supply, the increase of the portfolio of non-

performing loans has continued to slow down, and the banksô current credit risk costs have 

also dropped considerably. 

 

However, in contrast with the positive trends, some unfavourable tendencies could also be 

observed in the development of banks, as risks have remained significant and high, and are 

rising again in several aspects. Negative processes include primarily the polarisation of banks 

based on profitability and capital position, and a rise in the number and market share of 

service providers with relatively low capital adequacy ratios. Another unfavourable tendency 

is that the improving average profitability was the result of a relative low amount of 

impairment in Q1 compared to the default data of debts, which do not seem sustainable based 

on the portfolio quality trend. Following the improvement of last year, the maturity mismatch 

began to deteriorate again as a result of the simultaneous shortening of the tenor of customer 

deposits and wholesale funds. 

 

The most important main risks include the continued deterioration of the banksô asset quality, 

and the remaining weakness of loan collaterals and real estate and vehicle markets. The new 

deterioration of the global liquidity and funding situation, the higher risk premium and the 

corrections of the capital market in April and May, which will most certainly have a 

considerable negative impact on the investment and trading results of the Hungarian banks, 

are further risks. The extensive special tax imposed on banks, announced by the Government, 

but not yet known in detail when this report was prepared, and the planned prohibition of 

mortgage loans denominated in currency, represent a very special group of risks. The impacts 

of these steps on the banksô fund and capital supply, size of operation and profit and loss 

account, or the costs of the banking services and the quality of the existing portfolio are not 
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yet known and are difficult to assess. In this respect, the main risk is that these measures were 

taken during a period when the banking system was facing increasing uncertainties in terms of 

decreasing size of operation and profitability. Finally, significant risks are associated with the 

outlook of banks with low profitability and relatively unfavourable capital positions. 

 

The main risk of cooperative credit institutions remains profitability, the falling trend of 

which seems durable and the level of which is relatively low. In the near future, profits may 

primarily be cut by the higher costs of credit risks. The quality of the corporate credit 

portfolio continues to deteriorate, which is worrying because the majority of the dynamically 

increasing new loans are made to this sector. Within the framework of management of loans 

in default, the cooperatives refer the largest number of residential properties to execution and 

other debt settlement procedures, which leads to consumer protection issues and may also 

lead to the settlement of an increasing number of loans with a loss given the current 

weaknesses of the real estate market. 

 

The financial enterprise sub-sector was most heavily hit by the crisis, and has remained the 

most threatened sub-sector of the Hungarian financial system in terms of stability and 

business outlook. The service providers of this category (money-lenders, leasing providers, 

factoring houses, pawn brokers, etc.) still have heavy losses and have lost nearly one-fifth of 

their total assets in one year. This extremely unfavourable tendency is the result of the weaker 

demand and dynamic deterioration of portfolio quality triggered by the weaknesses of the 

typical target markets, and the simultaneously applied more stringent financing conditions. 

The aggregate profitability of the sub-sector continued to decrease in Q1 2010. In the near 

future, a large number of service providers may terminate their operation. In view of the 

number of financing enterprises and loss-making operation of the majority of the service 

providers of this category, the envisaged special tax represents an especially large risk. 

 

The insurance companies still have significant demand risks. Although in Q1 2010, demand 

for investment products grew, the subsequent capital market correction created a threat of 

return of the previous negative demand trend. This time, the traditionally high profitability is 

threatened by several factors with a potentially large effect, including the approximately HUF 

30 billion claims caused by the storm and flood damages in May and June, the estimated 

deterioration in investment results following the capital market correction in May, the impact 

of the significant average price drop of MTPL insurance and the Governmentôs financial 

special tax plan, the details of which are still unknown.  In addition, the recently founded new 

insurance companies with a small market share and operating loss is still unfavourable, as the 

majority of them generated lower and lower profits in the previous quarters. 

 

The investment companies continued their operation with high profitability and capital 

adequacy in Q1 2010, and the profit of investment services made considerable contribution to 

the banksô profits. The most important risk related to investment services over a period of one 

year remains the doubt of sustainability of the upturn of the capital market, experienced from 

Q2 2009 to Q1 2010, and the positive trading results and revaluation differences triggered by 

it. Investment service providers are expected to compete with each other intensively for 

maintaining the volume of transactions and portfolios, which may also lead to lower 

profitability in the sector.
1
 The estimated increase in the intensity of competition may also 

have an impact on the risks related to the requirement of fair market practices. 

 

                                                 
1
 The capital market actors may seek alternative solutions for maintaining their profitability, such as online 

trading, and extension of the agent network. 
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The risks identified in the fund manager sub-sector are moderate.  The size of operation and 

profitability of the service providers of this sector in 2009 were strongly supported by the 

favourable capital market environment, experienced in the previous year. With this 

background, the service providers cut their fees significantly, which made the products 

managed by funds increasingly competitive with bank deposits. Despite this, the average 

return on capital improved and the number and weight of loss-making fund managers 

dropped, which indicated successful cost savings. Although there is high probability that the 

capital market trend of 2010 will be less strong, the business outlook of fund managers still 

seems favourable in view of the high profitability and increased competitiveness. 

 

Since the previous Risk Report the risk profile of funds has not changed in several aspects. 

The threat on the yield performance of private pension funds, which has not been satisfactory 

for a long time, still remains the most important risk. For the purpose of making investment 

risks transparent, we propose re-regulating the investment limit rules of the optional portfolios 

as soon as possible. In this context, we consider it practical defining a more conservative 

minimum share ratio than contained in the original limit regulations. Although the favourable 

capital market trend of the year starting in March 2009 may make the application of, or 

requirement for, an aggressive investment policy with a high share ratio attractive in order to 

correct the large loss of assets in 2008, in our opinion such a strategy is still risky in view of 

the considerable market volatility, the threat of large periodic corrections and the 

asymmetrically closed nature of private funds. On the other hand, we no longer deem justified 

the application of the currency coordination rule, which will take effect in October 2010, 

considering the concentration risks of fund investments and the current situation of the 

government securities market. 

 

In our opinion, the processes of Q1 2010 are of outstanding importance as the favourable 

trend of pension fund yields, observed in the previous year, continued. The average yield 

performance of both private and voluntary pension funds was outstandingly high in a historic 

comparison. However, when this performance is assessed, we must also take into account the 

estimated negative impact of the capital market correction, which began in May and may 

destroy even the majority of the growth of assets funded from the yield of Q1. The private 

pension fund sector continued its loss-making operation, and the return of individuals into the 

social security system at the end of last year further curtailed its revenues. In this context, the 

coverage of private fund costs seems a considerable risk because the level of capital reserve is 

low and the efficiency increasing potential on the expenditure side is unknown for the time 

being. We consider it a symptom of increasing cost coverage problems that competition for 

the acquisition of members has become more fierce, and mergers have continued recently. 

 

On top of the above, it is a fundamental inadequacy of private funds in the longer-term 

outlook that the regulations and the required institutional framework applicable to the services 

of such funds, launched in 2013 according to law have not yet been developed and are not in 

place. In this report, we only refer to this problem, because the elaboration of the relevant 

regulations and framework exceeds the time horizon or scope of this Risk Report. 

 

The gradually decreasing membership contribution revenues of voluntary pension funds, 

which has a negative impact on the coverage of operation, is an increasingly important risk. 

On the other hand, the degree of capital withdrawal within the accumulation period and in 

relation to services has considerably decreased, which shows the return of stronger confidence 

in the future yield performance of the funds. 
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The delay in the credit of membership contributions on individual accounts is still a problem 

of private funds, and the more intensive competition to acquire members, as well as the 

increase in the number of members transferred between funds also have significant consumer 

protection type risks. 
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2. Developments in the economic and financial environment 
 

The overall picture of development of the environmental risks of the Hungarian financial 

sector has been a mixed one since the beginning of 2010. In general, the trends of such risks, 

which started from an extremely high level after March 2009 and fell significantly, continued 

also in Q1 2010, until they were broken by the events of the recent past. The direct cause of 

the change was clearly the increase of sovereign debt problems in Southern Europe that 

increased the various tensions remaining from the global economic and financial 

developments of the previous eighteen months, and led to a considerable decline of capital 

markets and major economic policy corrections. 

 

Looking forward, the future development of the international and the Hungarian environment 

still tends to indicate decreasing risks, but the current situation is more contradictory, and the 

conclusion is less clear than it was a few months ago. The various infection channels 

transmitting the impacts of the negative developments referred to above and connecting 

financial markets, financial intermediary institutions and the real economy with theoretically 

more or less known impact mechanisms and, due to lack of experience, unknown actual 

significance, have considerable, yet practically unknown loss potential. Consequently, during 

the course of the next year, we should prepare ourselves for moderate corporate consumer and 

investor confidence, strongly volatile financial markets with uncertain trends, rising costs of 

financing and a basic scenario of slow, extended increase in economic growth with temporary 

downturns. 

 

   
 

International prosperity  
 

The global upturn has continued to improve since the beginning of 2010. Among the 

advanced economies, in Q1 North America, then Japan and Europe have all returned to 

annual economic growth with a growth rate that became positive also on a quarterly basis, and 

significantly positive in the United States and Japan. The North American economy showed 

signs of a dynamic upturn based on internal demand, relying on higher consumer demand and 

stock accumulation, while in Japan mainly the net export figure was strong. Compared to this, 

the economy of the Euro Zone showed significantly more modest, practically marginal upturn 

with a major rise in stock accumulation and decrease in domestic final demand. 

 

Based on the above factors, for the time being the European upturn is much weaker than 

observed in the United States which has reached a more mature phase of its upturn economic 

cycle, or in the extremely rapidly growing Japanese economy, which relies on Asian 

developing economies that show signs of being overheated. This is consistent with the 

International Monetary Fund (IMF) 2010 April forecast, according to which the economy of 

the Euro Zone may grow by approximately 1% this year, alongside 4-4.5% expansion of the 
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world economy. The relative underperformance of the European economy is mainly related to 

the former overvaluation of the EUR, which has decreased significantly in the recent months 

in the form of some robust devaluation of the EUR against the USD. This latter development 

may significantly contribute to the relative growth performance of the European economy in 

the near future.  According to such a fundamentally optimistic scenario, the stable and fast 

expansion of developing economies, which will be close to a two-digit percentage growth 

figure in the largest Asian developing economies, may be accompanied by a gradual upturn of 

the advanced economies and, within the latter category, a slightly faster growth of the 

European economy. 

 

Global macroeconomic equilibrium  
 

However, under the current circumstances, the scenario outlined above does not seem to be 

the most probable option. On the one hand, the correction of the budget deficits and national 

debt ratios, which increased during the crisis of the last two years, and have practically begun 

everywhere this year, will significantly slow down the growth of European and generally, the 

advanced economies both in 2010 and the subsequent years. On the other hand, the improving 

trend of the economic upturn is strongly and negatively affected by the considerable 

correction of the financial markets, which took place in the recent months. 

 

     
 

The Government and central bank efforts taken in 2008 and 2009 for the direct elimination of 

the crisis resulted in the knowingly slack fiscal and monetary policy. By 2009, the budget 

deficit exceeded 10% of the total income in the United States and in the United Kingdom and 

6% of the total income in the Euro Zone, and the debt ratios also increased considerably. At 

the same time, partly as a result of the generally expansive central bank policy, and partly 

because of the financial support of the national banking systems, low interest rates and 

extreme liquidity abundance developed on the financial markets. Naturally, as the crisis 

dampens and boom picks up, both types of imbalance need to be corrected. Some prudent 

stringency of the monetary policy could already be observed in the initial phase of the upturn 

in the form of the gradual reduction of the central bank measures applied during the crisis and 

the withdrawal of part of the funds pumped into the banking system. 

 

The events of the recent months indicate that especially in Europe fiscal adjustment will be in 

the focus of attention in the near future and less stringency will be applied in monetary 

conditions. This shift in stress occurred in relation to the fierce debt problems of some, mainly 

southern European Member States of the Euro Zone, primarily Greece, the market 

consequences of which significantly exceeded the conditions of the bond market and also had 

a major impact on the European government and central bank policy. The change includes the 

establishment of an EUR 500 billion stability fund (supplemented by the IMF with 

approximately 50% of the total amount of the Fund) to support, under very strict conditions, 
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sovereign issuers of the Euro Zone that face debt service problems, and the acceleration of the 

budget stabilisation programmes of the European national governments. Such appreciation of 

the urgent fiscal stabilisation is extremely important in terms of the outlook of the Hungarian 

economy. The stabilisation efforts slowing down the European upturn obviously hold back 

external demand for Hungarian products and services and we need to expect increasing fiscal 

restrictions applied by the European authorities also towards the non-euro zone countries 

through the convergence programmes and the conditions of the financial support related to 

them. 

 

In response to the unfavourable impacts of the capital market correction, which took place in 

the recent months, in Europe the higher intensity and seemingly faster monetary restrictions 

were extended to a certain extent. In May, the European Central Bank (ECB) decided to re-

activate longer-term refinancing transactions, to re-open currency swaps and to make 

intervention purchases on the debt market in order to protect the money and bond markets. 

Apart from the momentary status of the financial markets, these measures may also be 

triggered by the unfavourable impact of the capital market correction on the upturn of the real 

economy. In the course of the following year, the stronger budget stabilisation efforts may 

lead to further similar consequences in terms of the monetary policy, which may also strongly 

ease the impacts of the stabilisation programmes on real economy. 

 

   
 

Although the European processes outlined herein are special in several aspects, similar 

economic policy trends and macro economic developments may also be expected globally. On 

the one hand, the fiscal stabilisation efforts may intensify within a relatively short term also in 

the North American economy, which is currently in the period of dynamic upturn operating 

under slightly restrictive central bank and fiscal policy conditions. With the current large 

budget deficit, the debt ratio could reach a dangerously high level within a few years. The 

Japanese economy also faces a similar national debt problem, in relation to which relatively 

urgent intervention may be required. On the other hand, monetary restrictions may also be 

projected in the large Asian developing economies that show signs of being overheated, partly 

as a result of the appreciation of the national currencies which will have a balancing impact 

on the global upturn. 

 

Main market trends 

 

As it is known, there has been more or less undisturbed major growth on the global capital 

markets over the year since March 2009. However, since March 2010, the risk, projected by a 

considerable part of the international financial community with reference to the remaining 

considerable macro economic and financial balance problems and the instruments that 

preceded the development of fundamental factors, has become a real risk. The negative turn, 

which began in April and became acute in May, was the direct result of the sovereign debt 
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problem, referred to above, and developed through an increase in risk premium and market 

volatility and a significant drop in risk appetite. The global stock market dropped by relatively 

consistently, by 12-17% by the beginning of June, the premium charged on longer-term 

financing increased, the debt market liquidity fell and the money market conditions, which 

were favourable since the end of a previous acute phase of the crisis one year ago, also 

became more stringent. However, the central bank measures introduced in the meantime, 

including also the ECB measures, managed to mitigate significantly these unfavourable 

market symptoms. 

 

Despite the negative connotations of these processes, for the time being there is no proof that 

the break in the rising market trend would necessarily, or highly probably, mark the start of a 

durable downturn on the market and in demand. In view of the degree of the previous fallback 

and its sweeping dynamism, there was definitely a need for correction, but if greater balance 

develops between the financial markets and fundamental factors again, then soon more stable 

and improving market connections can develop on the stronger macro economic trends. 

Contrary to this scenario, at this moment the market driven fall, triggering the second leg of a 

cyclical phenomenon with severe impacts on the system of the financial institutions and the 

real economy through various infection channels, described as W-shaped recession by the 

professional economic analysts, seems a less likely option. In this context, the main issue may 

be to what extent the national and international authorities can neutralise the infection 

channels between markets, the real economy and the financial institutions and increase the 

trust of businesses, consumers and investors with their measures. 

 

   
 

A slow and favourable change is in progress in the advanced economies with regard to the 

real estate market, which is especially important for credit market institutions.  Following the 

steep fall of the residential property market in the North American economy, which lasted for 

several years, the trend stabilised in 2009 began to slightly pick up. The European economy is 

behind in its own business cycle in this respect, too, but stabilisation has already occurred 

considering also the Euro Zone average. However, this average involves significantly 

different national processes, because in certain parts of Europe the residential property market 

is still weakening, while in other national economies there is a considerable upturn.  On the 

other hand, the overall picture of the commercial real estate market is still very negative. This 

phenomenon relates, among others, to the nature of the corporate restructuring, which 

significantly exceeds the acute phase of the crisis. 

 

Situation in the international financial sector 
 

The general situation and the trends of development in financial service providers has 

changed relatively little by the end of Q1 2010 compared to what was described in the 

previous Risk Report. In terms of business volumes, the situation varies, yet it tends to be 
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improving. Following the previous deceleration and decline, by the beginning of 2010 the 

volume of customer loans in the large banks of the developed economies mainly stabilised, 

and some increase was recorded in certain areas, such as European household loans. The 

capital market issuing activities picked up widely, although this upturn seems an initial 

development. Demand for insurance is still low, primarily in terms of life insurance products, 

the former capital extraction from various institutional investment funds stopped and in some 

areas major capital influx can be observed, such as, for example, in funds investing into 

developing countries. 

 

The situation improved similarly for business profitability. The large banks and insurance 

companies increased their profits, mainly because of the extremely favourable investment 

results and internal cost savings, while in banks the same factors were the wider interest 

margin related to lower cost of funds and favourable trading results. In 2009, the credit risk 

costs of banks increased significantly, but the improvement of the items indicated above 

offset this increase extensively. The capitalisation of banks and insurance companies 

improved partly as a result of the large government capital support related to the crisis and the 

active issue activities on the market, and partly, primarily in banks as a result of the lower risk 

exposures and capital requirements. As capital markets picked up, the investment funds 

earned considerable positive yields, in relation to which their capital flow balance also 

improved gradually. 

 

   
 

However, the above facts do not include the direct impacts or potential further consequences 

of the market correction in May 2010. The risks in this context are rather significant. Among 

the threatening direct impacts, the estimated deterioration of investment results should be 

highlighted both for banks and insurance companies, which, mainly for banks, may lead to a 

lower commission base through the rising costs of funds and an unknown degree of decrease 

of the capital market issue activities. The banksô trading results may be affected by similar 

negative impacts, especially compared to the favourable performance of 2009. According to 

the most probable scenario, the banksô credit risk costs will reach their highest level or will 

drop somewhat in 2010, but the current impairment burden will remain high both this year 

and the subsequent year.  In addition, one of the specific risks of insurance companies is the 

still low interest rates of insurance products with guaranteed yields. Finally, the market 

correction has a clearly negative impact on institutional investors before they could have the 

chance to strengthen their position after the previous major decline. 

 

Position and outlook of the Hungarian economy 
 

The performance of the Hungarian economy has continued to improve since the beginning of 

2010, but, following a dynamically improving trend of a year, its assessment in terms of 

market risks has slightly deteriorated again since March. The improvement of the macro 
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economic performance could be observed both in terms of an upturn and balance, while the 

latest deterioration of the market judgement was partly related to the more severe international 

sovereign debt position and partly to the uncertainties of the economic policy that followed 

the change of government in Hungary. 

 

Regarding the details, in total definite improvement occurred in terms of economic prosperity, 

but it was uneven within the structure of the economy. According to the modified figures, the 

quarterly increase of the gross domestic product (GDP) reached a positive figure already in 

the last quarter of 2009, followed by a major 0.9% growth in Q1 2010. This strong tendency 

was clearly related to the manufacturing sector, and in terms of demand, it was based on a 

major increase in exports. On the other hand, domestic demand continues to be weak and 

consumption and capital expenditure began to stabilise. This developed despite the major 

increase in the net real wages since the beginning of the year. Obviously, it had a clearly 

positive impact on retail trade, but its influence was reduced by the continued fall of the 

number of employees. 

 

The biggest weakness of the upturn is the increase in the unemployment ratio. This trend is 

the result of the continued correction efforts of the non-financial corporate sector, the period 

of which generally exceeds the acute phase of the cyclical crises and reflects intensive savings 

in financial and real resources. The continued decrease of employment strongly limits 

consumer trust, which is reflected, among others, in the continued weakness of residential 

property market, and the increasing decline of the vehicle market. This process is also 

accompanied by a further rise in the corporate bankruptcy wave.  These negative tendencies 

will only turn around in a later, clearly rising phase of the upturn. 

 

   
 

Parallel with the improvement in prosperity, the balance of the economy has also picked up. 

This was primarily reflected in the external income sufficit and strengthening of the national 

economy. The foreign trade sufficit continued to grow in Q1 2010, with higher official 

currency reserves and slight improvement in the net financing capacity of the budget. On the 

other hand, even despite the weak internal demand inflation did not fall, mainly because of the 

considerable effect of the rising global energy prices on Hungarian prices. The unbroken 

stable position and favourable business performance of the Hungarian financial sector and the 

fact that in the recent month, the majority of the state support (loan and capital) injected into 

the banking system in the previous months has also been repaid should also be mentioned 

among the positive factors of the balanced performance. 

 

The external assessment of the Hungarian economic performance and stability improved 

significantly over a year prior to March. However, among the conditions of the recent 

deterioration of the global risk environment investors focused their attention again on the key 

vulnerability factors of the Hungarian economy, i.e. the high national and foreign debt and the 
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high ratio of currency loans in the banking sector. As a consequence of this, the Hungarian 

sovereign risk premium has slightly increased again, although this increase was significantly 

lower than applied to numerous other European countries. The uncertainties of the economic 

policy that followed the parliamentary elections, especially after some potentially 

misunderstood statements negatively affected the assessment of Hungarian sovereign risks.  

After all, the market positively accepted the correction of these statements and the 

Governmentôs strong commitment to maintain the strict budget deficit target set for 2010. 

However, this did not affect the latest, moderately negative trend of the investorsô assessment. 

 

   
 

Looking forward, the upturn of the Hungarian economy is expected to continue. However, 

this process will most probably be held back by the increasing European fiscal stringency, 

which will weaken external demand, the repeatedly rising cost of funds, and the impacts of 

the latest restrictive measures approved for the correction of the Hungarian budget situation. 

Among the latter ones, a great deal of uncertainty relates to the impact of the temporary 

banking tax announced by the Government, partly because of the significant projected 

revenue figures associated with it, and partly because of the lack of clarity of the details of the 

new tax at the time of preparation of this report. On the other hand, the central bank policy 

can only provide moderate support to the economic upturn, because following the long and 

significant interest cut series of the previous year, the loosening potential has dropped 

considerably. As an overall outlook, slow extended growth with considerable downward risk 

may be projected as the most probable scenario. 



15 

 

3. Situation and risks in the financial intermediary system 

 

3.1. Non-performance by loan portfolios 
 

Summary 

 

The quality of loans of the service providers operating on the Hungarian credit market, 

measured according to payment delays, continued to deteriorate in Q1 2010. Until Q1 2010, 

loans overdue for more than 90 days gradually and slowly increased for several quarters, but 

the total overdue loans increased considerably again at the beginning of 2010, although this 

increase was not as high as at the beginning of 2009. This latter increase was partly due to the 

strong appreciation of the CHF against the HUF. This is also indicated by the fact that the 

defaulted retail mortgage loans increased at a rate faster than average. Another factor to be 

noted is that part of the previously re-negotiated loans went into default again. The 

appreciation of the CHF in Q2 2010, and especially the following major appreciation trend in 

June, are warning signs indicating unfavourable changes, which will take place soon in the 

developed marginally improving trend. It is a reasonable threat that the number of retail 

currency loans in default will rise again in the next few months. 

 

At the end of March 2010, 97,000 retail mortgage loan debtors had debts, overdue for more 

than 90 days, and belonged to the directly threatened category. The enhanced debt settlement 

activities of service providers operating on the credit market in relation to mortgage loans in 

Q1 2010 has increased the threat. In this period, the number of residential properties subject to  

execution or involved in some other debt settlement procedures equalled 38% of the total 

number registered in 2009, while the number of real properties sold with the debt or directly 

was 29% of the previous yearôs figure. All this means that the prudential risks related to asset 

quality and the intensity of risks related to the requirement of fair market conduct may 

increase in the near future. 

 

Detailed data 
 

 
 

At the end of March 2010, within the total loan portfolio of all credit service providers, i.e. 

banks, branches of foreign banks, credit cooperatives and financial enterprises (including also 

lease agreements) HUF 4,514 billion receivables, i.e. 19.1% of the portfolio was in default. 

The default portfolio increased by 8.7% in Q1 2010, which began to rise again after the 

decrease observed in H2 2008. The default ratio is higher than average among the retail 

mortgage loans, which increased also above average, at 9.9% in Q1 2010. In this category, the 

increase of default loans grew rapidly also in 2009, but at the end of 2010 the tendency began 

to accelerate again after the previous six months. 
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It needs to be noted that the ratios and trends are significantly different based on the number 

of default loans. At the end of March 2010, 38.8% of the total loan agreements involved some 

sort of payment delay, in a much higher ratio than reflected in the portfolio figures.  The 

default portfolio contains a lot of much smaller than average retail consumption type and 

personal, card and cash loans. Another important factor is that according to the number of 

contracts, the default ratio grew only slightly and slowly in Q1 2010, but the average default 

loan amount rose considerably. The increase of average default amount under one loan 

agreement is partly related to a higher ratio of relatively larger retail mortgage loans and 

partly to the aggregation of the default interest of the regularly non-performing contracts. 

 

 
 

The loan portfolio overdue for more than 90 days, classified as non-performing receivables, 

increased by half a percentage point and reached 8.3% in Q1 2010, reflecting clear and 

gradually decreasing aggregation considering the previous three quarters. This deceleration 

occurred primarily among the other loans, which contain also corporate loans, loans extended 

abroad and inter-bank loans, but there was an accelerated rise among the retail mortgage 

loans. The ratio of non-performing receivables is still especially high among the primarily 

consumption type retail loans, which are not secured against mortgage. 

 

 
 

The correlation between the portfolio and the number of contracts described above also 

applied to default receivables overdue for more than 90 days. The debt under one contract 

significantly increased also in this category. The number of non-performing contracts thus 

slightly decreased in Q1 2010, although the retail mortgage loans are exceptions from this 

tendency, where the number of such contracts is still rising. At the end of March 2010, in total 



17 

 

97,000 retail mortgage loan debtors fell into the especially risky, severe default category. The 

number of contracts in this category has increased by 5,300 since the beginning of the year. 

 

 
 

The credit service providers actively re-negotiated their non-performing loans also in Q1 

2010. The number of re-negotiated loan agreements increased from 95,000 to 131,000, within 

which the number of restructured retail mortgage loans grew from 25,000 to 29,000 during 

the quarter. However, the portfolio of re-negotiated loans did not increase, and in fact, it 

clearly shrank in retail mortgage loans and other loans. Among others, this indicates that parts 

of the previously rescheduled loans in this category went into default again during the quarter, 

and were added to the default portfolio again in the statistics of the period published in this 

report. On the other hand, there was a significant rise in the re-negotiated portfolio of retail 

loans not secured against the mortgage. 

 

 
 

The ratio of non-performing loans, overdue for more than 90 days varies significantly 

according to the types of institutions operating on the credit market. The portfolio in this 

category equalled only 6.6% of the total loan portfolio of the banks at the end of March 2010, 
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but the respective ratio was more than two-and-a-half times higher in cooperative credit 

institutions and was approximately three times higher in financial enterprises. However, the 

differences were much smaller in terms of the growth of the portfolio in Q1 2010: the 

portfolio in severe default grew the fastest in cooperative credit institutions, and the slowest in 

financial enterprises, which was somewhat surprising. 

 

 
 

In Q1 2010, there was a major rise in the activity of the credit service providers in debt 

settlements of loans secured against residential properties. In this period, the number of 

residential properties transferred for execution or involved in some other debt settlement 

procedures equalled 38% of the total number registered in 2009, while the number of real 

properties sold with the debt or directly was 29% of the previous yearôs figure. Within the 

latter still very few, only 431 real properties were sold individually in the last three months, 

yet there was no change in the ownership rights of 3,516 residential properties, but the loans 

secured against them were sold. This is interesting because the debt settlement activities 

increased during a period when eviction was prohibited by law, i.e. most of these transactions 

were concluded involving occupied real properties. This factor significantly reduced the 

marketability of the residential properties serving as collateral. 
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3.2. Banks 
 

Main risks 
 

Despite the fall in the total assets in Q1 2010, the Hungarian banking system still improved 

its profitability and capital position. Both profitability and capital adequacy are still 

considerable in size and satisfy the requirements of stable operation even under the conditions 

of the economic and financial crisis. There have been favourable changes in several structural 

indicators, measuring the long-term vulnerability of the banking system, including the 

currency/loan ratio and the on-balance sheet net currency position, while other important 

stability indicators, such as liquidity on the asset side and loan deposit ratio, have not changed 

since the end of 2009. The system has stable fund supply, the increase of the portfolio of non-

performing loans has continued to slow down, and the banksô current credit risk costs have 

also dropped considerably. 

 

However, in contrast with the positive trends, some unfavourable tendencies could also be 

observed in the development of banks, as risks have remained significant and high, and are 

rising again in several aspects. Negative processes include primarily the polarisation of banks 

according to profitability and capital position, and a rise in the number and market share of 

service providers with relatively low capital adequacy ratios. Another unfavourable tendency 

is that the improving average profitability was the result of a relative low amount of 

impairment in Q1 compared to the default data of debts, which does not seem sustainable 

based on the portfolio quality trend. Following the improvement of last year, the maturity 

mismatch began to deteriorate again as a result of the simultaneous shortening of the tenor of 

customer deposits and wholesale funds. 

 

The most important main risks include the continued deterioration of the banksô asset quality, 

and the remaining weakness of loan collaterals and real estate and vehicle markets. The new 

deterioration of the global liquidity and funding situation, the higher risk premium and the 

corrections of the capital market in April and May, which will most certainly have a 

considerable negative impact on the investment and trading results of the Hungarian banks, 

are further risks. The extensive special tax imposed on banks, announced by the Government, 

but not yet known in detail when this report was prepared, and the planned prohibition of 

mortgage loans denominated in currency, represent a very special group of risks. The impacts 

of these steps on the banksô fund and capital supply, size of operation and profit and loss 

account, or the costs of the banking services and the quality of the existing portfolio are not 

yet known and are difficult to assess. In this respect, the main risk is that these measures were 

taken during a period when the banking system is facing increasing uncertainties in terms of 

decreasing size of operation and profitability. Finally, significant risks are associated with the 

outlook of banks with low profitability and relatively unfavourable capital positions. 

 

Institutional structure  

 

In Q1 2010, the number of institutions did not change either with regard to banks operating as 

shareholdings companies or to branch offices. The only event that should be noted was the 

change of the name of WestLB Hungaria Bank Zrt., which institution continued its operation 

as Milton Bank Zrt. in 2010 following the change of its ownership in October 2009. Thus, the 

number of credit institutions operating in the form of shareholding companies or branch 

offices remained 47, involving 35 banks and 12 branch offices. 
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Credit risk  
 

The year/year-based decelerating growth dynamism of the total assets turned into 8.4% 

decline by the end of March 2010, which resulted from 7.7% shrinking of the banksô 

portfolios and nearly 17% contraction of the balance sheet of the branch offices. However, we 

must also add that the year/year-based dynamism referred to above was heavily affected by 

the strengthening of the HUF in that period, which involved changes of +14% compared to 

EUR, nearly +9% compared to CHF, and +15% compared to USD. Due to the high currency 

contents of the balance sheet, this factor contributed to the decrease of balances denominated 

in HUF, so the dynamism expressed in HUF was significantly more unfavourable than the 

transactional changes. 

 

Portfolio dynamics, sector-specific risks 

 

The gross loan portfolio of banks operating as shareholding companies fell by 14.3% at the 

end of March 2010 compared to the previous year, which itself would mean the diminishing 

of the loans at an accelerating rate, but, adjusting the trend with the currency exchange rate 

impacts, the decline is 6.3%, which indicates somewhat slower contraction than in the 

previous two quarters. In the portfolios calculated with the same currency exchange rate, the 

loans of all major customer segments indicated a slower decline, with 7.3% drop in corporate 

loans, 1.3% decrease in retail loans, and 6.6% decline in loans extended to foreigners. These 

trends are in line with the latest information indicating a moderate improvement of the upturn 

of the real economy. 

 

Within the corporate loans, project finance, closely correlated with the status of the 

construction industry and the real estate market, shrank only by 2.4% in the reporting period, 

which was a lot more favourable than the average of corporate loans. This phenomenon 

relates to the specificities of this credit segment, because the principal of project loans is 

typically repaid at the end of the tenor, so, the portfolio is not decreasing fast even if lending 

stops. On the other hand, the other corporate loans, containing SME project loans and other 

large corporate loans decreased by 9.8% as a result of stricter credit terms and conditions, and 

a decrease in demand observed in the unfavourable economic environment. 

 

Looking at the variation of portfolios, net of exchange rate impacts, the previously 

experienced decline slowed down even in retail loans-   The year/year-based variation, 

calculated this way was -1.8% for housing loans, and -3.2% for consumption loans, which 

indicate 1 percentage point and 6.5 percentage points slower decrease than reflected in the 

data of the previous quarter. Within the consumption loans, only the contraction of vehicle 

purchase loans accelerated slightly, as a result of which the year/year-based decline of these 

loans was close to 13% at the end of March 2010. This phenomenon is obviously not 

independent from the continued significant decrease in the purchase of new vehicles. The 

portfolio of personal loans dropped by 8.7%, and the home equity loans shrank only by 1.3% 

in the reporting period. 

 

However, we should note that the slower decrease of retail portfolios was to a certain extent 

due to the higher demand, which developed before the regulatory restrictions of credit 

conditions. As it is generally known, the Article of the 361/2009 Government Decree on the 

rules of responsible lending imposing limitations on maximum LTV entered into force in 

March 2010, while the articles applicable to creditworthiness and eligibility to credit entered 

into force in June 2010. With this background, the retail portfolio may shrink faster again in 
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the rest of the year. This becomes especially likely, if the mortgage loans denominated in 

currency will also be prohibited in line with the Governmentôs announcement made at the 

beginning of June. 

 

Within consumer loans, only the ratio of purchase loans increased by more than 20%, 

although it is the least important loan segment in volume, yet the portfolio of loans not 

secured against mortgages decreased faster, even including the previous category, then the 

portfolio secured against mortgages. Consequently, the ratio of mortgage loans grew by 

additional 0.5 percentage point within the retail portfolio and exceeded 80% at the end of 

March, which was positive development in terms of credit risks. 

 

Naturally, the loss-mitigating impact of collateral items depends a great deal on the market 

value and marketability. If there are no sufficiently detailed and complex real estate market 

statistical data, it is difficult to judge the variation of these factors. However, the book value 

of the mortgages securing the loan portfolio stagnated in Q1 2010, which does not indicate 

that the banks devalued their collaterals in line with the asset market trends. 

 

The annual declining rate of loans to foreigners calculated with the same currency exchange 

rate has not changed much during the last three consecutive quarters. This represented 6.6% 

drop p.a. at the end of March 2010, which occurred in line with the lower financing demand 

of foreign subsidiaries. It was only slightly below the dynamism of the total loan portfolio, so 

the share of foreign loans within the total portfolio hardly changed too, and remained around 

12% even at the end of the quarter. In view of the economic and financial status of CEE 

region, the risks of this exposure are still high and the direct impact of the Greek situation on 

this region only aggravated the situation. 

 

Currency structure  
 

The currency ratio of loans remained the major factor affected credit risks, as it became a 

significant factor again in the recent months in relation to the intensive exchange rate 

fluctuation. This primarily relates to the risk of loans denominated in CHF, because the 

investor fears concerning the euro have also led to the appreciation of, e.g., CHF. So, the risks 

of the two types of currency loans have developed separately, yet within the Hungarian 

customer loan portfolio the credit risks of retail currency loans, denominated mainly in CHF, 

have increased considerably. 

 

In theory, within the total loan portfolio, the currency content of the loans is closely related to 

the portfolio quality mainly in the retail segment, because the majority of the population do 

not have currency assets or currency income covering the exchange rate risk of their currency 

loans. In this context, it is favourable that the balance of new loan disbursement and 

repayments of the recent months clearly indicates the spread of HUF loans and reduction of 

currency loans. However, considering that relatively few new HUF loans were disbursed and 

the existing currency loans have a long tenor, the change in the currency structure of the retail 

portfolio can hardly be noticed. At the end of the last three quarters, this ratio was just below 

70%, of which 87.5% of the loans were denominated in CHF, 9.5% in EUR and 3% in JPY at 

the end of March. Within this category, the currency content of consumer loans was higher, 

nearly 87%, while that of the housing loans was lower, only 67%. The portion not 

denominated in EUR was close to 90% of the total currency loans in both cases. 
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      Remark: NFE+SP = non-financial enterprises and sole proprietorships 

 

Portfolio quality, impairment 

 

Although the rate of growth of overdue loans slowed down both in most default categories 

and in total, the portfolio quality continued to deteriorate significantly in QW1 2010. The 

increase of all overdue debts slowed down, which was a positive sign, but the ratio of long-

term default items rose significantly at an accelerating rate, which indicates further fast 

deterioration of the portfolio, a considerable portion of which is already heavily in default.  

The long-term default loans were 138% higher than the figure registered one year ago, and the 

increase of items overdue for more than 90 days reached 45%. The default of corporate and 

retail portfolio developed close to average, but for loans extended to foreigners the long-term 

default loans were more than ten times higher than in the previous year and the total number 

of items, overdue for more than 90 days were up by 163% in this category. 

 

It is an important factor that the ratio of overdue items within the specific portfolio continued 

to increase faster in most cases because in general the total portfolio decreased due to low 

lending activity. Thus, the share of the total default and re-negotiated loans within the balance 

sheet went up by more than 1 percentage point in one quarter and is now higher than 15%, 

while the share of the items overdue for more than 90 days increased by 0.8 percentage point, 

and is close to 7%.
2
. At the end of March 2010, 27% of the corporate portfolio had default or 

re-negotiated status and 14% was overdue for more than 90 days.  These two respective 

figures were around 32% and 13% for retail loans, and 8.7% and 4.6% for loans extended to 

foreigners. Consequently, the default rate of the retail and corporate portfolio was more or 

less identical, while that of the loans to foreigners remained significantly lower even despite 

the fast deterioration process. 

 

The rating practice of the banks in Q1 2010 did not fully reflect the significant rise in the 

items heavily in default. The most striking difference is that while in default the worst loans 

(overdue for more than one year) increased at an accelerating rate, the rated portfolio 

indicated decelerating growth in all rating categories. This had a major impact both on 

recognised impairment and profit. The 12-month aggregate net impairment recognition 

volume decreased for the first time since June 2008, while the total of new impairment and 

risk provisions booked in Q1 2010 was more than HUF 36 billion lower than recorded in the 

similar period of the previous year. On the other hand though, the level of provision coverage, 

calculated on the basis of the default table
3
 decreased by nearly 2 percentage points, and fell 

to 42.7% during the quarter. In this context, it should be noted that the amount required for 

                                                 
2
 The items actually overdue for more than 90 days plus all outstanding receivables of the particular debtors. 

3
 Provision coverage means the ratio of the recognised impairment and the estimated loss. The estimated 

expected loss is calculated by applying the permanent estimated loss ratios assigned to the various default 

categories to the loan portfolio. 
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maintaining the provision coverage would have been more or less equivalent to the amount of 

impairment recognised in Q1 2009. 

 

 
Note: regarding the estimated loss ratios, no loss was assumed for loans which have not matured or performed according to 

the contract, while we applied 50% loss ratio to re-negotiated loans, 20% to loans overdue within one month, 30% to loans 

overdue between one and three months, 70% to loans overdue between three months and one year, and 100% to loans 

overdue for more than one year. 

 

In relation to this, we consider it favourable that the calculated provision coverage ratio 

increased significantly in 2009. On the other hand, it is unfavourable that this trend turned 

around in Q1 2010, and that this happened in a period when the recorded collateral values 

were also decreased significantly to reflect the robust fall of the real estate market. 

 

Liquidity  
 

Maturity mismatch 

 

The maturity mismatch clearly deteriorated in Q1 2010, because the surplus of funds maturing 

within one year increased by 0.5 percentage point, reaching 22.4% of the total assets, and the 

asset surplus maturing over one year grew from 27.1% to 30.5%. This tendency is partially 

technical
4
as it reflects the change of the methodology of credit institution reports in Q1 2010. 

The rest of the change occurred on the short side mainly because customer deposit portfolio 

decreased faster than the consumer loan portfolio, and generally because the tenors on the 

liability side shortened, e.g., with regard to funds supplied by foreign parent banks. In 

addition, the ratio of the customer deposits maturing between one and three months increased 

compared to deposit maturing between three months and one year, while the over five years 

inter-bank loans and issued securities have decreased almost unnoticeably. 

 

In relation to the shorter maturities on the liability side two main explanatory factors need to 

be noted. Among the wholesale funds, including also those provided by the parent banks, the 

impact of the new increase of liquidity risks, and the higher premium applied to long 

maturities can be felt, which is a new global tendency of the recent months. The shorter 

maturities of customer deposits reflect the banksô efforts to widen the interest margin as the 

                                                 
4
 From Q1 2010, the maturity mismatch is calculated based on gross asset value, while previously the calculation 

was based on the asset value less impairment. 
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deposit interest rate offered by the banks has dropped significantly, while only the promotion 

interest rates, driven by temporary funding requirements provided truly effective options, but 

typically they are available on a short-term maturity. 

 

 
 

Liquidity of asset and liabilities, market exposure 

 

The asset side liquidity has practically not changed since the end of 2009, as liquid assets and 

negotiable securities held for investment purposes still represented close to 30% of the total 

assets. Compared to this latter liquid asset category, the coverage of deposits maturing within 

30 days slightly decreased (by 1 percentage point), but at the end of March 2010 it was still 

124%, and the coverage of the total customer deposit with liquid assets did not change and 

remained 72%. 

 

There was no major change in the longer-term liquidity of banks, calculated on the basis of 

the loan portfolio and customer deposits, because both loans and deposits decreased similarly, 

by approximately 2%. Consequently, the loan/deposit ratio of the banking system remained 

close to 152%, which means that the net money and capital market exposure of the sector has 

hardly changed. The slight positive development reflected in the latter indicator was mainly 

due to the increase in equity, if the increase of this item also led to lower wholesale funding 

demand. 

 

Financing 

 

The portfolio of customer deposits, which determines the structure of retail funds, shrank by 

nearly 2% in one quarter. Within the overall decline, retail deposits shrank by nearly HUF 246 

billion (4%) followed by 56 billion decrease in corporate deposits and HUF 33 billion 

decrease in forint deposits. This trend was slightly offset by the HUF 101 billion increase in 

the deposits of financial intermediaries and other domestic customers, so the total portfolio of 

customer deposits shrank by HUF 223 billion. Another important factor affecting the retail 

funds was that a significantly lower portion of the withdrawn customer deposits (less than 

half) was returned into the banksô balance sheet as deposits placed by investment market 

funds than in the previous periods. 

 

Within the wholesale funds, the domestic inter-bank funds dropped by HUF 652 billion in 

relation to the HUF 280 billion decrease in inter-bank deposits and HUF 372 billion reduction 

of inter-bank loans. Nearly 50% of this latter item (HUF 185 billion) was the repayment of the 

government loan taken in H1 2009. Contrary to domestic financing, the inter-bank deposits 

and loans of the Hungarian banking system originating from abroad grew by HUF 190 billion. 

However, the situation was the contrary in issued securities, because compared to the HUF 

236 billion decrease in the volume issued abroad, Hungarian issues were up by HUF 31.5 
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billion. In total, we can conclude that the wholesale funds declined mainly because of a drop 

in domestic financing. 

 

Consequently, the decrease of the total direct foreign funds was also lower than the 

contraction of domestic financing, which resulted in a slight increase in the ratio of this 

category of funding. Within the foreign funds, representing 28.6% of the balance sheet total, 

the ratio of parent bank funds has gone up, and that of the other foreign funds decreased. As 

an overall result, by the end of March 2010, nearly one-fifth of the Hungarian banking system 

was already financed directly by the parent banks. Based on their commitment to their 

subsidiary banks, we consider the parent bank resources more favourable in terms of the 

renewal risk, so this tendency reduces the liquidity risks. However, during the analysed 

quarter, the short-term parent bank resources increased, which considerably reduced this 

positive impact. 

 

Currency risk 

 

In Q1 2010, the net currency position of the banking sector against the HUF dropped 

significantly both in terms of on-balance sheet and off-balance sheet transactions. This 

occurred because the currency content of the asset side decreased more than the currency 

content on the liability side. The currency ratio of assets fell by 0.8 percentage point to 52.5% 

during the analysed period, while the currency content on the liability side decreased by 0.3 

percentage point to 42.8%, as a result of which the on-balance sheet net long currency 

position dropped by 0.5 percentage point to 9.7%. Following its more than 4 percentage point 

decrease, expressed as a percentage of the regulatory capital, the total net currency position, 

including also the off-balance sheet items, was 13.8% at the end of March 2010. 

 

However, the open currency position of the individual currencies rose both regarding the 

hedging requirement on the balance sheet and the size of the open positions. The hedging 

demand grew by more than 1 percentage point to 31% of the balance sheet total, and the 

uncovered open positions went up by nearly 1.5 percentage points, and equalled 21.7% of the 

regulatory capital. This reflects a new increase of the counter party and renewal risks of 

hedging transactions and the market risks of open positions. 

 

       
 

Profitability  
 

Profitability and its components 

 

Regarding the rolling result of the banking sector of the past four quarters, it is notable that 

the net interest income grew by nearly HUF 27 billion in the last quarter, primarily in relation 

to the significantly lower costs of funding. Consequently, the interest expenses dropped 
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significantly more than interest income, reflecting much wider margins. With the annual 

rolling ROA approach, this resulted in 2.7% net interest margin, which was nearly 10 basis 

points higher than the margin recorded at the end of the previous quarter with a continuous 

rise observed in the last three quarters. 

 

The other factor, which significantly contributed to the profit, was the significantly lower 

impairment than recorded in Q1 2009. Impairment was more than HUF 36 billion lower than 

in the same quarter of the previous year, so this was the major factor of profitability in our 

analysed quarter. On the other hand, the lower operating expenses improved the profit only 

much more moderately (by HUF 7 billion). 

 

However, compared to the HUF 67 billion indicated above, the non-interest revenues dropped 

by HUF 42 billion, primarily in relation to the lower revenues of financial and investment 

services (HUF 47 billion decrease). Thus, the operating profit of the sector was approximately 

HUF 28 billion higher, while the profit after taxation was HUF 34 billion higher than in Q1 

2009. Consequently, the annual rolling ROA was 0.87%, and the ROE was 10.4%, reflecting 

0.1 percentage point, and 1.1 percentage point increase in one quarter. 

 

Profitability by institutions 

 

The concentration of income generation slightly decreased, as over a period of one year prior 

to March 2010, the eight large banks and their specialised credit institutions generated 94% of 

the profit after taxation earned by all banks. This was 3 percentage points lower than recorded 

in the previous quarter. The number of loss-making institutions went up to nine to ten in a 

quarter, where loss was still mainly caused by the impairment and provisioning recognised in 

relation to deteriorating asset quality. 

 

Concerning the annual rolling ROE in the analysed quarter, the sectorôs income-generating 

capacity was driven by two contrary developments. On the one hand, the majority of 

institutions with originally weak profitability started to make a loss; however, at the same 

time, the profitability of an institution with a large market share clearly improved. As a result, 

the market share of loss-making service providers jumped from 4% to 23%, the share of 

institutions with low ROE (between 0% and 10%) dropped from 49% to 23%, and the share 

of institutions producing two-digit ROE figures grew from 47% to 57%. 
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Capital position 
 

Naturally, the increasing ROE of the figures also had a positive impact on the internal capital 

generation of the sector. However, another fact improved the banksô capital position even 

more, whereby the capital requirement decreased by 14% in an annual comparison mainly in 

relation to a similar reduction of the loan portfolio. The internal capital surplus indicator, 

calculated as rolling ROE less the annual change in the capital requirement went up by 8.5 

percentage points to 24.6% in one quarter, and is the highest figure recorded in the previous 

five years. It is interesting that the contrary developments of the overall profitability are not 

repeated in the internal capital surplus. In the latter case, the distribution has strongly shifted 

to the right, which indicates that the risk exposure of banks with deteriorating profitability 

decreased more than their generated income. As a consequence, the market share of those 

institutions where the risk expansion grew faster than the return on equity fell from 17%, 

recorded in 2009, to close to 2%, reflecting the lack of internal capital generation.  This 

phenomenon is clearly favourable for the capital position, but in other aspects it reflects 

considerable differentiation of the size of operation of the individual banks, expressed in risk 

exposure. 

 

Compared to the 14.2% annual drop of capital requirement, the regulatory capital of the 

banking system increased by 8.6% primarily as a result of the capital increases made by the 

parent banks and the profit items transferred to regulatory capital during the interim audits of 

the previous year.  The capital adequacy of the banking system was 13% at the end of March 

2010, reflecting a slight positive change from the end of 2009.  

 

Looking at the breakdown of regulatory capital adequacy, we can notice significant changes 

in the individual institutions despite the fact that capital adequacy has not changed at sector 

level. In this context, it is a negative change that the market share of institutions with lower 

than 10% capital adequacy ratio went up by more than 5 percentage points and reached 25%. 

On the other hand, it was positive development that the market share of service providers with 

higher than 12% capital adequacy ratio, which may be considered sound even in the current 

situation, has increased by 6 percentage points to 69%. 

 

Status of bank groups at the end of 2009 
 

Below, we shall take a look at the status of the bank groups subject to consolidated 

supervision based on their consolidated figures. As it is generally known, the consolidated 

financial statements are disclosed significantly later than the figures of the individual 

institutions. Considering this specificity, in this report we can only analyse the differences 

between the status of consolidated bank groups based on 2009 year-end data and the status 

analysis provided in the previous Risk Report for the same time based on the information of 

individual banks. In this analysis, we compare the data of the 11 bank groups preparing 

consolidated financial statements to the aggregated data of the individual institutions, which 

are the leaders of the groups. 

 

Depth of group formation: With some simplification, the bank groups subject to consolidated 

supervision are formed by the parent banks, Hungarian and foreign subsidiary banks, and 

financial enterprises, investment enterprises and fund managers belonging to the group. The 

group level total assets of all bank groups were 13.8% higher than the total assets of the 

parent banks at the end of 2009, indicating that the average parent bank has a dominant role 

within the group. This ratio was still 17.2% at the end of 2008, i.e. in 2009 the share of the 

group members other than the parent bank in the business dropped significantly in 2009. This 



28 

 

phenomenon was mainly the result of the reduction in the size of operation of foreign 

subsidiary banks during the crisis. 

 

       
 

Portfolio dynamism: Receivables from customers are higher in the consolidated data than in 

the parent banksô figures, primarily in relation to Hungarian and foreign subsidiary banks. The 

Hungarian financial enterprises typically finance their loans from loans received from the 

parent banks, so they do not increase the consolidated receivables significantly compared to 

the parent bank loans. According to the consolidated figures in 2009 the lending activities of 

parent banks declined similarly to the activities of the parent banks. This behaviour, identical 

in direction and extent, is explained by the fact that liquidity and capital limits occur at group 

level, and that in the majority of the Central and Eastern European countries, where subsidiary 

banks operate, the macro economic and credit market environment was close to the Hungarian 

situation. 

 

    
 

The above tables illustrating the composition of funds show that the customer deposit 

portfolio of subsidiary banks rose significantly, contrary to the similar bank portfolios.  With 

regard to funds originating from credit institutions (loans and deposits), there is larger contrast 

between the parent bank and group figures because a significant increase was registered in the 

former figures, while the latter ones reflected a major drop. This occurred because the 

subsidiary banks placed a lot of additional deposits in other parent institutions during the year, 

which they could do because there was a considerable difference in tenor between the loans 

extended and deposits collected by them. 
 

Liquidity: The liquidity situation is illustrated with two indicators. The liquid assets, 

containing cash, government securities and other securities for trading purposes, as a 

percentage of total assets was favourable at group level at the end of 2009 (20.5%, compared 

to 19.4% of the parent bank), but this indicator improved significantly at both levels and 

reached similar figures by the end of the year. A greater difference can be observed in the 

loan deposit ratio, which illustrates the longer-term liquidity situation, where at the end of 

2009 the group level indicator was more favourable (123.6% compared to the average parent 

bank 140.9%). The average loan/deposit ratio improved significantly at both levels in 2009, 

but this improvement was greater at group level, reflecting the strengthening of the position of 

the subsidiary banks in this respect. 
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Credit risk : The credit loss in proportion to assets was greater in bank groups than in parent 

banks. This resulted primarily from the more risky activities of financial enterprises and from 

the more significant economic downturn in the countries of some foreign subsidiary banks. In 

some groups, major differences are caused also by debt management companies operating 

within the group, as the loans in default, sold by the parent bank within the group are no 

longer included in the parent bankôs balance sheet, yet they still form part of the consolidated 

report. However, the increase of impairment expenses in 2009 was similar in parent banks and 

the groups, representing more or less 1% of the total assets in both cases. 
 

    
 

On the other hand, the impairment expenses do not necessarily reflect properly the actual 

deterioration of asset quality in 2009. The development of payment default data of bank loans 

and the rating data indicate faster deterioration of asset quality, whereby the situation 

according to the consolidated data is significantly worse than at the parent bank. The 

impairment recognised did not increase as much at group level as it would have been justified 

according to the rate of accumulation of default loans. Although during the year, the 

impairment coverage of parent banks, i.e. the correlation of recognised impairment and the 

estimated expected loss, decreased only slightly, group level coverage dropped significantly 

by 10 percentage points. This phenomenon was mainly the result of the progressive nature of 

the banksô rating activities, as last year the actual default ratio caught up with the ratings 

formerly predicting it; however, there is still considerable spread among the individual group 

data, i.e. certain bank groups recognised much lower impairment than average on their 

receivables outside the parent bank. 
 

                
Note: Including the items actually overdue for more than 90 days, 

without classifying all debts of the debtor into the same category. 

 

Profitability:  The average return on equity of bank groups (ROE) fell significantly, by 5.6% 

in 2009 from the previous yearôs 13%. while the similar parent bank indicator declined only 

by 1.5%. As a result of this change, the group level ROE average is almost 2 percentage 

points lower than the parent banks, which related to the unfavourable performance of the 

financial enterprises of the groups, including mainly the leasing companies and foreign 

subsidiary banks. In the course of consolidation, profitability decreased compared to the 

parent bank in most cases, and one group reported a loss.  
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The tendency of 2009, illustrated above also applied to the return on assets (ROA). The net 

impairment increase and lower dividend income were the main factors deteriorating the 

results both at parent bank and group level, while operational cost savings and the improved 

balance of financial transactions, which was a one-off phenomenon in most cases, improved 

the overall picture significantly. 

 

 

 
 

The average consolidated ROA decreased by close to 0.3 percentage point more than the 

ROA of parent banks in 2009. This difference was mainly caused by the base year figures of 

the other business activities, which were significantly affected by two large write-off items in 

relation to the crisis. Apart from those, there were no major differences in the variation of 

profitability. The consolidated interest margin and operating expenses turned out to be more 

favourable, but the parent banks performed better in the trading and in exchange rate gain. 

 

    
 

Capital adequacy: The still considerable profitability, extremely reserved dividend policy 

and the decrease in average capital requirement in relation to the shrinking of the loan 

portfolio were favourable factors affecting the capital position of the bank groups in 2009. 

The capital adequacy ratio (CAR) became significantly higher both at parent bank and 

consolidated level, mainly in relation to the higher capital figure. At the end of 2009, the 

average CAR was 1 percentage point higher at group level than at the parent banks. On the 

other hand, the group capital adequacy figures varied significantly, although all groups 

complied with the 8% regulatory minimum, two groups had capital adequacy ratios between 8 

and 10%, which may not be sufficient for covering all actual risks in a crisis. 
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3.3. Cooperative Credit Institutions 
 

Main risks 
 

The main risk of cooperative credit institutions remains profitability, the falling trend of 

which seems durable and the level of which is relatively low. In the near future, profits may 

primarily be cut by the higher costs of credit risks. The quality of the corporate credit 

portfolio continues to deteriorate, which is worrying because the majority of the dynamically 

increasing new loans are made to this sector. Within the framework of management of loans 

in default, the cooperatives refer the largest number of residential properties to execution and 

other debt settlement procedures, which leads to consumer protection issues and may also 

lead to the settlement of an increasing number of loans with a loss given the current 

weaknesses of the real estate market. 

 

Market structure  
 

The long merger process, observed in the cooperative sector, did not continue in the recent 

months. As we know, seven mergers took place in the first nine months of 2009, but no other 

merger has occurred since then, even despite the fact that the causes, i.e. the economy of scale 

increase and loss consolidation demand, still prevail. Of the seven loss-making cooperatives, 

registered in March 2009, only three have been able to turn around their operation and 

generate a profit, two merged with other cooperatives, one still makes a loss, and the 

operational licence of one has even been withdrawn. One of the reasons of the pause in the 

process of mergers is that the crisis raised doubts about the profitability of several service 

providers, which had seemed strong earlier. This made all parties planning for merger 

reconsider their plans, and caused delays in the merger discussions. However, as in the 

previous twelve months in total eight cooperatives made a loss, further mergers are expected 

to take place in the future with the aim of loss consolidation. 

 

 
 

Credit risk  
 

Contrary to the other actors of the credit market, the cooperative sector managed to 

dynamically increase its loan portfolio even during the crisis. The same process continued 

also in Q1 2010, with 4.5% growth of the loan portfolio in annual comparison. The expansion 

of the loan portfolio relates to the SME sector, reflecting the traditions and capabilities of the 

cooperatives and not with the disbursement of HUF loans mainly to non-financial companies. 

Within this category, the financing of medium-sized enterprises grew most dynamically, by 

16% a year; however, this group has a relatively small 7% share within the cooperative SME 

portfolio for the time being. The loans of private contractors, classified among household 

loans also increased with similar dynamism, by 13% a year. Two-thirds of the corporate loans 

still relate to micro enterprises and the majority of the cooperative loan expansion is also 

connected to this category. Considering the high bankruptcy ratio, which is still on the rise 

according to the 12-month rolling calculations, this is a high credit risk. This assumption is 

supported by the fact that the amount of loans in default is rather high among the cooperative 
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loans to non-financial enterprises and private contractors, and their ratio went up from 36.8% 

to 38.7% in Q1 2010. On the other hand, the large corporate loan portfolio is not significant 

either in volume or in increase. 

 

Household loans decreased by 1.3% in a year and, within that, the retail loans without private 

contractors fell by 4%. This was partly due to the 8.7% devaluation of the CHF currency 

loans since March 2009, and partly to the 2% drop in the HUF loan portfolio. Most 

institutions stopped the supply of currency loans, so the currency portfolio also began to 

shrink on transaction basis. 

 

The shrinking household loan portfolio is secured against real properties in a high ratio: the 

ratio of mortgage loans rose to 58% by the end of March 2010. On the contrary, the 

dynamically increasing corporate loans are only partially secured against real properties. Due 

to this, the coverage of the total loan portfolio has decreased, but due to the large 

encumbrances of the few new real property collateral, the average LTV ratio has risen. 

 

The extremely dynamic increase to loans to municipalities, financial enterprises and even to 

foreign parties need to be mentioned separately, even if at the moment they only have a 

marginal share in the lending activities of cooperatives. At the end of March 2010, the loans 

in this category made up 2.3% of the total loan portfolio, but they increased by 12% in one 

quarter. By expanding these activities, the cooperatives may extend their operation to areas, 

where they have relatively little experience and risk assessment and management skills. 

 

   

    
 

Some processes, favourable for credit quality, have also occurred among the household loans, 

which represent approximately half of the total loan portfolio. The items in default decreased 

both in amount and in ratio. The same cannot be said about the total cooperative portfolio, due 

to the still increasing defaults of corporate loans. The situation is the same also in the case of 

the loans overdue for more than 90 days, the total of which grew by 9% in Q1, and the share 

of which within the total gross portfolio rose to 16%, nearly two-and-a-half times the average 

figure calculated for banks. This indicates that the length of the period of default is now 

longer, so the estimated loan losses of cooperatives have increased, despite the stagnation of 

the amount of the loans in default. 

 

In Q1 2010, cooperatives recognised 20% less impairment than in Q1 2009.  Considering that 

the portfolio deterioration process is decelerating, the impairment coverage ratio, which is the 

recognised impairment divided by the estimated loss, has increased moderately even parallel 

with these falling impairment expenses from 45.6% at the end of 2009 to 46.1%. However, 

when this development is analysed, we must take into account that this change took place 

after a major drop of the impairment coverage ratio in 2009. At the end of September 2008, 
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the ratio was 48.7%, i.e. since the start of the crisis the impairment coverage ratio has fallen 

by 5%. Another factor to be considered is that in the meantime, the market value of the real 

properties representing the majority of the collateral structure has also dropped considerably. 

For example, the market prices of residential properties fell by 11% in Hungary between Q3 

2008 and Q4 2009,
5
while this decrease was significantly higher than this average in the rural 

areas, their cooperatives pursue most of their activities. Consequently, we can conclude that 

the average coverage ratio of the cooperative loan portfolio may have decreased by 10-15% 

during the previous eighteen months, taking also into account the recognised impairment and 

the real property collateral valued at market price. However, as a positive aspect, we must 

note again that the collateral coverage of the cooperative loan portfolio was rather high 

calculated at real estate prices prevailing before the crisis. 

 

Market risk  
 

The on-balance sheet currency position of cooperatives is still typically closed. Naturally, the 

exchange rate risk of currency loans is an indirect credit risk. However, the currency loans do 

not even make up of 6% of the balance sheet total
6
and as no new currency loans can be 

extended, the problem may begin to decrease. The collection of currency deposits continues to 

grow dynamically albeit from a still low level: the portfolio has more than doubled in a year. 

The currency deposits substitute for part of the wholesale funds financing the currency loans, 

so they have a favourable impact on liquidity. On the other hand, the increase in currency 

deposits calls for adequate exchange rate risk and currency liquidity management. 

 

   
 

The exposure of cooperatives in the real estate market is high primarily in relation to the 

collateral securing retail loans. In this respect, we already made a reference to the major 

decline of real estate prices observed in the previous eighteen months. At this point, we wish 

to add to the previous remark and call attention to the major regional differences developed in 

the declining real property prices. Considering that the operation of cooperatives is 

concentrated geographically, it is very likely that for certain service providers, the collateral 

value will decrease significantly more than the average decline. 

 

With regard to retail loans, we already mentioned that defaults have multiplied for a 

considerable portion of the loans. As time moves on, an increasing number of loans in default 

reach a phase in which the collateral is used for the recovery of the loan. The number of 

requested foreclosure and other debt settlement procedures has risen dynamically in the case 

of cooperatives. The new procedures affected 3,832 residential properties in Q1 2010, which 

is 200% increase of the monthly average since 2009, meaning also that approximately 50% of 

                                                 
5
 Based on the residential property index of FHB. 

6
 The currency deposits exceed 5% of the balance sheet total in only five institutions, 
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all new procedures launched by all credit service providers, including also the banks and 

financial enterprises, originated from the cooperative sector. However, because of the current 

weakness of the real estate market, in only 6% of the launched procedures were the collaterals 

actually sold. This indicates that the efforts of the cooperatives to recover their debts from the 

collateral fail in most cases and that typically there is a large difference between the book 

value and marketable value of the collaterals. 

 

The interest rate risk of cooperatives is still considerably high in relation to the rapidly re-

priced deposits and the large fixed-rate government securities portfolio. In the previous twelve 

months, the cooperatives restructured their liquid assets and invested their funds into inter-

bank deposits instead of government securities. That slightly decreased the average term of 

the assets and the interest exposure. The thus developed asset-liabilities structure would 

impose a threat on the cooperative profit with a rise in deposit interest rates, which is part of 

the least probable scenarios for the next one-year period. On the other hand, the higher yield 

of government securities which developed in the recent months is a relatively low risk, 

because cooperatives do not typically and actively trade with a high volume of bonds, and 

such an increase in yield, with which the price of bonds, representing a considerable portion 

of the portfolio would fall below their cost, is very unlikely at the moment.    

 

Liquidity risk  
 

The cooperatives have a strong liquidity position. The cooperative credit expansion illustrated 

above is significant only in proportions and in comparison to competitors. Simultaneously 

with the increase in loans, the cooperative deposit portfolio also expanded by 3.5% in twelve 

months prior to March 2010,
7
 thus the loan/deposit ratio rose only by one decimal percentage 

point to 53.5%. 

 

Inter-bank financing varies. Following the suspension of currency loans, the currency 

borrowing volume began to decrease slowly on transaction basis, and since March 2009 the 

portfolio has also been significantly devalued. On the other hand, the HUF inter-bank deposits 

increased slightly but fast among the liabilities of the credit cooperatives (+ HUF 10 billion + 

135%). If the latter trend continues, the most affected few institutions will have increased 

liquidity risks,
8
 although even this would not impose any major risk on the stable liquidity 

position of the service providers concerned. 

 

Profitability  
 

In Q1 2010, the continuous decline of the profitability of the cooperative sector, recorded for 

more than five years, continued. The 12-month rolling ROE dropped from 10.6%, recorded in 

September 2008, directly before the crisis, and from 7.5% recorded in 2009, to 7%. In a 

yearly comparison, the profit after taxation decreased by 18% in the first quarter of this year. 

Structurally, it happened because the lower operating expenses and impairment expenses 

could only partly offset the fall in net interest and commission revenues. Similarly to the drop 

in average profitability, the breakdown of the individual profitability indicators also shifted 

towards loss. In the year prior to March 2010, eight cooperatives had an operating loss. In 

addition, there were many institutions with negligible profit reserve, because the return on 

equity of ten other service providers was between 0 and 2.5%. 

                                                 
7
 Without the impact of the transformation of one cooperative into a bank in July 2009, the deposits of 

cooperatives actually increased by 5.5% during the year. 
8
 Such deposits reached 10% of the total assets in five institutions. 
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Capital position 
 

The average capital adequacy ratio of the cooperative sector (CAR) is still high, although it 

decreased slightly during the previous 12 months. The CAR, calculated from the primary 

capital elements fell from 13% recorded at the end of March 2009 to 12.7% in one year. The 

total CAR dropped from 14.3% to 13.7% taking into account also the annual profit. The 

decline was mainly the result of the increasing capital requirement of the growing loan 

portfolio, the impact of which could not be offset by the slight increase of the regulatory 

capital. The capital indicators of the individual institutions, calculated on the basis of the 

primary capital were above 10% at the end of March with the exception of three institutions. 

At the same time, the number of institutions not reaching the 12% ratio has increased from 8 

to 17. 

 

The capital requirement must be fulfilled with all regulatory capital components, and the 

capital requirement modified during the supervisory review procedure (SREP). After these 

modifications, the 13.7% ratio of the sector, indicated above, changes to 12.6%. Regarding 

the individual institutions, three did not comply with the minimum 8% CAR requirement, and 

further 18 institutions had lower than 12% capital adequacy ratios. 

 

The capital surplus indicator, calculated as the annual ROE less the annual increase in capital 

requirement was on average slightly positive at the end of March 2010 (0.1%). This means 

that an average cooperative generated just enough capital internally to supply the capital 

required for risk expansion. However, in the case of 50% of the cooperatives or, according to 

the size of their balance sheet, 56% of the cooperatives, the capital surplus indicator was 

negative in this period. This leads to the conclusion that a large number of cooperatives will 

either have to reduce their risk expansion, or strive for more profitable operation, or raise 

external funds to cover part of their capital requirements in the future. 
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3.4. Financial enterprises 
 

Main risks 
 

The financial enterprises sub-sector was most heavily hit by the crisis, and has remained the 

most threatened sub-sector of the Hungarian financial system in terms of stability and 

business outlook. The service providers of this category (money-lenders, leasing providers, 

factoring houses, pawn creditors, etc.) still have heavy losses and have lost nearly one-fifth of 

their total assets in one year. This extremely unfavourable tendency is the result of the weaker 

demand and dynamic deterioration of portfolio quality triggered by the weaknesses of the 

typical target markets, and the simultaneously applied more stringent financing conditions. 

The aggregate profitability of the sub-sector continued to decrease in Q1 2010. In the near 

future, a large number of service providers may terminate their operation. In view of the 

number of financing enterprises and loss-making operation of the majority of the service 

providers of this category, the envisaged special tax represents an especially large risk. 

 

Institutional changes 
 

In Q1 2010, two financial enterprises terminated their operation: the supervisory authority 

withdrew the licence of one enterprise, and the other one could not launch its activities in the 

previous six months. Apart from those, there are seventeen service providers whose 

receivables decreased by more than 25% in three months, within which six financial 

enterprises recorded more than 50% decline. The latter ones with either be terminated or 

temporarily suspend their activities in the near future. 

 

The majority of the new enterprises founded in 2008-2009 were still unable to start their 

operation, or could build only a very small portfolio. The deteriorating business environment 

is also reflected in the number of founded companies. In 2008, on average five enterprises 

were founded in a quarter, in 2009 only three, and in Q1 2010 only two. Of the new 

enterprises, one is a member institution of a Hungarian non-banking group, and the other one 

is an independent service provider. 

 

 
 

Portfolio dynamism 

 

During the 12 months, ending in March 2010, the aggregate balance sheet total of financial 

enterprises decreased by 19.1% and their customer receivables shrank by 22.3%. Within the 

decrease in customer receivables, the impact of periodical impairment represented 4.6 

percentage points, and the rest resulted from lower demand, competition of service providers 

operating on the credit market and the increased stringency in the terms and conditions of 

financing. The dynamism of the shrinking of the portfolio slowed down a bit at the beginning 

of 2010, as the net value of customer receivables fell by 4.5% during the period of three 

months ending in March. However, in this latter change the impact of impairment was already 

2.5 percentage points, i.e. more than 50% of the overall decrease. In the course of one year, 

the receivables from enterprises belonging to foreign groups decreased most, by 26%, but in 



37 

 

the first quarter of this year the receivables from independent service providers not belonging 

to any groups dropped by no less than 10%. For foreigners deliberate withdrawal, while for 

the independent service providers typically the deteriorating market positions, financing 

difficulties and the impairment of the portfolio, were the most important factors.   

 

 

 
 

Asset market exposure 
 

Vehicle (55%) and real estate financing (19%) had a lower, yet still major share in the 

portfolio of the financial enterprises compared to December 2009. Following the steep fall in 

2009, both target markets continued to weaken considerably at the beginning of this year, 

regarding the number and value of transactions, as well as the prices. Consequently, the 

related financing demand also fell deeply below the demand recorded prior to the crisis. The 

vehicle financing loans decreased by 21%, but real estate financing decreased significantly 

less, by 5%, in 12 months by March 2010, after the adjustment made in relation to the 

currency exchange rates. The extremely fast shrinking of the vehicle financing loans slightly 

decelerated in the first quarter of this year, but the real estate market continues to weaken 

increasingly. In both areas, the share of household loans has increased, but the share of 

corporate loans has decreased. 

 

This structural change, i.e. the moderate shift from corporate towards the retail portfolio also 

indicates a slight change in the risk profile: the risk related to the solvency of service 

providers of the real estate market has decreased, but the risks regarding the decrease of the 

collateral values has increased. The impossibility of selling the collateral items under the 

existing market conditions forces creditors to keep their bad loans on their balance sheets and 

manage them with the same techniques and procedures as applied to personal loans. In such 

cases, part of the debt is recovered for a long time and with a more uncertain outcome. 

 

Credit risk  
 

The portfolio quality is gradually and significantly deteriorating. During the first three months 

of 2010, the financial enterprises recognised new impairment and provisions, the net value of 

which was more or less the same as in the similar period of the previous year and represented 

0.9% of the total gross receivables. Considering that in the meantime the size of the portfolio 

has decreased significantly, the same amount of the recognised impairment indicates faster 

deterioration of the remaining portfolio. 

 

The deteriorating portfolio quality tendency and certain acceleration of the process may be 

observed in relation to all transaction types of the financial enterprises, whereby the ratio of 

loans, overdue for a longer period, i.e. more than 90 days grew faster than the total default 

portfolio. At the end of March 2010, 14.2% of the other portfolio without loans, leasing, 

current factoring and work-out factoring, i.e. its part representing more than 200% of the 

similar average of the banking system was overdue for more than 90 days. The ratio of the 
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portfolio with similar default was still 11.5% in December 2009.
9
 The default of current 

factoring receivables grew the fastest. 

 

 
 

Currency risk  
 

Although 81% of the customer receivables of financial enterprises are denominated in 

currency, the direct exchange rate risk is still heavily limited in their typical model of 

operation. In this model, customer loans are financed in the form of transaction-based 

refinancing, in the same currency as the loan. Consequently, the open currency position of the 

service providers falling in this category at the end of March 2010 reflected a currency fund 

surplus, representing only 3% of the total assets, which did not change practically in the 

previous quarter. 

 

 
 

As a result of the above, the currency exchange rate risk usually occurs indirectly, as credit 

risk. Although the currency share of the receivables dropped by 1.1 percentage points in Q1 

2010, this risk is still extremely high. It is a change, favourable in this respect, but of 

moderate importance for the time being in terms of the composition of the total portfolio, that 

the loans denominated in currencies decreased by 12.9% in a year, net of the exchange rate 

impact, while the HUF portfolio grew by 7.5% in the same period. In addition, the ratio of 

EUR was still higher within the disbursed currency loans than the ratio of CHF financing. All 

these facts indicate a slow decrease of the currency risk. 

 

It is worth noting that although the gross HUF loans expanded by 7.5% in a year, the net HUF 

loans decreased by 9.5% in the same period. The difference is the accounted impairment, 

which declined by 143% in a year, and increased by 44% in the last quarter. In other words, 

the HUF loans deteriorated much faster than the currency loans, because HUF loans typically 

belonged to the short-term category, containing also low collateralised and unsecured 

personal loans, as well as fast loans. However, the faster deterioration of the HUF portfolio 

                                                 
9
 The data indicated herein for the overdue receivables may be different from the data referred to in the 

ñPayment default of the loan portfolioò chapter, because the latter figures also contain the work-out factoring 

data but, with regard to the financial enterprises, they are based on a representative survey covering 

approximately 90% of such enterprises. 
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considerably slows down the improvement of the currency structure resulting from the change 

of the currency and HUF loans based on transactions. 

 

 
 

Liquidity risk, refinancing  
 

With the rapidly shrinking assets, the liquid assets increased by 0.3 percentage point to 4.9% 

in the quarter ending in March 2009. Consequently, the liquid asset ratio gradually increased 

in the last three quarters. The overall picture has also improved with regard to maturity 

mismatch: compared to the situation captured one year ago, there was a shortage of assets 

within a narrower range of 2-5-year maturities, although even in this segment a major 

difference could only be observed in the five-year category. The net position improved also 

for the majority of the other tenors. 

 

    
 

The banks financing the financial enterprises applied strict terms and conditions to loans, 

which became even stricter in the previous year, primarily towards service providers not 

belonging to their own groups, partly because of the increasing credit risks, and partly 

because of the increasing competition between the service providers owned by banks, and the 

independent ones. Consequently, the supply of refinancing resources is still limited, and in 

fact it continued to decrease in the previous months. As it was mentioned earlier, one of the 

main reasons of the decrease of receivables is the limited supply of funds. Besides, as a new 

business concept, the former financing banks tend to acquire the existing portfolios of 

financial enterprises engaged in current factoring.  

 

Profitability  
 

The financial enterprises made on average annual 7.7% aggregate loss on equity during the 

year ending in March 2010. This performance was similar in volume to the loss recorded in 

2009, but the first three months of this year still showed some deterioration, because 

compared to Q1 2009, the profit before taxation decreased by HUF 1.7 billion. This decrease 

was mainly related to the lower net interest income, cause by the interest lost in relation to the 
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increasing loan defaults and the growing financing difficulties. Since Q1 2009, the net interest 

income dropped by not less than HUF 11.3 billion, which was partly offset by the 

considerable improvement of the profit of financial transactions, and the high operating cost 

savings. However, in a 12-month comparison the asset-based cost ratio has moderately 

increased, parallel with the shrinking of the balance sheet total. The sustainability of the 

positive profit factors indicated above is doubtful, because the higher income of financial 

transactions was supported by the rather favourable capital market environment in Q1, and 

because the constraints to collect bad debts will considerably restrict the further decline of the 

cost ratio. 

  

 
 

There are significant differences between the various types of financial enterprises in terms of 

profitability. 38% of the financial enterprises closed Q1 2010 with a loss, among which 31% 

of the total enterprises are primarily engaged in financial loans. The weakest performance was 

still recorded in leasing, where the fast increase of the default portfolio and the sales 

difficulties of the leased assets resulted in an outstanding amount of loss, representing 62% of 

equity during the year ending in Q1 2010. On the other hand, factoring and pawn shop-type 

lending are still profitable activities. 

 

 
 

Looking at the owners of the financial enterprises, the service providers belonging to the 

Hungarian bank group had the highest loss during the 12 months ending in March 2010, with 

-46% loss on equity. In total, the financial enterprises belonging to foreign financial groups 

still made a loss, but their 12-month ROE improved significantly to - 20%. The independent 

financial enterprises and those belonging to Hungarian non-banking financial groups on 

average had a profit, similar to the one earned in 2009. Based on this, it seems that the major 

profitability problems occur in companies of highly capitalised owners. However, some of the 

service providers owned by less capitalised owners may pursue less prudent impairment 

policies than would be required in relation to the existing portfolio quality problems, because 

they have limited options to replenish their lost capital. In such cases, the significantly higher 

profitability of this specific group of enterprises than the average of the financial enterprise 

sub-sector may even be considerably misleading, and later such reports will have to be 

adjusted significantly. 
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Capital position 
 

The equity/total assets ratio of financial enterprises remained relatively stable, or, more 

specifically decreased slightly in Q1 2010 even despite the considerable loss recorded in that 

period. This could happen because the owners replenished the capital absorbed in the losses in 

nearly identical amounts regarding the average of the sub-sector. In the year prior to March 

2010, the equity ratio grew from 5.6% to 7%, i.e. in that period considerable capitalisation 

took place compared to the significantly falling asset portfolio. However, it must also be taken 

into account that the average equity ratio measured in the base period was extremely low, 

reflecting the then acute phase of the crisis. The average capital level, significantly 

replenished by the end of March 2010 reached the lower end of the 7-8.5% equity/total assets 

band, which prevailed prior to the crisis. 

 

 
 

As it was mentioned before, the largest losses of the sub-sector occurred in leasing 

companies. In this sub-group, at the end of March 2010 the equity ratio was equivalent to 

3.4% of the total assets, which was 0.35 percentage point higher than the figure recorded one 

quarter before. This was partly due to the 3.3% decline in the total assets, and 8.7% rise in 

equity, which could be achieved with the extensive capital injections from shareholders 

compared to the size of the service providers. 

 

The aggregate profit after taxation of the independent enterprises, the number of which is the 

highest, but the market share of which is less significant, was also related to 46 loss-making 

enterprises, which made 37% of the independent institutions by number. Within the loss-

making enterprise group, there were 19 institutions, the equity of which would fall below the 

required HUF 50 million regulatory minimum in the subsequent year, if the profit trend, 

developed in the previous year, continued. This group is especially at risk, because the 

capitalisation risk is generally much greater in independent institutions than in enterprises 

belonging to well-capitalised strategic owners. 
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3.5. Insurance companies 
 

Main risks 
 

The insurance companies still have significant demand risks. Although in Q1 2010, demand 

for investment products grew, the subsequent capital market correction created a threat of 

return of the previous negative demand trend. This time, the traditionally high profitability is 

threatened by several factors with a potentially large effect, including the approximately HUF 

30 billion claims caused by the storm and flood damages in May and June, the estimated 

deterioration in investment results following the capital market correction in May, the impact 

of the significant average price drop of MTPL insurance and the Governmentôs financial 

special tax plan, the details of which are still unknown. In addition, the recently founded new 

insurance companies with a small market share and operating loss is still unfavourable, as the 

majority of them generated lower and lower profits in the previous quarters. 

 

Institutional structure  

 

In Q1 2010, the number of associations decreased by one, so at the end of March 2010, 32 

shareholding companies and 29 associations had operating licences, while there were 12 

branches in the sub-sector. CIG Pann·nia ElsŖ Magyar Ćltal§nos Biztos²t·, which obtained its 

operational licence earlier, in March 2009, began its operation during the quarter.  

 

Premium revenues and product structure 
 

In Q1 2010, the gross premium income of insurance companies grew by 11% in annual 

comparison, and amounted to HUF 244 billion. The fast dynamism resulted from the new 

increase in premium revenues of investment products offered in the life insurance business 

line, while the insurance revenues from traditional life and non-life products continued to 

stagnate or even slightly decrease. It is especially notable that the dynamic premium 

expansion in Q1 could only happen because of the high ratio of the new contracts with single 

premium. No similar dynamism can be projected for the whole 2010, because the life 

insurance annual portfolio premium is expected to fall for the rest of the year. 

 

  
 

In this period, the total life insurance premium revenues amounted to HUF 119 billion, of 

which HUF 41 billion was earned from traditional life insurance policies, and HUF 78 billion 

was earned from unit-linked products.   The single-premium, mainly investment products, 

including also the ad-hoc premium, made up 43% of the total premium revenues, as their 

popularity began to grow again. During the course of one year prior to March 2010, the 

attractiveness of investment products grew in relation to the upturn of the capital market, a 
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significant drop in bank deposit interest rates and the launch of increasingly flexible and 

liquid insurance products. As insurance risks reduced, the redemption conditions were eased 

and costs became lower, these products may compete even with shorter-term money market 

products. 

 

Among the traditional life insurance products, the tendency of the previous periods continued, 

i.e. premium revenues and the portfolio shrank slowly but continuously. In Q1 2010, only the 

premium revenues from the sale of single premium products increased in this category. In 

relation to the latter one, however, we must note that even among the traditional products, 

typically sold as combined life insurance products, the products with a stressed investment 

component and offering high liquidity proved to be popular. 

 

In the first three months of 2010, the insurance companies earned HUF 125 billion gross 

premium in the non-life business, which was 1.1% lower than in the same period of  2009. 

The premium revenues fell in relation to the unfavourable macro economic impacts, which 

kept demand low, and the premium cuts, made deliberately by the insurance companies in 

order to acquire market share. The still unfavourable housing and vehicle market outlook, and 

moderate dynamism of new loans also limit the growth potential of the insurance companies. 

Consequently, in vehicle insurance, the portfolio shrank, while the property insurance 

portfolio stagnated. In the four largest segments, the average premium level was lower than 

the last quarter in 2009, although the difference varied significantly by segment. The 

premium/contract of CASCO and MTPL segments fell on average 1.5% and 9.2%, while the 

average premium of fire and natural disaster, as well as other property damage insurance 

segments decreased by 1% and 0.5%. 

 

Services 

 

Compared to previous periods, in Q1 2010 the largest amount of capital flew out from the life 

insurance business.  Insurance companies paid out HUF 88 billion for life insurance services, 

which was significantly, 8.3% higher than the volume of payments made in the last quarter 

2009, and made up 74% of the gross premium revenues of the period. Nearly 62% of this 

latter amount was redemption. The continuous increase in redemptions is explained by the 

liquidity constraint triggered by the economic crisis and the transformation of contracts, 

which is a concern for consumer protection, and, to a great extent, by the dissemination of 

high liquidity of investment products, where the limits and expenses of access to the 

investment prior to maturity are much lower than in the case of traditional insurance products. 

During the analysed quarter, HUF 29 billion was paid out upon maturity. Within this amount, 

the largest item was the HUF 21 billion paid out for traditional life insurance products, the 

volume of which began to rise again in the last two quarters. 
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As a result of the above processes, the deterioration of the life insurance portfolio loss data 

seems to continue also in 2010.  The various portfolio loss indicators calculated based on the 

annual portfolio premium, i.e. the premium amount projected on the basis of the contract 

portfolio at the beginning of the period
10

, have continued to rise both in the case of traditional 

life insurance products and unit-linked insurance products, but apart from redemptions, the 

increase in the cancellation ratios and premium exempted and maturing portfolios also turned 

out to be important factors. 

 

  
 

Insurance risks 
 

By the end of March 2010, the insurance companies paid out HUF 48.5 billion on gross 

claims in the non-life business, which was 1.7% lower than the claim payments recorded in 

the same period of 2009. Although in this period, the claim expenses turned out to be 

favourable, for the rest of the year considerable deterioration may be projected in this 

tendency in relation to high natural disaster claims in May and June. Based on the data 

disclosed by the market actors, the claims reported in relation to the storms and floods in May 

and June may be close to HUF 30 billion. These claims occur in the retail property insurance 

and industrial and agricultural insurance categories. 

 

The migration of the insured was higher than ever before on the MTPL market during the 

2009/2010 contract renewal period. As a result of the intensive campaign conducted in this 

respect, nearly one-and-a-half million customers signed new contracts. The insurance 

companies projected 3.4% premium increase for 2010 in advance, but due to the large number 

of new contracts, the average annual premium calculated for the entire market decreased 

significantly, by 9.2% compared to 2009. The impact of the lower premium on the profit of 

the individual service providers cannot yet be assessed exactly, but in the whole sub-sector 

profitability may also fall significantly beside the lower expenses and claim coverage. 

 

   

                                                 
10

 The (annual) portfolio premium decrease occurring in relation to the portfolio loss (deletion, maturity, etc.) recorded 

during the quarter, compared to the portfolio premium at the beginning of the period. 
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In the top four insurance segments with the highest premium revenues, the claim ratios were 

favourable, with the CASCO segment being the only exception in relation to the slowly 

increasing trend of claim ratios parallel with a significant decline in premium revenues. The 

most important change can still be observed in the MTPL segment, where the average claim 

ratio was significantly lower as a result of the lower claim expenses. In relation to the reasons 

explained earlier, in the fire and natural disaster, as well as other property damage insurance 

segments, some major deterioration is projected in the claim ratio indicators for the rest of the 

year. 

 

Market risks  
 

The investments covering the various reserves generated by the insurance companies and their 

total assets grew fast, by 3.2% in Q1 2010 and reached HUF 2,466 billion by the end of this 

period. 

 

Within the investments of the insurance companies made at their own risk to cover actuary 

reserves, 71% are bank deposits and HUF bonds issued by the Hungarian State, thus the 

market and credit risk of such portfolios is still rather moderate. 

 

The market risk of the unit-linked portfolio of the insurance companies has been traditionally 

more significant in relation to the composition of assets, but in this case, the market risk is 

borne mainly by the customers. The insurance companies associate capital or yield guarantees 

and promises with an increasing number of the unit-linked funds, affecting nearly one-third of 

the investments of the unit-linked funds by the end of March 2010. The dissemination of these 

products is a source of an increasing consumer protection concern, which typically relates to 

the not always adequate information given to customers about the contents of the service 

providerôs performance obligation. More simply, the statements of the insurance company do 

not always clearly reveal whether or not the promised capital or yield protection is provided 

under the investment policy or the insurance companyôs payment promise. Apart from the 

asset funds offering yield protection or providing purchased yield guarantee
11

 the insurance 

companies assume performance guarantee partly from their equity, which naturally represents 

a prudential risk. 

 

   
 

In Q1 2010, the insurance companies had favourable investment results, because in the still 

positive capital market trend, the invested assets had high yields.  It is primarily due to the 

                                                 
11

 For yield guarantee, the insurance company guarantees the promised yield, for the performance of which the 

collateral provider is liable as a third party. In the case of yield protection, the promised yield is guaranteed 

under the investment policy. 
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continued yield decrease on the government securities market that on average 5.3% quarterly 

yield developed on own-risk investments, which cover the insurance technical reserves.  Of 

this, 5.1% yield was achieved on the actuary reserves, for which the average promises annual 

technical interest rate was 3.9% according to the December 2009 data. The average yield 

earned on unit-linked investments was 4.5%, slightly lower than the yield earned on the 

insurance companiesô own investments; however, the yield performance of the various asset 

funds varied significantly behind this average. 

 

Liquidity risk  
 

The liquidity risk of the insurance sub-sector is still low given the fact that the insurance 

services are pre-financed, bond and loan financing is typically low in Hungarian insurance 

companies, and that investments are dominated by liquid assets. Although as a result of the 

latest negative correction of the capital market, there has been a slight increase in the risk that 

certain insurance companies will be able to fulfil their payment obligations only by selling 

their assets at considerable losses in certain cases to a limited extent, in this respect a major 

risk could only develop, if the capital market environment turned out to be a lot more 

unfavourable than it is now. 

 

Profitability  
 

The profitability of the insurance sub-sector grew significantly in Q1 2010. The preliminary 

profit after taxation of the sub-sector was HUF 20 billion, which was 39.2% higher than the 

profit recorded in the same period of 2009. In this context, the average return on equity (ROE) 

increased to
12

 24%, more specifically to 20.6% for the life business, and around 21.6% for the 

non-life business.
13

 

 

The insurance technical profit of the life business line amounted to HUF 5.3 billion in Q1 

2010, which was significantly, nearly 165% higher than the figure recorded one year ago. The 

profit increase was the result of a major premium revenue increase since the base period, the 

favourable yield performance of the assets covering the reserves, and a decline in 

administration costs. 

 

The insurance technical profit of the non-life business line was HUF 7.2 billion in the first 

three months of 2010, which was 45% lower than the figure recorded in Q1 2009. However, 

we must note that this decline was partly the result of a strong base year effect: the results of 

Q1 2009 were significantly improved by the fact that some major service providers released 

part of the pending claim reserves. Even without this impact, the non-life profit still decreased 

significantly, by 22%, as an overall result of lower premium revenues and higher re-insurance 

balance. On the other hand, in relation to the favourable capital market processes, in total 

HUF 12.5 billion yield was generated on the non-life investments and own assets.  

 

Looking at the profitability of the individual institutions, we can see that the individual figures 

vary increasingly. The profitability of the insurance companies with considerable market 

share and mature portfolios has stabilised at a high level in the recent period. However, nine 

insurance companies closed the first quarter with a loss; in four of these companies 

                                                 
12

 The ROE indicators referred to in this report are rolling indicators, calculated for 12 months prior to the end of 

the analysed period. 
13

 The ROE figure calculated on the total profit of the sub-sector may divert from the weighted average of the 

indicators of the various business lines in relation to income not earned from insurance services. 
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profitability was improving, but in five companies it was decreasing in the previous four 

quarters. 

 

There are several risk factors with large potential impact within the profitability outlook of the 

insurance sub-sector in 2010. At present, the biggest risk to insurance income is the increasing 

volume of the claim payments, projected in relation to the flood and storm damages. Another 

important risk is the introduction of the special tax, contained in one point in the government 

measures announced in June, although the details are not known for the time being. In the 

previous four quarters, the positive capital market trend contributed a great deal to the high 

profitability of the insurance companies, but as this trend exhausted, and was corrected in 

May, a fall may be projected in investment income. Finally, the intensive competition in the 

vehicle insurance segment triggers continuous price cuts, as a result of which the market 

actors give up an increasing portion of their profits. Based on the risk factors outlined above, 

the profitability of the insurance sub-sector may decrease significantly. 

 

Capital position 

 

The capital position of the insurance sub-sector is still stable, and is now even stronger as a 

result of the high profit reported in Q1 2010. At the end of March 2010, the insurance 

companies had HUF 287 billion regulatory capital, which was 4.9% higher than the figure 

recorded one year ago. This increase is considerable as it illustrates still significant capital 

generation, and that, based on the 2009 audited figures, HUF 68 billion dividend was paid out 

by the insurance companies. The dividend equalled 103% of last yearôs profit after tax, but 

nearly 50% of the payments were made by one service provider. 

 

The regulatory capital requirement of the insurance companies increased by in total 4.3% in 

Q1 2010, which was slightly higher than the dynamism observed in the previous periods. This 

was mainly the result of an increase of the minimum solvency capital increase, which was 

explained partly by the usual exchange rate indexation of the amount denominated in EUR at 

the beginning of the year, and
14

partly by the increase in the amounts specified
15

 by legislation. 

On the other hand, the change in the minimum capital requirement still indicates a negligible 

risk expansion of the insurance companies even after the elimination of the impact of the 

change in legislation concerning the capital calculation, indicated above. As a result of this 

process and the dynamically increasing regulatory capital, the average capitalisation of 

insurance companies reached 228% by the end of March 2010, which was 6% higher than the 

average capital adequacy ratio prevailing at the end of March 2009. 

 

                                                 
14  Pursuant to Article 9/A (2) of the Insurance Act, the figures denominated in EUR must be converted at the average of 

official daily exchange rates published by the NBH for the first ten months of the previous calendar year, and must be 

rounded up to the next million in HUF. 
15 The minimum solvency capital is EUR 2.2 million, specified in Article 126 (1) of the Insurance Act for EUR 2.3 million; 

the EUR 3.2 million changed to EUR 3.5 million; the EUR 53.1 million contained in Annex 8 in relation to the minimum 

solvency capital calculation changed to EUR 57.5 million, and the EUR 37.2 million changed to EUR 40.3 million with an 

effective date of 1 January 2010.  
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As it was already indicated in the previous Risk Report, the increase in the regulatory capital 

requirement affected mainly those insurance companies (typically operating with the smaller 

volume of business) where the capital requirement is calculated based on the solvency capital. 

The same category also include service providers that are more vulnerable in terms of capital 

adequacy, who entered the market recently and therefore, the increase of the capital 

requirement led to a capital shortage in two insurance companies, while in further five service 

providers capitalisation fell below 120%. When these situations developed in such service 

providers, their shareholders typically reacted by reporting their capital increase intentions. In 

Q1 2010, actual capital increases took place in two service providers. 
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3.6. Investment service providers 
 

Main risks 
 

The investment companies continued their operation with high profitability and capital 

adequacy in Q1 2010, and the profit of investment services made considerable contribution to 

the banksô profits. The most important risk to investment services over a period of one year 

remains the doubt of sustainability of the upturn of the capital market, experienced from Q2 

2009 to Q1 2010, and the positive trading results and revaluation differences triggered by it. 

Investment service providers are expected to compete with each other intensively for 

maintaining the volume of transactions and portfolios, which may also lead to lower 

profitability in the sector.
16

 The estimated increase in the intensity of competition may also 

have an impact on the risks related to the requirement of fair market practices. 

 

Institu tional structure 
 

With a branch, opened by a credit institution, the number of institutions licensed for 

investment services increased to 55 in Q1 2010. There was no change in the number of 

service providers operating as investment enterprises. 

 

Balance sheet dynamism 
 

The balance sheet total of investment enterprises grew by 44% since the same period of the 

previous year. Within the increase, 48% related to liquid assets and approximately 39% 

related to an increase in securities. 52% of the balance sheet growth was recorded by the 

largest market actor, having nearly 50% of the aggregate balance sheet total of the sub-sector, 

and the other 48% related to three companies, representing 30% of the aggregate balance 

sheet total.
17

 There was no change in the number of institutions, market concentration based 

on the total assets grew since the last quarter of 2009, but there was a slight decline since the 

Q1 of the previous year. 

 

On an annual basis, the equity expanded by 8% by the end of March 2010, in which 75% of 

the increase was recorded by three companies holding 61% of the portfolio. There was no 

considerable change in market concentration based on equity either in an annual or in a 

quarterly comparison, as the seven largest companies held 86% of the total equity at the end 

of the period. Market concentration, measured based on the main balance sheet items of 

investment enterprises was relatively high, but it could not be deemed risky in terms of 

intensity of competition, because apart from investment enterprises, credit institutions 

engaged in similar activities are also offer their services to customers. 

 

Liquidity position and leverage 

 

According to the indicators calculated based on certain items of the interim balance sheet, the 

liquidity position of the sub-sector weakened in Q1 2010 even despite 32% growth in liquid 

assets, primarily in relation to the 40% increase of short-term liabilities in one quarter.  At the 

end of March 2010, the short-term liabilities equalled 115% of the current assets and 48% of 

                                                 
16

 The capital market actors may seek alternative solutions for maintaining their profitability, such as online 

trading, and extension of the agent network. 
17

 The variation of the balance sheet total and individual items thereof could be rather hectical in relation to the 

settlement of the large intra-group transactions performed by service providers belonging to major groups. 
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liquid assets, involving 7 percentage points and 3 percentage points respective decrease in a 

quarter.  In the same period, the liabilities as a percentage of equity less receivables were 

higher than 3.4 times the equity and 5.8 times the liabilities.
18

 All  this indicates that at the end 

of the period, leverage has reached such a high level, which has not been observed since 2007. 

The more tense liquidity and asset coverage relates to the favourable capital market trend, 

which prevailed in Q1 2010, encouraging the service providers to take higher than usual 

positions. Consequently, the sub-sector has a high liquidity risk, although it is not critically 

high. 

 

Managed customer assets, customer accounts and orders 

 

Following the data corrections made based on the technical changes in the supervisory data 

supply, the portfolio of third party securities, managed for customers based on orders and 

reported within the framework of portfolio management
19

 increased by 19% by the end of Q1 

2010 since the same period of the previous year, representing a low base in a longer historic 

comparison, and by 11% since the previous quarter. The majority of this increase occurred 

within the portfolio managed securities, which doubled since the same period of the previous 

year, and grew by more than 50% even compared to the last quarter of 2009. Assets managed 

for customers based on orders expanded much more moderately, by 5% in an annual and by 

3% in a quarterly comparison. The increase of the portfolio managed assets was mainly a 

technical increase and related to the movement of portfolios, part of which were managed by 

banks for funds or insurance companies of the group, and it partly reflected the impact of the 

new data supply requirements, which changed at the beginning of 2010. 

 

03.2008 06.2008 09.2008 12.2008 03.2009 06.2009 09.2009 12.2009 03.2010

Securities from execution of 

clients' orders 1 851 1 856 1 719 1 455 1 349 1 292 1 331 1 392   3 009 *

Securities in portfolio 

management 9 10 9 13 313 351 422 441 667Client assets managed by 

Banks 1 860 1 865 1 728 1 468 1 662 1 643 1 753 1 833 3 676

Securities from execution of 

clients' orders 15 12 12 105 150 145 145 156 91

Securities in portfolio 

management 0 0 2 5 7 7 9 11 13

Banks Branch Offices 15 12 14 109 157 152 154 167 104

Securities from execution of 

clients' orders 807 775 766 688 708 705 712 703 788

Securities in portfolio 

management 1 1 3 3 3 3 4 3 9Client assets managed by 

Inv. companies 808 775 769 691 711 707 716 705 797

Total securities from 

execution of clients' orders 2 672 2 643 2 497 2 248 2 208 2 141 2 189 2 250 3 888

Total securities in portfolio 

management 10 10 15 21 323 361 434 454 689

Total client assets 2 682 2 653 2 511 2 269 2 531 2 503 2 623 2 704 4 577

Note: credit institutions providing investment services and investment companies including KBC Securities Hungarian Branch Office

Source: HFSA

* previously, three banks reported its full outstading amount of securities as securities within safe custody services. Since the beginning of 2010

in correspondence with the new data provision regulation (3/2010. (I.21.) PM rendelet) these mentioned institutions divided properly its data. Due

to this changes in data providing practice, not only the banking, but also the sector amounts increased significantly.

Investment Service Providers' Managed Client Assets

End period outstanding amounts at market value (HUF billion)

 
                                                 
18

 The receipt of the 2009 year-end audited figures may indicate a slightly lower quarterly increase of the 

indebtedness ratios. 
19

 The changes in the data supply practices of three large investment service providers owned by credit 

institutions made it difficult to interpret the data of the asset portfolio managed for customers based on orders. In 

order to analyse the data of customer assets, the actual market value of securities reported by these three 

institutions in this row was eliminated from the calculation (HUF 1,560 billion at the end of March 2010). The 

table contains the unfiltered data, collected within the framework of the data supply. 
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The new structural data of the investment sub-sector significantly changed the previously 

known proportions of the structure of customer business. According to the new data, at the 

end of March 2010, 83% of the total managed customer assets were held by service providers 

owned by credit institutions. The breakdown of customer accounts by number reflects similar 

proportions, as approximately 80% of the total customer accounts were managed by service 

providers owned by credit institutions, and 20% were managed by service providers as 

investment enterprises. On the other hand, however, the orders were structured most 

differently: In Q1 2010, 60% of the orders were performed by companies owned by credit 

institutions and 40% by investment enterprises. Consequently, based on the number of orders 

per account, customers of investment enterprises traded more actively than customers of 

credit institutions.  

 

The number of customer accounts kept by investment enterprises continued to increase in Q1 

2010. The increase was nearly 20% since the same period of the previous year, and 4.5% even 

since the previous quarter. 80% of the annual increase was recorded by one company, 

managing 33% of the customer accounts, and the rest were recorded by two other market 

actors. However, in an annual comparison, the number of received customer orders dropped 

by 2%, while the decrease was 13% since the previous quarter, indicating some definite 

increase in customer activity. Two institutions, managing approximately 60% of all orders 

and achieving large growth before were responsible for the decline in the number of orders at 

sectoral level. Considerable changes took place in the performance of the various market 

actors in different directions, i.e. there was a significant customer migration, which indicated 

more intensive competition for customers and orders.  

 

Trading turnover  
 

In Q1 2010, the aggregate trading turnover of banks and investment enterprises was up by 

11% since the same period of the previous year, which represented a low base period in a 

historic comparison, and by 8% compared to the previous quarter. However, the turnover 

figures of operation are still much lower than the figures recorded before the crisis. Within the 

annual growth of trade 60% involved the 7% rise in the own account trading activities of the 

banks, and the rest was mainly related to a major, 47% increase in commission agent 

activities.  The higher turnover was closely related to the rising trend of the capital market 

recorded in the analysed period.
 20

 

 

Q1 2008 Q2 2008 Q3 2008 Q4 2008 Q1 2009 Q2 2009 Q3 2009 Q4 2009 Q1 2010

Banks 2 788 4 646 6 663 8 861 1 496 3 451 5 478 7 572 2 280

Investment companies 10 491 15 460 20 996 26 464 5 197 11 112 17 104 23 213 7 182

Total trading for clients 13 280 20 106 27 659 35 325 6 693 14 563 22 582 30 785 9 461

Banks 126 573 225 472 342 441 418 741 59 851 112 986 175 829 236 121 64 260

Investment companies 2 535 4 424 6 275 7 926 1 493 2 931 4 496 6 108 1 837

Total proprietary trading 129 108 229 896 348 716 426 668 61 345 115 917 180 326 242 229 66 097

Total for banks 129 361 230 118 349 104 427 602 61 348 116 437 181 308 243 692 66 539

Total for inv. companies 13 026 19 884 27 271 34 390 6 690 14 043 21 600 29 321 9 019

Total 142 388 250 003 376 375 461 992 68 038 130 480 202 908 273 014 75 558

Source: HFSA

Note: credit institutions providing investment services and investment companies including KBC Securities Hungarian Branch Office

Investment Service Providers' Trading Volume

Cumulated trading volume from the beginning of the year (HUF billion)

 

                                                 
20

 In Q1 2010, the BUX index rose by 14%, and the MAX index went up by 6.5%. 
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The banks continued to focus primarily on their own account activities, satisfying their own 

business requirements, partly related to banking activities, while investment enterprises 

concentrated mainly on retail orders. Trading on own accounts represented 87% of the total 

turnover, of which 97% took place in banks. Within the remaining 13% commission agent 

turnover 76% was managed by investment enterprises. Classified by product type, this growth 

of trade resulted from the 3% drop in the turnover of derivative transactions and 53% increase 

in the turnover of prompt transactions. The positive volume impact was mainly due to the 

57% rise in government securities transactions, but the increase in the turnover of other 

securities was also considerable. 

 

Profit ability  
 

The favourable profitability tendency of investment enterprises continued in Q1 2010, with 

ROA and ROE figures significantly higher than the average of the Hungarian sector, and 

slightly increasing profitability ratios. The aggregated 12-month ROE was 29.3%, and the 

ROA was 5.1%. The profit after taxation rose by 44% since the same period of the previous 

year, primarily as a result of the 38% profit increase in investment services. Naturally, during 

the comparison it must be taken into account that Q1 2009, i.e. the base period of the 

calculation was a period, full of most unfavourable conditions both in the international 

financial environment and the Hungarian economy, which was also reflected in the relatively 

weak performance at that time of the investment service providers. 

 

Q1 2008 Q2 2008 Q3 2008 Q4 2008 Q1 2009 Q2 2009 Q3 2009 Q4 2009 Q1 2010

Profit from investment service activities 5 205 8 980 14 979 16 980 4 068 10 142 15 543 20 146 5 617

Operating expenditures -3 167 -6 160 -10 173 -12 016 -2 812 -6 374 -9 911 -13 816 -3 197

Profit/loss on other business activities 1 -227 -674 -961 -184 -429 -754 -968 -352

Profit/loss on non-trading financial operations -11 549 183 4 771 586 1 152 1 796 2 960 552

Profit/loss on ordinary business activities 2 029 3 142 4 314 8 773 1 658 4 491 6 674 8 322 2 621

Extraordinary profit/loss -14 -31 -60 -28 -8 -13 -64 -128 -53

Pre-tax profit 2 015 3 112 4 254 8 745 1 650 4 478 6 611 8 194 2 568

After-tax profit 1 862 2 910 4 023 7 636 1 569 4 263 6 105 7 122 2 257

ROE* 31,8% 26,4% 23,6% 33,3% 31,2% 37,1% 39,8% 27,3% 29,3%

ROA* 3,9% 3,5% 3,5% 5,8% 5,9% 7,1% 7,5% 5,0% 5,1%

Source: HFSA

Note: investment companies including KBC Securities Hungarian Branch Office

*12-month after-tax profit on 12-month avarage equity (ROE) and on 12-month average assets (ROA)

Cumulated sum from the beginning of the year (HUF million)

Investment Companies' Profit and Loss Account

 
 

The operating profit expanded primarily as a result of the 22% rise in the profit of 

commission agent activities and 72% increase in the profit of trading activities. In addition, 

there was also a spectacular increase in the profit of securities issue and organisation, as well 

as other activities, which is favourable in terms of the structure of growth, as it indicates 

diversification of the supply of services. 
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The improving profitability trend could be observed widely, and relatively evenly in the 

performance of individual service providers: the number of loss-making institutions fell from 

twelve to six since the same period of the previous year, and the number of institutions with 

up to 20% profit increased by two, and the number of institutions with more than 20% 

profitability went up by six. The overall picture is even more favourable on a weighted basis, 

because the loss-making institutions held only 6% of the aggregate equity of the sector, while 

the institutions with more than 20% profitability held 65% of the aggregate equity of the 

sector. 

 

Capital position 
 

Looking at the average of investment enterprises, at the end of March 2010, the regulatory 

capital, which may be taken into account in the coverage of risks was approximately 3.5 times 

the minimum capital requirement, which still reflected a comfortable capital adequacy 

position. Within the capital requirement, 29% was related to credit, counterparty, dilution and 

open delivery risks, 2% to settlement risks, 23% to position and currency exchange rate and 

commodity risk, and finally 46% was related to operational risks. 

 

 
 

Similarly, at the end of March, all investment enterprises operating as corporate entities 

reported higher than 100% capital adequacy indices. 100-300% capital index was reported by 

ten institutions, providing 48% of the aggregated capital requirement, 300-500% was reported 

by seven institutions, providing 21% of the capital requirement, and higher than 500% was 

reported by eight institutions responsible for the remaining capital requirement. The 

breakdown weighted with capital requirement indicates that the majority of enterprises based 

on risk assumption were in the 200-400% TMI category, while only service providers 

representing 1% of the total risk exposure fell in the 100-200% category. 
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3.7. Fund managers 
 

Main risks 
 

The risks identified in the fund manager sub-sector are moderate. The size of operation and 

profitability of the service providers of this sector in 2009 were strongly supported by the 

favourable capital market environment, experienced in the previous year. With this 

background, the service providers cut their fees significantly, which made the products 

managed by funds increasingly competitive with bank deposits. Despite this, the average 

return on capital improved and the number and weight of loss-making fund managers 

dropped, which indicated successful cost savings. Although there is high probability that the 

capital market trend of 2010 will be less strong, the business outlook of fund managers still 

seems favourable in view of the high profitability and increased competitiveness. 

 

Managed portfolios 

 

At the end of March 2010, Hungarian fund managers managed HUF 8,380 billion portfolios, 

which grew by 7.8% since the end of December 2009. The considerable increase in the 

managed funds was the result of a favourable yield environment on the market and a 

considerable volume of capital invested into investment funds. The still intensive demand for 

products managed by funds can be explained partly with the favourable capital market 

processes, which continued also at the beginning of 2010, and partly with the 

disintermediation impact of the continuous fall of the deposit interest rates, offered by credit 

institutions. 

 

  
 

Investment funds 

 

The net asset value of investment funds grew by 11.5% in Q1 2010, and reached HUF 3,453 

billion at the end of March 2010. The significant growth occurred partly because of the 

favourable yields achieved by the funds, and partly because of the considerable positive net 

capital injections. During the quarter of the year, fund managers launched 20 new funds, 

while 11 funds were terminated, so in March 2010 in total 451 funds were managed. 

 

Taking also into account the balance of the recently launched and terminated investment 

funds, in the first three months of 2010, in total HUF 213 billion new capital was invested 

into public investment funds which, compared to the quarterly data of the previous years, was 

an extremely large investment. The majority of this increase occurred in liquidity and money 

market funds, but major investments could also be observed, in short-term bond funds and 

real estate funds. Capital was withdrawn only from the long-term bond funds, although its rate 

was not significant. This latter trend may be interpreted as a sign of realisation of the 
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exchange rate gain from the high appreciation of the HUF on the government securities 

market in the previous year. 

 

 
 

The yield performance of funds increased the managed assets by HUF 73 billion during the 

quarter. In this context, the investment result of the funds turned out to be favourable also in 

Q1 2010, when the average yield varied around 2.6%. Concerning the individual fund types, 

bond and equity funds performed above their budgets, primarily because of the decline of the 

Hungarian bond yields and continuously increasing trend of the equity markets. The lower 

than average yield performance could also be observed typically in products with a high 

deposit ratio, i.e. in liquidity and money market funds, reflecting the continuous fall of the 

deposit interest rates. During the quarter, the fluctuation of the HUF exchange rate caused -

1.6% exchange rate loss on assets denominated in EUR, and 5.3% yield surplus on assets 

denominated in USD. 

 

Portfolio management 

 

The assets transferred to fund managers for portfolio management were up by 5.4% in Q1, 

amounting to HUF 4,927 billion at the end of March, which represented 58.8% of the total 

managed assets. In relation to the favourable investment results, the dynamism of the 

portfolios managed for the two large group of institutional investors has accelerated slightly: 

the assets of pension funds expanded by 7%, and the insurance assets managed by fund 

managers grew by 2.5% since December 2009. With the average 5-7%-quarterly yield, 

however, this increase suggests modest capital outflow, partly reflecting the transfer of part of 

the private pension fund savings into the social security system and partly from the portfolio 

contraction caused by the shrinking of the traditional life insurance reserves, offered for 

portfolio management by the insurance companies. 

 

Profitability  

 

Following the decline recorded in 2008, in 2009 the profitability of the fund manager sub-

sector picked up again. The profit was affected partly by the portfolio increase caused by the 

favourable capital market trend from Q1 2009, and partly by the cost-cutting measures of the 

service providers. The specific fee income related to portfolios continued to decrease also in 

2009. On the other hand, despite the 8% rise in the average managed assets, the total revenues 

of fund managers also decreased by 11.5% in that year, as a result of which, the specific fee 

revenues dropped deeply, by 18%. This change significantly improved the competitiveness of 

products managed by funds over bank deposits. 
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In 2009, the aggregate profit after taxation of the sub-sector was HUF 23.3 billion, which was 

nearly 11% higher than the total profit recorded in 2008. In relation to the profit increase, the 

average ROE of the sector grew by 4.4 percentage points and reached 60.1%. According to 

this figure, fund and portfolio management is still the most profitable segment of the financial 

sector. However, high profitability is mainly due to the sound background provided by the 

financial groups, because such service providers rely on the infrastructure of their parent 

companies a great deal. In this context, fund managers paid out a considerable amount of 

HUF 26.3 billion dividend based on their 2009 profits, which exceeded the dividend payments 

in 2008 by 14.5%. The high, 113% dividend ratio is the result of the fact that, due to the lack 

of regulations on capital requirement, the owner groups re-allocate the profit of the fund 

managers to other areas. 

 

 
 

The distribution of the ROE indicators of the individual institutions shrank slightly in 2009. 

Profitability of nearly 50% of the market actors has decreased, while the number of loss-

making service providers dropped to five. However, the market share of such latter market 

actors still remained low, as the portfolios managed by them represented only approximately 

2% of the total assets of the sub-sector at the end of 2009. 
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3.8. Pension and health care funds 

 

Main risks 

 

Since the previous Risk Report the risk profile of pension funds has not changed in several 

aspects. The threat on the yield performance of private pension funds, which has not been 

satisfactory for a long time, still remains the most important risk. For the purpose of making 

investment risks transparent, we propose re-regulating the investment limit rules of the 

optional portfolios as soon as possible. In this context, we consider it practical defining a 

more conservative minimum share ratio than contained in the original limit regulations. 

Although the favourable capital market trend of the year starting in March 2009 may make the 

application of, or requirement for, an aggressive investment policy with a high share ratio 

attractive in order to correct the large loss of assets in 2008, in our opinion such a strategy is 

still risky in view of the considerable market volatility, the threat of large periodic corrections 

and the asymmetrically closed nature of private funds. On the other hand, we no longer deem 

justified the application of the currency coordination rule, which will take effect in October 

2010, considering the concentration risks of fund investments and the current situation of the 

government securities market. 

 

In our opinion, the processes of Q1 2010 are of outstanding importance as the favourable 

trend of pension fund yields, observed in the previous year, continued. The average yield 

performance of both private and voluntary pension funds was outstandingly high in a historic 

comparison. However, when this performance is assessed, we must also take into account the 

estimated negative impact of the capital market correction, which began in May and may 

destroy even the majority of the growth of assets funded from the yield of Q1. The private 

pension fund sector continued its loss-making operation, and the return of individuals into the 

social security system at the end of last year further curtailed its revenues. In this context, the 

coverage of private fund costs seems a considerable risk because the level of capital reserve is 

low and the efficiency increasing potential on the expenditure side is unknown for the time 

being. We consider it a symptom of increasing cost coverage problems that competition for 

the acquisition of members has become more fierce, and mergers have continued recently. 

 

On top of the above, it is a fundamental inadequacy of private funds in the longer-term 

outlook that the regulations and the required institutional framework applicable to the services 

of such funds, launched in 2013 according to law have not yet developed and are not in place. 

In this report, we only refer to this problem, because the elaboration of the relevant 

regulations and framework exceeds the time horizon or scope of this Risk Report. 

 

The gradually decreasing membership contribution revenues of voluntary pension funds, 

which has a negative impact on the coverage of operation, is an increasingly important risk. 

On the other hand, the degree of capital withdrawal within the accumulation period and in 

relation to services has considerably decreased, which shows the return of stronger confidence 

in the future yield performance of the funds. 

 

The delay in the credit of membership contributions on individual accounts is still a problem 

of private funds, and the more intensive competition to acquire members, as well as the 

increase in the number of members transferred between funds also have significant consumer 

protection type risks. 
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Market structure, portfolio, number of members 
 

Compared to the stable institutional structure of the previous years, two changes are projected 

in the private pension fund sector this year. One fund (Premium) intends to merge at the end 

of June 2010, and the Brokernet group indicated its intention to establish a fund. Contrary to 

the intensive increase of the number of members in the previous years, in Q1 2010 the number 

of fund members grew only to a negligible extent, which trend can be explained by the 

extended impact of the return of members into the social security pension system that began at 

the end of last year.
21

.  
 

   
 

The institutional structure of voluntary pension funds was changed by the merger of Unilever 

Pension Fund. The number of members is still continuously and slowly decreasing, as 0.5% 

decline was observed in Q1 2010. However, the number of members and revenues of the 

health funds still shows a favourable picture, because the implementation of consistent public 

service cafeteria system and immediate cash collection has shifted savings from the pension 

funds into this sector.  
 

   
 

In Q1 2010, the number of private pension funds changing funds continued to increase and 

was close to 3% of the total number of members. Some fund with average yield performance 

in the previous ten years, owned by insurance companies, made the largest profit from such 

transfers. The transfers are still not in line with the historic yield performance, and the 

insurance background indicates an increase in the role of sales by agents. There was also 

some experience indicating that some members changing funds made their decisions when 

persuaded by agents, during which the arguments for the shift were not primarily based on the 

                                                 
21 The funds registered the return of those members who reported their intention of returning to the social 

security system last december only in Q1 2010 (approximately 23,000 people). Reminder: In total 62,059 people, 

50% of the members eligible for pension returned to the social security pension system, taking their assets of 

HUF 89 billion market value. These people represented approximately 2% of the total number of private fund 

members and nearly 4% of the assets of the funds. 
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performance of the pension fund, but often to proposals related to other insurance products.  

In our opinion, this type of related sales method is a problem for consumer protection 

considerations. 

 

Membership contribution revenues 
 

The private pension fund membership contribution revenues in Q1 2010 were nearly 20% 

lower than in the same period of last year. This reported decline occurred, to as lesser extent, 

due to fundamental reasons (revenues were lost in relation to members returning to the social 

security system, falling employment figures), but in our opinion, the changes in the booking 

techniques also contributed a great deal to this decrease. Thus, the actual revenue decrease 

was most probably much smaller. The problem indicated here relates to the introduction of the 

accrual interim reporting obligation, whereby the revenues missing from the Q1 figures will 

be accounted for in the year-end reports.  In view of this change, we think that the results of 

the revenue reports for the first quarter cannot be interpreted on their own. 

 

   
 

Pending balances of funds, representing amounts transferred by the tax authority collecting 

them, but not yet credited on the membersô individual accounts varied with considerable 

cyclical tendencies in the previous two years. The funds reduce most of the balances which 

reach high figures at the beginning of the year, irrespective of the quarterly seasonality, the 

pending balances are slowly decreasing, but they have not yet dropped to a level, which 

would be justified by the ordinary operation of the system. In Q1 2010, the slow improvement 

process was broken by APEHôs erroneous data transfer in February 2010, due to which data 

had to be sent again. Apart from this, as a result of changes in legislation, the data structure of 

declarations changed again on 1 April 2010, in relation to which the funds had to modify their 

processing programmes, which may cause further delays in the process of crediting amounts 

in the individual accounts. 

 

In Q1 2010, the revenues of voluntary pension funds were nearly 20% lower than the 

revenues recorded in the same period of the previous year. It was a significant change, yet it 

was smaller than projected, considering that 25% income tax is payable on any contribution to 

pension funds made by employers from 2010, and the majority of the employers, providing 

58% of the revenues of voluntary pension funds refused to accept this burden. 

 

Service expenses
22

 

 

                                                 
22

 In the fund sector, voluntary funds make payments related to services, while the private pension fund system 

is still is still in the accumulation phase and has not started providing services yet.  
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In Q1 2010, the payments related to voluntary pension fund services dropped significantly 

compared to the same period of the previous year, but the value and proportion of payments 

made during the accumulation period remained high. The declining ratio of services was 

probably the result of the high yields achieved in the previous year and increasing investor 

confidence in pension fund savings. 

 

At the end of Q1 2010, the amount, potentially affected by payments after the waiting period 

was higher than two-thirds of the total assets. The ratio of actual payments within the 

accumulation period was much lower, 1.4% of the total assets, which more or less 

corresponded with the tendency recorded in the previous year. More than 50% of the collected 

amount was capital, which involved mainly income tax exempt payments, but the funds 

informed us that members also often collected large amounts from their individual accounts 

even if they have to pay tax on them. This means that in a certain group of members such cash 

withdrawals were used as an ultimate solution for financial difficulties. 
 

   
 

Operation of the funds 
 

In Q1 2010, the tendency observed in the previous year, i.e. the deterioration of the coverage 

of operational expenses, continued in the private pension funds. The operating loss of private 

funds, recorded on their balance sheets, was HUF 0.5 billion in Q1, which more or less 

corresponded with last yearôs annual loss figure. On the other hand, the operating budget of 

the voluntary pension funds was balanced in most institutions. The operating results varied 

significantly in both areas: ten private pension funds, and 37 voluntary pension funds, i.e. 

more than 50% of the service providers closed their operating budget with a negative or 

significantly negative result. 
 

   
 



62 

 

In Q1 2010, the operating expenses of private funds increased by nearly 20%
23

 despite the 3% 

drop in operating expenses compared to the same period of the previous year. The main factor 

of the cost increase was the major rise in acquisition and marketing expenses, in line with a 

high increase in the number of members changing pension funds. 

 

The Supervisory Authorityôs opinion of the loss in Q1 2010 did not change significantly since 

the previous Risk Report: 

 

- On the one hand, it cannot be disputed that cost coverage deteriorated significantly 

because of the changes in legislation, whereby the maximum deductible total expenses 

were reduced from 5.5% to 4.5% of the membership contributions. 

 

- On the other hand, we can conclude that the sector did not cut its costs offsetting the 

impact of the regulatory limitation of cost coverage, and in fact, certain costs, 

primarily acquisition and marketing expenses grew intensively. 

 

- On the other hand, the fierce competition for new members may also have occurred 

mainly in relation to the lower cost coverage limit, and was based on the business 

concept that a greater volume could make up for the falling margin. However, the 

winners of this competition could not necessarily be the funds with a high yield 

performance but funds, which have abundant operating funding and more favourable 

associated proposals, i.e. funds belonging to financial groups. 

 

The operating profit/loss still varies a great deal by institution: Similarly to 2009, the overall 

loss of the private pension funds in Q1 2010 was mainly caused by five institutions, mainly in 

relation to the high acquisition fees. 

 

   
 

In voluntary pension funds, the operating expenses of Q1 2010 dropped by 16% on a year-by-

year basis, i.e. major savings occurred in administration and personnel expenses. On the other 

hand, the operating revenues did not change, and therefore, the result of operation improved. 

This was achieved as funds deducted a larger percentage of the collected membership 

contributions, and the operating revenues of Q1 were partly based still on the membership 

contributions collected in the last quarter of the previous year, when the decline was much 

smaller. However, looking at the membership contribution dynamism of Q1 2010, the 

problem of operating cost coverage seem to be getting bigger also in this field in the next 

quarters. 

 

                                                 
23

 Under the current regulations, the operating revenues do not depend on whether or not they are credited in 

individual accounts. This is the main reason why in Q1 2010 the operating revenues decreased much less than 

the total revenues. 
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Based on the above, we still consider that the pension fund sub-sector has a high cost 

coverage risk, but we also note that the private pension funds still have potential to improve 

their cost efficiency. 

Investment activities 

The average yield of hedge funds in Q1 2010 was 6.6% for private pension funds and 5.86% 

for voluntary pension funds. Following the tendency of 2009, this yield was mainly the result 

of the increase in money and capital market prices, which began in Q2 2009. The difference 

between the two types of pension funds was mainly the result of the higher share ratio of 

private pension funds, as it was the case in the previous yearôs yield as well. 

 

Given the different asset composition, the various risk portfolios of private pension funds 

performed differently again: the average return of savings managed in classic portfolios was 

+3.3%, while the balanced portfolios generated +6.5% and the growth portfolios provided 

+6.7% yield in the same period. However, this comparison indicates that the actual 

composition of the balanced and growth portfolios was not much different in this period, due 

to the suspension of the original share replenishment obligation of the growth portfolio that is 

still in effect. 

 

   
 

The tendency of the previous year continued in the asset composition of the private pension 

fund portfolios in Q1 2010, as the ratio of bonds and shares continued to decrease slowly, 

while the share of investment funds grew. Consequently, an increasing portion of the fundsô 

asset exposure is indirect exposure. The aggregate portfolio of the voluntary pension funds is 

most similar to the balanced portfolio of the private pension funds, where  approximately two-

thirds of the assets are Hungarian government securities. However, it was an important 

change in this sector that several large market actors also opted for the optional portfolio 

system, so at the end of the quarter more than 84% of the members had optional portfolios. 
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Yields continue to vary significantly by institution also in Q1 2010: The difference between 

the highest and the lowest yields was close to 5.5 percentage points in private pension funds, 

and close to 7% points in voluntary pension funds. 

 

Based on the above figure, we can conclude that there was very little correlation between the 

short-term (quarterly) and long-term (10-year) yields of private pension funds, but a few 

funds managed to produce outstanding yields both on short and long terms. However, it is a 

problem that the variation of long-term yields is only slightly lower than the variation of the 

short-term ones. 
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4. Current issue: New financial supervisory structure of the European Union 
 

Summary 
 

The task force led by Jacques de Larosi®re issued a complex package of proposals for 

financial regulations, the EUôs new financial supervisory structure and the cooperation of 

authorities in crises in February 2009 for the purpose of strengthening the supervision of 

European financial organisations and markets and maintaining financial stability. 

 

Agreeing with the contents of the package of proposals, in the autumn of 2009 the European 

Commission prepared the draft legislation, which lay down the foundation of the new 

European financial supervisory structure developing these days. 

 

The new European financial supervisory framework will be a two-pillar structure, containing 

a separate macro and micro prudential supervisory segment. The macro prudential supervision 

is controlled by the European Systemic Risk Board which monitors and evaluates the 

financial stability risks arising from the macro economy and financial system, issues early 

warning signs of developing systemic risks, and makes recommendations for managing such 

risks. The micro prudential supervision is controlled by the European System of Financial 

Supervisors, within which the financial supervisions of the EU Member States form a solid 

network with the three new European supervisory authorities in the supervision of the 

individual financial organisations, which will continue to remain sector-oriented. 

 

In February 2010, the European Parliament made several supplementary and modification 

proposals for the draft legislation, which were voted upon by the Parliamentôs committee in 

May 2010. In June 2010, the parties concerned conduct further negotiations for the purpose of 

completing the final legislation by September 2010. Once the final regulations are in place, 

the establishment of the new European financial supervisory structure can speed up and the 

European supervisory authorities can begin their actual operation at the beginning of 2011. 

 

The purpose of the new structure is to contribute to further integration of Europeôs financial 

markets, to assist in the removal of barriers faced by financial organisations in the currently 

fragmented markets, and to improve the operating environment and competitiveness of the 

financial organisations on these markets. 

 

Introduction  
 

In the recent decades, financial markets developed intensively also within the European 

Union. As financial integration deepened, corporate structures transformed, and as a result of 

financial innovations, increasingly sophisticated products and solutions appeared on the 

markets. Despite their efforts, the European legislators and supervisory authorities of the 

Member States were often late responding to these developments, while there were some 

areas which were not regulated at all. It was a further problem that the regulatory environment 

required national legislation, and was therefore not fully harmonised and that the institutions, 

which were fundamentally based on national concepts, were not effective enough to face the 

challenges of the EU financial markets competently. One of the sources of this problem was 

that the Member States opted for discretion in the transposition of the Directives into the 

national legislation and did not apply the EU Directives consistently, which led to 

inconsistencies in the supervision of business activities of the same types, imposing the risk 

on the competition neutral supervisory practice. In addition, the operation and compliance 
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with national regulations of the European financial organisations became more costly, which 

created competitive disadvantages for them with regard to their American and Asian 

competitors. 

 

According to the studies analysing the events, the crisis which began in 2008 brought further 

complications into the situation, and created new challenges for the financial supervisory 

community and financial decision-makers. In relation to the significant specific cases, the 

crisis revealed  inadequacies of financial supervision in the entire financial system. On the one 

hand, the rules turned out to be inappropriate for the prevention and management of the crisis, 

and the supervisory models of the Member States were also unable to keep up with the 

integrating and concentrating financial markets of the time, in which financial enterprises 

were extensively engaged in cross-border activities. The crisis also revealed the deficiencies 

of national authorities in the identification of relevant risks and vulnerability of financial 

stability in the translation of the signals of the identified risks into specific actions, in 

cooperation and coordination between international and competent authorities and also in the 

sphere of trust. 

 

The problems of Europeôs financial markets described above (fragmented markets, 

competitive disadvantage, difficulties in international cooperation, delays in regulations) had  

been known in the EU for more than a decade when the first efforts were made for their 

management. In July 2000, the Council of Economic and Finance Ministers (ECOFIN) 

assigned the Committee of Wise Men, led by Alexandre Lamfalussy to analyse the situation 

prevailing on the market and come up with reform proposals to regulate the market. In the 

end, the Committee of Wise Men came up with a four-level approach for the regulation and 

supervision of the securities market. In the Committeeôs opinion, decision-making must be 

accelerated by separating legislation from the technical details. While in the previous case, the 

European Parliament (EP) and the Council (ECOFIN) proceeded in the framework of co-

decision procedures at level 1, in the latter the Member States and the European Commission 

(EC) adopt implementation rules in a 2
nd

 level procedure within the framework of a more 

flexible procedure. The coherent implementation of the actions by Member States is ensured 

by a strengthened supervisory cooperation on 3
rd

 level, while the 4th level consists of the 

ECôs measures, which may also be enforcement measures, based on which the Member States 

will implement the EU regulations. 

The market actors widely supported the results of the Committee of Wise Menôs work, and as 

a practical result of the proposals, decision-making and the cooperation of supervisory 

authorities became more flexible. In 2001, a 3
rd

 level (3L3) committee was established: CESR 

(Committee of the European Securities Regulators), DEBS (Committee of European Banking 

Supervisors) and CEIOPS (Committee of European Insurance and Occupational Pensions 

Supervisors). The main purpose of establishing these committees was to prepare standards, 

developed with the national supervisory authorities, which led not only to the convergence of 

regulations, but also to the convergence of the supervisory methods and procedures. In order 

to achieve this objective, the 3L3 committees issue recommendations. As a result of the 

activities of the 3L3 committees in the previous years, multilateral cooperation between the 

national supervisory authorities has improved significantly. 

 

The Inter Institutional Monitoring Group regularly
24

 monitored the Lamfalussy process. The 

crisis, which broke out in the meantime in 2008 and soon shook the whole world, made the 

decision-makers realise that they had to fundamentally change the EUôs financial supervisory 

                                                 
24

 The Inter Institutional Monitoring Group was granted its mandate from the EC, EP and ECOFIN in July 2002 

to regularly monitor the Lamfalussy process and prepare reports thereon. 
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structure to respond to the challenges related to financial stability. In response to all this, in 

October 2008 the EC authorised the independent Group led by Jacques de Larosi®re to 

develop proposals for strengthening the supervision of European financial organisations and 

markets, and maintaining financial stability. In February 2009, the Group issued its complex 

package of proposals for financial regulations, the EUôs new financial supervisory structure 

and cooperation of authorities during a crisis. 

 

The new financial supervisory framework of the European Union and the purpose of its 

establishment 
 

In March 2009, the EC founded the main components of recommendations acceptable, and 

developed an action plan for the regulatory and supervisory reform of financial markets based 

on the recommendations of the de Larosi®re Groupôs report. On this basis, the EC proposed in 

May 2009 two new pillars in the strengthened European financial supervisory framework 

from the end of 2010: 

 

(1) European Systemic Risk Board (ESRB).   

(2) European System of Financial Supervisors (ESFS). 

 

In this structure (see Figure 1), ESRB monitors and evaluates the financial stability risks 

arising from the development of the macro economy and the financial system (macro 

prudential supervision), issues early warning signs about the potential systemic risks and 

makes recommendations for managing such risks. The purpose of establishment of ESRB is 

to eliminate the vulnerability of the financial system with regard to connected, complex, 

sectoral and inter-sectoral risks. The ESRB cooperates with IMF, the Financial Stability 

Board,
25

other international financial organisations and third country organisations. The ESRB 

Secretariat is at the European Central Bank (ECB), which thus provides analytical, statistical, 

administrative and logistic support. The ESRB President will be the ECB President, and its 

registered seat will be in Frankfurt am Main. 

 

In ESFS the financial supervisions of the Member States form a solid network and cooperate 

with the new European supervisory authorities in order to maintain financial stability also at 

the level of international financial organisations. This means that the main responsibility of 

ESFS is to supervise such financial organisations (micro prudential supervision), but it must 

also perform consumer protection services with regard to financial services.  

 

 

 

 

 

 

 

 

 

 

 

                                                 
25

 The Financial Stability Board, established in 2009 as the predecessor of the Financial Stability Forum upon the 

proposal of G20 is an organisation coordinating at international level the activities of national financial 

authorities and board establishing international financial standards for the purpose of defining the framework of 

financial stability and promoting the application of effective regulatory and supervisory policies. 
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According to the expectations, the two pillars of the new European financial supervisory 

system would mutually strengthen the impact on financial stability, and ensure full 

coordination within the macro and micro supervisory frameworks. Parallel with the 

establishment of the new frameworks, the differences in the legislation of the Member States 

need to be identified and eliminated, in order to facilitate the drafting of a harmonised 

collection of rules (standard book of rules), which would be used by all supervisory 

authorities of the EU. In order to support this process, directly applicable EU-level regulations 

must be introduced taking into account these options. 

 

It is extremely important that the new European financial supervisory framework should 

create a common supervisory culture and stress the interests of the Member States, as well as 

the need for a trust-based relationship between the home and the host authorities at the same 

time. Under the new European supervisory system, the high-level supervisory rules must be 

applied to all market actors equally and consistently without violating the independence of the 

supervisory authorities performing their tasks at the same time. 

 

The EU-level micro prudential supervision is still organised in a sector-oriented structure, 

relying on the work of the 3L3 committees
26

. The European supervisory authorities (ESA-s) 

to be established in the future
 27

 will establish a Joint Committee (JC) to cooperate in 

achieving supervisory consistency in the three sectors. On the other hand, under the macro 

prudential concept, a new independent body (ESRB) should be established for monitoring all 

financial sectors. This concept is based on the assumption that a systemic risk may originate 

from any relevant segment of the financial system, and its effective monitoring and disclosure 

will require a complex approach. In order to reflect this view, the ECB President and Vice 

President, the Presidents of all EU national central banks, the Presidents of the three European 

supervisory authorities formed at the beginning of January 2011 (according to the plans) and 

the EC representative will be the members of the ESRB General Board. 

 

The two main components of the structure, ESFS and ESRB must cooperate with each other 

smoothly in order to make work effective. To support this, ESRB will attend the JC and in the 

Board of Supervisors of each ESA as an observer. Consequently, the presidents of the three 

ESA-s and the national supervisory authorities will also take part in ESRB as non-voting 

members. ESFS supplies data and information to assist ESRBôs work, and will also monitor 

the warning signs and recommendations issued by ESRB. ESRB will share its opinion on the 

macro prudential situation and systemic risks with the national supervisory authorities. With 

regard to this mutual information flow, attention must be paid for putting in place the 

adequate coordination mechanisms. 

 

European supervisory authorities (ESA-s) 
 

According to the plans, the three new European supervisory authorities (EBA, ESMA and 

EIOPA) will be formed with the transformation of the 3L3 committees (CEBS, CESR and 

CEIOPS) in January 2011. Apart from the current tasks of the 3L3 committees, the new 

authorities will be responsible for the following tasks: 

                                                 
26

 According to the original concepts, a fourth European supervisory authority would also have been established, 

dealing with financial groups. In the end, the groups will be supervised by all three ESA-s with the ESA Joint 

Committee.  
27

 The three European supervisory authorities (European Supervisory Authority - ESA): European Banking 

Authority - EBA, European Insurance and Occupational Pensions Authority - EIOPA and the European 

Securities and Markets Authority - ESMA. 
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- in addition to the issue of the existing non-binding rules, issue of binding technical 

standards, with special regard to the drafting of the standard book of rules 

- development of consistent supervisory culture in the Member States 

- promotion of the consistent application of the EU legislation, action against the 

obvious violation of Community legislation  

-  mandatory intermediation in disputes between national supervisory authorities 

replacing the previous intervention on voluntary basis 

- definition of joint actions taken by the supervisory authorities in cross-border crises  

- instructions to terminate a specific activity given directly to a specific financial 

organisation in ultimate cases 

- coordination of the activities of supervisory sections, promotion of efficiency and 

coherence, participation in the activities of supervisory actions as an observer, 

collection of data from the national supervisory authorities for assisting the activities 

of the section 

- establishment and maintenance of EU supervisory databases, and 

- direct supervision of credit rating institutions by ESMA. 

 

The ESA-s will have a special situation, because on the one hand, they will be subordinated to 

the supervisory authorities of the Member States, when the presidents of the national 

supervisory authorities delegate the members of the main decision-making board of the 

specific supervisory authority, and will also be superior to them, when a specific supervisory 

authority directly examines the national authority and institutions. 

 

The three ESA-s will be established with similar organisational structures. Their main 

decision-making board is the Board of Supervisors, consisting of the presidents of the 

competent supervisory authorities, the EC representative, the ESRB representative and the 

presidents of the two other ESA-s in each authority
28

. There will also be a Management 

Board, which will be responsible for performing the tasks of the specific supervisory 

authority. The supervisory authorities will be controlled by the president, whose mandate will 

be granted for five years and who may be re-elected once. The president is an independent 

person, and will work in his position full time. Each supervisory authority will also have a 

managing director, who will also be independent and will be in charge of the management of 

the supervisory authority. 

 

The 3L3 committees began their work of transforming into European supervisory authorities 

in 2010. In the legislative environment, which is currently not yet final, the 3L3 committees 

cooperates with EC in the identification of the legal, logistic, organisational and professional 

issues of organisational restructuring. 

 

Legal regulations, setting out the European supervisory framework 
 

In September 2009, the EC prepared new draft legislation, laying down the foundation of the 

new supervisory structure in order to strengthen the supervision of the European financial 

sector. Numerous factors motivated the new draft legislation: (1) long-term improvement of 

financial stability in the EU, (2) consistent application and enforcement of identical technical 

                                                 
28

 As an exception, we must note that in EBA the ECB representative will also be a member of the Board of 

Supervisory Presidents.  
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regulation, (3) identification of systemic risks in due time, (4) effective joint actions in 

extraordinary situations, and in finding solutions to disputes between the supervisory 

authorities.  

 

The legislation package contains 4 draft regulations and one draft decision. The first draft 

regulation is about the establishment of ESRB
29

. In relation to this, the draft Council decision 

was also prepared, authorising the ECB to perform certain tasks in relation to ESRB
30

. The 

package also contains three draft regulations
313233

, on the tasks, activities and roles of the 

three new European supervisory authorities to be established at the beginning of 2011 in the 

banking, insurance and occupational pension and capital market sub-sectors. In October 2009, 

the EC supplemented the draft legislation with its so-called draft Omnibus directive
34

 too. 

This directive is practically a piece of legislation providing the authorisations and a scope of 

competence, which are required for specifying the competencies of the new European 

supervisory authorities and modifying numerous other directives for the same purposes.  

 

In October 2009, ECOFIN approved the ECôs two-pillar model, and then, in December 2009 

the compromised versions of legislation on the new supervisory authorities were also 

approved. Considering that this legislation package is approved jointly by ECOFIN and EP, in 

February 2010, the EP rapporteurs prepared their reports
35

 on the specific drafts. The EP 

prepared several modification proposals and approved them in May 2010. At present, the EP, 

ECOFIN and EC representatives conduct trilateral negotiations before finalising the draft 

legislation in July or September 2010. 

 

Expected impacts of the new European supervisory system on financial integration 
 

The financial organisations engaged in cross-border activities currently face several barriers 

within the EU. These barriers can only be eliminated at rather high costs, because 

organisations must comply with various regulations, and requirements of authorities applying 

different approaches. Two main sources of the barriers: 

 

- different application of EU legislation in Member States (the directives grant 

discretionary right to Member States, minimum harmonisation allows Member States to make 

supplements in their national legislation, request for deregulation from EU legislation), 

- different supervisory practices (insufficient information sharing between national 

supervisory authorities, lack of effective cooperation and effective intermediation in disputes 

between national supervisory authorities). 

 

In the situation described above, multiple interpretation of the EU legislation may develop, as 

a result of which the different supervisory practices may exist parallel with each other. All 

this may hinder the development of cross-border activities.  

 

With the establishment of the new supervisory structure, we hope to reduce the barriers of 

financial integration described above, as the ESFS will make sure that the EU legislation is 

                                                 
29

 [European Commission 2009b]  
30

 [European Commission 2009c] 
31

 [European Commission 2009d] 
32

 [European Commission 2009e] 
33

 [European Commission 2009f]  
34

 [EP/Council 2010] 
35

 [EP 2010a], [EP 2010b], [EP 2010c], [EP2010d] and [EP 2010e]. 
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transposed into national legislation consistently and that it is applied by the national 

supervisory authorities in their everyday practice. The ESFS will respond based on the 

standard book of rules containing the binding technical standards and in the form of non-

binding guidelines and recommendations, especially two cases of different international 

interpretation. In the latter case, the ñcompliance or explanationò mechanism will be applied. 

As there will be only one binding set of regulation, such types of expenses of financial 

organisations providing cross-border services will decrease, their operating environment will 

improve on the single market and in total, they may become more competitive. In addition, 

apart from the introduction of the standard book of rules, the ESFS will also promote no 

discrimination between market actors. 

 

We hope that the new supervisory structure will also greatly improve the information sharing 

practices of the parties, and will put in place effective intermediation between the national 

supervisory authorities, further improving the convergence of the supervisory practices of the 

Member States. With regard to such objectives, the competencies of the new supervisory 

authorities will be fundamentally important, because the new regulations will authorise them 

to handle disputes between supervisory authorities and intervene in order to eliminate any 

harmful practice. The new structure will also be assisted by the central supervisory database, 

which will be built soon. 

 

Considering that the purpose of operation of ESRB is to strengthen financial stability within 

the EU, it will hopefully promote further integration of the money and capital markets as well. 

The ESRB will also have an important role in ensuring Europeôs financial stability in the 

changed world economic environment and its modified conditions by identifying the potential 

systemic risks and threats of the markets in due time. 
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respect of the powers of the European Banking Authority, the European Insurance and 

Occupational Pensions Authority and the European Securities and Markets Authority. 
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