
PUBLIC FINANCES – The global economic crisis and the Hungarian national economy 

312

T

Margit Rácz

Thoughts on the crisis based
on the situation that has
evolved in the European Union

The financial crisis that erupted in the autumn of
2008 and evolved into a global financial crisis at
a terrific speed has transformed into a global real
economic crisis at a similar pace. The whole of
2009 will surely be a year of crisis. The only ques-
tion is whether the crisis will reach its lowest
point this year, and recovery will start in 2010, or
the global economy will be dominated by crisis
events for two or three years. The answer to this
question cannot be found yet with sufficient prob-
ability. Mainly because this crisis cannot be com-
pared to the periods of recession that have been
cyclically recurrent since World War II. This time
recession in the real economy was triggered by the
crisis of the financial sector. A crisis with such a
background has been unprecedented in the past
50 years.

Therefore, the number one question is when
and how a financial sector capable of prudent
lending and built on mutual trust among the
banks can be re-created. The second question is
what risk factors are implied in the crisis of the
real sector – which has evolved due to the lack of
loans – for the economy as a whole, and how this
will affect the financial sector itself.

Since in 2009 we are only at the beginning of
an unprecedented crisis process, these questions
cannot be answered with a single or unanimous
answer. This would require brave speculations.
However, it is inappropriate to outline such spec-

ulations in the spring of 2009, since such efforts
are significantly affected by the economic views of
the expert who predicts the scenario. It can
already be seen that some of the liberal economists
claim that this crisis is nothing out of the ordi-
nary. At the same time, the opponents of liberal
economics, which is marked with the name of
Friedman, claim – with some adherence to the
Keynesian philosophy – that this is the model cri-
sis of the free market in the extreme sense of the
word. Such preconceptions can be overcome only
if conclusions can be drawn subsequently, on the
basis of facts.

At any rate, the fact that the governments have
given and promised banks and companies rescue
packages of several hundreds of billion dollars
and euros within national jurisdictions, points to
the fact that in such a situation only Keynes'
recipes can be taken out of the bottom of the
drawers. No other recipes have been prepared to
date. The initiation of huge infrastructural
investments by the governments from state
resources also reveals methods based on an eco-
nomic policy that emphasises the state's role in
crisis mitigation. What has triggered the revival of
this method of company rescue, which has not
been applied for a long time now and has been
declared unsuccessful based on the experiences?!

In my opinion there is one reason: mass-scale
bank bankruptcies have become imminent.
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Primarily, because a bank with a century-old his-
tory went out of business in Wall Street. The
banking sector has a prominent role in any mar-
ket economy. With a bit of exaggeration it can
even be said that the bank is the “eye” of the econ-
omy. Therefore, in the complex and developing
market economies the necessary balance is even-
tually guarded by the banking system. Therefore,
if the banking system becomes unable to maintain
its normal functions, the market economy is also
unable to function. And at the beginning of 2009
it cannot be stated that the entire banking system
has surely been cleaned of bad debts.

In connection with the crisis itself it causes a
rather big problem that acceptable information is
available neither about its course, nor its ending
date. Therefore, the short- and medium-term
forecasts should be reviewed with a strong critical
stance. At any rate, it can already be seen that cri-
sis management is carried out at member-state
level, and many conferences are held in parallel,
yet with rather modest results so far.

A FEW STATISTICS ON AND ANALYSIS OF
THE CRISIS THAT BROKE OUT  IN THE
AUTUMN OF 2008

The crisis process prompted the European
Commission to give an overview on the last
two quarters of 2008 in an interim report in
mid January 2009, and provide a forecast for
the period until the end of 2010. Normally, the
Commission issues such forecasts in February.
Early publication was motivated by the fact
that the macroeconomic figures of the EU in
the last two quarters of 2008 were completely
different from the former forecasts. 

Therefore, it can first of all be noted that a
financial crisis of this magnitude and the subse-
quent downturn of the real economy had not
been anticipated. Nonetheless, really substan-
tial changes cannot usually be foreseen. This
crisis was already “up in the air”, however nei-

ther its timing, nor its magnitude could be pre-
dicted. (See Table 1)

In connection with the forecasts contained
in Table 1 it is reasonable to point out that since
they were made at the beginning of the year,
they may reflect more treasury optimism than
sense of reality. It is especially worth compar-
ing the growth data of the EU and US. Growth
figures are identical in the 2006–2008 period.
This is significantly due to the dynamic growth
in member states outside the eurozone and in
the CEE region, since the US economy usually
grows more rapidly than the economy of the
EU. Naturally, only in periods of economic
boom. There is one figure in the five-year time
series which shows discrepancy, and this is year
2009. According to the forecast of the
Commission, the decline in GDP will be sig-
nificantly greater in the EU than in the US.
This difference is similar even if the figure for
the US is compared with that pertaining to the
eurozone. This is something new compared to
former crises. The US usually suffered greater
setbacks in the GDP than the EU, however it
could overcome the crises more rapidly. This
truth seems to fall short in this crisis according
to the forecast of the Commission! Maybe it is
too early to draw any conclusions from this,
yet it gives rise to the slightly sarcastic state-
ment according to which recession comes (as
usual) from the US. Insofar this is again the
case. But since the non-traditional cause of this
recession also stems from the US economy, the
crisis will presumably take another course, and
the US may eventually be hit harder. 

It can also be quite clearly observed from the
figures that heterogeneity is rather large-scale
within the EU-27 on the basis of these five
growth parameters. It cannot even be said that
the level of development plays a determining
role, i.e. less developed member states develop
at a faster pace. Nor can it be said that in this
period of good economic performance the
development of the most developed EU mem-
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ber states was the most balanced of all. Growth
heterogeneity was typical in years of good eco-
nomic performance, and remains in place in the
crisis period, too. 

Of course, during the crisis one will be able
to analyse the signs of development hetero-
geneity with sufficient precision only on the

basis of actual figures. However, it is already
worth pointing out that within the EU-27 the
Hungarian GDP can hardly be compared to the
GDP of other countries: growth in Hungary
has slowed down since 2006, that is the imple-
mentation of the stringent convergence pro-
gramme, which can be explained with internal

Table 1

THE GDP IN THE EU MEMBER STATES AND IN THE US IN THE 2006-2010 PERIOD
(as a percentage of each preceding year)

2006 2007 2008 * 2009F 2010F **
Belgium 3.0 2.8 1.3 –1.9 0.3

Germany 3.0 2.5 1.3 –2.3 0.7

Ireland 5.7 6.0 –2.0 –5.0 0.0

Greece 4.5 4.0 2.9 0.2 0.7

Spain 3.9 3.7 1.2 –2.0 –0.2

France 2.2 2.2 0.7 –1.8 0.4

Italy 1.8 1.5 –0.6 –2.0 0.3

Cyprus 4.1 4.4 3.6 1.1 2.0

Luxemburg 6.4 5.2 1.0 –0.9 1.4

Malta 3.2 3.9 2.1 0.7 1.3

The Netherlands 3.4 3.5 1.9 –2.0 0.2

Austria 3.4 3.1 1.7 –1.2 0.6

Portugal 1.4 1.9 0.2 –1.6 –0.2

Slovenia 5.9 6.8 4.0 0.6 2.3

Slovakia 8.5 10.4 7.1 7.7 3.1

Finland 4.9 4.5 1.5 –1.2 1.2
Eurozone 2.9 2.7 0.9 –1.9 0.4

Bulgaria 6.3 6.2 6.4 1.8 2.5

Czech Republic 6.8 6.0 4.2 1.7 2.3

Denmark 3.3 1.6 –0.6 –0.1 0.6

Estonia 10.4 6.3 –2.4 –4.7 1.2

Lithuania 12.2 10.3 –2.3 –6.9 –2.4

Latvia 7.8 8.9 3.4 –4.0 –2.6

Hungary 4.1 1.1 0.9 –1.6 1.0

Poland 6.2 6.7 5.0 2.0 2.4

Romania 7.9 6.2 7.8 1.8 2.5

Sweden 4.2 2.5 0.5 –1.4 1.2

Great Britain 2.8 3.0 0.7 –2.8 0.2
EU 3.1 2.9 1.0 –1.8 0.5

US 3.1 2.9 1.0 –1.0 0.5

* estimate
** EC's note: unchanged policies scenario

Source: European Commission, Interim Forecast for the 2009–2010 period, Brussels, 19 January 2009
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causes. Therefore, since the beginning of the
crisis, recession has hit Hungary harder than
the other countries. 

Yet, it is worth observing the countries of the
mega-enlargement of 2004 not only because it
will be five years in May 2009 that we joined
the EU, but also because the analyst institu-
tions of the world also compare the economic
performance of the countries of the mega-
enlargement within their respective region.

An analysis by Deutsche Bank contains an
interesting opinion on which Central and
Eastern European countries converge and
which do not on the basis of their growth indi-
cators. (See Chart 1)

Based on the figures, CEE countries have
achieved significant results in convergence in
terms of per-capita GDP, since compared to the
EU-27, all of the presented countries have

managed to attain spectacular results.
Naturally, the starting level matters a lot for
each country. The presented figures are more
characteristic of the speed of convergence than
of the attained level. From this aspect Hungary
shows an alarming trend, since it has a negative
indicator for the 2003–2008 period compared
to the average of the EU-27, which draws
attention to the fact that convergence has come
to a halt in Hungary, what's more, the country
has slumped into slight recession. This is why it
can be laid down that the development trend in
Hungary – at least in the past five years – has
been unparalleled in the entire region. In other
words: from among the 11 countries analysed,
Hungary was the only country that could not cap-
italise on the global economic boom, which
evolved in this period. This is in part due to this
fact that the global economic crisis, which

Chart 1

WHICH COUNTRIES CONVERGE AND WHICH DO NOT IN THE CEE REGION? 
(calculated at per capita GDP, purchasing power parity, in comparison to the EU-27, average change, %)

Eurozone (EU-12) = average of the eurozone, calculating with 12 members before the enlargement, Mittelwert CE-11 = the average value of the
next 11 CEE countries: Estonia, Latvia, Lithuania, Slovakia, Romania, Slovenia, Bulgaria, Croatia, Czech Republic, Poland, Hungary

Source: Gunter Deuber, Ein Osteuropa gibt es nicht mehr, Deutsche Bank Research, 12 January 2009
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erupted in the autumn of 2008, has affected
Hungary differently and more severely than
the other countries of the region.

It is worth reviewing another forecast that
starts out of the crisis processes. This forecast
was prepared by the experts of Deutsche Bank,
the biggest German bank, in the last days of
2008. (See Table 2)

The forecast of Deutsche Bank significantly
differs from the forecast published by the
European Commission a few weeks later.
According to banking experts, the GDP
decline in    2009 will be greater in many coun-
tries than foreseen in the document of the
Commission. It is worth mentioning Hungary
separately, where the decline will be the largest
in 2009 within the countries presented (–3.7 per
cent). According to the forecast of Deutsche

Bank, the drop in 2009 will be smaller than
anticipated by the Commission in Ireland, the
Netherlands, Sweden and Great Britain. In all
other cases the setback will be greater in 2009
according to the bank. However, Deutsche
Bank's forecast is in general more optimistic
for 2010. This means that in the opinion of the
bank's experts 2010 will show the signs of more
definite recovery in terms of GDP growth than
according to the document prepared by the
Commission. 

The difference between the presented fore-
casts is a good reflection of the uncertainty that
has become dominant in connection with this
crisis. As far as 2009 is concerned, the only
thing that can be surely stated is that consider-
able decline can be expected across the EU. But
there will be significant differences between

Table 2

THE GDP IN THE EU MEMBER STATES AND IN THE US IN THE 2007–2010 PERIOD
(as a percentage of each preceding year)

2007 2008P 2009P 2010P 
Belgium 2.6 1.3 -2.3 0.7

Germany 2.6 1.3 –2.5 1.1

Ireland 6.0 –2.0 –3.5 –0.8

Greece 4.0 3.2 –0.8 0.0

Spain 3.7 1.3 –2.6 –1.0

France 2.1 0.8 –2.3 0.9

Italy 1.4 –0.4 –2.3 1.0

The Netherlands 3.5 2.0 –1.7 0.8

Austria 3.0 1.6 –2.8 0.6

Portugal 1.9 0.5 –2.0 0.3

Finland 4.4 2.0 –1.0 0.9
Eurozone 2.6 0.9 –2.5 1.0

Czech Republic 6.5 3.1 –1.0 1.6

Denmark 1.6 –0.8 –2.3 –0.5

Hungary 1.3 0.9 –3.7 1.0

Poland 6.6 4.5 0.4 2.0

Romania 6.0 8.0 1.6 3.1

Sweden 2.7 0.5 –1.0 1.0

Great Britain 3.0 0.8 –2.5 0.6
US 2.0 1.2 –2.0 1.6

Source: Deutsche Bank, Ausblick: Globale Trends, 2009. 1.
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the countries. It can be well seen that the large,
developed and older EU member states will face
a serious recession, which will considerably limit
the export possibilities of several EU member
states. From this aspect strong interdependency
has developed within the EU-27. Mutual trade
may slacken as a result of the crisis, which may
affect unfavourably the further liberalisation of
the single internal market.

EXPECTED CHANGES IN THE CURRENT
PUBLIC FINANCE DEFICIT AND 
INFLATION IN THE EU MEMBER STATES

During the process of creation of the common
currency and in the first ten years of its exis-
tence rigorous rules were adopted to ensure
compliance with the requirement of stable pub-
lic finances, and preferably with the require-
ment of small-scale rise in consumer prices.
The Maastricht convergence criteria them-
selves prescribed stringent financial stability
rules as a precondition for EMU-membership.
However, within the eurozone, the fiscal crite-
ria stipulated by the Stability and Growth Pact
were even more stringent, especially in the case
of current deficit, since non-compliance with
the criterion on the current deficit may entail
the imposition of a fine. Nonetheless, it is
worth noting here that several countries have
repeatedly violated the requirement, according
to which the current deficit shall not exceed 
3 per cent of the GDP, and no fine has been paid
to date. Instead, the SGP itself has been revised.

However, the crisis that erupted in 2008 poses
such a challenge to the enforceability of the rule
pertaining to the size of the current deficit which
has been unprecedented in the past ten years.
Therefore, we have no experience about the
mass-scale violation of the regulation and the
concomitant obligations. It cannot be known
to what extent the standpoint, according to
which the extraordinary situation requires

extraordinary measures, would be appropriate
to ensure the legal tolerability of the massive
ignorance of the rules. 

The only possibility available to us now is
the review some of the forecasts pertaining to
the current deficit, similarly to those on the
expected GDP growth. (See Table 3)

While according to the GDP forecasts
decline will be typical in 2009, and 2010 may
see the beginning of growth, albeit at a slow
pace, figures pertaining to the current public
finance deficit show a different picture. In gen-
eral, the GDP proportionate deficit will be
greater in 2010 than in 2009. This may be attrib-
uted to the fact that changes in the current
deficit follow the drop in GDP growth with some
delay. At any rate, a dramatic situation will
evolve according to the stringent SGP rules,
especially if the payment of fines would be
taken seriously.

Maybe this is the only field in which the
development of the Hungarian economy shows
a positive tendency, a better one than several
member states in the region. This is a signifi-
cant issue since the current crisis projects the
long-term scarcity of international financial
resources. Therefore, Hungary will belong to
those EU member states in which the financing
of the current deficit would gradually become
less burdensome as time goes by.

In relation to the public finance deficit it can
most probably be assumed that in 2009 there
would be several member states, including EMU
countries, in which the current public finance
deficit will considerably exceed the 3 per cent
limit. Joaquin Almunia, the EU's Commissioner
for Economic and Monetary Affairs, has recent-
ly warned that the governments of the member
states should watch their current deficits in
2009, since it seems that several countries are
unable to meet the deficit target undertaken in
the convergence and stability programs. It is
worth noting that Ireland, Spain, or France, for
instance, may also face an excessive deficit pro-
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cedure. In the past ten years Ireland and Spain
have been almost famous for the fact that while
they were often unable to meet the inflation cri-
terion, they could comply with the current
deficit criterion in an exemplary manner. It is
worth mentioning France, since due to its bar-
gaining strength in the ECOFIN Council, it
could formerly attain – naturally, together with
Germany – that the fine payable for excessive

deficit should not be enforced in the period in
which the deficit is exceeded.

In relation to all this it can also be observed
that there will be increasing speculation
according to which this rapid deficit growth
may eventually lead to the collapse of the euro-
zone. Even if this speculation does not lead to
the collapse of the eurozone, it will presumably
halt, at least temporarily, the dominance of the

Table 3

THE PUBLIC FINANCE DEFICIT IN THE EU MEMBER STATES IN THE 2004–2010 PERIOD
(as a percentage of the GDP)

2004 2005 2006 2007 2008F 2009F 2010F*
Belgium –0.2 –2.6 0.3 –0.3 –0.9 –3.0 –4.3

Germany –3.8 –3.3 –1.5 –0.2 –0.1 –2.9 –4.2

Ireland 1.4 1.7 3.0 0.2 –6.3 –11.0 –13.0

Greece –7.5 –5.1 –2.8 –3.5 –3.4 –3.7 –4.2

Spain –0.3 1.0 2.0 2.2 –3.4 –6.2 –5.7

France –3.6 –2.9 –2.4 –2.7 –3.2 –5.4 –5.0

Italy –3.5 –4.3 –3.4 –1.6 –2.8 –3.8 –3.7

Cyprus –4.1 –2.4 –1.2 3.4 1.0 –0.6 –1.0

Luxemburg –1.2 –0.1 1.3 3.2 3.0 0.4 –1.4

Malta –4.7 –2.8 –2.3 –1.8 –3.5 –2.6 –2.5

The Netherlands –1.7 –0.3 0.6 0.3 1.1 –1.4 –2.7

Austria –4.4 –1.5 –1.5 –0.4 –0.6 –3.0 –3.6

Portugal –3.4 –6.1 –3.9 –2.6 –2.2 –4.6 –4.4

Slovenia –2.2 –1.4 –1.2 0.5 –0.9 3.2 2.8

Slovakia –2.3 –2.8 –3.5 –1.9 –2.2 –2.8 –3.6

Finland 2.4 2.9 4.1 5.3 4.5 2.0 0.5
Eurozone –2.9 –2.5 –1.3 –0.6 –1.7 –4.0 –4.4

Bulgaria 1.6 1.9 3.0 1.1 3.2 2.0 2.0

Czech Republic –3.0 –3.6 –2.7 –1.0 –1.2 –2.5 –2.3

Denmark 2.0 5.2 4.2 4.5 3.1 –0.3 –1.5

Estonia 1.7 1.5 5.9 2.7 –2.0 –3.2 –3.2

Lithuania –1.0 –0.4 –0.2 0.1 –3.5 –6.3 –7.4

Latvia –1.5 –0.5 –0.4 –1.2 –2.9 –3.0 –3.4

Hungary –6.4 –7.8 –9.3 –5.0 –3.3 –2.8 –3.0

Poland –5.7 –4.3 –3.8 –2.0 –2.5 –3.6 –3.5

Romania –1.2 –1.2 –2.2 –2.5 –5.2 –7.5 –7.9

Sweden 0.8 2.4 2.3 3.6 2.3 –1.3 –1.4

Great Britain –3.7 –3.4 –2.7 –2.7 –4.6 –8.8 –9.6
EU –2.9 –2.4 –1.4 –0.9 –2.0 –4.4 –4.8

* EC's note: unchanged policies scenario

Source: European Commission, Interim Forecast for the 2009–2010 period, Brussels, 19 January 2009
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euro on the world market. Of course, it must
not be forgotten that the economic indicators
of the US will not be rosy either. (According to
some forecasts, the current public finance
deficit of the US will equal 13.5per cent of the
GDP.)1 During the eight years marked with the
name of George W. Bush, both the current pay-
ment and the public finance deficit significant-
ly grew in the US.

In relation to the current balance of pay-
ments, the eurozone has tendentially per-
formed better than the US. This tendency con-
tinues, but a significant drop in deficit is
expected to occur in the US. (See Table 4)

The EU member states presented above
show a rather heterogeneous picture in terms
of the current balance of payments. However,
one fact can be observed in the forecasts: the
current payment deficit is decreasing in all

countries in this four-year period, independ-
ent of the initial size of the deficit, at least
according to bank experts. In any case, it is
probable that in the next few years we will not
see an abundance of liquidity similar to that
experienced in the past 15 years. This may
trigger changes in the current balance of pay-
ments.

In addition to the forecast stipulated in the
report of the EU Commission, it is again worth
presenting the relevant figures contained in the
above cited publication of Deutsche Bank on
the expected changes in the current public
finance deficit, since the bank's figures and
forecasts are not necessarily identical with
those of the EU Commission. (See Table 5)

The forecast for the entire eurozone is defi-
nitely more pessimistic than the forecast of the
Commission. The difference is distinct espe-

Table 4

THE CURRENT BALANCE OF PAYMENTS IN THE EU MEMBER STATES 
AND IN THE US IN THE 2007–2010 PERIOD

(as a percentage of the GDP)

2007 2008F 2009F 2010F 
Belgium 2.4 0.5 0.0 –0.5

Germany 7.5 6.2 4.5 5.2

Ireland –5.5 –4.5 –3.5 –2.0

Greece –14.0 –14.2 –10.0 –8.0

Spain –10.1 –10.4 –8.5 –7.5

France –1.2 –1.7 –2.0 –1.8

Italy –1.7 –2.0 –1.5 –1.5

The Netherlands 9.8 7.0 7.0 6.0

Austria 3.3 3.0 1.5 0.0

Portugal –10.0 –11.0 –9.0 –8.0

Finland 5.3 5.5 4.5 4.0
Eurozone 0.4 –0.3 –0.4 –0.2

Czech Republic –2.5 –3.0 –0.5 –0.4

Denmark 1.2 1.0 0.5 1.0

Hungary –6.5 –6.3 –0.9 –1.4

Poland –4.7 –4.9 –2.1 –2.9

Sweden 8.4 4.5 4.0 3.5

Great Britain –3.8 –1.6 –1.1 –2.6
US –5.3 –4.7 –3.5 –3.0

Source: Deutsche Bank, Ausblick, Globale Trends, 2009. 1.
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cially in the comparison of the figures predicted
for 2009 and 2010. According to the forecast of
Deutsche Bank, the growth in public finance
deficit occurs later than the decline in the GDP.
It is especially worrisome that according the
experts of the bank, the deficit will be the great-
est in 2010 in the entire period under investiga-
tion. This means that one must count with a
protracted “offence”. Several experts have aired
their views about the crisis on behalf of the
Commission, too, and it has been reiterated
that “extraordinary events require extraordinary
measures”. Of course, this does not show what
exactly these extraordinary measures are, and
the violation of which rules and how long can
be tolerated in the light of these measures. All
this clearly indicates that the EU faces a short-
term period that will raise serious challenges for

all institutions of the Community, at least in
relation to the fiscal rules. 

For the stability of the euro such conver-
gence criteria were established that assumed
direct correlation between the fiscal discipline
and the stability of the common currency. The
criteria emphasised the approach according to
which no inflationary pressure can be exerted
on the common currency through lax fiscal
policy. During the past ten years several experts
have reiterated that since the public finance
deficit cannot be financed by starting the ban-
knote press, but only from resources actually
borrowed from the money market, the public
finance deficit has a much more moderate
impact on inflation.2

However, this chain of thoughts had no
impact whatsoever on the convergence criteria

Table 5

THE CURRENT PUBLIC FINANCE DEFICITS IN THE EU MEMBER STATES 
AND IN THE US IN THE 2007–2010 PERIOD

(as a percentage of the GDP)

2007 2008F 2009F 2010F
Belgium -0.3 -0.6 -4.7 -5.8

Germany –0.1 –0.1 –3.3 –4.9

Ireland 0.2 –5.8 –5.8 –5.6

Greece –3.5 –3.6 –5.5 –6.0

Spain 2.2 –0.7 –4.7 –5.9

France –2.5 –3.3 –4.5 –4.3

Italy –1.6 –2.8 –4.9 –5.3

The Netherlands 0.3 0.8 –2.0 –3.0

Austria –0.4 –1.2 –4.1 –5.2

Portugal –2.6 –2.8 –5.4 –6.4

Finland 5.3 4.3 1.4 0.2
Eurozone –0.6 –1.5 –4.3 –5.3

Czech Republic –1.0 –1.2 –2.5 –3.4

Denmark 4.5 2.5 0.0 –0.5

Hungary –6.0 –3.2 –2.8 –1.8

Poland –2.0 –2.3 –2.9 –2.6

Sweden 3.6 2.0 0.0 –1.0

Great Britain –2.5 –5.3 –8.0 –6.8
US – –3.2 –8.2 –3.4

Source: Deutsche Bank, Ausblick, Globale Trends, 2009. 1.
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themselves. Of course, in the past ten years no
crisis situation similar to the current one has
occurred. Within the eurozone, such a signifi-
cant, mass-scale deficit growth was not an
issue. Consequently, it cannot even be pre-
sumed whether the review of the criteria will be
rejected or not. 

After many reverses, the euro itself was
introduced to provide protection against the
crisis phenomena of the international money
market. The introduction of the euro was also
determined on the basis of the experience that
the national currencies of the EU member
states had to face such a speculative wave in the
early 1990s that the finance ministers and cen-
tral bank presidents of the member states could
hardly tackle. The current crisis also proves
that speculation against the euro is much small-
er than against the national currencies of the
EU member states. 

This may even result in the rise in the mem-
ber states' commitment for the euro.3 What is
more, it could even encourage more consis-
tent compliance with the convergence criteria.
Since the smaller the external financing needs
of public finances or the current balance of
payments, the smaller the impacts of an exter-
nal financial crisis are. Therefore, financial sta-
bility represents value in any case. But if res-
cue packages financed from the state budget
must be used for the mitigation of the crisis in
the real economy, financial discipline may
temporarily be put on the back burner.
Forecasts about the current deficit are clear
indications about this. The source of financ-
ing this increasing deficit will become a seri-
ous question only in the near future, and not
in the present. No problem will occur if the
GDP starts to grow quite dynamically in 2010.
But what happens if one can only wait for this
to happen even after 2010?!

Is it conceivable that the Stability and
Growth Pact will be suspended in the euro-
zone?! What could be achieved with the

excessive deficit procedures launched against
most member states of the eurozone pursuant
to the SGP, once deficits double the allowed
deficit have evolved in some of these coun-
tries?!

At any rate, it is a serious issue within the
EU: what to do with the rules in case of a pro-
longed global crisis? The SGP itself provides
some room for manoeuvre in case the GDP sig-
nificantly declines in two successive quarters.
But the relevant provision does not stipulate
that deficits increasing for several years could
be tolerated. Therefore, such an absurd situa-
tion can be made legally acceptable by creating
other possibilities. It is still impossible to pre-
dict which method could be used for this pur-
pose.

The figures in Table 5 also show that the
GDP-relative current deficit in a few non EMU
EU member states will be much more
favourable than in several EMU countries. I am
not talking only about Denmark and Sweden,
the countries that are usually known for their
high stability, but also about Poland, Hungary
and the Czech Republic. The figures for
Hungary and Poland are better than those for
the Czech Republic in that the rate of the
deficit will decrease from 2009 to 2010. Here it
is worth noting again that based on the current
deficit forecasts, the worst year will be 2010,
and not 2009. 

The long-term drop in the global energy and
raw material prices will presumably result in a
smaller-scale rise in consumer prices than fore-
casted earlier, not only in the eurozone, but
also in the other EU member states. In an eco-
nomic situation when wages do not increase,
and what is more, many people lose their jobs,
low consumer price growth may play a signifi-
cant role in the acceptance of the evolving situ-
ation. Of course, it is not guaranteed that the
global market price of energy resources will
remain low for a longer period of time. Short-
term economic growth outlooks are bleak,
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which makes it probable that energy resources
will also enjoy low demand. This presumes that
the relatively low prices will remain in place, at
least in 2009.

The highest oil price (USD 146 per barrel)
was experienced in mid 2007, after which the
price began to continuously decline, altogether
by over 70 per cent, down to HUF 40 per bar-
rel. Food prices have decreased by nearly 30 per
cent following the peak in the middle of 2008.
The question is whether the trend will turn
around, and if yes, when this will happen? At
any rate, this is a favourable piece of news for
all consumers, and definitely gleeful for the
inflation target of the eurozone. It may be pre-
sumed that in the short run we do not need to
count with major price hikes. Even if the oil
price itself goes up, it will not exceed USD 50.
It is worth studying a figure on changes in oil
prices. (See Chart 2)

Naturally, the acceptance of the euro strong-
ly depends on its value stability. And this can

first of all be characterised in the expected
changes in consumer prices. (See Table 6)

These data quite clearly show that this crisis
cannot be described as stagflation, at least not
until 2010, since while the GDP has signifi-
cantly declined, the growth in consumer prices
has remained moderate. Of course, it must be
emphasised in the case of any forecast that
early-year data can considerably change
throughout the given year.

The inflation figures for Hungary are the
highest among the EU member states pre-
sented, at least for 2007 and 2008. According
to the forecast, Hungary is one of those few
countries in which the inflation is expected to
be higher in 2010 than in 2009. (Such coun-
tries include Greece and Poland, too.)
However, in the case of Hungary the expect-
ed inflation deserves special attention. In the
optimum case the Hungarian currency should
be taken into the common exchange rate
mechanism in 2010. This is not possible

Chart 2

CHANGES IN GLOBAL OIL PRICES 
(USD/barrel of Brent oil)

Source: Deutsche Bank Research, Aktuelle Themen, 2009, 438.
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unless the current volatility of the exchange
rate of the Hungarian currency is eliminated.
Assuming that this will happen already during
this year, changes in consumer prices will also
play an important role. Since an inflation that
would lead to real devaluation would be detri-
mental. 

The lesson that can be drawn especially from
the current crisis is that effective protection
against external speculation is provided only by
Hungary's inclusion in the eurozone. Since the
current deficit will most probably be accept-
able, not the least because of the control mech-
anism of the IMF's stand-by loan, it would be
unfortunate if Hungary could not meet the
inflation requirement. From this aspect all tax
changes that are accompanied by a growth in
VAT carry risks. 

A FEW THOUGHTS ON THE FORMER
METHODS OF CRISIS MANAGEMENT

In the period that has elapsed since the begin-
ning of 2009 there has been no positive indica-
tion of the fact that the completion of the con-
solidation of the bank system would be draw-
ing near, and that the normal lending practice
would soon resume. As long as this does not
happen, no one can say that the market econo-
my is back to normal. Recession itself cannot
be regarded a unique economic situation, how-
ever the uniqueness of the current decline is that
the bank system is out of order.

Consequently, the state becomes responsible
not only for saving the banks, but also – for the
lack of bank loans – for keeping other industries
alive from tax revenues. However, the latter

Table 6

THE INFLATION RATE IN THE EU MEMBER STATES AND IN THE US IN 
THE 2007–2010 PERIOD 

(as a percentage of each preceding year)

2007 2008F 2009F 2010F 
Belgium 1.8 4.5 1.2 1.5

Germany 2.3 2.8 0.9 0.8

Ireland 2.9 3.1 1.5 1.5

Greece 3.0 4.3 2.7 3.1

Spain 2.8 4.2 1.3 1.5

France 1.6 3.3 1.0 1.4

Italy 2.0 3.5 1.5 1.6

The Netherlands 1.6 2.2 1.6 1.7

Austria 2.2 3.2 1.2 1.4

Portugal 2.4 2.8 1.5 1.7

Finland 1.6 3.9 1.4 1.6
Eurozone 2.1 3.3 1.2 1.4

Czech Republic 2.8 6.4 1.2 1.7

Denmark 1.7 3.5 2.2 1.6

Hungary 8.0 6.1 1.9 2.7

Poland 2.5 4.2 1.8 2.5

Sweden 2.2 3.7 2.2 1.5

Great Britain 2.3 3.6 1.1 1.5
US 2.9 4.0 -00.4 1.5

Source: Deutsche Bank, Ausblick, Globale Trends, 2009. 1. (12 December 2008)
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raises serious concerns. On one hand, who can
ensure that only those worthy in terms of
competitiveness will be included in the group
of beneficiaries of the rescue package? On the
other hand, it is not sure at all that one can
settle for the permanent, individual support
of companies in the single internal market of
the EU. 

When this intention of the member states
became apparent, the Commission put forward
a proposal according to which the support
should not exceed EUR 500,000 per company.
This amount has been exceeded in some of the
assistance schemes distributed recently. It is
the auto industry that needs – at an almost
extreme rate – the financial life-belt of the
state.4

Aid incompatible with the rules of the single
internal market triggers various problems. One
of the most serious problems is that in several
EU member states aid from the national budg-
et is given only to domestic production. This
means that the supported company is not
allowed to outsource manufacturing, not even
within the internal market. “Marek Topolánek,
the prime minister of the Czech Republic, the
current holder of the EU Presidency, declared
that on 1 March the heads of the  EU-27 would
discuss the effects of the protectionist meas-
ures introduced under the banner of crisis
management, and an extraordinary summit
would be held in May too on employment. The
1 March meeting was initiated after French
president Nicolas Sarkozy urged for the repa-
triation of French car factories operating in the
Czech Republic.”5

The free movement of capital is one of the
four freedoms that are fundamental for the
operation of the single internal market.
Therefore, questioning the free movement of
capital within the internal market of the EU
due to some cost advantage is absurd from sev-
eral aspects. On one hand, all consumers would
lose out on this, since products themselves

would become more expensive. On the other
hand, such precedents would occur that would
eventually make the single internal market
unfeasible. 

This example also points out that it is
extremely counterproductive to use national
crisis management plans with the single market
and common currency in place. Unfortunately,
the member states could not leave this method
of crisis management behind despite the plenty
of conferences organised. Although this means
“throwing out the baby with the bath water”.

This “inclination” to support, which devours
large sums of money, has another depressing
effect, i.e. the growth in the funding needs of
the state. And in parallel with this growth, the
convergence requirement on the current deficit
of public finances is permanently violated. 

As a consequence, it has been expressed sev-
eral times that several EMU member countries
could consider withdrawal from the eurozone.
As for me, I don't think that this move would
be beneficial for anybody in the EU-27.
Already such publicity is detrimental. A “nor-
mal” solution arising from the existence of the
EU could be, for example, if the EU closed
ranks in order to satisfy this funding need in
the most cost-effective manner. And this in
turn would strengthen the internal cohesion of
the EU.

One of the major experiences of the crisis of
the international money market is that
although the practice of prudent lending was
abandoned in the US banking world, illiquid
securities emerged in such quantities in the
banks of the eurozone that it has led to a simi-
lar crisis in this area, too. Therefore, in the opti-
mum case the regulation of the international
money market should be reconsidered, and such
standard rules should be developed that could be
adopted both in the US and the eurozone.

When the establishment of the single money
and capital market was formulated as a goal fol-
lowing the creation of the eurozone, a mixed
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committee was set up from the competent
leaders of the EU Commission and the euro-
zone, as well as the chief financial officials of
the US in order to share the regulatory experi-
ences of the US money and capital markets,
and to adopt some of these regulations when
formulating the rules of the eurozone. During
this process prudent operation could not be
questioned at all.

After the eruption of the crisis the question
is: to what extent can the self-regulatory mech-
anisms of the market be changed in order to
forestall the future occurrences of such crises?
It is assumed that the European practice would
call for other rules than the US practice, since
loans equalling 120% of the value of the objects,
naturally by the acquisition of the mortgage,
eventually led to a crisis that can be safely
regarded as the model crisis of the given market
model. And the model crisis suggests that pure-
ly market regulations may not provide suffi-
cient guarantee for the prevention of bad loans. 

In order to enable the EU to have an effec-
tive say in this international regulation, first of
all internal unity must be achieved, on the basis
of which the EU can represent a powerful
standpoint. The current methods of crisis man-
agement and the inherent risks that are already
apparent do not point toward this direction. It
is only cold comfort that the US could not
come up with a circumspect, successful and
exemplary method of crisis management either. 

In February 2009 it is still too early to make
many or at least sure conclusions on the basis
of the past events. However, threats – that are
worth being considered, too – are taking shape
in a more coherent manner. It would be too bad
if the regulatory system of the single market
and the common currency was questioned to
an extent that would lead to a severe integra-
tion crisis. To prevent this from happening,
fewer state-level, and more community-level
methods of crisis management should need to be
proposed.
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