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2022 The koruna began to weaken against the euro in May 2023 and this
depreciation continued followang the ECE's manetary paolicy decisions as well as
Cesks narodni banka's official announcerment in August 2023 that it was ending its
foreign exchange interventions. From February 20224 the koruna remained broadly
stable before appreciating in May that year to levels close to those atthe beginning of
the reference period, owing rmainly to the release of higher than expected inflation data
for April. Short-term interest rate differentials against the three- month EJURIBOR were
high until the middle of 2023. Although declining, they remained sizeable and reached
2.3 percentage paintsin the three-month period ending in March 2024

Over the past ten years the Czech koruna has appreciated in HICP-based real
effective terms (Chart 52.4). Owerall, this appreciation in real terms mainly reflected
developments in the nominal effective exchange rate. However, the relatively high
level of inflation following the sharp rise in energy prices in 2021, which was
exacerbated in the wake of Russia's invasion of Ukraine in February 2022, put upweard
pressure on the real effective exchange rate. Looking ahead | this indicator should be
interpreted with caution, as the Czech Republic hasbeen subject to a process of
econamic convergence interms of GOP per capita and price levels over the past few
decades, which complicate s any long-term assessment of real exchange rate
developments.

The combined current and capital account balance has recorded a modest
surplus over the past ten years, while the country’s net foreign liabilities have
declined (Table 52.3). The combined current and capital account deficit increased
from 1.1% of GOP in 2021 t0 42% of GOP in 2022, reflecting both a decline in the
trade balance and a reduction in the capital account surplus. In 2023, hawever, it
returned to positive territory, mainly reflecting a notable rebound in the goods balance.
At the same time, the primary incorme deficit shrank significantly, albeit remaining
large at 4.3% of GDP. On the financing side, the Czech Republic recarded pasitive net
outflows of partfolio investment and ather investment an average from 2019 to 2023,
Howev er, these net oufflows were offset by net inflows of direct investment. The
country's gross external debt continued to decline, falling from 797 % in 2019 0 62.9%
in 2023, At the same time, the country's net interational investment position
improved, rigsing fram -259.1% of GOF on average in the period 2014-18 to -16.56% in
the period 2018-23. Fiscal and structural policies continue to be impartant for
supporting external sustainability and the campetitiveness of the economy, especially
ina more v olatile environment characterised by geopolitical and commodity price
shocks.

The Czech economy is well integrated with the euro areathrough trade and
investment linkages. |n 2023 expons of goods and services ta the eura area
constituted B2.4% of total Czech exports, whereas imports of goods and services fram
the euro area amounted to 49% of the country's total imports. [n the same yearthe
share ofthe eura area inthe Czech Republic's stock of inward direct investment stood
at /6% and its share in the country's stock of porffalia inv estrment liabilities was B3.8%.
The share of the Czech Republic's stock of foreign assets invested in the euro area
arnounted to B56% inthe case of directinvestment and B3.9% for portfolio investrent
in 2023,
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Long-term interest rate developments

Ower the reference period fromJune 2023 to May 2024, long-term interest rates
in the Czech Republic stood at 4.2% on average and were thus below the 4.8%
reference value for the interest rate convergence criterion {Chart 5.2 .5).

Long-term interest rates in the Czech Republic stood at 4.2% at the end of the
reference period, about 180 hasie points above the level seen at the start of
2014. In the period 2014-16 lang-term interest rates in the Czech Republic declined
amid a gradual econormic recovery, moderate inflation and Ceska narodni banka's
highly accommodative monetary policy. In the light of rising inflationary pressures —
which reflected global developments and an acceleration of economic growth that led
to overheating in the domestic labour market — Ceska narodni banka began to
gradually tighten monetary policy in mid-2017. Against this background, long-term
interest rates also increased until late 2013. In 2019 the economic environment
changed as signs of weakness in the global economic outlook emerged alongside
geapolitical tensions such as the trade dispute between the United States and China
and the perceived risks of a disarderly Brexit. The outbreak of the pandemic further
fuelled the decline in long-term interest rates, which reached their lowest paint in the
summer of 2020. Furthermore, G eska narodni banka implemented decisive interest
rate cuts averthe period from March to May 2020 that brought the two-we ek repo rate
—the main policy rate —to its lowest level since August 2017 . Between the last quarter
of 2020 and Octaber 2022 long-term interest rates increased steadily, owing to rising
and persistent inflationary pressures driven by damestic demand, the increase in
energy prices, the disruption to global supply chains and the risk that Russia's
inwasion of Ukraine would lead to higher and maore persistent inflation than previously
expected. During this period, Ceska narodni banka gradually and steadily tightened its
manetary policy. Since December 2023 the central bank has cut the two-week repo
rate four times, bringing it down from 7.0% in Movember 2023 to 5.26% in May 2024,
Since the end of 2022 the moderation in domestic and global inflationary pressures
was an imporant driver of the decline in long-term interest rates from 5.5% in October
2022 to 4 2% at the end of the reference period. The credit qualty of Czech

gov ernment debt remained rather favourable. Over the review period, credit default
swap spreads for Czech government debt were stable at less than 50 basis paints,
rernaining the lowest amon g the group of peer countries. The Czech Republic's

gov ernment debt is rated high investrment grade by all three main rating agencies
(Moody's: Aad; SEF A Fitch: AA).

The Czech Republic’s long-term interest rate differential vis-a-vis the euro area
average has declined from its historical peak of June2022. The long-term interest
rate differential gradually increased from 2014 to reach a historical high in June 2022
(Chart 52.6). Thiswas due to both the continuing decrease in the average long-term
interest rate an euro area sovereign debt and the increase in the long-term interast

rate on Czech debt, which was fuelled by a persistent and rising inflation differential

between Czech and euro area HICP inflation. Since June 2022, when the interest rate
differential stood at its peak of 29 percentage points (3.6 percentage points vis-a-vis
the euro area AAS vield), anincrease ineuro area government debt vields hasled to a
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gradual decline of the interest rate differential, which stood at 1.1 percentage pointsin
hay 2024 (1.5 percentage points vis-a-vis the euro area A8 yield).

Capital markets in the Czech Republic are smaller and much less developed
than those in the euro area (Table 3.2 4). Stock market capitalisation in the Czech
Republic stood at 10.4% of GDP in 2023, which is below the average value recarded
overthe period 2014-23. Outstanding debt securities issued by non-financial
ingtitutions, & measure of market-based indebtedness, have continued to decrease in
recent years and stood at 36% of GOP in 2023, after averaging over 7.0% in the
period 2014-18. Meanwhile, debt securities issued by financial institutions have
increased over the past decade ta stand at 16.3% of GOP in 2023, which is higher
than the average value abserved during the period 2014-18. Financial intermediation,
as measured by MFI credit to the non-gov ernment sector, rermained in line with its
average value forthe period 2014-18 and stood at 54.2% of GDP in 2023, slightly over
half the euro area average. In 2023 the Czech Republic's banking sector reduced the
funding it obtains fram euro area banks compared with previous years, with claims of
euro area MFls on resident MFls standing at 13.1% of total liabilties of domestic MF1s.
The developrment of the Czech Republic's capital markets in terms of size and

inte rmediation capacity remains limited but is comparable with that of ather non-euro
area EU Member States in central and eastern Eurape.

Statistical tables and charts
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Hungary

Frice developments

In May 2024 the 12-month average rate of HICP inflation in Hungary was 8.4%,
i.e. considerably above the reference value of 3.3% for the criterion on price
stahility (Chart 5.3.1). This rate is expected to decrease gradually aver the caming
manths, driven by the past manetary policy tightening and the ongaing easing of
pipeline pressures and supply bottlenecks.

Ower the pastten years the 12-month average rate of HICP inflation has
fluctuated within a very wide range, from 0.3% to 22.5%. In 2014 and 2015 the
average annual rate of HICP inflation was very subdued, owing to utility price cuts,
relatively muted wage growth and limited external price pressures. However, from
2016 it accelerated, to reach 3.4% —within the central bank's tolerance band —in
2019, This increase mainly reflected robust dormestic demand and a tighter labour
market that fuelled strong wage grawth, as well as changes to indirect taxes, most
notably excise duties on tobacco products. These factars were anly partially offset by
a reduction in social security contributions and AT rates an some food items and
services, In 2020 the autharities took strong fiscal, macroprudential and monetary
policy measures to mitigate the economic impact of the COMD-19 pandemic. In
particular, the Magyar Memzeti Bank cut its key policy rate to a histarical low of 0B%
and purchased government securities in the secandary market. Inflation remained
elevated, albeit within the central bank's tolerance band, at 3.4% in 2020, but rose to
0.2%in 2021 on account of & strong rebound in activity, rising energy prices and the
supply bottlenecks triggered by the pandemic. This led the central bank to start a cycle
of interest rate hikes in June that year and to gradually phase out its quantitative
easging schemes. In 2022 HICP inflation continued ta rise, to reach 15.3% on average,
largely owing to soaring energy and commadity prices in the wake of Russia's invasion
of Ukraine in late February, drought-related increases in agricultural prices, significant
fiscal loosening in the run-up to the elections, the depreciation of the exchange rate
and robust wage growth mainly on the back of administrative wage increases
alongside additional salary and pension benefits (Table 5.3.1). Az with the other
central and eastern European countries under rewiew, Hungary has been particularly
vulnerable to recent global shocks, owing mainly to certain structural features of its
econormy and its exposure to Russia (see Chapter3). In order to further mitigate the
effects of the energy crisis, the government also placed temporary price caps on motor
fuels and selected basic food iters. As inflation accelerated throughout 2022 the
hagyar Memzeti Bank tightened minimum reserve reguirements, introduced new
liquidity-absorbing facilities and continued its rate hiking cycle | bringing the central
bank base rate to a peak of 13% in Septernber that year. In October, following a rapid
depreciation of the exchange rate, the central bank introduced ane-day deposit quick
tenders on a daily basis at an interest rate of 18.0% , which became its key rate for
monetary policy. After peaking in February 2023, inflationary pressures abated
gradually as energy prices started to decline. The Magyar MNermzeti Bank responded
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by steadily reducing its central bank base rate, down to 10.75% by the end of 2023,
and reinstating it asits key policy rate. HICP inflation averaged 17.0% in 2023

In May 2024 the annual rate of HICP inflation reached 39%. Continuing on a
downward trend that had started in 2023, HIC P inflation fell further at the beginning of
2024 This decrease was largely due to lower energy and commadity prices, the past
monetary policy tightening, the gradual withdrawal of fiscal support measures and the
weakness in private consurmption resulting from the erosion of households'
purchasing power. Againstthis background, the Magyar Nemzeti Bank lowered its key
policy rate an five occasions by a total of 350 basis points, down to 7 25%, in the first
five months of 2024

Policy choices have played an important role in shaping inflation dynamics in
Hungary over the past decade, most notably the orientation of monetary policy
towards price stability. Since 2015 the Magyar Memzeti Bank has defined its
inflation target as an annual rate of consumer price inflation of 3% with an ex ante
tolerance band of £1 percentage point. Under this inflation-targeting framewark, the
central bank has continuously adjusted its monetary policy toolkit to evobing
macroeconormic challenges which at times have been complicated by economic and
fiscal policies. Economic policy measures that have had implications for the
transmission of manetary policy include, far example, a cap on bank interest rates and
on cansumer prices for energy and food, and legal provisions restricting the purchase
of debt instruments issued by the central bank and therefare its ability to absorb
liquidity.

Inflation is expected to decline gradually in the coming years, but over the
longer term there are concerns about the sustainability of inflation
comvergence in Hungary. According to the European Commission's Spring 2024
Economic Forecast, HICP inflation is projected to decelerate in 2024 | to a high level of
4.1%, before falling further to 3.7 % in 2025, This outlook is based on the expectation
that energy prices will moderate asthe economic recavery continues, with
unemployment remaining at a historically low level and private consumption returning
to being the main driver of growth. However, these forecasts are subject to
considerable uncertainty about the evolution of energy prices and the geopolitical
situation. Risks to the inflation outlook are tilted to the upside, as tensions in energy
markets may continue to exacerbate inflationary pressures, and still loose fiscal
policies and unfavourable exchange rate developments may add further to inflation. In
addition, labour market conditions remain tight, with unit labour costs having grown by
34.0% aver the period from 2020 to 2023 —well above the euro area rate of 9.5% —
challenging the competitiveness of the Hungarian econormy (Table 3.2). Looking
further ahead, unless counteracted by an appreciation of the nominal exchange rate,
the catching-up process is likely to result in positive inflation differentials vis-3-vis the
euro area, since GOP per capita and price levels are still lower in Hungary than in the
euro area. In orderto prevent the build-up of excessive price pressures and
macroeconomic imbalances, the catching-up process must be supported by
appropriate palicies.

Achieving an environment that is conducive to sustainable convergence in
Hungary requires stability-oriented economic policies and wide-ranging
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structural reforms. Further improving the quality of public institutions and ensuring
that they are free from undue palitical interference, implementing adequate product
market policies and safeguarding the rule of law, are prereguisites for private
gectar-led ecanomic growth. Enhanced governance, stranger institutions and a better
functioning administration at the national level should, amang other things, help ta
improve the absorption of EU funds. In this respect, it is still of utmost importance that
the authorities address the concerns over the rule of law expressed by the European
Commission under the general regime of conditionality forthe protection of the Unian
budget, to faciltate the full disbursement of EL funds. With regard to macroeconomic
imbalances, the Eurapean Commission selected Hungary for an in-depth review in ts
Alert Mechanism Report 2024 based on concerns related to significant price and cost
pressures, both government and external financing needs, and house price
developments.

Financial sector policies should be aimed at safequarding financial stahility —
and ultimately the functioning of monetary policy transmission — as well as
ensuring that the financial sector makes a sound contribution to s ustainahle
econhomic growth, Efforts to strengthen banks' balance sheets over the past years
have barne fruit, and the banking sectar averall has relatively large capital and liguidity
buffers. Banks' profitability has improved and nan-performing loan ratios have
declined further. Looking ahead, tighter financial conditions, in comhinatian with
previously strong private sector credit growth, may nevertheless pose a number of
risks. For example, the decline in households' real disposable incomes, together with
the higher level of interest rates, may dampen demand for new loans and thus weigh
on banks' profitability. A the same time, as house prices continue ta rise, the risk of
overvaluation inthe real estate market, particularly in Hungary's capital regian,
alongside declining real incomes of borrowers and higher interest rates, may resultin
increasing debt servicing difficulties. Interest rate caps and mortgage rate freezes
distort barrowers' incentives, squee ze banks' profitability further and complicate the
transmission of manetary policy. Moreaver, lending to carporates in foreign currency
may lead to significant currency mismatches and heighten banks' credit risk. In turn,
the deterioration in the quality of loan portfolios could put additional pressure on
banks' profitability, which is also being hampered by the slow improverment inthe low
cost efficiency of the Hungarian banking sectar. Boosting the profitability of the
banking sectar in the long term will also require consalidation in the sectar and mare
financial deepening. In this respect, it remains impartant to clasely monitar
macro-financial developments. In order to bolster confidence inthe financial system,
the national cormpetent authorties should continue toimprove their supervisary
practices, among ather things, by following the applicable recommendations from the
relev ant international and European bodies, and by collabarating closely with ather
national supervisors of EU Member States within the supervisory colleges.

Fiscal developments

Hungary’s general government budget deficit was significantly above the 3%
reference value in 2023 and its debt was above the 60% reference value. In the
reference year 2023, the general government budget balance recorded a deficit of
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6.7 % of GOP,ie. significantly above the 3% reference value. The general gov ernment
gross debt-to-GOP ratio was 73.5%, i e. above the B0% reference valie (Table 5.3.2).
Compared with the previous year, the deficit ratio increased by 0.5 percentage points
of GOP and the debt ratio declined moderately by 0.6 percentage points. YWith regard
to ather fiscal factars, the deficit ratio exceeded the ratio of public investment ta GDOP
in 2023 by 1.6 percentage points. The budget deficits in 2022 and 2023 were affected
by the economic impact of Russia's war against Ukraine and the discretionary fiscal
policy measures taken in response to the related high energy prices.

In June 2024, the European Commission found that Hungary did not fulfil the
deficit criterion of the Stahility and Growth Pact. On 19 June 2024 the European
Comrmizssion published a report prepared in accordance with Article 126(3) of the
Treaty for 12 Member States, including Hungary, which found that Hungary had
exceeded the deficit reference value in 2023 and was planning for its deficit in 2024 to
be above 3% of GOP. These deficits levels were above, and not close, to the
reference walue and the excesswas not assessed to be either termparary or
exceptional. The report's analysis suggested that Hungary did not fulfil the deficit
criterion of the Stabilty and Growth Pact. Based on the conclusions of its repart, the
Commission announced its intention to propose ta the Council, inJuly that a decisian
be adopted under Article 126(B) establishing the existence of an excessive deficit
situation in Hungary. During the period inwhich the general escape clause under the
Stability and Growth Pact applied (due to the pandemic and the invasion of Ukraine by
Russia), the European Cormmission found, in May 2023, May 2022 and June 2021,
thatthe general government deficit-to- GOP ratio in 2022, 2021 and 2020, respectively,
had been above and not close to the reference value of 3%. In all three cases, the
Commission's analysis suggested that the deficit criterion had not been fulfilled.
hWareover, the European Commission found, in May 2023 and May 2022, that the debt
reduction benchrmark had not been respected in 2022 and 2021, respectively, and
therefore the Commission's analysis suggested that, in bath case s, the debt criterion
had nat been fulfilled. However, given the high uncertainty surrounding the
macroeconomic outloak, the Commission considered that at that juncture a decision
on whether to place Member States underthe excessive deficit procedure should not
be taken. Hungary was once subject to an excessive deficit procedure, which was
opened in 2004 based on the deficitin 2003, but which was closed in 2013,

Both cyclical and non-cyclical factors relating to the pandemic contributed to a
deterioration in the budget balance over the period 201921, which was only
parthy reversed by 2023, Since 2012 and up until the outbreak of the pandemic, the
budget deficit had stood at relatively stable levels of between 1.5% and 3% of GDP,
and at2.0% of GOPin 2019, equating to a structural deficit of 3.9%. Az aresult of the
pandemic, the budget balance declined in 2020 by 5.6 percentage points, toreach a
deficit of 7. 6% of GOP. This was due to cyclical factors, as well as the deteriaration in
the structural defict which rose by 3.2 percentage points between 2019 and 2021,
reflecting & sharp increase in expenditure to address the impact of the pandemic.
Between 2021 and 2023, the budget deficit decreased by 0.5 percentage points on
account of an improving structural balance, whereas cyclical factors contributed
negatively. The budget balance in 2023 was 4.7 % of GDP higher than in 2019, i.e. the
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year before the outbreak of the pandemic. This was due to a deterioration in the
cyclical cormponent, aswell as & 2.1 percentage point higher stroctural deficit.

The government debt-to-GDP ratio has remained above60% of GDP since 2005.
In the lead-up to the pandemic, the debtratio followed a downward path, underpinned
largely by a favourable interest-growth differential and a primary surplus. Having
declined by 112 percentage points since 2014, the debt ratio reached a trough of
65.3% of GDP in 2019, [t then increased markedly on account of the impact of the
pandemic, rising by 14 percentage paints to reach 79.3% in 2020, Since then, it has
declined by 58 percentage paints on account of economic growth and high inflation,
bath of which have counterbalanced the primary deficits and the unfavourable
deficit- debt adjustrne nts. The debt ratio in 2023 was 8.2 percentage points higher than
in 2019,

The level and structure of government debt indicate that fiscal balances are
sensitive to interest rate fluctuations and to exchange rate movements. [n 2023,
the share of debt with a short-term maturity amounted to 7.4%, with an average
residual maturity of 5.9 years. However the share of debt with variable interest rates
increased substantially, frorm 10.6% of the total debt in 2021 to 21 3% in 2023,
Therefore, fiscal balances rerain sensitive to interest rates changes. Moreover,
Hungary increased its proportion of fareign currency-denominated government debt
from 205% in 201910 29.7% in 2023, which is exclusively denominated in eura.
Consequently, fiscal balances remain sensitive to changes in the exchange rate
vis-a-vis the euro.

The European Commission’s Spring 2024 Economic Forecast foresees an
improvement in the budget halance and aslight increase in the debt ratio.
According ta the European Commission's latest forecast under a no policy change
assumption, the headline deficit is expected to decrease, reaching a deficit of 5.4% of
GOP in 2024 and 4.5% of GOP in 2025, therefore rernaining above 3%. The debt ratio
isprajected to increase slightly to 74.3% of GDP in 2024 and to stand at 73.8% of GDP
in 2025 therefare remaining above the B0% reference value.

Despite some progress in reforming the fiscal framework, there is scope for
further improvement. The latest changes to the national fiscal rules were made in
December 2019 when the Hungarian Parliament adopted amendrments aimed at
increasing their transparency and enhancing theirimplementation. According to the
debt ratio rule | if the general government debt ratio exceeds 50% of GOP, the
Farliarment may anly adapt an act an the central budget which leads to a reduction in
the debt lev el of at least 0.1% of GDP during normal economic times. In spite of this,
Hungary's national fiscal rules and mediarrterm budgetary framewark are among the
weakest according to the EU fiscal gov ernance indicator. Stronger emphasis should
gtill be placed on the multi-annual dimension of the budget process. In particular, the
incentives to systematically spend budget reserves befare the end of the calendar
year should be removed, as they can lower the guality of public spending.
Furtherrmore, neither are there any constraints on possible deviations from
mediurrrterm plans nor well-defined corrective actions in place in this respect.

Convergence Repart, June 2024 =)

11885/24 ADD 1

KG/sl

ECOFIN 1A EN

www.parlament.gv.at


https://www.parlament.gv.at/pls/portal/le.link?gp=XXVII&ityp=EU&inr=191651&code1=RAT&code2=&gruppen=Link:11885/24;Nr:11885;Year:24&comp=11885%7C2024%7C
https://www.parlament.gv.at/pls/portal/le.link?gp=XXVII&ityp=EU&inr=191651&code1=RMA&code2=&gruppen=Link:ECOFIN%201;Code:ECOFIN;Nr:1&comp=ECOFIN%7C1%7C

533

Hungary faces medium sustainability risks over the medium term and the long
term, mainly due to the debt level heing projected to remain above but close to
the 60 % reference value, but also due to the ageing population. The European
Commission's 2023 Debt Sustainability Monitor points to medium risks bath in the
mediurm term and the lang term with a projected decline in the debt ratio over the
forecast period. This lower medium-term risk compared with the 2021 assessment is
driven by the notable decrease inthe debt-to-GOP ratio. The debt ratio was expected
to stand at 75.2% of GDOF in 2023 under the baseline scenariain the 2021 Fiscal
Sustainability Report, but in the most recent Debt Sustainability report, it was expected
to stand at B9.9% of GOP (i.e. below the actual outcome of 73.5% of GOP in 2023).
Looking at the longer term, according to the 2024 Ageing Report prepared by the
Ageing Working Group (AW3E) of the EU's Economic Policy Committee, ¥ Hungary
would experience a significant rise in age-related expendture of 5.2 percentage paoints
by 2070 under the baseline from a level of 19.0% of GDP in 2022 to a level of 21.3% of
GOP in 2070, which is 1.2 percentage paints lower than in the previous repart. Under
the AWWG's risk scenario, this increase is projected to be 4.0 percentage points higher
than under the baseline (arising mainly from increases of 3.1% and 1.0% of GOP in
long-term care and healthcare respectively), which is signficantly abave the EU
average. All these factors suggest that refarms are needed to improve the long-term
sustainability of public finances.

Looking ahead, a prudent and credible fiscal policy, as well as further structural
reforms, are needed to ensure a downward debt path and compliance with the
Stability and Growth Pact. A prudent fiscal policy is needed to safeguard the
sustainability of public finances. A consistent and prudent fiscal palicy will also ensure
that Hungary camplieswith the Stabilty and Grawth Pact, reduces its public debt level
and maintains buffers to alleviate adverse shocks. Policies aimed at improving tax
collection and reducing the informal econamy should continue to be pursued.
Digtortive tax measures should be avoided. Reinforcing multi-annual fiscal planning
could mitigate the procyelicality of fiscal policy and increase the effectiveness of public
spending. Structural reforms to the pension system, as well as the health and
long-term care systems, are also necessary to address longer-term risks to fiscal
sustainability. In addition, the Mext Generation EU prograrme needsto be
implemented efficiently and effectively in arder to support the potential for growth and
to adjust to the structural changes that are under way. Finally, growth-friendly fiscal
adjustments are important, based an reversing the dawnward trend in gavernment
investrment.

Exchange rate developments

Ower the reference period from 20 June 2022 to 19 June 2024, the Hungarian
forint did not participate in ERM II, but traded under a flexible exchange rate
regime. In the two- vear reference period the Hungarian forint was often significantly

% European Commission and Econamic Policy Committes, " The 2024Ageing R eport Economic &
Budgetary Projections far the 22 EU Member States (2019-20700", Evmpean Sroroa i festideliona!
Paoer, Ho 279, European Commission, 2024,
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weaker than its June 2022 average exchange rate against the euro of 396,66 forints
per eura, which is used as a benchrmark for illustrative purposes in the absence of an
ERM I central rate (Chart 5.3.3). The maximum upward deviation from this
benchmark was 7. 2%, while the mazimum downward deviation amounted to 3.6%. On
19 June 2024 the exchange rate stood at 3963400 farints per euro, i.e. the forint was
trading almost at the same level (0.19%) as its average level in June 2022, The Magyar
Mermzeti Bank entered a repo line arrangement with the ECE in June 2020, under
which it could baorrow up to & hillon against high- quality euro-denominated callateral
to provide eura liquidity to Hungarian financial institutions in order to address possible
needs owing to the pandemic. This agreement remained in place over the reference
period as it was extended again in January 2024, Asthis arrangement helped to
reduce the potential risk of financial vulnerabilities, it rmay also have had an impact on
exchange rate developments overthe reference period. Over the past ten years the
exchange rate of the Hungarian forint against the euro has depreciated by 29.6%.

The exchange rate of the Hungarian forint against the euro exhihited, on
average, avery high degree of volatility over the reference period. Between June
and October 2022 the Hungarian forint continued toweaken —atrend that had started
with Hussia's invasion of Ukraine — against the background of rapidly rising energy
prices, a deteriarating external balance, ensuing inflationary pressures, the warsening
econamic outlook, and deteriarating international investar sentiment towards the
region. The Magyar Memzeti Bank responded by continuing the rate-hiking cycle it had
started in mid-2021 raising its key policy rate on five accasions, by a total of 710 basis
points, to stand at 13% at the end of September 2022, In the last guarter of 2022 the
forint recovered same of its losses as energy prices receded somewhat fram their
record highs, while the Magyar Memzeti Bank maintained its restrictive monetary
policy stance and conducted daily overnight deposit tenders at a rate of 18%, and
short-term interest rate differentials against the three-rmonth EURIBOR peaked at 14.5
percentage paints. The exchange rate of the farint continued to display a very high
degree of wvolatility throughout mast of 2023, reflecting the continued uncertainty in
financial markets about the evolution of the energy crisis and regarding
macroeconomic vulnerabilities in Hungary. The forint started to stabilise towards the
end of 2023 as exchange rate wolatility declined. In May that year, the Magyar Memzeti
Bank started to cut interest rates. This led to a decline in shart-term interest rate
differentials, down to 40%, and prompted the Magyar Nemzeti Bank to reinstate its
central bank base rate as its key palicy rate, which it gradually reduced from 13% in
Septernber 2023 to 7.0% at the end of June 2024,

The HICP-based real effective exchange rate of the Hungarian forint has
appreciated slightly over the past ten years (Chart 5.3 4). While the real effective
exchange rate depreciated between 2014 and 2021, mainly reflecting the depreciation
of the nominal exchange rate in effective terms, it began to appreciate sharply from
2022 This was because the very high level of inflation following the sharp rise in
energy prices in 2021, which was exacerbated in the wake of Russia's invasion of
Llkraine in February 2022 put upward pressure an the real effective exchange rate.
Loaking ahead, thisindicatar should be interpreted with caution, as Hungary is subject
to a process of economic canvergence, which complicates any long-term assessment
of real exchange rate developments.
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Ower the pastten years Hunganys combined current and capital account
halance has remained in surplus and contributed to a reduction in the countrny’s
net foreign liabilities, which, however, remain high (Table 53 3). Between 2014
and 2018 Hungary recaorded robust combined current and capital account surpluses,
averaging 4. 3% of GOP aver the period. This reflected bath a large trade surplus —
which more than offset the deficit on income payments —as well as a sizeable capital
account surpluswhich was due to large transfers fram the EU budget. In 2019 and
2020 the combined current and capital account balance narrowed to about 1% of
GOP, owing to very robust domestic demand which caused the balance of the current
account toturn negative. In 2021 the current account deficit widened further, to 4.1%
of GOP, asexports declined more than imports during the pandermic, pushing the
combined current and capital account into a deficit of 1.6% of GDP. Primarily as a
result of the large increases in energy prices following Russia's invasion of Llkraine,
Hungary's current account defict increased further in 2022 10 §.3% of GDP. Howev er,
it maoved inta slightly pasttive territory in 2023, standing at 0.3% of GOP, as a result of
energy prices receding fromtheir peak levels and adjustrments in energy consumption
and domestic investrment and consurmption expenditure. Until 2019 Hungary's current
and capital account surplus had been mirrared in net financial outflows. Since 2015
the country's current account deficit has been financed by net inflows of partfalio and
directinvestment aswell as other investment. Against this background, gross external
debt gradually decreased from an average of 119.6% of GOP overthe period 2014-18
to stand &t 98.9% of GOF in 2019, In 2020 gross external debt increased sharply to
156.6% of GOP, largely owing to transactions by a major special-purpose entity —
which also led to an approximately equal increase in the country's gross external
assets — and in 2023 it stood at 129.3% of GOP on account of fast nominal GDP
growth in the high inflation ervironment. As a result, Hungary's net foreign liabilities
declined frorm an average of above B0% of GOP in the period 2014-18 to around S0%
inthe period since 2015. The international investment posttion reached -46.5% of
GOP in 2023. The country's net fareign liabilities remain high. Fiscal and structural
policies therefore continue to be important far supparting external sustainability and
the competitiveness of the economy, especially in a more valatile environment
characterised by geopolitical tensions and cormmodity price shocks.

The Hungarian economy is well integrated with the euro area through trade and
investment linkages. |n 2023 exponts of goods and services to the eura area

can stituted 53.8% of total exports, while the correspanding figure far imports was
marginally lower, at 55.1%. In the same year the share of the euro area in Hungary's
stock of inward direct irvestment stood at 47 9% and its share in the country's stock of
portfolio investment liabilities was 50.9%. The share of Hungary's stock of foreign
assets invested inthe euro area amounted to 38.7% in the case of direct investment
and B5.4% for portfolio investment in 2023

Long-term interest rate developments

Ower the reference period fromJune 2023 to May 2024, long-term interest rates
in Hungary stood at6.8% on average and were thus above the 4.8% reference
value for the interest rate convergence criterion {Chart 5.3.5).
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The downward path in long-term interest rates in Hungary observed since 2014
was interrupted after the pandemic. Until 2017 domestic factors, such as the
irmpravernent in general macroeconomic conditions amid lower global risk aversion,
had contributed ta the decline in lang-terminterest rates. During this periad, manetary
palicy contributed to an easing of financing conditions and, therefore, to a decline in
long-term rates as the Magyar Nemzeti Bank introduced foreign exchange and
long-term interest rate swaps, purchased corporate, mortgage and gov ernment
bonds, and provided cheap financing far small and medium-sized enterprises through
its various Funding for Growth measures. Lang-term interest rates in Hungary
declined from around 6% in early 2014 to around 2% in December 2017 After
increasing temporarily in 2018 owing to the rebound in economic activity and a
resurgence of inflationary pressures, long-terrm interest rates resumed their decling in
2019, This reflected the deterioration inthe global econaomic outlaok as well as the
decline in global yields that was driven by higher levels of global risk aversion, which
fawvoured global portfalia flows into low-risk assets, including Hungarian fixed income
assets. In 2020 long-term interest rates fluctuated around 2%, supported by the
gquantitative easing measures taken by the Magyar Mermzeti Bank. These sought to
improve financing conditions in the economy and, in turn, dampen the high financial
market v alatility caused by the impact of the pandemic and ensure the proper
functioning of the monetary policy transmission mechanism. In addition, to counter the
negative impact of the pandemic on the economic outlook, the central bank reduced
itz rmain policy rate from 0.9% 0 06% in July 2020 From mid-2021 — following &
robust recovery of the econamy and, mare recently, the acceleration in inflation
dynamics, which was also related to Russia's invasion of Ukraine in February 2022 —
the Magyar Memzeti Bank tightened monetary palicy by increasing the palicy rate and
scaling back its quantitative easing measures. Dormestic and glabal disinflationary
pressures from Septernber 2023 led the Magyar Memzeti Bank to start cutting the key
policy rate in Octaber 2023, 1t stood at 7.0% in June 2024, Long-term interest rates in
Hungary peaked at 10% in October 2022 befaore falling to 5.8% in May 2024, Ten-year
credit default swap spreads on Hungarian government debt have increased
significantly over the past two years but, after hitting 300 basis points in Moy ember
2022, they declined to less than170 basis points in May 2024, 15 basis points higher
than their level in May 2022, Hungary's government debt is rated investment grade by
all three main rating agencies (Moody's: Baa2; S&F: BEE; Fitch: BEB).

Hungary’s long-term interest rate differential vis-a-vis the euro area declined
recently after along period of stabilisation (Chart 53 6). Hungary's long-term
interest rate differential declined frorm around 3 percentage points in 2014 to around 2
percentage paints in 2015, where it stayed for the following five years. From May 2020
the long-terminterest rate differential increased steadily, initially owing to the relatively
sharper decline in euro area interest rates and then, fram 2021, to the positive and
increasing inflation differential and the relatively larger increase in policy rates in
Hungary. Over the period from May 2022 to May 2024 the long-term interest rate
differential declined from 5.5 percentage points to 3.7 percentage points, having
peaked at mare than 7.0 percentage points in October 2022,

Capital markets in Hungary are smaller and much less developed than thosein
the euro area (Tahle 5.3.4). Stock market capitalization, which stood at 17 6% of
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GOP in 2023, was slightly higher than the annual average during the period 2014-23.
In 2023 outstanding debt securities issued by non-financial corporations rermained at
low levels, standing at 4.7% of GDP, but were higher than the ten-year average of
2.8% aver the period 2014-23. Debt securitiesissued by financial institutions in 2023
amounted to 127% of GOP, which is considerably above the average value recorded
overthe period 2014-23. Hungarian banks' borrowing fram euro area banks — a
measure of banking system integration — increased significantly in 2023, with claims
by eura area banks on Hunganan banks standing at 7.3% of GDP, compared with
4.9% aver the period 2014-23. The degree of financial intermediation is lower than the
euro area average and is amang the lowest in the region. MFI credit to

non-gov ernment residents stood at 35.1% of GDP in 2023, slightly below the average
lewel recorded overthe period 2014-23.

Statistical tables and charts
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Poland

Frice developments

In May 2024 the 12-month average rate of HICP inflation in Poland was 6.1%, i.e.
well above the reference value of 3.3% for the criterion on price stability (Chart
5.4.1). This rate is expected to decrease gradually aver the coming months, driven by
the past monetary palicy tightening and the ongoing easing of pipeline pressures and
supply bottlenecks.

Ower the pastten years the 12-month average rate of HICP inflation has
fluctuated within a very wide range, from 0.7% to 15.2%. HICF inflation was
notably subdued in 2014 and 2015, reflecting the weakening of domestic ecanamic
activity in the preceding years and the significant fall in glabal cammadity prices. In
response to the decline in inflation, Narodowy Bank Polski cut its main policy rate to
1.5% in March 2015, From mid-2016 HICP inflation rose gradually on the back of
relatively rabust econamic activity. In line with farecasts of an economic slowdown and
afasterthan anticipated fall in inflation in 2020 as a result ofthe COYID-19 pandemic,
from mid-March that vear Marodowy Bank Palski lowered its main palicy rate on

sev eral occasions, bringing it down to a histarical low of 0.1% in May. In 2021 inflation
rose sharply, to 5.2%, on account of surging energy prices, supply bottlenecks
triggered by the pandemic, and strong increases in global demand for goods amid a
robust rebound in ecanomic activity. Russia's invasion of Ukraine in late February
2022 exacerbated the increase in global commadity prices and supply bottlenecks,
which led to a strong acceleration of HICP inflation to 13.2% that year (Table 5.4.1). As
with the other central and eastern European countries under review, Poland has been
particularly vulnerable to recent global shocks, owing mainly ta certain structural
features of its economy and its exposure to Russia (see Chapter 3). To counteract the
risk of inflation expectations becaming unanchored from the target, Marodowy Bank
Folski implemented a number of decisive policy rate hikes in 2021 and 2022 up to
B.75%. The government also introduced discretionary fiscal support measures,
predominantly in 2022 and 2023, to alleviate the high inflation burden on the econamy.
These measures were mainly in the form of caps on electricity and gas prices and
reductions in indirect taxes. After peaking at 17.2% in February 2023, HICP inflation
started to decrease notably, owing to the fall in food and energy prices, weaker
dormestic demand resulting, in part, from earlier monetary policy tightening, subdued
econamic activity abroad and an appreciation of the Palish zlaty. Inthis context,
Marodowy Bank Polski decided to cut its main policy rate in September and October,
bringing it down to5.75%.

In May 2024 the annual rate of HICP inflation reached 2.8%. The strong decline in
headline inflation in 2023 moderated in early 2024, This can be attributed to the fading
impact of the unwinding of the sharp increases in energy prices a year befare and the
return of the %AT rate on staple food products to 5% from April 2024 . Atthe same time,
inflation excluding food and energy hasremained higher than headline HICP inflation
arid rabust wage growth, labour market bottlenecks and a gradual impravement in
econormic activity,
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Policy choices have played an important role in anchoring inflation
expectations in Poland over the past decade, most notably the orientation of
monetary policy towards price stability. Marodowy Bank Polski operates a floating
exchange rate systern and has had an inflation-targeting maonetary policy framewark in
place since 1998, The medium-term consumer price inflation target has been 25%
(1 percentage point) since 2004, Despite the high level of inflation recorded since
2021, inflation expectations have remained broadly consistent with the inflation target
range aver the medium term, supported by the past manetary policy tightening,
greater labour market flexibility and increased product market competition, as well as
the discretionary fiscal measures implemented in 2022 and 2023 to help to contain
inflationary pressures.

While remaining elevated, inflation is projected to decline in 202425, but over
the longer term there are concerns about the sustainability of inflation
comvergence in Poland. According to the Eurapean Commission's Spring 2024
Economic Forecast, HICP inflation is projected to fall fram 10.9% in 2023 t0 4.3% in
2024 and 4.2% in 2025, The rermoval of the measure s to contain grice pressures could
have a significant ternporary upward irmpact oninflation, patticularly from mid-2024.
However, these farecasts are subject to considerable uncertainty about the evalution
of energy prices and the geapolitical situation. Risks to the inflation outlook are tited to
the upside, as renewed glabal supply bottlenecks could push up prices further in
certain product segments, and tensions in energy markets may continue to
exacerbate inflationary pressures. In addition, labour market conditions rernain tight,
with unit labour costs hav ing grown by 22.0% over the period from 2020 to 2023 — well
abave the euro area rate of 9.5% — challenging the competitiveness of the Palish
econarmy (Table 32). Looking further ahead, the catching-up pracessis likely to result
in positive inflation differentials vis-3-vis the eura area, given that GOP per capita and
price levels are still lower in Poland than inthe euro area, unless this is counteracted
by an appreciation of the nominal exchange rate. In order to prevent the build-up of
excesshe price pressures and macroeconomic imbalances, the catching-up process
must be supported by appropriate policies.

Achieving an environment that is conducive to sustainable convergence in
Poland requires stability-oriented economic policies and targeted structural
reforms. Although the Paolish economy managed toweather the global energy price
shock and the decline in global activity comparatively well, a number of structural
issues =il need to be addressed. It is important that fiscal and structural policies
continue to support external sustainability, enhance competitiveness and ensure
investor confidence. In order to foster potential growth and resource allocation, efforts
are required to boast competition in praduct markets, and to speed up innav ation and
infrastructure modernisation. Inthe labour market, inwiew of the ageing population, it
is essential to increase the labour force participation rate by removing disincentives to
wark and by pursuing policies to support a better integration of refugees. Inthe
mediurm term, there is a pressing need for Poland to reduce both its reliance on fossil
fuel energy production and ts greenhouse gas emissions. Against this background, it
will be important to ensure an efficient and effective absorption of the EU funds
allocated to the country. ‘With regard to macroeconomic imbalances, the European
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Comrmission did not select Poland for an in-depth review in its Alert Mechanism Repart
2024,

Financial sector policies should be aimed at safeguarding financial stability and
ensuring that the financial sector makes a sound contribution to economic
growth. The banking sector remains resilient and banks' capital positions have
irmproved. Growth in lending to the non-financial sector began to recoverin late 2023,
partly as a result of the government's new mortgage subsidy scheme, but could
remain relatively subdued inthe coming years, owing largely to factors affecting
demand. However, lang-term loans ta non-financial corporations are expected to pick
up, among other things, to co-finance investment projects under Poland's Recovery
and Resilience Plan. Credit risk remains at a moderate level owing to the favourable
labour market situation and to banks' still relatively solid capacity to service their
liabilities, as well as to their prudential lending policies. Legal risks associated with
banks' exposure to foreign exchange-denominated mortgage loans remain the main
challenge facing the banking sectar. Banks have actively managed thisrisk by offering
settlerments to their custormers and by creating loan loss provisions, although the
associated costs are squeezing their profitabilty. Inthis respect, regulatary changes
and any related uncertainty may impair the stabilty of banking activity and adv ersely
affect long-term business decisions. Untargeted mortgage credit halidays could
undermine incentives to service debt and weaken the banking system's ability to
provide credit. In orderto further strengthen the financial system, the national
competent authorities should continue to improve their supervisory practices, amaong
other things, by following the applicable recommendations from the relevant
international and European bodies, and by collaborating closely with other national
supervisors of EUJ Member States within the supervisory colleges.

Fiscal developments

Poland’s general government budget halance was well ahove the 3% deficit
reference value in 2023, while its government debt remained below the 60%
reference threshold. In the reference year 2023, the general government budget
balance recorded a deficit of 5.1% of GOP, well above the 3% reference valie. The
general gavernment gross debt-to-GOP ratio stood at 49.6%, therefare remaining
below the B0% reference value (Table 5.4 2). Campared with the previous vear, the
deficit saw an increase of 1.7 percentage points of GOP, with a slight rise of 0.4
percentage points in the debt ratio. The budget deficits in 2022 and 2023 were
significantly influenced by the econamic impact of Russia'swar against Ukraine and
the discretionary fiscal policy measures taken in response ta the related high energy
prices.

The European Commission found, in June 2024 that Poland did not fulfil the
deficit criterion of the Stahility and Growth Pact. On 19 June 2024 the European
Commission published a report prepared in accordance with Article 126(3) of the
Treaty far 12 hember States, including Paland, which found that Paland had
exceeded the deficit reference value in 2023 and was planning for its deficit in 2024 to
be above 3% of GOP. These deficits were above , and not close to, the reference value
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and the excess was not assessed to be either temporary or exceptional. Overall,
taking into account relev ant factors, as appropriate, the report's analysis sugpested
that Paland did naot fulfil the deficit criterion of the Stabilty and Growth Pact. Based on
the conclusions of its repart, the Cammission announced its intention to propose to the
Council, in July, that a decision be adapted under Article 126(8) estahlishing the
existence of an excessive deficit situation in Poland. During the period inwhich the
general escape clause underthe Stability and Growth Pact applied (due to the
pandemic and the invasion of Ukraine by Russia), the Eurapean Cammission faund, in
June 2021 and May 2023, that the general government deficit-to-GDP ratio in 2020
and 2022 respectively, had been above and not close to the reference value of 3%
Moreover, in May 2022, the Commission found that the planned defict in 2022 was
alzo above and not close to 3% of GDP. In all three cases, the Commission's analysis
suggested that the deficit criterion had not been fulfilled. However, given the high
uncerainty surrounding the macroeconomic outlaok, the Cammission considered that
at that juncture a decision on whether to place Member States underthe excessive
deficit procedure should not be taken. From 2009 Poland had been subject to an
excessi e deficit procedure, which was subseguently abrogated by the ECOFIN
Councilin June 2015 ane year eatlier than the extended deadline, on account of a
gystemic pension refarm. Inthe subsequent period 10 2019 there were some
deviations from the requirements of the prev entive arm of the Stability and Growth
Pact, particularly in respect of the recormmended adjustrment path tow ards the
country's mediu-term objective.

The budget balance deteriorated significantly over the period 202123, with the
deficit standing at much higher levels than those prior to the pandemic.
Foland's budget balance had shown a marked improvement prior to the pandemic,
with a low deficit of 0.7 % of GOP in 2019 which was 3 percentage points lower than in
2014, However, during the pandernic in 2020, the deficit ratio surged by 6.2
percentage paoints, driven by cyclical factors and fiscal measures to protect the
econarmy. Once the pandemic-related support had been phased out and the ecanamy
had begun to recaver, the deficitimproved significantly, dropping to 1.5% of GDP by
2021, This irmprov ernent was short-lived, as the deficit rose again to 3.4% of GDP by
2022, mainly due to measures to address the energy crisis. In 2023 the deficit further
deteriorated by 1.7 percentage points, whichwas attributable to cyclical factars, the
impact of inflation indexatian, a rise in interest payments and new spending initiatives,
including for defence. The budget balance in 2023 was 4.4 percentage points of GOP
lower than in 2019, i e. the year before the outbreak of the pandemic.

Aside from the peak during the pandemic in 2020, the debt-to-GDP ratio has
remained relatively stable over the past decade, fluctuating around 50% . Prior to
the pandemic, the ratio had been on a dowmward trajectory, falling from 54.5% in 2016
to45.7% in 2019, thanks to a very favourable interest-growth differential and modest
prirmary surpluses, The pandemic subsequently led to an increasing prirary deficit
and negative growth, along with a significant deficit-debt adjustment (5.5% of GDF),
resulting in an 115 percentage paint increase inthe debt ratio in 2020, which was
abave itshistarical average. Since then, it declined up to 2023 by 7B percentage
points, reaching 49 6% in 2023, largely an the back of strong nominal GOP growth.
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While the debt ratio in 2023 was only slightly above its average level, it remained 3.9
percentage points above the 2019 level.

The composition of Poland’s government debt makes it vulnerable to
fluctuations in interest rate and exchange rate developments. Since 2023, 237 %
of the government debt has been tied to variable interest rates, while short-term deht
has constituted a mere 1.6% of the total debt (Table 5,42, Considering these factors,
along with the debt-to-GDP ratio, the budget balance is sensitive to shifts in interest
rates. Furthermare, a relatively high share of the debt, 24.4% iz denominated in
fareign currencies, predominantly in euro, while B5.4% of the debt is held
domestically. Given these factors, aswell as the debtta-GOP ratio, Poland's budget
balance is also sensitive to changes in exchange rates.

The European Commission’s Spring 2024 Economic Forecast anticipates a
continuation of the high deficits and a notable increase in the debt ratio. The
forecast predicts the general gavernment deficit to reach 5.4 % and 45% of GDP in
2024 and 2025 respectively, which significantly exceeds the 3% reference value. This
developrent is largely structural, with the structural defict also remaining excessively
high and amounting to 4.3% of GOP in 2025, This sizeable deficit reflects persisting
high spending pressures, most notably in areas of public wages, social transfers and
defence investments. The government debt ratio is projected to increase during this
period, yet ta remain below the B0% reference value, reaching 537 % and 57 7% in
2024 and 2025 respectively. One significant factor which contributes towards the
divergence between the budget balance and the debt ratio developments has been
attributed to substantial stock-flow adjustments, primarily on account of the timing of
payments and deliveries of miltary-related investments.

The Polish fiscal framework is strong overall, but its effectiveness could he
enhanced. The constitutional debt limit of B0% of GDP acts as a constraint againstthe
accurnulation of excessive debt and, therefore, helps ensure fiscal sustainability.
Wediurrrterm budgetary planning is based on the Multiannual State Financial Plan, as
well asa permanent expenditure rule established in2015. This rule limits spending
grawth in accardance with predefined debt threshalds. However, recent dev elopment s
have seen several new expenditure categories being funded through e stra-budgetary
funds which do not fall under this spending rule. Thus far, Poland is the only EU
cauntry that does not have an independent fiscal council, a stuation which is at odds
with the provisions of the fiscal campact. This is expected to change based on
intentions expressed by its government.

Poland faces high risks to fiscal sustainability in the medium run and medium
risks in the long nun, as the adequacy of the pension system needs to be
safeguarded. The European Commission's 2024 Country Repart found that Paoland
faces high fiscal sustainahilty risks over the medium term ¥ Lang-term risks are
classified as medium due to an unfavourable initial budgetary position and projected
age-refated expenditure. In this respect, the 2024 Ageing Report prepared by the

T The debtzustainability analsis publiched & part ofthe European Caommission's Cauntry Report far
Faland an 19 June 2024 fallowes the multidimensional approach ofthe European Commission's 2023
Lebt Sustainability Monitar, updated based on the Commiszion's Spring 2024 Economic Forecast.
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Ageing Working Group of the EU's Econormic Policy Cormmittee'® shows 5 1.9
percentage point rise in age-related expenditure by 2070 underthe baseline, from
19.1% of GDP in 2022 The expected increase is driven by healthcare and long-term
care spending, while pension spending is projected to remain stable. However, amid a
marked increase in population ageing and the ald-age dependency ratio, only a
substantial decline in the benefit ratio can stabilise the pension bill, unless reforms are
undertaken to increase contributions or the retirement age. ' This poses risks of
old-age poverty and could trigger additional social payments to support the elderly,
thereby weighing on lang-term fiscal sustainability.

Looking ahead, Poland’s fiscal policy should focus on reducing the budgetary
deficit and complying with the Stability and Growth Pact, pushing through
structural reforms to ensure the long-termsustainability of public finances. This
will help to counter any adverse shocks. The Mext Generation EU programme needs
to beimplemented efficiently and effectively in order to foster the necessary refarms to
the Palish ecanomy. Strengthening the role of national institutions that monitor EU
fiscal rule compliance is vital. Additionally, efforts to simplify labour taxation, reduce
the tax wedge and imprave the progressivity of tax and social benefits schemes
should continue. Preserving the long-term sustainability of public finances and
praviding adequate pension payments, aswel as healthcare and long-term care
services, continues to be of paramount impartance.

Exchange rate developments

In the two-year reference period from 20 June 2072 to 19 June 2024, the Polish
zloty did not participate in ERM I, but traded under a flexible exchange rate
regime. Overthe reference period the Polish zloty often traded cloge to its June 2022
average exchange rate against the euro of 4 6471 zlotys per euro, which is used as a
benchrmark far illustrative purposes in the absence of an ERM I central rate (Chart
5.4.3). The maximum upward deviation fram this benchmark was 8.6%, while the
maxirmurm dowrweard deviation armounted to 4.8%. On 19 June 2024 the exchange
rate stood at 4.3300 zlotys per euro, e, the zloty was 5.8% stronger than its average
level inJune 2022, Between March 2022 and mid-January 2024 Marodowy Bank
Falski had a swap line arrangement with the ECE, under which it could barrow up to
£10 billian against zlotys in order to address potential euro liquidity needs in the Palish
financial system. As this arrangement helped to reduce the potential risk of financial
vulnerabilities, it may also have had an impact on exchange rate developrments over
the reference period. Owerthe past ten years the exchange rate of the Palish zloty
against the euro has depreciated by 4.7%.

2 Eyropean Commission and Econamic Policy Committes, " The 2024Ageing R eport Economic &
Budgetary Projections far the EU Member States (2022-20700", Evmpear Evonos i frsttudions! Feoer,
Mo 278, European Commission, 2021,

¥ The benefit ratio & defined & average pensiors in relation to average wages. The ald-age dependency
ratio is defined as the ratio bebween the number of persons aged 85 and ower [ age when they are
generally economically inactive) and the number of persons aged bebween 15 and G4,
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The exchange rate of the Polish zloty against the euro exhibited, on average, a
relatively high degree of volatility over the reference period. From June 2022 to
barch 2023 the Polish zloty fluctuated mo stly within a narrow range of between

4.7 zlatys and 4.8 zlotys per euro. However, since the beginning of April 2023 the zlaty
has appreciated somewhat against the eura. Overall, exchange rate volatility tended
toincrease inautumn 2023, likely reflecting changes in Narodowy Bank Polski's
monetary policy rates in Septermber and October 2023, The exchange rate has
stabilised since the beginning of 20224 at around 4.3 zlotys per eura. There was a
notable decline in shart-term interest rate differentials against the three-manth
EURIBOR, which gradually decreased from around 65 percentage points in mid-2022
to around 1.9 percentage points at the end of 2023, They hav e remained largely stable
since then. Changes inthese differentials largely reflected the increases in the key
ECE interest rate s between July 2022 and Septemnber 2023,

The HICP-hased real effective exchange rate of the Polish zloty has appreciated
somewhat over the past ten years (Chart 5.4 .4). The real effective exchange rate
weakened until 2016 and then remained broadly stable before recording a strong
appreciation from early 2022, Relatively high inflation following the sharp rise in
energy prices in 2021, which was exacerbated in the wake of Russia's inv asion of
Ukraine in February 2022 put upward pressure an the real effective exchange rate.
Loaking ahead, this indicatar should be interpreted with caution, as Paland is subject
toa process of economic convergence  which complicates any long-term assessment
of real exchange rate developments.

Poland’s combined current and capital account balance has increased over the
past ten years and the country’s net foreign liabilities have tended to decline
(Table 5.4.3). After standing virtually in balance on average aver the period 2014-18,
the combined current and capital account subseguently recorded an increasing
surpluswhich reached a peak in 2020 of slightly above 4% of GOP. ltthen declined to
a deficit of close to 2% of GDP in 2022 largely owing to a reduction in the goadstrade
balance. However, in 2023 a higher goods balance led to an improvement inthe
camhbined current and capital account, which turned inta a surplus of 1.8% of GDP. On
the financing side, Poland has received net inflows in direct inv estment over the past
ten years, which have tended to increase. Gross external debt increased until 2016,
but has steadily declined since then and reached 48.3% of GOP in 2023, Cver this
ten-year period Poland's negative net international investment position has also
declined gradually, from close ta 70% of GOP in 2014 to 31.4% of GDP in 2023. Net
foreign liabilities mostly consist of net direct investment. Fiscal and structural policies
continue to be important for supporting external sustainability, maintaining Poland's
attractiveness as atarget for foreign direct investment and enhancing the
campetitiveness of the econamy, especially in a mare valatile enviranment
characterised by geopaolitical and commodity price shocks,

The Polish economy i well integrated with the euro area through trade and
investment linkages. |n 2023 exports of goods and services to the euro area
constituted 57 .2% of total exports, while the corresponding figure far imports was
slightly lower at 55.8%. In the same year the share of the eura area in Poland's stock
of imward direct investment stood at 6.7 %, and its share inthe country's stock of
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portfolio investment liabilities was 46.4%. The share of Poland's stock of foreign
assets invested inthe euro area amounted to 56.1% in the case of direct investrment
and 48.4% for portfolio investment.

Long-term interest rate developments

Over the reference period fromJune 2023 to May 2024, long-term interest rates
in Poland stood at 3.6% on average and were thus above the reference value of
4.8% for the interest rate convergence criterion (Chart 5.4 5).

Owerall, long-term interest rates in Poland have increased since 2014, when
they averaged around 3.5%. Over the period 2014-20 long-term interest rates on
sovereign bonds fluctuated between 2% and 4% amid a gradual tightening of the fiscal
stance by the Palish Government and the diminishing impact of the global and eura
area financial crises. From the end of 2014 long-term interest rates in Paland
increased for two years as the positive economic cycle led to higher growth and
inflation. After peaking at around 4% at the start of 2017, long-term interest rates
initially declined anly moderately, reflecting falling inflation armid still resilient real
econamic growth aswell as fiscal tightening. The decline accelerated in 2019, with
lang-term rates being mastly influenced by glabal trends. They reached around 2% at
the beginning of 2020, despite guite robust domestic growth and increasing inflation.
In 2020 long-term interest rates declined further and stabilised at historical lows of
slightly above 1% in the context of a swift easing of monetary policy. In re sponse to the
outbreak of the pandemic, Marodowy Bank Palski cut the maonetary policy reference
rate to 0.1% in May 2020 and launched guantitative easing measures. The measures
were aimed at changing the lang-term liquidity structure of the banking sectar,
ensuring the liguidity of the secondary markets for government securities and
government-guaranteed debt securities and enhancing the impact of the MNarodowy
Bank Palski's interest rate cuts on the economy (i.e. strengthening the functioning of
the monetary policy transmission mechanism). Between 2021 and late 2022,
long-term interest rates increased, gradually at first and then more decisively from
October 2021, owing mostly to the economic recovery, the rise in inflation, the
gignificant upside risksto inflation and the downside risks to the fiscal position posed
by Russia'sinvasion of Ukraine. Maradowy Bank Palski responded to rising
inflationary pressures by decisively raising policy rates until September 2022, 1t
subsequently cut policy rates in Septernber and October 2023 as incorming data
suggested that the inflation outlook had irmproved substantially amid weaker than
expected growth. As a result, the reference interest rate stood at 5.75% at the end of
the review period. Lang-term interest rates also increased significantly during the
review period, reaching 5.7 % in May 2024 after peaking at about 8.0% in October
2022 After increasing significantly at the beginning of the review period | credit d efault
swap spreads declined to around 100 basis points by May 2024, around the same
level as in May 2022, The spreads thus remain low by historical standards and among
the lowest in the group of peer countries in the region, suggesting a benign market
perception of sov ereign credit risk. Paland's government debt is currently rated
investrment grade by all three main rating agencies (Moody's: A2, S&P: A Fitch: A
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Poland’s long-term interest rate differential vis-a-vis the euro area declined
significantly during the review period, reaching 2.6 percentage points in May
2024 (Chart 54.6). Thisfigure isin linewith the long-term average differential over the
period 2014-21, which fluctuated between around 1 and 2 percentage paints, driven
by the dynamism of econamic activity and inflationary pressures. Owing to the sharp
acceleration in inflation in Poland since the surmmer of 2021, the interest rate
differential widened and reached its historical peak of 4.8 percentage points in May
2022 {up fram 1.1 percentage points in April 2020). In May 2024 the end of the review
period, the interest rate differential vis-a-vis the eura area AA4 yield stood at 3.0
percentage paints.

Capital markets in Poland are smaller and much less developed than those in
the euro area (Tahle 5.4 4). The markets for financial and non-financial corporate
debt were still rmuch smaller than the respective markets inthe euro area atthe end of
2023, Debt securities issued by financial and non-financial corporations stood at
10.0% and 2.0% of GOP respectively. In 2023 stock market capitalisation was 229% of
GOP, lower than the annual average over the period 2014-23 but still one of the
highest levels among peer countries. Euro area banks' provision of fundsto the Paolish
banking system is quite limited. The claims of euro area MFls on Palish banks
accounted for 3.8% of Polish banks' liabilitie s at the end of 2022.The degree of
financial intermediation in Poland, as measured by credit extended by MFIsta the
priv ate sectar, is in line with that of peer countries in the region, amounting to 40.3% of
GOP in 2023 (compare d with 99.6% in the euro area). Foreign ownership of banks in
Foland, while remaining elevated, has declined markedly in recent years on the back
of government initiatives. A the end of 2023 the share of foreign banks in total Palish
banking sectar assets stood at around 40%.

Statistical tables and charts

Foland
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Romania

Frice developments

In May 2024 the 12-month average rate of HICP inflation in Romania was 7.6%,
i.e. considerably above the reference value of 3.3% for the criterion on price
stability (Chart 5.5.1). This rate is expected to decrease gradually aver the caming
manths, driven by past manetary palicy tightening and the angoing easing of pipeline
pressures and supply bottlenecks.

Ower the pastten years the 12-month average rate of HICP inflation has
fluctuated within a very wide range, from -1.7% to 13.2%. Starting from a
moderate level, HICP inflation slipped into negative territary in June 2015 owing to a
serie s of tax cuts. |t remained negative thraughout 2016, befare turning positive again
at the beginning of 2017, partly on account of favourable base effects. In 2018 it
continued on an upward trend on the back of strong fiscal stimulus and increases in
minimurmwages, averaging 4.1% over the year and remaining around that level alsa in
2019 (Table 5.5.1). HICF inflation then fell significantly in 2020, reflecting the
downturn in ecanomic activity as a result of the COVID-19 pandemic. Supply-side
shocks, particularly in relation o prices for electricity, natural gas and fuel, and then
food price increases, contributed to inflation rising considerably during the second half
of 2021 and exceeding the upper bound of the variation band around the target . In
response, Banca Matjonald a Romaniei started a monetary palicy tightening cycle in
October 2021, Inflation accelerated further fallowing Russia's invasion of Ukraine in
late February 2022, peaking at 14.6% in November that year. This increase was
largely due to higher food and energy prices, together with severe bottlenecks in
glabal supply chains. Aswith the other central and eastern European countries under
review, Homania has been paricularly wulnerable to recent global shocks, owing
mainly to certain structural features of its economy (see Chapter 3). Since the end of
2022 HICR inflation has been falling, down fram 12% on average that year to 97% in
2023, This decrease was driven by the ongoing easing of pipeline pressures and
supply bottlenecks, the maonetary palicy tightening and government measures to
mitigate the impact of the energy price rises (mainly in the form of transfers to
households and firms). This notwithstanding, HICF inflation remained at elevated
lewels owing to dormestic price pressures stemming from wage and pension increases.
Between October 2021 and January 2023 Banca Mationald a Roméniei raised its
policy rate an 11 ocecasions, from 1.25% up to the current level of 7%,

In May 2024 the annual rate of HICP inflation reached 5.8%. After rising in January
on the back of hikes in indirect taxes, HICP inflation decreased gradually over the
following rmonths, owing to declining food prices alongside falling electricity and
natural gas prices in April after the government changed its energy price-related
measures. A the same time, care inflation remained sticky, reflecting strang wage
developments in the context of a tight labour market and minimum wage increases, as
well as higher short-term inflation expectations. Banca Mationald a Romdaniei has kept
itz main policy rates unchanged since January 2023 in an attermpt to durably reduce
inflation.
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The orientation of monetary policy towards price stability has played an
important role in shaping inflation dynamics in Romania over the past decade.
[n 2005 Banca Mationald a Romaniel shifted to an inflation-targeting frarmework
cambined with & managed floating exchange rate regime. In 2005 the annual CPI
inflation target was set at ¥ 5% and was reduced gradually until 2012 In 2013 the
central bank adopted a flat target of 2.5%, with avariation band of £1 percentage
point. Despite the significant increases in monetary policy rates fram October 2021 in
order to bring inflation back to the target, the prolonged period of loose fiscal policy
(see Section 5.5.2) has continued to fuel inflationary pressures, especially since 2022,

While remaining elevated, inflation is expected to continue on a downward
trend over the forecast horizon, but over the longer term there are concerns
about the sustainahility of inflation convergence in Romania. According to the
European Commission's Spring 2024 Economic Forecast, HICP inflation is expected
to decrease to 59%in 2024 and 4.0% in 2025, Howev er, these forecasts are subject
to considerable uncertainty about the evolution of energy prices and the geapaolitical
situation, as renewed global supply bottlenecks and tensionsin energy markets could
push up inflation further. Risks to the inflation outlook are tilted to the upside, owing
mainly ta fizcal policy, as well as labour market conditions and wage dynamics. Labaour
shortages and related wage pressures are expected to persist inthe medium term.
Loaking further ahead, there are concerns about the sustainability of inflation
convergence in Romania over the longer term, also taking into account the marked
increase in unit labour costs, Unit labour costs grew by 267 % aver the period from
2020 to 2023 —well above the euro area rate of 9.5% — challenging the
campetitiveness of the Romanian ecanamy, as this differential was not offset by
naminal exchange rate developments (Table 3.2). The catching-up process is also
likely ta result in positiv e inflation differentials vis-a-vis the euro area, given that GOP
per capita and price levels are still lower in Romania than in the euro area, unless this
is counteracted by an appreciation of the domestic currency against the euro. In order
to prevent the build-up of excessive price pressures and reduce macroecaonomic
imbalances, the catching-up process must be supported by appropriate policies. In
particular, wage growth needs to be consistent with groductivity growth, among other
things in order to safeguard price competitiveness and the attractiveness of Romania
to fareign investars.

Achieving an environment that is conducive to sustainable convergence in
Romania requires stability-oriented economic policies and wide-ranging
structural reforms. With regard to macroeconomic imbalances, the European
Commission selected Homania for an in-depth reviewe in its Alert Mechanism Report
2024 highlighting significant concerns related to cost competitiveness, external
sustainability and the government deficit. The relative inefficiency of the country's
institutions and gov ernance , as well as its weak business environment, continue to
harmper its growth potential in an environment of low productivity, As headwinds
related to Romania's dermographic profile and labour market (e, its ageing population
coupled with high migration outflows) are likely to persist, Romania's current graowth
strateqy, based on extensive labour utilisation, should be complemented by a growth
model that is mare focused on fostering innavation, as well as knowledge-based and
high-value-added industries (e.g. ICT). Continued reform efforts aimed at fighting
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corruption, irmproving competition and enhancing the predictability of the country's tax,
judicial, regulatory and administrative systems are needed, as they would also boost
the country's attractiveness to foreign creditors by increasing trust in dormestic
institutions. Measures should include upgrading skill levels by impraving access to
education far the minortties and the under-represented, strengthening the insa bl ency
regime and cambating regional disparities in living standards to spur a more inclusive
growth, Finally, an efficient and effective absorption of EU funds remains key to
fastering economic conv ergence in the medium term and to guiding the econamy in
the upcaming green and digital transition.

Financial sector policies should be aimed at safequarding financial stability and
ensuring that the financial sector makes a sound contribution to economic
growth. After several profitable years there appearsto be limited vulnerabilities in the
banking sector, with banks having built up relatively large capital and liguidity buffers,
and naon-performing loan ratios having come claser to EU levels. The rise in fareign
currency lending to non-financial carporations since 2022 warrants close monitoring.
Tofurther strengthen the resilience of the financial system in the light of the high glabal
uncertainty, the Romanian authorities decided to increase the countercyclical capital
buffer fram 0.5% to 1% from October 2023, In arder to balster confidence in the
financial system, the national competent authorities should continue to improve their
supenisory practices, among other things, by following the applicable
recommendations fram the relevant international and European boadies, and by
collaborating closely with other national supervisors of EU Member States within the
supetvisory colleges.

Fiscal developments

Romania's general government budget deficit was significantly above the3%
reference value in 2023, while its debt level was helow the 80% reference value.
In the reference year 2023, the general government budget balance recorded a deficit
of 6.6% of GOP, i.e. significantly above the 3% reference value. The general

gov ernment debt ratio was 48.8% of GDP, i.e. below the B0% reference value (Table
5.52). Compared with the previous year, the general government deficit increased by
0.3 percentage points of GOP and the debt ratio increased moderately by 1.3
percentage paints of GOP. With regard to other fiscal factors, the deficit ratio
exceeded the ratio of public investment to GOP in 2023, The budget deficits in 2022
and 2023 were affected by the economic impact of Russia's war against Ukraine and
the discretionary fiscal palicy measures taken in response to the related high energy
prices.

Romania is currently subject to an excessive deficit procedure and the
European Commission found, in June 2024, that it had not taken effective
action to put an end to its excessive deficit situation. Following a
recammendation from the European Commission of 4 March 2020 an the basis of a
projected excessive deficit in 2019, the Council decided an 3 April 2020, in
accordance with Article 126(8) of the Treaty, that an excessive deficit existed in
Romania and issued a recommendation to correct the excessive deficit by 2022 at the
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latest. In 2021, a Council recornmendation revised the date for correcting this
excessi e deficit to 2024 with the argurment being that the economic recovery
following the pandemic should not be compramised. On 19 June 2024 | the European
Commission assessed that Romania had not reached the headline deficit target of

4 4% in 2023 and was not farecast to put an end to its excessive deficit by 2024
either"™ Moreover, it found that R omania's fiscal effort had fallen significantly short of
what had been recommended and that net prirmary expenditure had grown much
fasterthan recommended. On that basis, the Commission recommended to the
Council that a decision be adopted establishing that Romania had naot taken effective
action in response to the Council recommendation to put an end ta the excessive
deficit situation by 2024, at the latest.

Both cyclical and non-cyclical factors contributed to the deterioration in the
hudget balance over the period 201923, with the budget deficit in 2023
remaining above the pre-pandemic level in 2019. Romania's fiscal position
appeared highly vulnerable even befare the outhreak of the pandemic and the energy
crisis, with the deficit having reached 4.3% of GDP by 2019, following a steady
deterioration which had begunin 2016, In 2020 the deficit ratio deteriorated by 5
percentage points and the structural balance by 2 2 percentage paints. This was
mainly the result of pre-existing expansionary palicies (including significant increases
in pensian payments), as wel as temporary measures taken in the face of the
pandernic (albeit these were smaller in size than those implemented in other
countries) and cyclical factors. The budget deficit recorded a net improverment of 2.7
percentage points between 2021 and 2023, driven by a rise in the structural balance
by 1.5 percentage paints. This was on account of strang energy-related taxes and
current expenditure that had grown less than nominal GDP, as well as cyclical
conditions. The 2023 budget deficit nonetheless stands 2.3 percentage points above
the pre-pandermic defict level seen in 2019, with the structural deficit being higher than
in2019 by 1.4 percentage paints.

The debt-to-GDP ratio, while remaining belowthe 60% reference value, has
heen predominantly increasing since 2019. Priar to the pandemic, the debt ratio
had decreased from 39.1% of GOP in 2014 to 34.4% of GDP in 2018 owing to a
favourable interest growth differential and, to a lesser extent, some favourable
deficit- debt adjustments, but in 2019 it had increased slightly. The debt ratio
subsequently increased strangly by 13.4 percentage poaints over the period 2020-21,
when it reached 48 5% of GOP. Since then, it increased slightly, reaching 48 5% of
GOP in 2023, thus remaining 13.7 percentage points above its pre-pandemic level,
The increases over the period 2019-23 were largely the result of primary deficits, with
the fav ourable interest growth differential helping to contain the debtincrease averthe
period of 2021-23 (Table 5.5.2).

The level and structure of government debt indicate that Romania’s fiscal
halances are protected from sudden changes in interest rates, however, those
halances are sensitive to exchanyge rate fluctuations. The share of gavernment

8 Recommendation for a8 Council decision establishing that Romania has taken no effective action in
response to the Council Recommendation of 12 June 2021, 3, Brussels, 19 June 2024,
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debt with a short-term maturity is low (B8.5% of overall debt in 2023 — Table 5.5.2).
Taking into account medium and long-term debt with 2 variable interest rate as a
percentage of GOP, fiscal balances appear relatively insensitive to interest rate
changes. The proportion of fareign currency-denominated government debt is high
(51.8% in 2023). Taking the size of the debt in relation to GOPF inta cansideration, it
can therefore be concluded that the fizcal balances are sensitive to exchange rate
movernents, mainly the eurofleu exchange rate, asa large part of the debt is
denominated in eura (33.0% of foreign-denominated debt in 2023).

The European Commission’s Spring 2024 Economic Forecast foresees a
moderate deterioration in the budget balance by 2025 and a significant increase
in the deht ratio, with significant further consolidation required for Romania to
correct its excessive deficit situation. According to the European Commission's
Spring 2024 Economic Forecast, the deficit is projected to increase to 5.9% of GDP in
2024 andto 7.0% of GOP in 2025, This forecast includes the shart-term cost of the
pension reform that was adopted in November 2023 and will come into farce in
Septernber 2024, Romania istherefore not expected to correct its excessive deficit by
2024 as required by the Council of the Eurapean Union. Ower the period 2024-25 the
structural deficit is projected to increase toB.4% of GOP in 2024 and 6.7 % of GDFin
2025, 'With regard to the debt ratio, the European Commission forecasts an increase
of 2.1 percentage points of GOP in 2024, followed by a further increase of 3.0
percentage points in 2025, The debt ratio is projected to rermain below the B0%
reference value, reaching 53.9% of GOP in 2025, but this would be its highest level
since 1995, On the basis of the BEuropean Commission's Spring 2024 Economic
Forecast, significant further consalidation will be required to correct its excessive
deficit.

Romania has strengthened its national fiscal governance framework
significantly, but the framework has not been respected or applied effectively,
particularly in the context of policy decisions taken from 2015 onwards.
Romania's fiscal gavernance framewaork was strengthened following the adaoption of
the fiscal campact (through the implementation of a structural budget balance rule, a
debt rule and & correction mechanism), the creation of an independent fiscal council in
2010 and a refarm of the tax collection agency. However R ormania has systematically
and repeatedly derogated fram its national fiscal rules and the timeline for the adoptian
of the mediur-term fiscal strategy, as enshrined in the national fiscal framewarl,
thereby rendering these rules largely ineffective. In particular, the Romanian
authorities should fully support the Fiscal Council by submitting the budget in a tirmely
manner and by increasing the transparency of the macroeconomic andfiscal forecasts
as well as the budget documentation. The government should alsa increase effarts to
refarm the public administration and make tax palicy and administration more efficient.
Some progress hasbeen made with public finance management, including through
the new law tasking the Fiscal Council with a regular impact assessment of spending
reviews, Limited progress has been made in publicinve strent project preparation and
priaritisation. However, progress in improving the gavernance and performance of
state-owned enterprises has been made, yet significant shortcomings in te rms of
implementation persist. Romania's budgetary adjustment would be well supparted by
the full application of the national fiscal framewark,
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Romania faces high sustainability risks in the medium and in the long term,
with only slight increases in age-related public expenditure projected over the
period 2022 -70. Over the medium term, the European Cornmission's 2024 Country
Repoart risk classification remains unchanged compared with the 2021 Fiscal
Suctainability Report, with ageing costs weighing on the results %! Over the long
term, the increase fram the mediumto high-risk classification, compared with the 2021
Fizscal Sustainability Report, is attributable to the unfavourable initial budgetary
postion. The European Commission's 2024 Ageing Report prepared by the Ageing
Wiorking Group (AWG) of the EL's Economic Policy Comrittea' which incorporates
the pension reforms adopted in Movember 2023, points to a slight increase of 0.2
percentage points of GOP in age-related public expenditure over the period 2022-70
under its baseline, frorm a level of 158% of GDP in2022. The projected decrease in
pension expenditure by 09 percentage points of GOF averthe period 2022-70 largely
campensates for the projected increase in health and long-term care expenditure.
While aver the full prajection harizon of the Ageing Report, pension spending is
projected to fall, a notable increase is expected during the first period of the prajection
horizon (2022-45). Under the AWG's risk scenario, the increase inthe cost of ageing
amounted to 4.3 percentage points of GDP.

Looking ahead, additional reforms and significant consolidation in line with the
requirements of the Stability and Growth Pact are needed to safeguard the
sustainahility of public finances over the medium term. Romania must ensure
compliance with the reguirerments of the excessive deficit procedure through
significant further consolidation. This needsto be supported by efforts geared towards
enhancing the quality of public finances and reinfarcing the grawth potential of the
econarmy. hareaver, the Mext Generation B programme needs to be implemented
efficiently and effectively. The Romanian government should make further efforts to
irmprove the tax collection system, fight tax evasion, increase spending efficiency,
advance structural fiscal refarms (including in the carparate governance of
state-owned enterprises) and complete tax systemn refarms.

Exchange rate developments

Ower the reference period from 20 June 2022 to 19 June 2024, the Romanian leu
did not participate in ERM Il, but traded under aflexihle exchange rate regime
involving a managed float of the currency’s exchange rate. Over the two-year
reference period the Romanian leu mostly traded close to its June 2022 average
exchange rate against the euro of 49444 lei per eura, which is used as a benchmark
forillustrative purposes in the absence of an ERM || central rate (Chart 5.5.3). The
maximum upward deviation from this benchmark was 2 5%, while the maximum

¥ The debtsustainability analsis publiched & part ofthe European Caommission's Cauntry Report far
Romania on 19 June 2024 falloves the multidimension al approach of the European Commission's 2023
Lebt Sustainability Monitor, updated based on the European Commission's Spring 2024 Economic
Forecast.

= Eyropean Commission and Econamic Policy Committes, " The 2024Ageing R eport Economic &
Budgetary Projections far the EU Member States (2022-20700", Evmpear Evonos i frsttudions! Feoer,
MoZ¥9, European Commission, 2024,
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dowrweard deviation amounted to 0.7 %, On 19 June 2024 the exchange rate stood at
49768 lei per euro, i.e. the lew was 0.7 % weaker than its average level in June 2022,
Between June 2020 and mid-January 2024 Banca Mationald a Rorméniei had a repo
line arrangement with the ECE, under which it could barrow up to €4.5 billion against
high-quality euro-denominated collateral to provide eura liguidity to Romanian
financial institutions in order to address possible liguidity needs. Asthis arrangement
helped to reduce the potential risk of financial vulnerabilities, it may also have had an
impact an exchange rate developments over the reference period. Cverthe past ten
years the Romanian leu has depreciated against the euro by 13.3%.

The exchange rate of the Romanian leu against the euro exhibited, on average,
alow degree of volatility over the reference period. From mid-2022 exchange rate
volatilty increased somewhat, with the leu seeing several episodes of slight
appreciation against the euro followed by more pronounced depreciations. This was
against the background of the greater relative attractiveness of investments in
domestic currency and the dowmaard carrection of the current account deficitin 2023,
as well as fluctuations in global risk appetite. Throughout the reference period the
Romanian leu continued its steady trend depreciation, given the risks stemming from
the fiscal position and external imbalance. Since September 20223 the exchange rate
has fluctuated between 496 lei and 4953 lei per eura. Cver the reference period
short-term interest rate differentials against the three-month EURIBOR were wide.
After reaching a peak of 7.1 percentage points in the three-month period ending in
Septernber 2022, the interest rate differential came down again and stood at

2 percentage points in the three-month period ending in farch 2024, The recent
narrwing of short-term interest rate differentials largely reflects a maderation in the
pace of monetary palicy tightening by Banca Matjionald a Roméaniei, as well as the
increases in the key ECE interest rates which started in July 2022,

The Romanian leu has appreciated over the past ten years in HICP-hased real
effective terms (Chart 3.5.4). Cwerall, this appreciation mainly reflected
developments in relative prices. The relatively high level of inflation following the sharp
rise in energy prices in 2021, which was exacerbated in the wake of Russia's invasion
of Ukraine in February 2022, put additional upward pressure on the real effective
exchange rate. Looking ahead , this indicator should be interpreted with caution, as
Romania is subject to a process of economic conv ergence, which complicates any
long-term assessment of real exchange rate developments.

Romania's current and capital account balance has weakened over the past ten
years, while the country’s net foreign liahilities have declined gradually but
remain high (Table 5.53). Following three consecutive EU and [MF financial
assistance programmes ending in 2015, the combined current and capital account
balance strengthened until 2016, befare deteriorating notably in subsequent years.
This deterioration reflected a growing trade deficit on the back of a worsening
merchandise goods balance in conjunction with a flattening services surplus, as
Romania's export performance weakened and strong domestic demand fuelled impart
grawth. This trend continued after the pandemic, which further warsened the trade
balance owing to the emergence of global supply chain disruptions. In 2023 the
current account deficit declined as domestic demand growth slowed, import prices of
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energy declined and services exports continued their upweard trend. On the financing
side, from 2014 to 2018 net inflowes in direct and portfolio iny estrment were more than
offset by net oufflows in other inv estment, and gross external debt declined
simultanecusly. Partfolio investment inflaws in the form of debt securities
subsequently gained in impartance. Given the Romanian govermment's fiscal suppart
measures (financed in part by the issuance of international bonds) and the contraction
of the country's econormy induced by the pandemic, the gross external debt ratio
increased to 57 .9% in 2020, After declining over the fallowing twa years on the back of
high nominal GOP growth, it edged up again to 52 .7 % in 2023. While the country's net
international investment position has improved steadily aver the past ten years, net
foreign liabilities remained relatively high at -39.8% in 2023, Hence, fiscal and
structural policies continue to be important for supporting external sustainability,
maintaining Homania's aftractiveness to foreign direct investors and enhancing the
campetitiveness of the econamy, especially in a mare valatile enviranment
characterised by geopaolitical and commadity price shocks.

The Romanian economy is well integrated with the euro area through trade and
investment linkages. |n 2023 exports of goods and services to the euro area
constituted 55.5% of total exports, while the corresponding figure far imports
amounted to 54.4%. Inthe same year the share of the euro area in Romania's stock of
inward direct investment stood at 79.65% and its share in the country's stack of partfolio
investrent liabilities was 53.4%. The share of Romania's stock of fareign assets
invested inthe euro area amounted to B6.1% in the case of direct investment and
70.6% for portfolio investrment in 2023

Long-term interest rate developments

Ower the reference period fromJune 2023 to May 2024, long-term interest rates
in Romania stood at 64% on average, ahove the 4 8% reference value for the
interest rate convergence criterion (Chart 5.5.5].

Long-term interest rates in Romania stood at 6.3% in May 2024, having reached
maore than 9% in October 2022, the highest level during the review period. In
2014 and early 2015 long-term interest rates in Romania declined steadily from mare
than 5% to a historical low of 2.8% in February 2015, Thiswas driven by both domestic
factors, such as a decrease in inflation outturns and expectations, and external
factors, in particular developrnents inthe euro area, where sovereign bond s gradually
priced in the lower risk of euro area member government bonds. For the following five
years, lang-term interest rates were affected by imbalances in the Romanian
econarmy, which materialised in positive inflation dynamics, sizeable current account
deficits and uncertainty regarding the sustainability of the Government's fiscal policy.
The long-term interest rate in Romania increased steadily and fluctuated between 3%
and 4% over the period 2015-17 and between 4% and 5% frorm 2018 until the outbreak
of the pandemic in spring 2020. To counter the negative impact of the pandemic an
inflation and ecanamic growth, Banca Mationald a Roméniei acted quickly to ease
manetary policy. In March 2020 it cut policy rates and decided to conduct government
bond purchases inthe secondary market, After cumulative rate cuts of 125 basis
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points between March 2020 and January 2021, policy rates stood at 1.25% until
October2021. Frorn then, in a context of rising inflation and supply-side shocks posing
upside risks to medium-term inflation expectations —which were then further
exacerbated by the impact on food and energy prices of Russia's imeasion of Ukraine
in February 2022 — Banca Mationald a Raméaniei rev ersed the course of maonetary
policy and, over time, brought the policy rate up to 79, where it currently stands. Over
the review period, long-term interest rates in Romania dedlined frorm a peak of more
than 9% in October 2022 to B.3% in May 2024, This came on the back of declining
inflation from the end of 2022 and evidence of a slowdown in econamic activity in
2023, During the review period, credit default swap spreads for Romanian government
bonds increased to more than 400 basis points in October 2022 before falling to 200
basis points in May 2024, This is one of the highest levels armong the group of peer
cauntries in the region and is mainly related to market concerns about the structural
sustainability of domestic gavernment finances. Romania's government debt is rated
the lowest investment-grade notch by all three main rating agencies (Moody's: Baa3,
S&F: BBE-; Fitch: BEE-).

After standing at close to 2.5 percentage points over the period 2014-16, the
long-term interest rate differential of Romanian bonds vis-a-vis the euro area
has since increas ed (Chart 5.5.6). The increase was driven by persistent
macroecanomic imbalances in the Ramanian econamy. It showed a spike in 2022
before cormpletely reversing. The diferential stood at 3.2 percentage points at the end
of the review period, having reached 7.3 percentage pointsin July 2022,

Capital markets in Romania are much smaller than those in the euro area and
are still underdeveloped (Table 5.54). At the end of 2023 the Romanian corporate
debt market was almost non-existent, with outstanding debt securities issued by
financial and non-financial corporations amounting to only 1.8% and 0.3 % of GDP
respectively. Romania's equity market also rermains quite small, with a stock market
capitalisation of 13.56% of GDP in 2023, which ranks among the lowest in the region.
Foreign-owned banks play a major rale in Romania and accounted for around B6% of
total banking assetsin 2023, The degree of financial intermediation is quite small and
the lowest in the region, with WMFIs extending the equivalent of 24.1% of GOP in credit
tothe private sector in 2023, Overthe past decade Romanian banks have gradually
relied less an euro area banks for their funding needs. The claims of eura area banks
on Romanian banks have declined from an annual average of 6.7 % of tatal liabilities of
domestic MFls aver the period 2014-23 to 2.9% in 2023, Since 2014 MFI loans
denorminated in domestic currency as a share of total loans extended to the private
sector have increased consistently, frorm about 44% atthe end of 2014 to B9% in April

2024,
555 Statistical tables and charts
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6.1

Sweden

Frice developments

In May 2024 the 12-month average rate of HICP inflation in Sweden was 36%,
i.e. above the reference value of 33% for the criterion on price stahility

(Chart 56.1). This rate is expected to decrease gradually overthe coming manths,
driven by a restrictiv e manetary policy stance, a fall in energy prices and the angaing
easing of pipeline pressures.

Ower the pastten years the 12-month average rate of HICP inflation has
fluctuated within a wide range, from 02% to 92%. Owing to the lagged effects of
the krana's depreciation and strang ecanomic growth, HICP inflation picked up in 2015
from the very low levels the year before. This upward trend was also driven by an
accommodative monetary policy stance, as that year Sveriges Riksbank had lowered
itz rmain policy rate into negative territory and launched a programme of government
bond purchases. Between early 2017 and early 2019, HIC P inflation hovered between
1.4% and 2.5%, as valatile energy prices contributed to fitful inflation growth. In 2018
and 2019 Sveriges Riksbank raised its repa rate in two step s from-0.50%to 0%, in the
light of robust economic growth and accelerating core inflation. With the COMD-19
pandernic-related contraction of the Swedish economy in the first half of 2020, HICP
inflation fell significantly, averaging 0.7 % aver the whole year. In 2021 it roseto2.7%
owing o rising energy prices and a strang rebound in ecanomic activity. Russia's
invasian of Llkraine in late Febroary 2022 exacerbated supply shortages and the
scarcity of raw materials, pushing up energy and commodity prices significantly. Az a
result, HICF inflation peaked at 10.8%in Decernber 2022 and remained well above
the 2.0% target until Movember 2023, In April 2022 Sveriges Riksbank launched a
serie s of interest rate hikes, bringing its key policy rate up to 4.0% in September 2023,
In addition, the government intraduced energy support measures, including fuel tax
cuts (cormbined with a reduction inthe biofuel blending requirements) and electricity
price subsidies in 2022, Economic activity started to contract in the second haff of
2023, as real disposable incomes were hit by tighter financial conditions and high
energy prices, leading to falls in spending, particularly in the household and
construction sectors (Table 56.1). By December inflation had fallen to 1.9% onthe
back of a decline in non-energy inflation and energy prices.

In May 2024 the annual rate of HICP inflation reached 2 5%. In the first five months
of 2024 bath headline and care inflation moderated further, in a context of high interest
rates and weak ecanamic activity. In addition, energy prices fell sharply, reflecting
lower glabal energy prices, changes in energy taxation and a reduction in the
requirernents for mixing biofuel into petral and diesel. VWith inflation approaching the
target and econormic activity remaining weak, Sveriges Riksbank reduced its key
palicy rate by 25 basis points to 3.75% in May 2024,

Policy choices have played an important role in shaping inflation dynamics in
Sweden over the past decade, most notably the orientation of monetary policy
towards price stability. Since 1995 Sveriges Riksbank has had an inflation target
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that is quantified as an annual rise of 2.0% in the consumer price indesx (CRI).
Sweden's institutional framework, which fosters prudent fiscal policy and wage
formation, has lent support to the achievement of price stability. In September 2017,
while keeping the inflation target at 20%, Sveriges Riksbank decided to switch to an
inflation target defined in terms of the CPIF (the CPl with a fixed interest rate) as a
formal target wariable for monetary policy. It also decided to introduce a v ariation band
of £1 percentage point to llustrate uncertainty surrounding the develaprment of
inflation.

Inflation in Sweden is likely to fall to close to the target over the forecast
horizon. Accarding to the BEuropean Commission's Spring 2024 Economic Forecast,
HICP inflation is projected to stand at 2.0%in 2024 and to fallto 1.8%in 2025, The
near-term outlook for economic activity is subdued. Although base effects for energy
prices led to a rise in headline inflation at the beginning of 2024 disinflation is set to
cantinue overthe farecast harizan, as domesticwage and price pressures are likely to
remain contained. However, these forecasts are subject to considerable uncertainty
about the evolution of energy prices and the geopalitical situation. Risks to the inflation
outlook are balanced, as there are a number of uncertain factors relating to the
international enviranment and the exchange rate that could drive inflation either up or
down. Laoking further ahead , manetary palicy and the stability-ariented institutional
framewso rk should continue to suppoart the achievement of price stability in Sweden.

Maintaining an environment that is conducive to sustainable convergence in
Sweden requires the continuation of stability-oriented economic policies and
targeted structural reforms. High levels of private debt coupled with large numbers
of flexible interest rate mortgages mean that Swedish househalds are particularly
vulnerable tointerest rate fluctuations and economic downturns, which, in turn, poses
risks for the housing market and the stabilty of the Swedish econarmy. The European
Commizssion selected Sweden for an in-depth review in its Alert Mechanism Report
2024 | in particular because of the macroeconomic imbalances stemming from the
housing market.

Financial sector policies should be aimed at continuing to safeguard financial
stability and ensuring that the financial s ector makes a sound contribution to
economic growth, Macro-financial volatility has increased in recent years, owing
primarily to instability in property prices, elev ated levels of househald indebtedness
and the banking sector's large exposure to the real estate market. Although the
resilience of the banking sectar has improved in recent years, as banks have built up
liquidity buffers and increased their capital ratios, the Swedish authorities need to
addressthe stroctural factars behind the valatility in propery prices once the business
cycle allows, for instance by refarming property taxation and impraving the functioning
of the rental market. In arder to bolster confidence in the financial systemn, the national
competent authorities should continue to imprave their supervisory practices, amaong
otherthings, by following the applicable recommendations fram the relevant
intermational and European bodies, and by collaborating closely with other national
supervisors of EU Member States within the supervisory colleges.
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Fiscal developments

Sweden’s general government budget deficit was well below the 3% reference
value in 2023 and its debt ratio was well belowthe 60% reference value. In the
reference year 2023, the general government budget recorded a deficit of 0.6% of
GOP, i.e. well below the 3% deficit reference value. The general government debt ratio
was 31.2% of GOP, i.e. well below the B0% reference value (Table 56.2). Compared
with the previous year, the budget balance decreased by 1.8 percentage paints of
GOP, while the debt ratio declined notably by 2.0 percentage points. With regard to
other fiscal factors, the deficit ratio did not exceed the ratio of public investment to
GOP in 2023. The budget deficits in 2022 and 2023 were affected by the econamic
impact of Russia'swar against Ukraine and the discretionary fiscal palicy measures
taken in respanse to the related high energy prices.

Sweden has never been subject to an ECOFIN Council decision on the
existence of an excessive deficit. Sweden is currently subject to the preventive arm
of the Stability and Growth Pact. The European Commission's Spring 2024 Econamic
Forecast assessed that the structural balance remained within the medium-term
ohjective in 2023

The hudget balance improved strongly in 2021 and 2022, following the trough
during the pandemic, but deteriorated again in 2023. Frior to the pandemic,
Sweden had consistently recorded structural surpluses and moast of the time also
surpluses inthe overall fiscal balance, amounting to0.5% of GDP in 2018, 1n 2020, at
the peak of the pandemic, the budget balance deteriorated by 3.3 percentage points of
GOP due to a deterioration in the cyclical conditions, as well as a deterioration in the
structural balance by 1.1 percentage points. Asthe effects of the pandemic dissipated,
the exceptional expenditure measures were gradually withdrawn and the structural
balance returned to surplusterritary, reaching 0.9% of GDP in 2022 and 0.1% in 2023.
Cwer this period, the budget balance was also helped by a strong cyclical recovery,
which partly reversed in 2023 when economic activity began to weaken, The budget
balance in 2023 was 1.1% of GOP loweerthan in 2019 i.e. the vear before the outbreak
of the pandemic.

Despite the pandemic, the government debt-to.GDP ratio has continued its
declining trend and remained well below the 60% reference value over the past
ten years. Prior to the pandemic, the debt ratio had declined between 2014 and 2019
by 3.4 percentage pointsto 35.6% of GDP thanks to a combination of primary
surpluses and favourable interest-growth differentials. The fallout ofthe pandemic was
an increase in the debt ratio by 45 percentage paints in 2020, but by 2022 the ratio
had fallen back below the pre-pandemic level, driven by an improved interest-grawth
differential and primary surpluses. In 2023 the ratio fell further, in spite of a
deteriorating e conomic cycle, to reach the histarically low rate of 31 2% of GOP, which
was 4.4 percentage points below its level in 2019

Sweden’s government debt structure shows that fiscal balances are relatively
sensitive to interest rate variations but relatively insensitive to exchange rate
fluctuations. The share of government debt with a shark-term rmaturity ishigh (31.5%
in 2023). A further noticeable part of its debt with mediurm and long-term maturities is
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exposed to variable interest rates (12.0% in 2022 — Table 56.2). After taking into
account the level of the debt ratio, the fiscal balances rermain relatively sensitive to
interest rate movements. Furthermore, the share of government debt denominated in
fareign currency is low (8.9% in 2023), which leaves fiscal balances relatively
insensitive to exchange rate mavements.

The European Commission’s Spring 2024 E conomic Forecast predicts a
moderate deterioration in the budget balance, with a moderate deficit projected
for both 2024 and 2025. According to the Commission's latest forecast, the budget
balance is expected to deteriorate, with a deficit of 1.4% of GOP in 2024 and 0.9% in
2025, butremaining well below the reference value of 3% in bath cases. The expected
moderate deterioration inthe general government balance in 2024 sterns primarily
fromweak economic activity, increasing unemployment and the lagged impact of price
increases on government expenditure, while the contribution from discretionary
spending measures is relatively limited. The gowernment debt ratia is projected to
increase moderately to 32.0% of GDP in 2024 and then to moderately decrease to
31.3% of GDP in 2025, thus rermaining well below the 60% reference value in both
YEATs,

Sweden has astrong fiscal governance framework. Following the last revision of
the fiscal framewark, which entered inta force in 2019 the general gavernment surplus
target is now Y2% of GOP over the business cycle. In addition, a debt anchar was
introduced into the fiscal framework in 2013, targeting a debt ratio of 35% (Maastricht
definttion). A deviation frorm the debt anchor by 5 percentage points or more in either
direction requires the gavernment to submit a report to Parliament explaining the
causes of the deviation and presenting an action plan to address tt. The debt level of
35% leaves a significant safety margin to the Maastricht reference value of 60% of
GOP. The Swedish fiscal framework also includes a three-yvear rolling nominal
expenditure ceiling for central gov ernment and the pension systerm, as well as a
balanced budget requirement for local governments. Cverall, the national fiscal
framewvark is strong and supports the mediurmterm sustainability of public finances in
line with the requirements of the Stahility and Growth Pact.

Sweden faces low risks to the sustainability of public finances over the medium
and long term. The analysis laid out inthe European Cormmission's 2023 Debt
Sustainability Maonitor points to low risks over the medium and lang term, which is an
assessment that has remained unchanged as compared with the 2021 Fiscal
Sustainability Report. ™ The positive assessment in the 2023 report stemmed from a
favourable initial budgetary position that more than fully mitigates the projected
increase in ageing-related costs, aswell as from low government debt. According to
the baseline from the 2024 Ageing Report prepared by the Ageing Working Group
[AWW5) of the ELU's Econoric Policy Committee™  a moderate increase in age-related
public expenditure by 0.9 percentage points of GOP is expected aver the period

8 This assess mentwas confirmed by the updated debt sustainability analysis thatw as published as part of
the Eurapean Commission's Country B epartfor Sweden on 19 June 2024

¥ European Commission and Econamic Policy Committes, " The 2024Ageing Report Economic and
Budgetary Projections far the EU Member States (2022-20700", Evmpear Evonos i frsttudions! Feoer,
Mo 278, European Commission, 2024,
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2022-70 from a level of 23.6% of GO in 2022, Thisrise is mainly driven by long-term
care costs Under the AWGG's risk scenario, the increase in the cost of ageing
amounted to 2.7 percentage points of GDP, which is in line with the EU average.

Looking ahead, Sweden should build on its strong track record and continue
complying with the requirements of the preventive arm of the Stahility and
Growth Pact. Sweden should continue to anchor sound public finances in its
rule-based fiscal framework, which would help to maintain the resilience of public
finances to adverse economic shocks, while ensuring fiscal space where needed far
both the green and digital transitions in the years to come.

Exchange rate developments

In the twoyear reference period from 20 June 2022 to 19 June 2024, the
Swedish krona did not participate in ERM Il, but traded under a flexible
exchange rate regime. Over the reference period the Swedish currency was mostly
significantly weaker than its June 2022 average exchange rate against the euro of
10.6005 kronar per eura, which is used as a benchmark for illustrative purposes in the
absence of an ERM II central rate (Chart5.6.3). The maximum upward deviation fram
this benchrmark was 2.3% , while the maximum downward deviation amounted to
13.1%. On 19 June 2024 the exchange rate stood at 11.2140 kronor per euro, i.e. the
krona was S 8% weaker than its average levelin June 2022, Over the reference period
Sveriges Riksbank maintained a swap agreement with the ECE for borrowing up to
£10 billian in exchange for Swedish kranaor, which has been in place since

20 December 2007 with the aim of facilitating the functioning of financial markets and
praviding eura liquidity to them i needed. As this agreement helped to reduce the
potential risk of financial vulnerabilities, t might also have had an impact on the
exchange rate of the Swedish krona against the euro overthe reference period. Over
the past ten years the exchange rate of the Swedish krona against the euro has
depreciated by 23.4%.

The exchange rate of the Swedish krona against the euro exhibited, on average,
a high degree of volatility over the two-year reference period. Overall, the krona
weakened steadily againstthe euro for most of 2022 and 2023, with the exchange rate
peaking in September 2023 when the krona traded at histarically high levels of just
under 12 kronor per eura. Several factors contributed to this weakening, such as
glabal risk sentiment and risk perceptions related specifically to the Swedish econormy
in connection with the real estate market and the high level of household debt From
late September 2023 the krana began to strengthen against the eura, before
depreciating at the turn ofthe year asthe Swedish ecanomy weakened and fluctuating
between 11 kronarand 11.7 kronor per euro. During the reference periad short-term
interest rate differentials against the three-month EURIBOR were overall low and
stood at 0.1 percentage points in the three-month period ending in March 2024,

The HICP-based real effective exchange rate of the Swedish krona has
depreciated over the past ten years {Chart 5.6.4). This depreciation in real terms
mainly reflected developments in the nominal effective exchange rate.
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Ower the pastten years Sweden has recorded relatively large current account
surpluses and has had alarge positive net international investment position
(Table 56.3). In 2023 the surplus in the combined current and capital account of the
balance of payments stood at 5.8% of GOP, reflecting surpluses in the goads and
primary incame balances. The carresponding net capital outflows in the financial
account were mainly in direct investment. Gross external debt, which is concentrated
in monetary and financial institutions, stood at 166.4% of GDP in 2023, Over the past
ten years Sweden has recorded a postive net international inv estment position on
average. In 2018 its net international investment position turned positive and it
reached 33.2% of GDP in 2023,

The Swedish economy is well integrated with the euro area through trade and
investment linkages. |n 2023 exports of goods and services to the euro area
constituted 40.7% of total exports, while the corresponding figure for imports was
higher, at 80.4%. Inthe same yearthe share of the euro area in Sweden's stock of
inward direct investment stood at 55.5% and its share in the country's stack of partfolio
investrnent liabilities was 408%. The share of Sweden's stock of foreign assets
invested in the euro area amounted to 44.1% in the case of direct investment and 33%
for porffolio investment.

Long-term interest rate developments

Over the reference period fromJune 2023 to May 2024, long-term interest rates
in Sweden stood at 25% on average and thus remained well below the 4.8%
reference value for the interest rate convergence criterion (Chart 5.6 .5).

Long-term interest rates in Sweden stood at very low levels over most of the
review period but rose towards the end to levels last seen in 2014, After falling to
almost0% between 2014 and mid-2015  partly awing to high levels of risk appetite and
a gradual shift fram safe to riskier assets | long-term interest rates in Sweden
cantinued tabe driven by both the domestic econamic cycle and global develapments.
Long-term interest rates increased moderately between 2016 and 2018, owing to &
recovery in econormic growth and inflation, before falling again in 2019, Following the
glabal dowrnward trend in 2019 and 2020, lang-term interest rates in Sweden declined
and fluctuated closely around 0% until the end of 2020, with short spells in slightly
negative territory. In 2020 Sveriges Riksbank responded ta the pandemic by
increasing the envelope of its guantitative easing programme until the end of 2021,
including purchases of government and corporate bonds and cormmercial paper. [t
alzo cut the repo rate to 0% in August 2020 — close to its histarically low level of

-50 basis points set in February 2016, Sveriges Riksbank's maonetary policy stance
remained accommodative from August 2020 to April 2022, at which point, against a
backdrop of rising and persistent inflation, the central bank began a tightening cycle
with & view to stopping high inflation from becoming entrenched in price and
wage-setting. Sveriges Riksbank's last rate increase, at the end of Movember 2023,
braught the repo rate to 4.0%. It remained there until May 2024 when the central bank
lowered it ta 3.75%. The long-term interest rate has also been increasing since
January 2022, standing at 2.4% in May 2024 the end of the review period. Sweden's
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gov ernment debt is rated the top investrment-grade notch by all three main rating
agencies (Moody's: Aaa; DAP: ALK Fitch: A8,

Historically, Sweden’s long-term interest rate differential vis-a-vis the
highest-rated euro area countries has been negative, or temporarily positive
but very small {Chart 56.6). Thanks to its sound fiscal policy and its balanced and
healthy econormy, Sweden enjoys the same credibility as the highest rated euro area
countries. %Wis-d-vis the euro area average, the interest rate differential has been
histarically negative and declined to almost -1 percentage point by the end of 2022, It
has since recavered slightly, reaching -0.7 percentage paints at the end of the review
period (-0.3 percentage paints vis-a-vis the euro area A8 yiald).

Capital markets in Sweden are highly developed, with corporate bond issuance
and stock market c apitalisation accounting for a higher percentage of GDP than
in the euro area (Table 5.6.4). Relative to GDP, outstanding amounts of debt
gecurities issued by non-financial carparations in Sweden are moare than twice as
large asthose inthe euro area. The size ofthe Swedish stock market, as a percentage
of G0OP, is also more than twice that of the euro area. Sweden's banks tend to fund
their activities by borrowing frorm euro area banks only to a limited extent. Claims of
eura area MFls accounted for 87 % of Swedish banks' total liabilities in 2023. The
degree of financial intermediation in Sweden is high. At the end of 2023 bank credit to
the private sector amounted to 131.3% of GOP, much higher than the figure for the
euro area, which was 99.6%.

Statistical tables and charts

Sweden
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6.1

Statistical methodology of convergence
indicators

The examination of the convergence process is highly dependent on the guality
and integrity of the underlying statistics; the compilation and reporting of
statistics, particularly government finance statistics (GFS), must not be subject
to any political or other external interference. Mermber States are invited to
cansider the quality and integrity of their statistics as a matter of priarity, to ensure that
a proper system of checks and balances is in place when compiling these statistics
and to apply high standards with re spect ta gavernance and guality in the damain of
statistics.

National s tatis tical authorities in each Member State and the EU statistical
authority within the European Commission (Eurostat) should enjoy
professional independence and ensure that European statistics are impartial
and of a high guality. This isin line with the principles laid down in Article 338(2) of
the Treaty the Regulation on European statistics™ and the European Statistics Code
of Practice™® Article 2{1) of the Regulation on European statistics states that the
developrment, production and dissemination of European statistics shall be governed
by the following statistical principles: a) professional independence, b} impartiality,
c) abjectivity, d) reliability, &) statistical confidentiality, and f) cost effectiveness.
FPursuant to Article 11 of the Regulation, these statistical principles are elaborated
further in the BEuropean Statistics Code of Practice.

Against this background, this chapter reviews the quality and integrity of the
comvergence indicators in terms of the underlying statistics. It provides
information an the statistical methodalogy of the convergence indicators, aswell as on
the compliance of the underying statistics with the standards ne cessary for an
appropriate assessment of the convergence process.

Institutional features relating to the quality of statistics for
the assessment of the convergence process

The governance of the European Statistical System (ESS) has been
progressively improved, in particular with the adoption of the European

% Regulation (ECY No 2232009 ofthe European Parliament and of the Council of 11 March 2009 on
European statistics and repealing Regulation (EC, Euratom) Mo 1104/2002 ofthe European Parliament
and of the Council on the ransmiszion of data subjed to statistical confidentialiy to the Statistical Office
of the European Communities, Council Regulation (EC) Mo 22287 on Community Statistics, and Council
Deciion B3E2'EEC, Euratom establizhing a Committee on the Statistical Programmes of the European
Communities (OJ L7, 31.3.2009, p. 164,

¥E  The European Statistics Code of Fractice was endorsed by the European Commiszion in it
Recommendation of 25 hay 2005 on the independence, integrity and accountability of the national and
Community statistical autharities (CORMZO052497 final), and revised by the European Statistical System
Committze in September 2091 and Nowember 2097,
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Statistics Code of Practice in 2005. |n the specific context of the EU fiscal
surveillance systern and of the excessive deficit procedure (EDF), Council Regulation
(EU) Mo B¥3/2010% granted Eurostat new competences forthe regular monitoring
and verification of public finance data, which it exercises by canducting more in-depth
dialogue wisits to Member States and by extending such visits to public entities
supplying upstream public finance data to the national statistical institutes (NS1s).

Furthermore, the legislative package of six legal texts adopted in 2011 to
strengthen the economic governance structure of the euro area and the EU as a
whole requires the compilation of high-qguality statistical information, which
needs to be produced under robust quality management.'® |n this context, the
European Statistics Code of Practice was revised in Septermber 2011 in arder to
distinguish between the principles to be implemented by ESS members and the
principles relating to the institutional environment that are to be implermented by
hember State governments. In 2017 it was revised again in orderto emphasise that
the MSls and Eurostat coordinate all activities invalved in the development, praduction
and dissemination of European statistics (produced in accordance with the Regulation
on European statistics) at the level of their national statistical systemns and the ESS
respectively.1®

In 2015 the Regulation on European statistics™ was amended in order to,
among other things, clarify that the principle of professional independence of
NSk applies unconditionally. Statistics must indeed be developed, produced and
dizseminated in an independent manner, free of any pressures from political or
interest groups ar fram EU ar national authorities, and existing institutional framewarks
must not be allowed ta restrict this principle.

Lastly, it is necessary to assure the independence of other statistical
authorities responsible for the compilation of European statistics (e.g.
ministries of finance). Other statistical authorities' responsibility for the publication of
statistics needs to be clearly identified in arder to distinguish statistical releases fram
political statements. In Paland and R omania, the Ministries of Finance compile EDP
debt data. In Bulgaria, the Ministry of Finance compiles quarterly government debt
data, while the M3l cormpiles annual government debt. The ingtitutional responsibilities

& Council Regulation (E Mo 672040 of 26 July 2010 amending R egulation (ECY) N o 47920080 as
regards the quality of statistical data in the contest of the excess e defict procedure (OJ L 198,
S07.2010, p. 1

' On 43 December 2041 the reinforced Stability and Growth Pact{SG P antared into foree with a news et
of rules for economic and fiscal surveillance. These measures, knoanwn a5 the "S- pack”, consist of five
regulatiors and one directive proposed by the European Commission and approved in Qctober 200 by
all 27 mlember States atthe time and the European Parliament.

¥ Eyropean statitics are developed, produced and disseminated by bath the ESS and the Eurapean
Swyztem of Central Banks (ESCHE) but under separ ate legal framewaks reflecting their respective
gowernance structures, The members of the ESCH are not invohbred in the production of European
statistics pursuant to the Regulation on Eurape an statistics. H amewer, with a view to minimising the
repaorting burden and guaranteeing the coherence necessaryto produce Europe an statistics, the ESS
and the ESCB cooperate closehy, while comphing with the statistical principles set outinAricle 201 of
the R egulation on European statistics . Given thatsome European statistics may be compiled by NC Bz in
their capacity as members of the ESCH, the MSk and the NCBs akso cooperate closeby under nation al
arrangements with 3 wisw to ensuring the necess any cooperation between the ESS and the ESCHE and to
guaranteeing the produdion of complete and coherent European statistics .

M Regulation (EU) 2015753 of the European Parliament and of the Council of 23 April 2015 amending
Fegulation (ECY Mo 2232009 an European statistics (OJ L 123, 1952045, p. 20).
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for the compilation of ED

P data and GFSin the countries are shown in Table 6.1. In

Romania, the Law on the organisation and functioning of official statistics includes the
principle of professional independence and applies to all statistical processes and
products. In Bulgaria and Poland, although the independence of the compilers at the
Ministries of Finance is not guaranteed by law, the monitoring and quality assurance of
the EDP data and GFS compiled by the Ministries of Finance form part of the
coordination role of the NSI.

Table 6.1

Quality and integrity of convergence statistics

Bulgaria
Institutional featines relating to the

Legal ndepandence of the natwnal
statistical institute

Admarustralive superasion and
budget autornomy

Legal mandate for data collection

Legal prov sions regarding statistical
confidentiality

HICP inflation’’

Complance with legal rinimum
standards

Other issues

Ga

Data coverage
Qutstanding statistical 1ssues

Insttuhion responsible for the
compllation of statistics

Czech Republic

Institutional features relating to the
Legal ndependence of the national

statishcal institule

Admanistrabive supervision and
budget autoriomy

Legal mandate for data collection

Legal provsions regarding staistical
confidenhbality

HICP inflation’)

Complance wilh legal manmum
standards

Other issues

C Fin gt

Data coverage
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quality and integrity of the statistics used in assessing the corvergence process

Under the Law on Stahstics, statistics are based on the pnnoples of professonal
independence, imparhalty, objectrity, reliabiity, statistical confidentialdy and cost
effectveness Under Article 8 of the Law on Stabstics, the President of tha NS is appointed by
the Prime Mrister The term of offica is fied (seven years, reappointment i possible, only
once)

The NS has the stalus of a stale agency and 1s directly subordinated ta the Councl of
Ministers It has budget autonory on the basis of an annual armount assgned from the state
budget

The Law on Statishcs deterrenes the man principles of data collechon

Under Aticles 25 to 27a of the Law on Statistics, the confidentialty of the statistical data s
assurad

Eurostat made a comphance monitonng visit in 2013 and published a reportin 2015 canfrmng
that the methods used for producing the HICP are satisfactory A follow-up report cuthring the
issues that had been addressed by Eulgana was published n 2018 There were no apparent
instances of non-compliance with the RICP methodology

Eurostat considered the representaty eness of the HICP 1o be genarally appropnate

Revenue, expenditure, defict and dabt data are provided for the pancd 201423

Mo major outstanding statistical issues identified Eurostat made an S0Py
2023 and publiched the final findings on it webste

i 1o Bulgara in

The NSI compiles the non-financial and annual financial accounts of govemment, as well as
annual government debt The Minitry of Finance compiles quarterly govemment debl and the
NCE compilesthe quarterly financial accounts of government

quality and integrity of the statistics used in i

L | P

Under Article 5 of the State Statistical Service Act, statistics are based on objactiity,
impartalty and mdependence Under Aiticle 3, the Head of the NSI s appointed by the
Precident of the Republic

The N3I 1 a cantral statishcal agencyvathin the pubhc administrstion It has budget autonomy
on the bare of an annual amount assgned from tha state budget

The State Statrdical Servica Act deterrmines the main principles of data collection

Under &ticles 16, 17 and 1€ of the State Statstical Service Act, the confidentiality of the
stalistical data s assured

Furostat made a comphance monitoring wvist n 2019 and published a report in Janusry 2020
confirming that, in general, the methods used for producing the HICP are sabisfactory There
were no apparent nstances of non-comphance with the HICP methodalogy In February 2023
Euroe tat raviewed the recommendations implemanted by the NS of the Czech Republic and
identified two areas inwhich the quality of the HICP could be mproved further

Eurostat considered the representatv eness of the HICP in terms of accuracy and rehability to
be generally adeguate

Revenue, expenditure, defict and debt data are provided for the penod 2014-23
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Qutstanding stalistical 1ssues

Instrution responsible for the
compilation of statistics

Hungary

No major outstanding statistical 1ssues wdenbfied Eurostat made an SUFvisd to the Czech
Hepubshz in 2021 and published the final f on its webst

The NSI compiles the non-financial and financial accounts of governmant, as well as
govemment debt

Institutional featsres relating to the quality and integrity of the statistics used in ing (he g ,

Legal ndepandence of the natonal
statistical institule

Adminidtrative supenvision and
budget autoromy

Legal mandate for data collechon

Legal prov ions regarding statistical
confidenhality

HICP inflation'!

Comphance with legal rinimum
standards

Otherissues

Government finance statis tics
Diata coverage
Cutstanding statistical 1ssues

Insttunon responsible for the
corpilation of statistics

Poland

Institutional features relating to the quality and inteqgity of the statistics used in

Legal ndepandence of the national
statistical institute

Admirustralive superasion and
budget autoromy
Legal mandate for data collection

Legal prov sions regarding satshcal
confidentality

HICP inflation’)
Comphance with legal minimum

standards

Other issues

Government finance statistics
Dala coverage
Outstanding statistical 1ssues

Insttution responsible for the
corrpilstion of statistics

Under Act CLV of 2015 on Cfficial Stahstics, statistics are compied following the principles of
objectraity, independence and confid bty The Head of the NS 15 appomted by the Pame
Minister The tarm of office |5 fixed (siv yesrs, raappointrment is possibla. only twica)

The NSl v 3 public admmudration under the immadiate supervision of the Govemmant It has
hudgel autonormy on the bass of an annual amount asagned from the state budget

At XV on Statiehic: deterrmines the main princples of data collechon

Under Aticle 17 of Act XM on Stabstics, the confidentality of the statishical dats 15 sssured

Eurostat made a complance montoring visit n 2012 and published a report in bMarch 2020
confirming that, in general, the methods used for producing tha HICP are satisfactory Some
mstances of non-compliance with the HICP methodology were identfied, but those were
conudered by Eurostat to be imited and unlikely to have a major impact in practice on the
annual average rates of change inthe HICP

Eurostat considered the representativeness ofthe HICPin terms of accuracy and rehabildy to
pe generally adeguate

Revenue, expenditure, deficit and debt data are provided for the penod 2014-23

No major outstanding statistical issues wentfied Eurostat made an E0F vesd (o Ho
2027 and el publich the final findings on &0 v ebste

The N3! compiles the non-financial accounts of governmen The NCB compiles government
debt and the financial accounts of govermment

ing) the convergence process

Under &ticle 1 of the Law on Public Statistics, statistics are based on relability, objacty ty and
fransparency

The Head of the NS s selected by open competition and appointed by the President of the
Council of Ministers The term of office 1s fixed (five years)

The N3i 11 a cantral agency vathin the public adminidration under superviiion of the President
of the Council of Minkitare [thas budget autenomy on the bati of sn annual amount assigned
from the tate budgst

The Law on Official Statreties determmes the main principles of data collection

Under Aticles 10, 11,12, 33,39 and 54 of the Law on Official Stabistics, the confidenbialty of
the statihical data s assured

Eurostat made a complhance monitoring visit in 2015 and pubhished a report in 2016 confimng
that the methods used for producing the HICP are of a good standard and in line vath legal
requirements

In the 2015 repont, Eurostat made futher recommendations for increasing the sccuracy snd
relabilty of the HICP Afollow-up report issued n 2018 chowed that most recormmendations
had been implementzd or were i the process of being impleamented

Revenue, expenditure, defict and debt data are provided for the penod 201423

Mo rmajor outstanding statistical 1ssues identfied Eurostat made an EDEvizitto Paland m 2022
and publithed the final finding . on ite s ebste

The NS! compiles the non-financial and financial sccounts of government The Minstry of
Finance compiles govemmant debt
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Romania

Institutional featares relating to the quality and integrity of the statistics used in assessing the convergence process

Legal ndependence of the national
statistical institute

Administralive supervision and
budget autoromy

Legal mandate for data collection

Legal provsions regarding statistical
confidentiality

HICP inflation "

Complhance with legal rminimum
standards

Other issues

Government finance statistics
Diata coverage

Cutstanding dalivtical issues

Instiution responsuble for the
compilation of statistics

Sweden

Institutional features relating to the quality and integrity of the statistics used in ing the

Legal ndepandence of the national
statishcal institule

Adrnistrative supervision and
budget autonomy

Legal mandate for data collechon

Legal prov ions regarding statistical
confidentality

HICP inflation'!

Comphance with legal rinimum
standards

Other issues

Government finance statistics
Diata coverage

Qutstanding stalistical 1ssues

Insttuhon responsible for the
compilation of datisdics

The autonorny of official statishcs 15 stated in the Statisbcal Law, together with the prnciples of
confidentrality, transparency, reliability, proporionality, statistical decntology and cost/efiizency
ratio The Head of the NS! 1= apponted by the Frime Minister The term of office 15 fixed (s1x
y=ary reappointment s poysble, only onca)

Under the Statrdical Lavs, the NS1e a specialised institubion, subordinated to the Government
It financed via the state budget

Under the Statistical Law, “the official statstics in Romaria are implemanted and coordinated
by the NSI"

The Statistical Law states that “durng statishical h, from coll to d jatian, the
offical statistics services and slaisicians have the cbhgation to adopt and implement all the
necessary measures for prolecting the data refernng to indw dual statstics subjacts (natural or
leal persong), data obtained drectly from statistical research or indirzctly through
administrative sources or from other suppliers™

Eurogtat made a compliance monitoring vist in 2018 and published a raport in Fabruary 2020
confirrming that, in general, the methods used for producing the HICP sre sabsfactory There
wete no apparent nstances of non-cormpiance with the HICP methodology In January 2023
Euroetat raviewed the recommendations implemented by the NS| of Romania and took good
note of the progress achieved

Eurostat considered the representaty eness of the HICF in terms of accw acy and reliabilty to
be generally adequate

Revenue, expenditure, defict and debt data are provided for the parod 2014-23

No major outstanding sdatetical teues wdenbified Eurostat made an S0F 0 0o Bomana o
2023 and will publish the fmal findings on £y vebsite

The N3! compiles the non-financial accounts of government The Ministry of Finance compiles
govemment debt The NCB compiles the financial accounts of govemment

) Ly

Under Section 3 of the Official Statistics Act, statistics are cbjective and available to the publc
The Head of the N=1 s appomted by the Governrenl Tha term of office 15 fixed (six years,
three year reappaintment posable only once)

The NS v & cantral statiwtics agency, subordinatad o, but nol part of, the Ministry of Financa
Appro arnately half of #y lurnover i provided by the Mimisiry of Finance, the other half stems
from chargng govemment agencies and commercial cudomer for statstical production and
advice

The Ofiinal Stalehios Act deterrmines. the main pninciples: of data colection

Under Sections 5 and 6 of the Official Stahistics Act, the confidentiality of the statishcal datais
assured

Eurostat made a compliance monitoring vist in 2011 and pubhshed a report in 2013 confirming
that, 1 general the methods used for producing the HICP are satisfactory Some instances of
non-compliance wath the HICP methodology vere identfied but thote were conwidered by
Eurordat to be livated and unhkely to have a major impact in practce on the annual average
rated of change n the HILE In March 2022 Eurordat retterated that Stabedict Sveeden should
take mearures to bang the coverage of the HIC P into ine vth the legal requirerents in some
arean, albet sating that thope meanurey vrere not expected 1o atfect annual HICP inflation
significantly

Eurostat considered tha representativeness ofthe HICP in terms of accuracy and reliability to
be generally adequate

Revenue, expendilure, defict and debt data are provided for the penod 201423

There 15 a public unit currently classified as a monetary financial insttution, which may be
subject to a reclassification into the genersl government tector Eurgidat made an EDF o vist
0 Sweden in 2022 and published the final findngs on it website

The NS compiles the non-financial and finanoal sccounts of goverment, as well as
novemment debt

Mote WCB dand! for national central bank

1) Saze Eurostat's website for the full rep

country
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6.2

HICP inflation

This s ection considers the methodology and quality of the statistics underlying
the measurement of price developments, specifically the Harmonised Index of
Consumer Prices (HICP). The HICP was developed for the purpase of assessing
convergence in terms of price stability an a comparable basis. It is published for all EU
Member States by Eurostat. ™ The HICP covering the eura area as a whole has been
the main measure of price developments for the monetary policy of the ECE since
January 1999,

Article 1 of Protocol (Ho 13) on the convergence criteria (annexed to the
Treaties) requires price convergence to he measured by means of the CPlon a
comparable basis, taking into account differences in national definitions. The
framewark regulation introduced to establish HICPs, Council Regulation (EC)

Mo 24948572 was adopted in October 1995 and subsequently replaced by
Regulation (EL) 2016792 which entered into force in June 2016, The HICPs have
alzo been harmonised on the basis of EU Council and European Padiament
regulations. They use common standards for the coverage of the ite s, the territory
and the population included (allthese elements are major reasons for differences
between national CPls). Comman standards have also been established in several
other areas, for example the treatment of new goods and services

The HICPs use annually updated expenditure weights {or, until 2011, less
frequent updates if this did not have a significant effect on the index) and cover
all yoods and services included in household final monetary consumption
expenditure. The latter is derived fram the national accounts domestic concept of
household final consumption expenditure but excludes owner-occupied housing. The
prices observed are the prices households actually pay for good s and services in
monetary transactions and thus include all taxes (minus subsidies) on products, e.g.
WAT and excise duties. Expenditure an health, education and social services is

cav ered ta the extent that t is financed (directly ar through private insurance) by
households and nat reimbursed by the gowernment. The "HICP — administered prices”
includes only prices which are directly set or significantly influenced by the

gov ernment, including national regulators. It is based on a common definition and
campilation, and is published by Eurostat.

Eurostat must ensure that the statistical practices used to compile national
HICPs comply with HICP methodological requirements and that good practices
in the field of consumer price indices are heing followed. Surostat carries out
compliance monitaring visits and publishes ts findings in information notes made
available on its website,

m

172

See BEurostats website for detaik on the HICF l=gislative framewodi. Burostat has ak o published
recommend ations and a methodoelogical manual.

Council Regulation (EC) Mo 24284405 of 22 October 1995 concerning harmonized indices of consumer
prices (OJ L2557, 27 404995, p. 1).

173 Regulation (EUY 2016792 ofthe European Farliament and ofthe Councilaf 11 May 2016 on harmanised
indices of consumer prices and the house price index, and repealing Council Regulation (EC) Mo
290405 (0 L125, 2452016, p. 110,
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6.3

6.3.1

Government finance statistics

This section describes the methodology and quality of the statistics used to
measure fiscal developments. GFS are based mainly an national accounts
concepts as defined in the ESA 2010"* and Commission Regulation (EL)

Mo 22020147 They refer to the ingtitutional sector "general government” as defined
inthe ESA 2010, This comprises central government, state government (in Mermber
States with a federal structure), local government and social security funds. 1t typically
does not include public corporations.

The general government deficit (-)5surplus (+] is equal to the ESA 2010 item “net
lending (+)/net borrowing (17, which in turn is equal to “total revenue” minus
“total expenditure”. The primary government deficit'surplus is the government
deficit'surplus excluding interest expenditure.

The general government debt is the sum of the outstanding gross liahilities at
nominal value (face value) in currency and deposits, debt securities (e.g.
government bills, notes and bonds) and loans. |t excludes financial deriv atives,
siuch as swaps'™, aswell as trade credits'™ and other liabilities not represented by a
financial document, such as overpaid tax advances. It also excludes contingent
liabilities, such as government guarantees and pension commitments. YWhile
government debt is a grass cancept in the sense that neither financial nar
non-financial assets are deducted fram liabilities, it is consolidated within the general
gov ernment sectar and therefore does not include government debt held by other
gaovernment units.

Government deficit and debt ratios are expressed as a percentage of GDP at
current market prices.

Cata source

The national central hanks (NCBs) provide the ECB with detailed GFS data
under the ECB’s GFS Guideline™®, Although the Guideling is anly legally hinding far
the euro area NCBs, the non-euro area ELUMNCBs also transmit GFS data to the ECB
by the same deadlines and using the same procedures. The Guideline lays daown
requirements for the transmission of annual data with detailed breakdowns of annual
revenue and expenditure and the deficit-debt adjustment. In addition, it requests

1™ Sae Regulation (EU) Mo 590/2013 of the Eurapean Parliament and ofthe C ouncil of 21 May 2013 on the
European system of national and regional aceounts inthe European Union (OJ LA74, 2562013, po 10

1 Commission Regulation (EUY No 22002014 of 7 March 2014 amending Council Regulation (EC)
Mo FF2009 as ragards references to the European system of national and regional account in the
European Union (OJ LGS, 2.2.2014, p. 1010

1% Howewver, onthe basis of a Eurestat guidance note released in 2002, lump sums received by government
under off maket interest rate swaps are treated as governmert loans.

17 A 2012 Eurostat decision stipulates that tade credits that are refinanc ed without recours e to the ariginal
holder and trade cradits that are renegotiated bevond the simple edension of the initial maturity need to
bereclassified 2= loans and are thue included in the EDP general government debt.

12 Guideline (EU) 20201552 of the European C entral Bark of 19 October 2020 amending Guideline
ECB204323 on gowvernment finance statistics (ECBA2020050% (0OJ L2354, 26, 10,2020, p. 227
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632

6.4

6.5

figures on general government debt with breakdowns by instrurnent, by initial and
residual maturity and by halder.

Methodological issues

GFS must comply with the ESA 2010 and reflect decisions and guidelines
issued by Eurostat for specific cases involving the general government sector.,
The barderline classification cases between the financial, nan-financial and general
gov ernment sectars continue to be examined closely by Eurostat and national
statistical compilers and may lead to further reclassifications and changes inthe EDP
and GFS data.

In the Czech Republic and Hungary, there are monetary financial institutions
(MFis) that are reclassified into the general government sector for EDP
purposes. These units are classified as part of the financial sectar in other statistical
data campiled by the NCEB (2.9, monetary statistics and securities statistics). The
resultant discrepancy in sector classification between those statistics and GFS is well
documented and has been made known to users. Howewer, one MFI in Hungary will
be reclasgsified into the general government sectar also in financial accounts statistics
and balance of payments statistics, with effect fram the 2024 benchmark revision.

In Sweden, a public unitis currently classified as part of the financial sector and
is on the ECB’s list of MFls, but may be reclassified into the general
government sector subject to the outcome of methodological discussions at
the European level.

Exchange rates

Article 3 of Protocol (No 13) on the comvergence criteria defines what is meant
by the criterion on participation in the exchange rate mechanism of the
European Monetary System. The bilateral exchange rates of the Member States'
currencies vis-a-vis the eura are daily reference rates recarded by the ECE at

14:15 CET and subsequently published on the ECBE's website. ™ MNominal and real
effective exchange rates (EERs) are constructed by applying trade weights (based on
a geometric weighting) to the bilateral nominal and real exchange rates of the Member
States' currencies vis-a-visthe currencies of 41 trading partners. Bath nominal and
real EER statistics are published by the ECE.

Long-term interest rates

Article 4 of Protocol (No 13) on the convergence criteria requires interest rates
to be measured on the basis of long-term government honds or comparahle

™ Sinea 1 Juby 2046 the reference rates have been published a around 1500 CET. For details, see "ECEH
introduces changes to euro foreign eachange reference rates", press mleges, ECH, ¥ December 2015,
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6.6

securities, taking into account differences in national definitions. While Article 5
assigns the responsibility for providing the statistical data for the application of the
Protocol to the European Commission, the ECB, given its expertise inthe area, assists
in this process by defining representative long-term interest rates and collecting the
data from the NCBs for transmission to the Commission. This is a continuation ofthe
wark carried out by the EMI as part of the preparations for Stage Three of EMU in
close cooperation with the Commission. The conceptual work resulted in the definition
of seven key features to be considered in the calculation of long-term interest rates, as
presented in Table 6.2. Long-term interest rates refer to bonds denominated in
national currency.

Table 6.2
Statistical framework for defining long-term interest rates for the purpose of assessing
convergence

Concept Recommendation

Bonrd ssuer The bond should be 1ssued by the central govemment

Maturity Asclose an pormble fo ten years renidual maturdy Any replacement of bonds should minmise
aturty deft, the structural hguidity of the market must be considered

Coapon effects Mo direct adju-tment

Taxation Grossofta

Chsice of honds The selected bonds should be sufficienty bquid This requirement should determine the choce
betwean banchmark or )ample approaches, depending on national market conditions

Yield formula The 'rederrpton yield forrmula should be apphed

Aggregation Yyhere there 1s more than one bond in the sample, a simple average of the yields should be used to

produce the represantative rale

Other factors

The last paragraph of Article 140(1) of the Treaty states that the reports of the
European Commission and the ECB shall take account of, in addition to the
four main criteria, the results of the integration of markets, the situation and
development of the national balance of payments and an examination of the
development of unit labour costs and other price indices. Whereas, for the four
main criteria, Protocol (No 13) stipulates that the Commission will provide the data to
be used for the assessment of compliance and describes those statistics in more
detail, it makes no reference to the provision of statistics for these “other factors”.

With regard to the results of the integration of markets, two sets of indicators
are used. These are i) statistics on financial development and integration referring to
the structure of the financial system," and ii) statistics on financial and non-financial
integration with the eurc area.'®'

183 Debt securibies issusd by resident corporations, stock merket capitalisation, MFI credt to
nof-government residents and claims of euro area MFIs on resident MFIs

181 External trade and investment posibion with the eurc area
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The data covering the structure of the financial system are provided by the
MCBs. The indicators concerning the debt securities issued by resident financial
corporations (MFls excluding the national central bank and non-monetary financial
carporations) and non-financial corparations are compiled in accordance with the
methadalogy set aut in Guideling (ELU) 2022871 %2 The indicator relating to stock
market capitalization refers to listed shares issued by resident corporations following
the methodology given inthe same Guideline. The indicators concerning MFI credit to
residents and claims of euro area MFls an resident MFls are based on available data
callected by the ECE as part of the MF| balance sheet statistics collection framewark.
The data are obtained from the countries under review and | for the [atter indicator, also
from the eurn area countries covered by Regulation (ELY Mo 2021/379"3. Histarical
data are compiled by the relevant MCBs, where appropriate. For the indicators
mentioned in this paragraph, the statistical data relating to the euro area cover the
countries that had adopted the eura at the time to which the statistics relate.

Balance of payments and international investment position statistics are
compiled in accordance with the concepts and definitions laid down in the sixth
edition of the IMF's Balance of Payments and International Investment Position
Manual (BPM6) and with guidance provided by the ECB in its Guideline on
external statistics'™ "% and by Eurostat. This Convergence Report examines
developmentsin the current (goods, services, primary income and secondary income)
and capital accounts; the sum of the balances of these two accounts corre sponds to
the net lendingdnet borrowing of the total economy. In addition, developments in the
main cormponents of the financial account are presented together with the net
international inv estment position and gross external debt of each country. Exports and
impors of goods and services are presented vis-a-vis bath the rest of the warld and
the eura area countries. Direct and portfolio investment assets and liabilities with the
euro area are also directly identified. Forecasted data are taken from the European
Commission's econamic forecasts'®

The Convergence Report also looks at the development of unit labour costs and
other price indices. With regard to producer price indices, these data refer to
dormestic sales of total industry excluding construction. The statistics are collected on
a harmonised basis under the EL Regulation on European business statistics'™.

12 Guideline (E) 2022871 of the European Central Bank of 19 May 2022 on the Centralised Securities
L atabase and the production of securities izsues statistics and repealing Guideline ECB2042421 and
Guideline (EU) 2021234 (ECB2022/25) (0 L 186, 22 .6.2022, p. 14

8 Raegulation (EUY 20214379 of the European Central Bank of 22 January 2021 onthe balance sheet tems
of credit institutions and of the monetary financial institutions sector frecas i (ECBR20212% (0J LT3,
232021, p 16

8 Guideline ofthe European Certral Bark of 9@ December 2041 on the statistical reporting requirement of
the Eurapean Central Bank in the field of exdernal statistics (ECB2091.23), recast of Guideline
ECBZ004M5 of 16 Juby 2004, a= amended by Guidelines ECBZ01 325 of 20 July 2013, EC Bi2015/292
of 26 Movember 2015, ECBZ20180M9 of 2 August 2012, ECBZ2020052 of 14 October 2020 and
ECBZ0Z223 of 5 May 2022,

¥ See ake "EU Balance of Payments and International Inwvestment P osition statistical sources and
methods — Booop. and Li.p. e-book”, ECH, Frankfurt am Main, October 2023,

18 These economic forecasts are made by the Director ate-General for Economic and Financial Affairs (D &
ECFIM) on behalf ofthe European Commission.

& Regulation (EUY No 2019/2152 of the European Parliament and of the Council of 2F November 2018 on
European business statistics (0J L2327, 17 42,2019, p. 12
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Statistics on unit labour costs (calculated as compensation per emplovee divided by
GOP chain-linked v olumes per person employed) are derived from data provided
under the ESA 2010 transmission programrne.
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7.1

Examination of compatibility of national
legislation with the Treaties

The following country assessments report only on those pravisions of national
legislation which the ECE considered to be relevant from the perspective of their
compatibility with provisions on the independence of NCBs, members of NCBs'
decision-making bodies and Governors in the Treaty (Article 1300 and the Statute
(Articles? and 14.2), pravisions on confidentiality (Article 37 of the Statute),
prahibitions an monetary financing fArticle 123 of the Treaty) and privileged access
(Article 124 of the Treaty), and the single spelling of the eura as required by EL [aw.
While, in particular, the independence reguirerments and the monetary financing
prohibition are applicable to all Member States, including those with & derogation
since the date of their accession to the European Unian, the fallowing country
assessments additionally caver the perspective of legal integration of the NCEs into
the Eurosystem (in particular as regards Articles 12.1 and 14.3 of the Statute) 1#2

Bulgaria

Compatibility of national legislation

The following legislation forms the legal basis for Benrapcka HapogHa Badka
(Bulgarian Mational Bank) and its operations:

s the Bulgarian Constitution '#

¢ the Law on Brnrapcka HapogHa Badka (Bulgarian Mational Bank) published on
13 February 2024 (hereinafter the "Law on BMB".'™ The Law on BMB enters
inta force and repeals and replaces the previous Law on BeRrapoka HapogHa
Banka (Bulgarian Mational Bank)'® as of the date stipulated in the Council
Diecision on the adoption by the Republic of Bulgaria of the eura, adopted in
accardance with Article 140(2) of the Treaty, and in the Council Regulation,
adapted in accordance with Article 14003) of the Treaty. There are no additional
conditions forthe entry into force of the Law on BHE.

The Law on counter-corruption ™ appliesto public office holders,

8 pccording to Section 222 of this Comvergence Repart.

® Consttution of the R epublic of Bulgaria, D arjaven vestni isue 56, 13.7.1991.

M Law on Bwnrapeka HapoaHa Banka i Bulgarian Mational Bank), Darjaven vestnk issue 13, 132.2024.
¥ Law on Bwnrapeka Hapoada 6anea i Bulgarian Mational Bank), Darjaven vestnk sue 96, 106.1997,
= Darjavenwestnk Bsue 2, 5.10.2023,
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There have been several changes in relation to the points identified in the ECB's
Convergence Report of June 2022, also addressing the recommendations made in
previous Convergence Reports.

Independence of the NCE

With regard to the independence of Benrapcka HapogHa banka (Bulgarian MNatianal
Bank), the Law on BME , the Law on counter-carruption and the Bulgarian Constitution
have been examined.

Institutional independence

Article B of the Law an BNE prohibits Eurapean Union institutions, bodies, offices or
agencies, the Council of Ministers or the governments of other EL Member States, as
well asany other bodies and institutions from giving instructions to Benrapcka
HapodHa badka (Bulgarian National Bank), the Gavernor ar the members of the
Governing Council. This pravision isin line with Article 130 of the Treaty and Aricle 7
of the Statute 192

Article 99 of the Bulgarian Constitution gov erns the farmation of the government.
Article 99(5) provides that if no agreement is reached onthe formation of a
government, the President of the Republic of Bulyaria , following consultations with the
patliamentary groups and acting an a mation by the caretaker prime
minister-designate, shall appoint a caretaker cabinet, and shall schedule new
elections within two months. A caretaker prime minister shall be appointed from
arong the Chairperson of the National Assembly, the Gov ernor or a De puty Gov ernor
of Brnrapcka HapanHa badka (Bulgarian Mational Bank), the President ar a
Yice-President of the Bulgarian Mational Audit Office, and the Ombudsman ar a
deputy thereaf. In principle, such a possible appointment of a Governor or a Deputy
Governor, entailing the interruption of their term of office, risks compromising the
independent exercise of the powers and carrying out the tasks and duties conferred
upan the MCE. In paricular,in case of an interruption of the term of office the risk may
arige that the Governor or Deputy Gavernar may take position as caretaker prime
minister, which isincompatible with the position of the MCE, befare going back ta their
postion as Governor or Deputy Governor and then being conflicted with stances that
they may have taken as caretaker prire minister. Inany event, pursuant to Article 130
TFELW, when exercising the powers and carrying out the tasks and duties conferred
upan them by the Treaties and the Statute, members of the decision-making badies of
the MCBs must not seek ar take instructions from Union institutions, bodies, offices ar
agencies, from any government of a Member State or fram any other body.
Furtherrmore, the governments of the Member States undertake to respect this
principle and nat to seek to influence the members of the decision-making bodies of
the MCEs inthe performance of their tasks. It follows from Article 130 TFEL that a

18 See paragraph 32 of Opinion CONZ01S53,
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member of an MCE's decision-raking body cannot at the same time assume the
function as a member of a national government, in paticular not as prime minister,
Otherwise, independent exercise of the powers and carrying out of the tasks and
duties, inwhich the Gavernar or a Deputy Governaor of Brnrapcka HapogHa BaHka
(Bulgarian Mational Bank) can take an independent pasition, which may be different to
that of the government, is logically not conceivable. It is mareover imperative that,
once appointed, the Governor or Deputy Governor of Benrapcka HapogHa BaHka
(Bulgarian Mational Bank), as caretaker prime minister and member of the
government, should be required to fully respect the institutional independence of
Brnrapcka HapogHa Badka (Bulgarian Mational Bank) and its decision-making bodies
incompliance with Article 130 TFEU. Moreover, the risk that the Governor or Deputy
Governor may take position as caretaker prime minister, which is incompatible with
the position of the Brnrapcka HapoaHa Banka (Bulgarian Mational Bank), befare gaing
backto their position as Governor ar Deputy Gavernar and then being canflicted with
stances that they may have taken as caretaker prime minister, wauld only be
sufficiently mitigated by requiring the Governor or Deputy Governar to resign when
appointed as caretaker prime minister, in order to exclude the materialisation of this
risk. Any future amendment to the Law on BNE, which implements Article 23(8) of the
Bulgarian Constitution, must be made in line with these principles.

Fersonal independence

Article 15(1) and (2) of the Law on BNE lists the grounds an which members of the
Gaverning Council may be relieved from office. Article 15(1) provides that the Mational
Aszsembly may relieve the Governor fram office in accordance with Aricle 14.2 of the
Statute. Aricle 15(2) provides that other members of the Governing Council may be
relieved from office f they no longer fulfil the conditions required far the performance
of their duties or if they have been found guilty of serious misconduct in accardance
with Article 14.2 of the Statute. Aricle 15(1) and (Z) of the Law on BNE complies with
Aticle 14 2 of the Statute. ¢

In 2023, Article 9801 of the Law an counter-corruption replaced Article B0(1) of the
Law on counter corruption and unlawfully acquired assets forfeiture, which had
replaced Aricle 33(1) of the Law on the prevention of conflicts of interests, providing
that the ascertainment of a canflict of interests by an enforceable legal actis a ground
for relieving the Governor, Deputy Gov ernors and the other members of the Governing
Council of Benrapcka HapogHa badka (Bulgarian Mational Bank) from office, unless
otherwise pravided for in the Constitution or the Statute or special legislation. Adicle
95(2) of the Law on counter-carruption providesthat the relieve fram office must follow
the procedure established in the relevant laws. It is understood that inthe case of the
Governor, Deputy Governars and the other members of the Governing Council of
Brnrapcka HapogHa Badka (Bulgarian National Bank) this refersto Article 15(1) and
() of the Law on BME and that this reference entails that Article 9801) of the Law on
counter-carruption cannat apply in relation to the Gavernor ar other members of the

™ See paragraph 3.1 of Opinion CONZ01S53,
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Governing Council of Benrapcka HapogHa bandka (Bulgarian Mational Bank) because
the waording of Aricle 93(1) of the Law on counter-corruption ensures that the
ascertainment of a conflict of interest in accordance with that Law will not be a ground
far remav al fram office of a senior public office haolder where itis othenwise provided for
in special legislation, such as the Law on BHE 1%

Article 15(3) of the Law on BMNE establishes that the grounds for relieving a Deputy
Governor or another member of the Gaverning Council of Benrapcka HapogHa Badka
(Bulgarian Mational Bank) ather than the Governor from office must be established by
decigion of the Gaverning Council of Brnrapcka HapogHa Banka (Bulgarian Mational
Bank). Such decisions are adopted according to a procedure determined by the
Governing Council of Benrapcka HapogHa Banka (Bulgarian Mational Bank) and have
the immediate effect of suspending the members concerned fromthe exercise of their
duties. The decisions are subjectto appeal before BepxoBHWA 30MUHUETPATHEEH CB A,
(the Supreme Administrative Court) within 7 days and the Supreme Administrative
Court has 14 days to issue afinal ruling on an appeal. The final ruling of the Supreme
Administrative Court on an appeal is sent to the national authority, which hasthe
competence to relieve from office the members of the Governing Council of
Brnrapcka HapogHa Badka (Bulgaran Mational Bank). The final ruling is binding an
the appainting autharity under Aricle 13 of the Law on BRNE. The ECE understands
that Article 15(3) of the Law an BME aims to ensure that within the administrative
procedure for dismissal of any member of the decision-rmaking bodies of brnrapcka
HapogHa badka (Bulgarian Mational Bank) other than the Governor, it is possible to
request a review by national courts of the decision of the Governing Council of
Brnrapcka HapogHa Badka (Bulgarian Mational Bank) establishing the grounds for
relieving a Deputy Governar or another member of the Governing Caouncil of
Brnrapcka HapogHa Badka (Bulgarian Mational Bank) other than the Governor from
office. The judicial review of such a decision may lead toits annulment. The annulment
of a decision of the Governing Councl of Brarapcka HapogHa banka (Bulgarian
Mational Bank) establishing the grounds faor relieving & Deputy Governar ar anather
member of the Governing Council of Benrapcka HapogHa Banka (Bulgarian Mational
Bank) other than the Governaor from office precludes the adoption of a decision by the
appointing authority to dismiss the relevant member of the Governing Council of
Brnrapcka HapogHa Badka (Bulgaran Mational Bank). In addition, the ECB
understands that when deciding on the dismissal, the appointing autharity cannat
cansider and adopt additional graunds far dismissal that were not established inthe
decision of the Governing Council of Benrapocka HapogHa Banka (Bulgarian Mational
Bank). The ECB further understandsthat, in accordance with general administrative
law, an appeal befare the Supreme Administrative Court could suspend the
application of the decision of the Governing Council of Brarapcka HapogHa BaHka
(Bulgarian Mational Bank). Based on the above understanding, Article 15(3) of the
Law on BME is consistent with Aricle 130 of the Treaty and with the Statute. 28

Article 13(1) and (2) of the Law on BMEB, which replaced Adicle 1217 and (2) of the
previous Law on BMEB, providesfor the Mational Assembly's powers to elect the

1% See paragraph 3.1 of Opinion CONS20212 and paragraph 3.1.4 of Opinion CON/202205405.
1% See paragraph 32 of Opinion CONZO2205,
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Governor and the Deputy Governors of Bearapcka HaponHa Banka (Bulgarian
Mational Bank). The ECEB notes that any proper election or appointrment of members of
an MCE's decision-raking body must enable them to assume office following their
election. Once elected or appointed, the Governar and the other members of the
Gaoverning Council of Bearapcka vapogHa Ganka (Bulgarian Mational Bank) may nat
be relieved from office under conditions other than those mentioned in Article 14 2 of
the Statute, even if they have not yet taken up their duties.

Az noted above Aricle 99(5) of the Bulgarian Constitution providesthat the GGav ernor
ora Deputy Governor of Brnrapcka HapogHa Ganka (Bulgarian National Bank) may be
appointed by the President of the Republic of Bulgaria as a caretaker prime minister
for a period of two months. Pursuant to Ardicle 14.2. of the Statute, a Governor may be
relieved from office onlyif he or she no longer fuffils the conditions required for the
petforrmance of his or her duties orif he or she has been guilty of serious misconduct.
Caongequently, the appointment of the Governor of Brnrapcka HapogHa Badka
(Bulgarian Mational Bank) as a caretaker prime minister may not amountto a relieving
from office without the existence of such a ground. It is understood that the
appointment of the Governor of Benrapcka HapogHa Badka (Bulgarian Mational Bank)
as caretaker prime minister is subject to the acceptance of the appointment by the
Governor of BEvarapoka HapogHa Baka (Bulgarian Mational Bank)'¥ . Based on this
understanding that the appaintment of the Governor of Benrapcka HapogHa badka
(Bulgarian Mational Bank) as a caretaker prime minister presupposes his or her
acceptance, the appointment would not armount to a relieving from office. In such a
situation, there is no need for the protection of the personal independence of the
Governor of Brarapcka HapogHa Barka (Bulgarian Mational Bank) by the mechanism
of Article 14.2. of the Statute'™®

713 Confidentiality

Article 4 of the Law on BME provides that, without prejudice to Article 37 of the Statute,
Brnrapcka HapogHa Badka (Bulgarian Mational Bank) may not disclose ar transmit to
other persons any information related to the ESCE, nor any information obtained that
canstitutes a banking, professional, commercial or ather legally protected secret ofthe
banks and the ather padicipants in monetary and credit transactions. Adicle 24(1) of
the Law an BNE provides that, without prejudice to Article 37 of the Statute, the
employees of Brnrapcka HapogHa badka (Bulgarian Mational Bank) shall respect
confidentiality concerning negotiations, deals contracted, the amount of assets on

= Inthe light of the requirements flawing from Aricle 130 TFEU a= to the independence of members of
decizion-making bodies of M CBs other than the Governor, it is understood that the appaointment of 3
Leputy Gowvernor of BwArapcra HapoaHa Ganka (Bulgarian Mational Bank) as caretder prime minister is
ako=ubjectto the acceptance ofthe appointment by the Ceputy Gowernor of BwnrapokanapogHa Ganea
(Bulgarian M ational Bank.

2 In this context, it & noted that any provision in Bulgarian law governing the replacement of the Governor
of Bwnrapexka HapogHa Banea (Bulgarian Mational Bark), in particular any future amendmentto the Lan
on BMB se2eking to implement Article 23057 of the Bulgarian Constitation, cannot mand ate the
appointment of another person as Gowernar for onby two months. In accordance with Article 142, ofthe
Statute, first subparagraph, the term of office of 3 Governor of an MCB shall be no less than five years.
See Chapter2.2.3. on"Independence on MCBs", Section on "Minimumterm of office for Governors”, and
Opinion COMNZ01823.
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customers' deposits and their transactions, and information re ceived by Benrapoka
HapodHa badka (Bulgarian National Bank) |, aswel as any circumstances concerning
the activitie s of Brnrapoka HapoaHa Bauka (Bulgarian Mational Bank) and its
custamers, which constitute business, banking, professional, commercial ar ather
legally protected secrets, even after termination of their employment relationship.
Lnder Article 37 of the Statute, professional secrecy is an ESCE-wide matter, which is
duly acknowledged in Article 4 and Aricle 24(1) of the Law on BMNE.

MWonetary financing and privileged access

In past Convergence Reports the ECB considered that certain provisions of the Law
on BME arising fram the paricularities of the currency-board regime were incompliant
with the monetary financing prohibition. The Law on EMEB adopted in 2024 which
enters inta farce an the date stipulated in the Council Decision on the adaption by the
Republic of Bulgaria of the euro, has repealed those provisions.

Pursuant to the Law an credit institutions,™** Benrapcka Hapogsa Banka (Bulgarian
Mational Bank) operates a central credit register (Article 58) and a bank account
register (Article 56a). The costs of obtaining information fram these registers by
government and judicial autharities are to be barne by the State budget. In past
Convergence Reportsthe ECB considered that in order to further ensure cormpatibility
with the prohibition of monetary financing, the Law on credit institutions would benefit
fram a limitation of the liability of Benrapcka HapoaHa badka (Bulgarian MNational Bank)
in relation to the operation of the two registers @M The provisions of both Aricles 56
and 56a have been amended to waive the liability of Bearapcka HapogHa Badka
(Bulgarian Mational Bank) in relation to the operation of the two registers. Instead of
EBrnrapcka HapogHa Badka (Bulgarian Mational Bank), the State will be liable for
damages resulting from the operation of the twa registers in accordance with the
general regime for State liability 2™ This makes the rules compliantwith the prohibition
of monetary financing.

Legal integration of the MNCE into the Eurosystem

In past Convergence Reports the ECE considered, with regard to legal integration of
Brnrapcka HapogHa Badka (Bulgarian Mational Bank) into the Eurosystem, that the
Law on BME needed to be adapted in several respects. The Law on BME, which was
adapted in 2024 addresses these elements, as set out below.

® Darjaven vestnk EsueSa, 21.07 2006,

A0 See paragraph 2.1 5 of Opinion CON201505, paragraph 3 2.1 of Opinien COMS2046019 and paragraph
22 of Opinion COM20ME5ST.

M See paragraph 32 of Opinion CON2O02 12,
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Tasks

Monetary policy

Article 2{1) and Article 17 iterm=3 and 4, and Articles 37,38, 39 and 43 ,which provide
forthe powers of Brnrapoka HapogHa Badka (Bulgarian Mational Bank) in the field of
manetary policy and instruments for the implementation thereaf, recagnise the ECE's
powers in this field.

Collection of statistics

Article 3(3) and Article 52 of the Law on BMB, which provide for the powers of
EBrnrapcka HapogHa Banka (Bulgarian Mational Bank) relating to the collection of
statistics, recognise the ECE's powers in this field.

Official foreign reserve management

Articles 35 to 42 of the Law on BNE, which provide far the powers of Brarapcka
HapodHa badka (Bulgarian National Bank) with regard to the management of official
foreign reserves, recognise the ECBE's powers in this field.

Payment systems

Articles 3(58) of the Law an BNE which provides for the powers of Benrapcka HapogHa
Banka (Bulgarian Mational Bank) with regard to the promotion of the smoath operation
of payment systems, recognises the ECB's powers in thisfield.

Issue of hanknotes

Aricle 3(2) and Articles 26 to 36 of the Law an BEMB, which provide far the powers of
Brnrapcka HapogHa Badka (Bulgarian Mational Bank) with regard to the issue of
hanknotes and coins, recognise the Cooncil's and the ECE's powers in this field @

AE See paragraph 32 of Opinion CONZOZZ2T,
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7.2

7.2

Financial provisions

Appointment of independent auditors

Article 7{7) of the Law on BME, which provides that the external auditaor is appointed by
the Governing Council on the basis of & procedure complying with the Law on public

pracurement, recognisesthe Council's and the ECE's powers under Aricle 27 .1 of the
Statute.

Financial reporting

Articles 53 to 57 of the Law on BMB reflect the abligation to cormply with the
Eurosystern's regime for financial reporting of NCE operations, pursuant to Article 26
of the Statute.

International cooperation

Aricle 5(2) and Adicle 17 items 11 and 12, of the Law an BMEB, which praovide for the
powers of Benrapcka HapogHa banka (Bulgarian Mational Bank) with regard to
international coaperation, recagnise the ECE's powers in this field.

Conclusions

The Law an BME has been amended to reflect and implement the recommendations
made in the ECB's Convergence Report of June 2022, As a result, and subject to the
conditions and interpretations set out inthis chapter, the national legislation is
cansistent with the Treaty and the Statute.

Czech Republic

Compatibility of national legislation

The following legislation forms the legal basis for Cesks narodni banka and its
operations:

+« the Czech Constitution 2®

s the Lawon Ceska narodni banka (hereinafter the "Law on CNE". D

T8 Corstitutional Law No 11993 Call.
TH L aw Mo G993 Coll.
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122

o the Law Mo 16641993 Call. on the Supreme Audit Office (hereinafter the "Law on
I

In relation to the points identified in the ECB's Convergence Repart of June 2022 the
camments made in that repaort are largely repeated.

Independence of the NCE

With regard to Ceska narodni banka's independence, the Law on CHE needs to be
adapted as set out below.

Functional independence

Article 2(1) of the Law on CHE provides that in addition to the primary ohjectwe of
price stability, Ceska narodni banka's objective is "to ensure financial stability and the
safe and sound operation of the financial system inthe Czech Republic”. In line with
Adicle 127(1) of the Treaty, the secondary objective of Ceska narodni banka should
be stated to be without prejudice to Cesks narodni banka's primary objective of
maintaining price stahility.

Institutional independence

Aticle 3 of the Law on CNE obliges Ceskd narodni banka to subrit a report on
monetary development to the Chamber of Deputies at least twice a year for review; the
Law on CME also provides for an optional extraordinary report to be prepared
pursuant to a Chamber of Deputies resalution. The Chamber of Deputies has the
power to acknowledge the repont or ask for a revised repont; such a revised repart
must comply with the Chamber of Deputies' requirements. The se parliamentary
powers could potentially breach the prohibition an giving instructions to MCBs
pursuant to Article 130 of the Treaty and Article 7 of the Statute.

In addition, Article 47(5) ofthe Law on CME requires Ceska narodni banka to submit a
reviged report if the Chamber of Deputies rejects its annual financial repart. This
revised report must comply with the Chamber of Deputies' requirements. Such
parliamentary powers breach the prohibition on appraving, annulling or deferring
decizions. Article 3 and Article 47 (5) of the Law on CNB are therefore incompatible
with central bank independence and should be adapted accordingly.

Further, Article 130 of the Treaty and Article 7 of the Statute are partially mirrared in
the Law on CME. Article 9017 of the Law on CNB expressly prohibits Ceska naradni
banka and its Board fram seeking or taking instructions frorm the President of the
Republic, frorm Padiament, frorm the Goverment, from administrative authorities of
the Czech Republic, from the badies, institutions or ather entities of the Eurapean
Unian, from gov ermments of the Member States or fram any other body, but it does not
expressly prohibit the Goverment from seeking to influence the members of Cesks
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narodni banka's decision-making bodies in situations where this may have an impact
on Ceska narodni banka's fulfiment of its ESCB-re lated tasks. In this respect the Law
on CME needs to be adapted to be fully consistent with Article 130 of the Treaty and
Article ¥ of the Statute 2®

Fursuant to the Law an ML, the Supreme Audit Office (MEL is empowered to audit
Ceska narodni banka's financial management as regards its operating e xpenditure
and expenditure for the purchase of property. The ECB understandsthat (i) the MKL's
auditing powers in relation to Ceska narodni banka are without prejudice to Article 9 of
the Law on CME, which concerns the general prohibition on Ceské narodni banka
seeking or taking instructions fram ather entities; and (i) the Mk has no power to
inte fiere with either the external auditors' opinion or with Ceska nérodni banka's
ESCE-related tasks. In so far as this understanding is correct, the MEU's auditing
powers vis-a-vis Ceska narodni banka are not incompatible with central bank
independence.

Fersonal independence

The Law an CNEB is silent on the right of national courts to review a decision ta dismiss
any memhber, ather than the Governar, from Feska narndni banka's Board whao is
invaolved in the perdormance of ESCE-related tasks. BEven though this right may be
available under general law, providing specifically for such a right of review would
increase legal certainty.

723 Maonetary financing and privileged access

Under Article 333 of the Law on CNE, Ceska narodni banka, upon regquest, may
exceptionally provide the Financial Market Guarantee Systemn (FMGS) with shart-term
credit guaranteed by government bonds or other securities underwritten by the
Government and owned by the FMGS, for a maximurm of three months | in order to
address an urgent situation, where the FMGS does not have sufficient fundsto
perfarm itstasks and this situation might jeopardise the stability of the financial
market. Even if such funding is discretionary, tempoarary and in the interests of
financial stahility 2% it remains the case that Article 123017 of the Treaty prohibits any
type of credit facility in favour of "bodies governed by public law”, Given the features of
the FMGS | the provisions kaid down in the Law on CMEB are not cormpatible with the
monetary financing prohibition and should be amended accordingly. T The FMSG
gualifies as a "body governed by public law" within the meaning of Article 123(1) of the
Treaty, as has been recently clarified. In particular, the FWMGS has all of the follawing
characteristics: (&) it is established for the specific purpose of meeting needs in the
general interest, not having an industrial or commercial character; (b) it has legal

TE See Section 222 of this Conwvergence Repor.
IE See paragraphs 3.1.2 and 3.1.3 of Opinion CONS2015/22, and paragraph 3.2. of Opinion CONSZ2D1650.
I See syor@, page 3¢ and Opinions COM2020024 and COM2029M7 .
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724

personality, and (c) it is closely dependent on the public sector entities referred toin
Article 123(1) of the Treaty, given that, although only a minority of the members of
FMZ5's governing body are representatives of the Ministry of Finance, the Ministry of
Finance has infact the right to appoint and dismiss all the members of the FMGS's
governing body.

Legal integration of the MCE into the Eurosystem

With regard to Ceska narodni banka's legal integration into the Eurosystern, the Law
on CHEB and Law Mo 21969 Coll., establizhing ministries and other central
adrinistrative bodies of the Czech Republic (hereinafter the "Law on competences”)
need to be adapted as set out below.

Economic policy objectives

Aricle 2(1) of the Law on CME, the last sentence of which provides that without
prejudice to its primary objective, Ceska narodni banka shall support the general
economic policies of the Government leading to sustainable economic growth and the
general economic policiesin the EU with a view to contributing to the achieverment of
the objectives of the EU, is not fully compatible with Article 127 (1) of the Treaty and
Article 2 of the Statute. The Law on CNE should make it clear that the objective of
financial stability and the objective of supporting the general ecanomic policies of the
Gavernment leading to sustainable growth are subordinate not anly to the primary
objective of price stability as specified in Section 7.22. but also to the secondary
objective of the ESCE.

Tasks

Monetary policy

Article 2{20(a), Article (1) and Part Five (namely Aricles 23 to 26) of the Law an CNE,
which provide for Ceska nérodni banka's powers in the field of monetary policy and
instruments far the implementation thereof, do not recognise the ECEB's powers in this
field.

Articles 28,29, 32 and 33 of the Law on CNE, which empower Casks narodni banka to
enter into certain financial transactions, also fail to recognise the ECB's powers in this
field.

Official foreign reserve management

Adicle 35(c) and Articles 36 and 47 a of the Law on CMEB, which provide for Cesks
narodni banka's powers relating to foreign reserve management, do not recognise the
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ECE's powers in this field. Aricle 4017 of the Law on competences, according towhich
the Minigtry of Finance is the central administrative body for, inter alia, "foreign
exchange affairs including the State's claims and obligations towards foreign entities’
does not recagnise the ECBE's powers in this field.

Payment systems

Adicle 2(2)(c) and Articles 38 and 352 of the Law on CNE, which provide for Cesks
narodni banka's powers relating to the smooth operation of payment systems, do not
recognise the ECB's powers in thisfield. Article 4(1) of the Law on competences,
according to which the Ministry of Finance is the central administrative bady for, inter
alia, "payments systems”, does not recognise the ECE's powers in this field.

Issue of hanknotes

Adicle 2(2)(b) of the Law on CME, which ermpowers Ceskd narodni banka to issue
banknotes and coing, and Part Four of the Law on CME, namely Aricles 12 to 22,
which specify Ceska narodni banka's powers in this field and the related implementing
instruments, do not recognise the Council's and the ECB's powers in this field.

Financial provisions

Appointment of independent auditors

Aricle 48(2) of the Law on CNB, which provides that Ceskd narodni banka's annual
financial staternents are audited by auditors selected on the basis of an agreement
between Ceska narodni banka's Board and the Ministar for Finance, does not
recaognise the Council's and the ECE's powers under Article 27 .1 of the Statute.

Financial reporting

Adicle 48 of the Law on CNE does not reflect Ceské nérodni banka's obligation to
comply with the Eurosystem's regime for financial reporting of MCB operations,
pursuant to Article 26 of the Statute.

Exchange rate policy

Aricle 35 of the Law an CHNB, which authorises Caska narodni banka to conduct
exchange rate palicy, does not recagnise the Council's and the ECE's powers in this
field. Article 4 ofthe Law on competences also fails to recognise the Council's and the
ECE's powers in this field.
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725

7.3

731

International cooperation

Aricle 2(3) of the Law on CNB, which ernpowers Ceska narodni banka to cooperate
and negotiate agreements with the central banks of other countries, international
financial institutions and other fareign and international arganisations perfarming
similar tasks to those performed by Ceska narodni banka, does not recognise the
ECE's powers in this field.

Miscellaneous

Article 37 of the Law on CMNE, which provides for the respective legislative powers of
Cesks narodni banka and the Ministry of Finance in areas relating, inter alia, to
currency, the circulation of money, the financial market, the adoption of the euroin the
Czech Republic, the payment system, foreign exchange management, and the status,
competence, organisation and activities of Ceskd narodni banka, does not recognise
the Council's and the ECEB's powers in this field.

Article 463 of the Law on CME, which sets out the sanctions against third partieswhich
fail to comply with their statistical obligations, does not recognise the Council's and the
ECE's powers to impose sanctions,

Zonclusions

The Law an CNE and the Law on competences do not camply with all the
requirements far central bank independence, the monetary financing prohibition and
legal integration into the Eurasystern. The Czech Republicis a Member State with a
derogation and must therefore comply with all adaptation requirements under
Article 131 of the Treaty.

Hungary

Compatibility of national legislation

The following legislation forms the legal basis for the Magyar Nemzeti Bank and its
operations:

¢ The consolidated version of the Fundamental Law of Hungary @2

o Law CHOOKE of 2013 onthe Magyar Mermzeti Bank (hereinafter the "Law on the
Rl B 29

TE Magy arorszag Al aptirvénye, Magyar Kizléng 2013462, (230,
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732

The Law on the MMEB has been amended several times since the ECB's Convergence
Report of June 2022, As a result, sorme additional points are included in this year's
assessment. Mevertheless, there have been no major changes in relation to the points
identified in that Convergence Repanrt, and those comments are therefare largely
repeated in this year's assessment.

Independence of the NCE

With regard to the Magyar Memzeti Bank's independence, the Law on the MNEB, Law
X381 of 2008 20 Government Decres 83/2023 (Il 22.) on economic and financial
measures®! and Government Decree 4712022 (X1 21.) on certain economic
measures?? needto be adapted as set out below,

Institutional independence

After introducing significant changes in 2013-2015 23 minar amendments were made
tathe Law an the MME. In the past two years, the Magyar Memzeti Bank has been
entrusted with additional tasks arising from the implementation of EL legislation 2*
Given the nature of these changes, it is unlikely that they will have a material irmpact on
the institutional framework and organisational and governance stability of the Magyar
Memzeti Bank.

TE 4 Magyar Memzeti Barkr 8l szal6 2013, dwi CXOCCX tarvény, Magyar Kazldm 201352, (130260, Law
CHxX of 20132 antheMagyar Memzeti Bank repealed Lan CCWI of 2011 on the Magyar Hemzet Bank
with effect rom 1 October 2013, See Opiniors CONZO13E5 and CONL20120T 1.

0 | g 2200 of 2002 on the oath of certain public officials (egyes kizjogi tiezts égvis eltk eskijérdl és
fogadalmard| s=ald 2002, &vi X211t neé md).

N G azdas Agi, finarszirezasitargy O intézkedésdor 8l sza 16 S20232. (111 22.) Korm. rendelet.
2B Egyes gazdasagitargyid intézkedés ekl zz810 47152022 (=] 21,0 Karm. rendelet.

Z0 The most notable amendment was the integration of the Hungarian Finaneial Supervisony Suthor ity
[{HFSA) irto the Magyar NemzetiBank a= a generallegal suceessor to the HF SRS scope of competence,
right and obligations (see Aricles 176 to 153 of the Law on the WMB a5 well 22 Dpiniors COM20123056
and COMED1371). Further amendment concerned the allocation of new tasks to the Magyar Nemzeti
Bank,such as: resolution tasks (Lan 220000 of 209049, superris ory tasks invobring the werification of
compliance with the new legal me asures applicable to consumer loan contrack (Law XL of 2014);
mediation of complaints and the initiation of legal proceedings inthe public interes t0 Lav 2L of 2014 and
Lan L0y of 20157, The combination of the changes to the institutio nal framework of the hagyar
MemzetiBark and the frequency of changes to the Law on the MNB, not abways backed by robust
justification of the nead to amend the bMagyar N emzeti Bank's institutional framewods, were mentioned in
previous Conwergence Reports a2 adwersely affecting the organis ational and gowernance stabiliy of the
Magy ar Nemzeti Bark and hawving an impad on its ins titutional independence. The principle of central
bank independence requires that a central bark has astable legal framewod to enable it to function.

W Ardicle A0 of the Law on the MNEB now covers the follawing EU secondary legislation az well: Regulation
(EUY Mo 2802012 ofthe European Parliament and of the Council of 19 March 2012 establishing
technical and business requirements for credit trarsfers and direct debits in 2uro and amending
Fegulation (ECY Mo 9242000 (0J LS4, 2032012, p. 223 Regulation (EL) 20191228 of the European
Farliament and ofthe Council of 20 June 2019 on a pan-European Personal Persion Product (PEPF)
[oJ L1422, 25.7.2019, p. 1) Regulation ( ELN 20242320 of the European Parliament and of the C ouncil of
19 duly 2021 on cross- border payments in the Union (OJ L27<4, 2072021, p.200; Regulation (ELD
2022085858 of the European Parliament and of the Council of 20 May 2022 on 3 pilot regime for mark et
infrastructures based on distributed ledger technology, and amending Regulations (EUY Mo SO0F2014
and (ELY Mo 902014 and Drirective 201485EU (OJ L 154, 262022, p. 10
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Article 1(2) of the Government Decree 892023 (1. 22.) on economic and financial
measures provides that, until 1 April 2024 2% voluntary mutual insurance funds, home
savings and loan associations, private pensions and private pension funds, insurance
institutions, entities regulated by the acts on investment firms, commadity dealers,
collective investrment firrns and their managers® may not purchase any Hungarian
forint-denominated debt instrument issued by the central bank of a Member State of
the Union. The sarme prohibition appliesto natural personswhose investments exceed
HUF 2000000027 |n addition, Adicle 1(1) of Government Decree 4712022 (X1, 21)
on ceftain economic measures stipulates that, until 1 April 2024 2% in the case of the
same persons and entities covered by Government Decree 832023  the interest paid
on dernand deposits with a masximum maturity of one year under deposit agreements
concluded with credit institutions may not exceed, the average yield of the last auction
of the discount Treasury bil issued by the Hungarian State with a remaining maturity
of three rmonths, as published on the official website of the Allamaddssag Kezeld
Kazpont (Hungarian Government Debt Management Agency). These provisions of
Gaovernment Decree 822023 and Government Decre e 4712022 interfere with the
independence of the Magyar Mermzeti Bank, since they prevent the Magyar Memzeti
Bank fram independently choosing the necessary means and instruments to conduct
an efficient monetary policy and to independently achieve price stability. 2" Therefore,
Government Decree 892023 and Gavernment Decree 47172022 need to be adapted
inthis regard.

Fersonal independence

Lanwy 3 of 2008 specifies the wording of the oath that the members of the Monetary
Cauncil —including the Governor — are reguired to take. @ Pursuant to Article 3(7), in
canjunction with Articles 10(3) and 11(2) of the Law on the MNE | the Governor and the
Deputy Gowvernors of the Magyar Memzeti Bank must take an oath befare Hungary's
Fresident, while other members of the Monetary Council take an oath before the
Parliarnent. Law XX of 2008 specifies the wording of the oath to be taken by public
officials appointed by the Parliament 220 Therefora, it is not clear whether the
Governorand Deputy Governors take the same oath as the other members of the
hlanetary Caouncil.

ZE  The restriction as twas first introduced was to apphy untl 20 June 2023, & period of application has
been extended several times.

I8 s et outinArticle 29010 ), (d), 00, (0L (0 and () efthe Lam on the WNB,
2 See Article [1023] of the Government Decree SW2023 (1. 22 on economic and financial measures.

Z€ The restriction as twas first intreduced was to apphy until 20 June 2023, & period of application has
been extendad zeveral times.

I8 See paragraphs 3.4 and 3.5 of Opinion COMNZ2O23M0.

I This haz been noted in all ECEz Comvergence R epork sinee 2070,

2 | g XXM of 2002 on the oath of certain public afficiak (egyes kizjogi tezts égvic eldk eskijéral &z
fogadalmard|szald 2008, évi XML tne ény), The wording of the oathis: ", ... [name ofthe person tading
the oath], hereby undertake to be faithfulto Hungany and to its Fundamental Law, | will comphy and
ensure compliance with its laves, Tl fulfil my office as a ... [name ofthe position] for the benefit of the
Hungarian pecple. [ epending on the belief of the persontaing the oath] So help me God”
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The Magyar Memzeti Bank's Gov ernor acts in a dual capacity as a member of both the
Magyar Mermzeti Bank's Monetary Council and the ECE decision-making bodies. The
warding of the oath should take into account and reflect the status, obligations and
duties of the Gavernor as a member of the ECBE's decision-making bodies.
Furthermore, the other members of the Maonetary Council are alsainvolved in the
performance of ESCEBrelated tasks The oath taken should not hinder the Governor,
Deputy Governors and other mermbers of the Monetary Council fram performing
ESCE-related tasks. Law x A%l of 2008 and Articles 2(7), 10(3) and 11(2) of the Law
on the MNEB need to be adapted in this regard 22

In addition, in accardance with Article 152(2) of the Law an the MRE, by way of
exception from the general rule laid down in Aticle 152010, all employees of the
Magyar Mermzeti Bank, including the members of the Monetary Council, may: (11 hold
mernbership of any kind in some but not all of the entities™? subject to the Magyar
Memzeti Bank's supervisory powers, which fall under the scope of the laws
enumerated in Article 39 of the Law on the MRB2* {2 have an employment
relationship or any other work-related relationship, including by being executive officer
or a supervisary board member, ina financial insttution inwhich the Magyar Memzeti
Bank halds shares; and (3) be a supervisary board member of & non-profit business
association the purpose of which is the resalution of entities subject to Aricle 39. In
addition, pursuant to Article 153(1) of the Law on the MNE, employees of the Magyar
Mermzeti Bank, including the members of the Monetary Council, pedfarming the
Magyar Mermzeti Bank's basic tasks can maintain an employment relationship,
including by being an executive officer ar a supervisory board mermber, with financial
institutions in which the Magyar Memzeti Bank holds shares. Furthermoare, pursuant to
Adicle 153(F) of the Law onthe MNB 2% by way of exception from Article 152, Article
153017 ta (5] and Aricles 154 to 156 of the Law on the MMNE, the members of the
Monetary Council may, without being subject to a formal disclosure requirerment
(unless t amounts to an employment relationship), be an executive officer or a
member of a supervisory board of a business association under the majarity
ownership of the Magyar Memzeti Bank, as well as a member of the management,
board of trustees or supervisory board of a foundation established by the Magyar

ZZ | g XXM of 2002 weas amended by Lan X1 of 2014, but these changes did not affectthe asseszment
of the Hungarian law laid down in this 5 ection.

I8 These entities are voluntany mutual ircurance funds, private pans ion funds, cooperative credit institutions
and insurance aEsociations.

% These ack are as follows:(a)the Law onvolurtary mutualirsurance funds ; (5 the Law on the Hungarian
Export-Import Bank Corporation and the Hungarian B<port Credit Irsurance Corporation; (eithe Law on
creditirstitutions and financial enterprises; (dithe Law on home savings and loan associations; () the
Lam an mortgage loan companies and mortgage bonds; (i the Law an private pensions and Private
Fension Funds; (g the Law an the Hungarian Developmert Bank Limited Company; (h) the Law on credit
instititions and financial enterprises; (i) the Law on the capital madiets; () the Law oninsurance
instititions and the insurance bus iness; (k) the Law on the distance makeeting of coreumer financial
zenrices; () the Law on occupation al retirement pensions and institutions for occupational retire meant
provision; (m) the Law an investment firms and commodity dealers, and on the regulations governing
their activities; (niithe Law on collective inrestment trusts and their managers, and on the amendment of
financial regulatiors; (o) the Law on reircurance; (p) the Law onthe pursuit of the business of payment
senvices; (q) the Law on insurance against civil liabilty in respact of the uze of motor vehicles; (f) the Lam
an the central credit information system; (s) the Law on setiement finality in paymernt and securities
setlement systems; (1 the Lan on paymentservice providers.

IE A introduced by Lan OO0V of 2045 on amendments to specific acts in order to enhance the
developmentaf the system affinancial inte rmediation (e gyes térvényaknek apérelgyi kdzvettirendszer
fejlesztésénak eldmozditiza érdek dben tinténd modastaz ardl szdld 2015, évi L0, fnré .
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Mermzeti Bank. Onthe basis that it gives rise to potential conflicts of interest, the
exception provided forin Article 152027 - in conjunction with Article 153(1) - and Article
1531(5) of the Law on the MNE should be removed in relation to the entities subject to
the Magyar Memzeti Bank's supervisory powers that fall under the scope of the laws
enumerated in Article 39 of the Law on the MMNB | in arder to safeguard the persanal
independence of the members of the Monetary Council. Furthermore, in relation to
entities that are not subject to the Magyar Memzeti Bank's supervisory powers and do
not fall under the scope of the laws enumerated in Article 39 of the Law onthe MNE, it
should be clarified that the memberships ar relationships specified in the
abavementioned provisions of the Law on the MMNE are not permitted if they give rise
to a conflict of interest.

In addition, Article 153(4) of the Lawe on the MME stipulates that all employees of the
Magyar Mermzeti Bank, including the mermbers of the Monetary Council, rmust notify
the Magyar Memzeti Bank when acquiring financial instruments subject to the Law
CxANI of 2007 an Investment Service Providers and Commodity Traders and the
Rules of their Services except for state bonds and securities issued by open-ended
public investrnent funds. The notification must be made within three working days of
acquiring the instruments. In arder to avaoid any potential conflict of interest, however,
this natification obligation should cover all instruments including state bonds and
securities issued by open-ended public investment funds.

In addition, Article 1586(7) of the Law on the MNE in conjunction with Article 152013,
sets out postemployment conflict of interest rules far the members of the Monetary
Council. It pravides the members of the Manetary Council with an exemption fram the
cooling- off period of six months with regard to any membership or sharehalder
relationship, employment relationship arwork-related contractual relationship,

exe cutive officer relationship ar supervisory board membership with any ofthe entities
subject to the Magyar Memzeti Bank's supervisory powers, which fall under the scope
of the laws enumerated in Article 39 of the Law on the MME and inwhich the
Hungartian State or the Magyar Memzeti Bank has a majority stake 2® Providing for
such an exemption may give rise to potential canflicts of interest far the members of
the Monetary Council. In arder to safegquard those members' personal independence,
the exemption frorm the postemployment restrictions provided for in Article 156(7) of
the Law an the MME should be removed as regards the entities subject ta the Magyar
hemzeti Bank's supervisory powers and should be amended to clarify that such
membership is not permitted if it gives rise to a conflict of interest as regards the other
entities covered by Adicle 15607 of the Law on the MNE.

Article 157 of the Law on the MNE defines the rules that members of the Manetary
Council must ahide by when submitting their declarations of wealth. The Governar and
the Deputy Governors must also follow these rules, by reference to the application of
the provisions laid down in Law 3330 of 2012 on the Parliament governing the
declaration of wealth of members of the Parliarment and related proceedings. Pursuant
to Article 9003) of Lawe 2300 of 2012, which applies to the members of the Monetary
Council by virtue of Article 15701} and Article183/L of the Law an the MMNB , in the case

IZE |ntroduced to Article 15507 of the Law on the MMB by Article 174 of Lawe OO0 of 2045,
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of non-cormpliance with the abligation to submit & declaration of wealth, the members
of the Monetary Council will be prohibited from carrying out their duties and, as a
conseguence, they will not be entitled to receive their rermuneration for the period of
non-campliance. The sanction pravided for in Article S0(3) of Law 2335 of 2012 in
effect allows the members of the Manetary Council to be temporarily removed fram
office for grounds other than those pursuant to Article 14.2 of the Statute. The
provisions of Article 157 (2) of the Law on the MMB should be adapted®® sothat the
members of the Manetary Council may not be dismissed for reasons other than those
laid dowen in Article 14.2 of the Statute 22

Financial independence

Inthe past two years,the Magyar Memzeti Bank's recapitalisation and reimbursement
regime was replaced twice. First, Article 166(3) of the Law an the MRE was amended
to provide that if the amount of equity fell below the subscribe d capital at the end of the
year under review , th e difference would be reimburse d frorm the central budg et directly
tathe retained earnings aver a period of five years, with equal instalments being paid
every year within 30 days of the shareholder's receipt of the naotification of the repart
forthe year under review 22 Additionally, if the amount of the equity exceeded the
subscribed capital, all outstanding repayment obligations would cease. If, within the
fve-year period, the central budget incurred a new reimbursement obligation, Article
166i3) of the Law an the MMNEB would apply to the fulfilment of this abligation if the
central budget ensured that the Magyar RMemzeti Bank's equity did not remain below
the level of subscribed capital for & longer period 20

Az a result ofthe second amendment, Article 166(3) of the Law an the MME currently
provides that if the equity of the Magyar Nemzeti Bank is below the subscribed capital
for a pralonged period of time, it must be ensured, by direct reimbursement to the
retained earnings provided from the central budget, that the amaount of the Magyar
Memzeti Bank's equity should be at least at the level of the subscribed capital within a
reasonable period of time, in order to comply with the principle of financial
independence. In addition, the Executive Board of the Magyar Mernzeti Bank must
approve a year-by-year forecast of the preliminary lev el of the equity at the end of the
previous year and its expected development and send the repart to the sharehoalder
and the Fiscal Council by 30 April 2! The State authotities seem to have a wide
margin of discretion to determine when the Magyar Memzeti Bank's equity would be

B See Section 222 of this Convergence Report

ZB See paragraphs 2.3 to 25 of Opinion CORNE01RE.

2B |n accordance with Article G2 of the Law on the MMB.

I g LW of 2022 onthe amendment to Law CEXEL of 2013 on the Magyar N emzeti Bark (a bagyar
MNemzeti Barkrdl s=416 2013, &vwi TR tine ény midesitasardl szald 2022, &vi LUV tEnvény),

I See Article 62 and Article 12790 az amended by Lan Cx1of 2023 and 12081 of the Lave on the MNB.
This reimburzement mechanism clozely resembles the recapitalis ation mechanism of the Hreatska
Marodna Banka(HNE), a= discussed in paragraph 2.5 of Opinion COM 2023024
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restored up to the level of the Magyar Mermzeti Bank's subscribed capital, which, as
sich, is not inconsistent with the Treaty and the Statute of the ESCE.#2

The Magyar Nemzeti Bank's dividend payment regime was also modified in the past
twn years ™ Article 166(1) of the Law on the MMNEB currantly provides that if the
amount of the Magyar Memzeti Bank's equity exceeds its subscribed capital at the end
of the year under review, the Magyar Mernzeti Bank will pay50% of its profit for the
year under review as a dividend (automatic dividend payment). Article 166(1a) of the
Law on the MME stipulatesthat the Magyar Nemzeti Bank will pay dividends, based an
a decision of its Executive Board, from the positive amount of its retained earings
supplemented by the lass or 0% of its profit fram the year under review, up to the
arnount of the equity exceeding the subscribed capital (discretionary dividend
payment). According to Article 166(1b) of the Law on the MMEB, the dividend payment
is due within 30 days of the Magyar Nemzeti Bank sendingthe notification of the report
farthe year under review to the sharehalders. The ECE is of the wiew that the Law an
the MME may prescribe how its profits are to be allocated. Profits may be distributed to
the State budget only after any accumulated losses from previous years have been
cov ered and financial provisions deemed necessary to safeguard the real value ofthe
Magyar Memzeti Bank's capital and assets have been created. The Magyar Memzeti
Bank is best placed to assess independently what level of reserves is necessary to
enable it to perform its tasks, and such a decision should not be the subject of a third
party's decision Bt

Article 183 of the Law on the MMNE, read in conjunction with Aricle 176, provided that
on 1 Octaber 2013 all employees of the HFSA would be emplayees of the Magyar
Memzeti Bank and that the Magyar Memzeti Bank wasto bear the financial obligations
ariging fram any emplayment relations which HSFA staff transferred to the Magyar
Mermzeti Bank may have hadwith the HFSA inthe past. This provision alone, taken
together with the mass redundancy scheme provided for under Article 1830107 of the
Law an the MMEB and the aim of eliminating positions not essential forthe discharge of
duties in order to aptimise staff management, is incampatible with the Magyar Memzeti
Bank's financial independence and mare specifically its autonamy in staff matters. |t
impeded the Magyar Memzeti Bank's abilty to decide on employing and retaining

X See paragraph 37 of Opinion CONZO2324,

IR | g L of 2022 onthe amendment to Law CEXXLE of 2013 on the hagyar N emzeti Bank (a hiagyar
Nemzeti Barkrdl 52416 2013, &vwi CHHXIX tén ény midositasardl szald 2022, &vi LV torvémyd and
Law CXI of 2023 on the Magyar MemzetiBark (a Magyarorszag gazd as agi stabilitas ardl 52416 2011, &vi
CXCN térvéniy, walamint a Magyar Hemzeti Bank ralszdld 2013, dwi SN t6rémy madositas aral
szalé 2023, éwi CXIL. tirvémy).

TH See paragraph 34 of Opinion CONZ2022537 and paragraph 2.8 of Opinion CONZ202324,
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necessary and qualified staff for the Magyar Nemzeti Bank. See, also, the following
Section regarding compatibility with the prohibition on monetary financing

Monetary financing and privileged access

Article 36 of the Law on the MNE provides that if circumstances arisewhich jeopardise
the financial system's stabilty due to a credit institution's operations, the Magyar
Memzeti Bank may extend an emergency loan to such credit institution subject to
ohserving the prohibition an monetary financing in Article 146 of the Law on the MNE.
However, it would be useful to specify that such loans are granted independently and
at the Magyar Memzeti Bank's full discretion, which may make such extensions
canditional f necessary and against adequate callateral, thus introducing an additional
gafeguard which should minimise the possibility of the Magyar Memzeti Bank suffering
any loss.

Article 37 of the Law on the MME provides that on request, the Magyar Memzeti Bank
at its full discretion may provide a loan to the Mational Deposit Insurance Fund, subject
ta the prohibition on manetary financing in Aricle 146 of the Law on the MNE, in urgent
and exceptional cases threatening the stability of the financial system as a whole and
the smooth completion of cash transactions, the term of which loan may not be longer
than three months, Law L03 of 2015 extended the scope of Adicle 37 in arder to
enable such emergency shor-term loan facilties to be provided to the Hungarian

ZE pznotedinthe section on irstitution al independence, over the pastyears the Magyar Nemzeti Bank has
been entrusted with seweral new tasks, The legal provis ions entrusting the Magyar Memzeti Bank with
these new tasks that required additional human and financial resour ces within a relatively short period of
time were seen, in previous Conwvergence Reports, as an irstrument to influenee the Magyar Hemzeti
Bank's abilty to fulfil its mandate, both operationally and financially. Therefore, this raised concerns as
regards the provisiors' compliance with the principle of financial independence. Amy allocation of neamw
tasks should be supplemented by the necess any resources to carny them out. See paragraph 2.2 of
Opinion COMN2014452 and paragraph 3.4 of Opinion CONZOMAT2 |t 5 ako important to note that, as
introduced by Law Ll of 207, the Magy ar Hemzeti Bark ako acts, within iE existing tasks, & a
competent authority to implement sewveral delegated acts related to Drireclive 201955°ED of he
European Parliament and afthe Council of 15 May 2044 on madeet in finanzial instruoments and
amending Directive 200202EC and Directive 2001640ED (OJ L1732, 12,6 2014, p. 349) and Regulation
(EL) Mo B00V2014 of the European Parliament and of the Council of 15 May 2014 an markets in financial
instruments and amending Regulation (EU) Mo 64252012 (0OJ L1732, 12.6.2014, p. 84 The Magyar
MemzetiBark akoimplements Regulation (EL) 206011 of the European Parliament and of the
Council of 2June 2016 on indices used as benchmarks in financialinstruments and financial confracts or
to measure the performance of investmentfunds and amending Cvire ctiv es 2008/42/EC and 201457 7EL
and Regulation (ELN Mo 5962014 (0J L 171, 29 62016, p. 1), and =hall function as 3 competent
authority as referred to in Aricle 15 of Regulation (EU 201502385 ofthe European Parliament and of the
Council of 25 Nowember 2015 an trarsparency of securities financing frans actions and of reuse and
amending Regulation (ELY Mo 64252042 (0J L237, 22.12.2015, p. 1. In addition, the Magyar Hemzeti
Bank implement the following Regul atiors: Regulation (B 20172402 of the Europaan P arliament and
af the Council of 12 December 2017 laying dowen a general framewark far £ ecuritis ation and cre ating a
specific framewark for simple, trans parent and standardis ed = ecuritis ation, and amending Lirectives
20095SEC, 2009M3EC and 20118 1YEU and Regulations (ECY Mo 10802008 and (EUY No S42i2012
(00 L3, 28 42,2017, p. 35); R egulation (ELN 2097129 of the European Parliament and the C ouncil of
14 June 2047 on the pros pectus to be published when securities are offered to the public or admitted to
trading on a regulated manet, and repealing Directive 20027 1EC (OJ L 162, 3062017, p. 12); and
Regulation (EUY) 20190155 ofthe European Parliament and of the Council of 20 June 2019 on facilitating
cross-barder distribition of colle ctive investment undedadings and amending Regul atiors (ELUY Mo
24952012, (EU Mo 2495622012 and (EU) Mo 12262014 (0J L4182, 12.7.2019, p. 55). The Magyar Hemzet
Bank ako acts in compliance with B egul ation (ELY 20474121 of the European Parliament and of the
Council of 14 June 207 on money mark et funds (0OJ L1169, 20.6 2017, p. 2) andwith Regulation (EL]
201741991 ofthe European Pariament and of the Council of 25 October 2017 amending Regulation (ELN
Mo, 34502043 on European wenture capital funds and Regulation (EL) Mo, 295520132 on European social
entreprensurship funds (OJ L2293, 10 11.2047, p. ).
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Irmvestor Protection Fund, under the same conditions as to the Mational Deposit
Insurance Fund. This provision is compatible with the monetary financing prohibition.
Agalso already clarified in ECB opinions, ®® it may be useful to specify that such loans
are extended again st adequate collateral, thus introducing an addtional safeguard
which should minimise the passibility of the Magyar Nemzeti Bank suffering any loss.

The integration of the HFSA into the Magyar Mermzeti Bank took place on 1 October
2013. Based on Adicles 175 to 181 of the Law on the MIMNE, all of the HF 5&'s assets
ware transferred to the Magyar Nemzeti Bank. The Magyar Nemzeti Bank also
became a general legal successar to all obligations of the HFSA including, inter alia,
itz contractual relationships, pending procurement pracedures, out-of-court redress
procedures, taxrelated administrative procedures aswel as any other type of legal
procedure (including pending administrative legal procedures)®™. As a conseguence,
any payment obligation from a legal relationship or a requirement to pay
campensation fallowing any judgment handed down by a Hungarian court granting
compensation ta an individual ar entity challenging a prior decision of the HFSA is to
be borne by the Magyar Memzeti Bank.

Although Article 1776 of the Law on the MMNEB pravides for cormpensation by the State
to the Magyar Memzeti Bank for all expenses resulting from the above-mentioned
obligations that would exceed the assets taken aver from the HFSA, the Law an the
WME does nat specifically lay down the pracedure and deadlines applicable to
financing by the State and reimbursement of the Magyar Memzeti Bank. This can anly
be considered to be an ex-post financing scheme. The provisions applying to the
assignment of the abligations of the HF 5Ato the Magyar Nemzeti Bank were nat
accompanied by measure s that would fully insulate the Magyar Memzeti Bank from all
financial obligations resulting from any activities and contractual relationship s of the
HFSA& originating prior to the transfer of tasks, and the provisions of the Law on the
WME introduced a time gap between the costs arising and the Hungarian State
reimbursing the Magyar Memzeti Bank, should the expenses incurred at the Magyar
Memzeti Bank exceed the value of assets taken over fromthe HFSA As mentioned in
previous Canvergence Reparts, such a scenario would constitute a breach of the
prohibition on monetary financing laid down in Article 123 of the Treaty as well as of
the principle of financial independence under Article 130, Hence the Magyar Memzeti
Bank must be insulated from all financial abligations resulting fram the prior activities
or legal relationships of the HFSA,

Article 183 of the Law on the MNE read in conjunction with Article 176 of the Law on
the MMEB pravides that the Magyar Memzeti Bank bears the financial obligations
atising from the employment relationships which HFSA staff transferred ta the Magyar
Memzeti Bank may have had with the HFSAin the past. In order to camply with Article
123 of the Treaty, the Magyar hMemzeti Bank should be insulated from all obligations
ariging out of emplayment relationships between any new Magyar Memzeti Bank staff

ZE See, for example, paragraph 9.3 of Opinion CONZD115104,
I See paragraph 37 of Opinion CONZO0SE3,
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7134

T35

member and the HFSA, in the light of the mass redundancy scherme provided for
under Article 183(10) of the Law on the MNES?

Single spelling of the euro

In several Hungarian legal acts®™ the name of the single currency is spelled ina way
("eurd"”), which is inconsistent with EL! law. Under the Treaties a single spelling of the
ward "eura”in the nominative singular case is required in all EL and national
legislative provisions, taking into account the existence of different alphabets. The
Hungarian legal acts in question should therefore be amended accordingly 20

The ECE expects that the correct speling of the word "eurn” will be applied in
Hungarian legal acts and the euro changeover law. Only when all national legal acts
use the carrect spelling of the ward "eura” will Hungary comply with the Treaties.

Legal integration of the MCE into the Eurosystem

With regard to the Magyar MNemzeti Bank's legal integration inta the Eurasystem, the
Law on the MRE needs to be adapted as set out below,

Economic policy objectives

Article 3(2) of the Law on the MNE pravides that the Magyar Memzeti Bank suppoarts,
without prejudice ta the primary objective of price stability, the maintenance of the
stability of the financial intermediary systern, the enhancement of its resilience, its
sustainable contribution to econamic growth and the Government's general econamic
palicies and environmental sustainabilty policy. This provision is incompatible with
Article 127(1) of the Treaty and Aricle 2 of the Statute as it does not reflect the
secondary objective of supporting the general economic policies in the EL.

ZE pfhough this concern and the one explained in the previous paragraph remain, they are obwious by less
=trong than they were in the immediate ve ars that follawed the integration of the HF 52 into the Magvar
MemzetiBark as, due to the passage oftime, itis less 1k ely that Magyar Hemzeti Bank has to assume
ne financial oblig stiors resulting from the legal successzion of HFSA

B For example, Lan L of 2023 on the 2024 certral budget of Hungary (Magyararszag 2024, évi kdzponti
kiltsdgvetés Erl szald 2023, &vi L. térvény) and Law C L% of 2023 on the amendment of certain Lans
related to stengthening the competiiveness of domestic economic aperators and increasing the
efficiency of public administration (a hazai gazdasagiszereplik versemképességének erfsités dvel & a
kézigazgatas hatdconysagana: ndvel &= ével Grszefiiggd egyes tirvenyek midositisardls=ald 2023, &vi
CLE. Horvé my).

20 See paragraph 3.3.1 of Opinion CONS2ZOOSES.
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Tasks

Monetary policy

Article 41 of the Fundamental Law of Hungary and Article 1(2) and Aricles 4, 9, 16 to
22,159 and 171 of the Law on the MMNE establishing the Magyar Mermzeti Bank's
powers in the field of monetary palicy and instruments far the implementation thereaof
do not recognise the ECBE's powers in this field.

Collection of statistics

Although Article 4(6) of the Law on the MMNE refersto the Magyar Memzeti Bank's
obligation to transfer specific statistical data to the ECE in accordance with Article 5 of
the Statute, Adicles 102) and 171(1) and Articles 3, 12, 30 and 180 of the Law an the
WME establishing the Magyar Nemzeti Bank's powers relating to the caollection of
statistics do not recognise the ECE's powers in this field.

Official foreign reserve management

Article 1023, Article 4030, (4) and (12), Article 9 and Article 15902) of the Law on the
MME, which provide for the Magyar Memzeti Bank's powers in the field of foreign
reserve management, do nat recagnise the ECE's powers in this field.

Payment systems

Article 1023, Article 4(5) and (12), Aricles 3,13, 27 and 28, and Article 171 (3) of the
Law on the MMNE establishing the Magyar Memzeti Bank's powers with regard to the
pramotion of the smooth operation of payment systems da not recognise the ECB's
powers in this field.

Issue of hanknotes

Article K ofthe Fundarmental Law and Article 1(2), Article 4(2) and (12), Articles 9,12,
23 t0 26 and Articles 171(1) and 172(2) of the Law on the MME establishing the
Magyar Memzeti Bank's exclusive right to issue banknotes and coins da notrecognise
the Council's and the ECEB's powers in this field.
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Financial provisions

Appointment of independent auditors

Article 144 of the Law on the MMNE providing that the President of the State Audit Office
rmust be consulted befare the Magyar Memzeti Bank's auditor is elected ar their
dismissal is proposed, Article B{1) of the Law an the MNB, which provides for the
sharehalder's power to appoint and dismiss the auditor, and Aricle 15 of the Law on
the MMNE dao nat recognise the Council's and the ECB's powers under Article 27 .1 of
the Statute.

Financial reporting

Adicle 12(4)(b) and Article 147 of the Law on the MMNB and Law © of 2000 21 in
canjunction with Government Decree 2212000 22 do nat reflect the Magyar Memzeti
Bank's obligation ta camply with the Eurosystem's regime for financial reparting of
MCE operations, pursuant to Article 26 of the Statute.

Exchange rate policy

Aricle 1023, 4(4) and (123, Articles 3 and 22 of the Law on the MNE lay down the
Government's and the Magyar Memzeti Bank's respective powers inthe area of
exchange rate policy. These provisions do not recognise the Council's and the ECB's
powers in this field.

Intermational cooperation

Article 1023, 135(5) of the Law an the MME providing that, upon autharisation by the
Government, the Magyar Memzeti Bank may undertake tasks arising at international
financial organisations, unless otherwise provided for by a legislatve act, fails to
recognise the ECB's powers as far as issues under Aricle B of the Statute are
cancerned.

Miscellaneous

Aricles 75 and 7B of the Law on the MME do not recognise the ECE's powers to
impose sanctions.

ZH Law G of 2000 on Accounting (@ szamwitelrdl =415 2000, &vi C. tirwénd.

22 Government Decree 2212000 (X11.19.7 on the special reparting and accounting requirement ofthe
Magy ar Hermzeti Bark (a Magyar Nemzet Bank éves beszamold készitési & kimvezetési
kiitelezetts B9 ének s ajatoss Agairdl sz816 224/2000 (X190 Kormamyrendeled.
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736

74

741

With regard to Aricle 132 ofthe Law on the MMNBE, which entitles the Magyar Memzeti
Bank to be consulted on draft national legislation related to its tasks, it is noted that

consulting the Magyar Mermzeti Bank does not obviate the need to consult the ECE
under Articles 127{4) and 282(5) of the Treaty.

Az set out in Section 7 .42 Adicle 9(7) of the Law an the MME requires the members
of the Monetary Council to make an oath in accordance with the wording specified in
Article 1 of Law X34 of 2003, Article 907) of the Law on the MNE needsto be adapted
to comply with Article 14.3 of the Statute 2

Zonclusions

The Fundarmental Law of Hungary, the Law on the MMNE, Law 3301 of 2003
Gaovernment Decree 892023 and Gavernment Decree 471/2022 do not comply with
all the requirements for central bank independence, the prohibition an monetary
financing, and legal integration into the Eurosystern. Other Hungarian legal acts do not
comply with the requirerments for the single spelling of the euro. Hungary is a Member
State with a derogation and must therefore comply with all adaptation requirements
under Article 131 of the Treaty.

Poland

Compatibility of national legislation

The following legisiation forms the legal basis for Marodowy Bank Polski and its
operations:

+« the Polish Constitution 24
s the Lawon Narodowy Bank Polski (hereinafter the "Law on NBP") 2%

¢ the Law on the Bank Guarantee Fund, deposit guarantee systerm and
compulsary restructuring (hereinafter the "Law on the Fund®) 2*¢

s the Lawon banking (hereinafter the "Law on banking" 24

28 See paragraph 37 of Opinion CONZO0SE3,

4 Konstytucja Rzeczypospolitej Fokkie) of 2 April 1997, Dziennk Ustaw of 1997, No 78, tem 923, with
further amendments .

Z€  Uztawa o Marodoany m Barku Pokkim of 22 August 1997, Corsalidated wersion published in Dziennik
Ustaw of 2022, tem 2025,

26 Ustawa o Barkowym Funduszu G araneyjny m, systemie guarantowania depozytin araz praymus owej
restruktunzacii of 10 June 2096, Consolidated wers ion published in Dziennk Ustaw of 2024, tem 427,

28 Ustawa Prawo barkowe of 28 August 1997 . Consolidated wersion published in Dziennk Ustan of 2023,
item 2422, with further amendment.
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o the Law on settlerment finality in the payment and settle rment systems and on the
supervision of such systems 2%

Mo majar new legislation has been enacted inrelation to the points identified in the
ECE's Convergence Report of June 2022, and those comments are therefore largely
repeated in this year's assessment.

Independence of the NCE

With regard ta Marod owy Bank Polski's inde pendence, the Polish Constitution, the
Law on MBP and the Law on the State Tribunal®*® need to be adapted in the respects
set out below. Currently, the Polish Constitution specifies that Narodowy Bank Polski
"shall have the exclusive right to issue money and to farmulate and implerment
manetary policy”. 0 The Law on NBP states that "the primary objective of the activity
of Marodowy Bank Falzki shall be to maintain price stability, while supporting the
economic policies of the Government insofar as this does not constrain the pursuit of
the primary objective of Marodowy Bank Palski" 25! The ECB understands that the se
pravisions necessarly imply that Marodowy Bank Polski carries out its tasks and
pursues its objectives independently of any other autharity. Accordingly, the
wall-established case-law of the Canstitutional Tribunal derives the principle of the
independence of Narodowy Bank Polski fram a functional interpretation of the content
of Article 227 of the Polish Constitution®?2,

Institutional independence

Article 11(3) of the Lawe on MEP, which provides that Marodowy Bank Polski's
Governor represents Poland's interests within international banking institutions and,
unless the Council of Ministers decides otherwise, within international financial
institutions, needs to be adapted to comply with Article 130 of the Treaty and Ardicle 7
of the Statute.

Article 23011020 of the Law an MBP, which obliges Marodowy Bank Palski's Governor
to forward draft manetary policy guidelines to the Council of Ministers and the Minister
for Finance, needs to be adapted to comply with Article 130 of the Treaty and Article 7
of the Statute.

The Supreme Audit Office (MIK), & constitutional body, haswide powers under Article
20301} of the Polish Constitution to control the activities of, armong others, all public

Z€ Ustawa o cstatecznos i rozrachurku w systemach pratnoéci isystemach rozrachurku papierén
wiarted cicwych or & zasadach nadzoru nad tymi systemami of 24A0gust 2004, Corsolidated varsion
published in Dziennik Ustaw of 2024, tem 525

Z€  |stawa o Trybunale Stanu of 26 March 1932, Consolidated version published in Dziennk Ustan of 2022,
item TE2, with further amendments.

See Aricle Z27(1), second sentence, ofthe Polish Constitution.
See Article (1) ofthe Law on HBP.

See the judgements of the Constitutional Tribunal in cases 25099 of 28 June 2000, K 26003 of 24
Mowember 20032, U406 of 22 September 2008, Kp 402 of 16 Juby 2009 and K 23023 of 11 Janoary 2024,

]

W
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adrninistrative authorties and Marodowy Bank Polski as regards their legality,
economic prudence, efficiency and diligence. The scope of the MIK's control should be
clearly defined, should be without prejudice to the activities of Narodowy Bank Polski's
independent external auditors,? should comply with the prohibition an giving
instructions to an MCE and its decision-making badies and should nat interfere with
the MCBE's ESCE-related tasks. In particular, it should be ensured that when auditing
Marodowy Bank Polski, the application by the MK of the "efficiency criterion” does not
extend to an evaluation of Marodowy Bank Paolski's activities related to its primary
objective of price stability 2 Adicle 203(1) of the Paolish Constitution needs to be
adapted to camply with Article 130 of the Treaty and Article ¥ of the Statute.

Fersonal independence

Article 3(5) of the Law on NEP regulates the dismissal of Marodowy Bank Polski's
Governor by the Sejm (lower house of Parliament) upon reque st of the President of
the Republic of Poland, if he ar she has:

s  heenunable to fulfil his or her duties due to prolonged iliness,
. been convicted of a criminal offence under a final court sentence,

¢«  submitted an untruthful disclosure declaration, confirmed by afinal court
judgment 2%

o been prohibited by the State Tribunal from occupying executive positions or
holding posts of particular responsibility in state bodies 2

hWlareover, under Article 25(3) in conjunction with Article 3 and Aricle 1(1)(3) of the
Law on the State Tribunal, Marodowy Bank Polski's Governor may also be relieved
from office® if he or she violates the Constitution or a law *®

The ECE understands that the grounds listed above in principle do not constitute new
grounds for dismissal of Marodowy Bank FPalski's Governar in addition to those

22 Farthe activities of the M CBs independent external auditars see, az an example, Aticle 27.1 afthe
Statute.

See paragraph 25 of Opinion CON2Z0118.

The provision was added with effect from 15 March 2007 by Aricle 37 3 of the Law on disclesure of
information relating to documents of state security = ervices from the period 1944 1990 (Ustawa o
ujarnianiu informacji o dokumentach organéw bezpieczefetua panstva z |at 19991200 oraz trascitych
dokumentdv af 18 Octaber 2006, Consalidated wersion published in Dziennk Ustaw of 2024, tem 27 3).

2= Such prohibition by the State Tribunalis one ofthe sanctions enumerated in Aricle 25 120 of the Law on
the State Tribunal

22 Asthe relevant legislation currenthy stands, itis not ertirely cle ar whether fhe relieving in accordance with
Article 2803) of the Law on the State Tribunal ako requires the imahrement of the Sejm and the Prasident
of the Republic of Poland.

22 The indictment by the Sejm of the Sovernor of M arodowny Bark Pokski befare the State Tribunal res ults,
by aperation of lav, in s uspension of the Gowvernor from office. According to the judgment of the Polish
Corstitutional Court of 11 Januany 2024 (Case K 235230, the provision of Aticle 1101), second sentence,
of the Law on the State Tribunal, in conjunction with Aricle 130130 of that Law, & uncorstitutional and
needs to be amended by the Sejm, insofar a5 it allowes for the suspension of the Governoras aresultof a
resalution of the Sejm adopted by onby an absolute majority of wotes inthe presence of at least half of the
statutory number of deputies.

B
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contained in Article 14.2 of the Statute. However, Aricle 25(3) in conjunction with
Article 3 and Adicle 1(11(3) of the Law on the State Tribunal could be understood as
extending the scope of serious misconduct beyond Article 14 .2 of the Statute to mere
vialations of the law. Faorthe sake of legal clarity, the potential inconsistency resulting
from these provisions with the grounds of dismissal contained in Article 14.2 of the
Statute should be removed 2 Until then, these provisions should be interpreted in
line with Article 14.2 of the Statute.

With regard to security of tenure and grounds for dismissal of other members of
Marodowy Bank Polski's decision-making badies inval ed in the perfarmance of
ESCB-related tasks (i.e. the members of the Management Board, and in particular the
First Deputy Governor, and the mermbers of the Monetary Policy Council), Article 1300)
and Aricle 17(2b), second sentence, of the Law on MEP provide the fallowing grounds
for dismissal:

s anillness which permanently prevents themn fram performing their
responsibilities,

. a conviction for & criminal offence under a final court sentence,

. subrmission of an untruthful lustration declaration, and this has been confirmed by
a final court judgment 2

s non-suspension of membership of a political party or trade union.

The grounds listed above and Article 14(3) of the Law on MEP, which reaffirms the
possibility of dismissal of a member of the Monetary Policy Council of Marodowy Bank

Polski for a conviction for a criminal offence, therefore need to be interpreted in line
with Article 130 of the Treaty 2%

The Governar of Marodowy Bank Polski acts in dual capacity as a member of
Marodowy Bank Polski's decision-making bodies and of the relevant decision-making
bodies of the ECE. Adicle 9(3) of the Law on MBP, which specifies the wording of the
oath swarn by Maradowy Bank Polski's Governor, needs to be adapted to reflect the
status and the obligations and duties of the Governor of Marod owy Bank Polski as
member of the relevant decision- making bodies of the ECE.

The Law an MEP is silent on the right of national courtsta review a decisian ta dismiss
any mermber of the NMCB's decision-making bodies who is involved in the performance
of ESCE-related tasks. Bven though this right may be available under general Polish
law for any member of the MCB's decision-making bodies other than the Gavernar

2B See Section 222, of this Comrergence Report, sub-zection on ™C omp atbility’ versus "Harmanis ation™.

2 This provision was added with effect fram 15 kdarch 2007 by Aricle 37 3 ofthe Law an disclosure of
information relating to documents of state security = ervices fram the period 1944 1990 (Ustawa o
ujannianiu infarmacji o dokumentach argané bezpieczefstua patstua = lat 19931290 araz tre citych
dokumentdw of 15 October 2005.Corsolidated version published in Dziennik Ustaw of 2024, tem 273,

2 See Section 2.2.3 of this Convergence Repart, sub-z ection on "Ferzonal Independence”, in particular the
paragraph on " Security of tenure and grounds for relieving from office of members of HCBs'
decizion-making bodies, ather than Governors, whao are imrobeed inthe peformance of ESCB-related
tashs".
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(whose dismissal falls within the jurisdiction of the Court of Justice of the European
Union), providing specifically for such a right of review would increase legal certainty.

Financial independence

In March 2019 the Law amending the Law on prohibitions regarding conducting of
business activities by public officials and the Law on NBFZ2 entered into force.
According ta Aricle B66(3) of the amended Law on NEBP, the upper salary limit (salary
cap] for all employees (excluding members of the Management Board of Marodowy
Bank Palski) is set at 0% of the salary of the Governor of Marodowy Bank Polski (the
salary of the Governor is determined on the basis of other provisionswhich have not
been amended). However, amendments included in any legislative proposal that lead
to reductions in remuneration are not campatible with the principle of financial
independence if the ahility of the relevant national central bank to emplay and retain
staff to perform independently the tasks conferred on it by the Treaty and the Statute is
affected. Any adopted legislative solution should provide for a cooperation mechanism
with Marodowy Bank Palski, to ascertain if it considers that an exceptionto a cap on
remuneration is required. Such an exception should be decided upan in close and
effective cooperation with Marodowy Bank Polski, taking due account of itswiews, to
ensure its ongoing ability to independently carry out its tasks ® As such close and
effective cooperation with Marodowy Bank Polskiis not provided for inthe present
legal framewark regarding the salary cap, the legislation does not satisfythe
requirements of Article 130 of the Treaty and Article 7 of the Statute.

Confidentiality

Article 23(7) of the Law on NEP specifies instances in which data collected from
individual financial institutions, aswell as statistical surveys, studies and assessments
enabling identification of individual enttties, are subject to disclosure by Marodowey
Bank Polskito external parties. One such instance covers disclasure to "unspecified
recipients”, under "separate applicable provisions" ®* Such disclosure may potentially
affect data protected under the ESCB's canfidentiality regime and therefare the Law
on MEF should be adapted to fully comply with Article 37 of the Statute 2%

In addition, since MIK has wide powers under Article 203017 of the Palish Constitution
to control the activities of Marodowy Bank Polski, as mentioned in Section 7.4 2, MK
also has wide access to Marodowy Bank Palski's confidential information and
documents. Howew er, pursuant to Article 37 of the Statute in conjunction with Aricle
130 of the Treaty, MIk's access ta Marodowy Bank Polski's confidential information
and documents must be limited to that necessary forthe performance of MIK's

22 stawa z dnia 22 lutege 20419 1. o zmianie ustany o ograniczeniu pravwadzenia dziataln e oi gospodarczej
preez osoby petnigoe furkcje publiczne oraz ustanny o Harodony m Banku Pokkim, Dz, U, 2099 tem 371,

28 See paragraph 22.3 of Opinion CONS2019/3.
2% prticle 2207020 ofthe Lawve on NBF
2F See Opinion COMN200S53,
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statutory tasks. Such access must also be without prejudice both to the ESCE's
independence and to its confidentiality regime, towhich the mermbers of the NCBs'
decision-making bodies and staff are subject. In addition, the relevant Polish
legislation shauld be amended to stipulate that MK shall safeguard the confidentiality
of infarmation and documents disclased by Maradowy Bank Palskito an exent
corresponding to that applied by Marodowy Bank Palski.

Monetary financing and privileged access

Article 42(1) in conjunction with Article 3(2)0) of the Law on NBP provides for
Marodowy Bank Polski's powers to grant refinancing credit to banks satisfying
specified conditions 2% |n addition, Article 42(3) of the Law on NBF allows Narodowy
Bank Palskita grant refinancing credit for the purpose of implementing a bank
recavery plan, which is inttiated in the event of a bank infringing, ar being likely ta
infringe, certain requirernents relating to, among other things, own funds and liguidity
ratin®® Granting of refinancing credit is in all cases subject to the general rules of the
Law on banking, with the modifications resulting fromthe Law on MBP.2% Safeguards
currently contained in such rules aiming at ensuring timely repayment of the credit do
not fully exclude an interpretation thatwould allow an extension of refinancing credit to
a bank undergoing recov ery proceedings which then becomes insok ent ®2 Mare
explict safeguards in relation to all financial institutions receiving liguidity support from
Marodowy Bank Palski are needed to avaid incompatibility with the monetary financing
prohibition under Article 123 of the Treaty. T2 The Law on NEP should be adapted to
make clearthat such liquidity suppoart isanly termpoarary and it may nat be extended to
insolvent financial institutions.

Article 43 of the Law on MBP in conjunction with Articles 270 and 306 of the Law on the
Fund pravides for Marodowy Bank Palski's powers to grant, at its discretion,
short-term credit to the Bank Guarantee Fund (hereinafter the "Fund”) related to the
financing of its deposit guarantee function, if a threat to financial stability arises and in
view of its urgent needs. Given the current features of the Fund, the provisions laid
down inthe Law on MBP and the Law on the Fund regarding the possibility of MBP
granting loans to the Fund are not compatible with the monetary financing prohibition
and should be amended accardingly. The Fund qualifies as a "body governed by
public law" within the meaning of Article 123(1) of the Treaty. In particular, the Fund
has all of the following characteristics: (a) it has been established for the purpose of

2E  Marodovey Bank Pokskis dacision whether to grant refinancing craditis based on its assessmant ofthe
bank's ability to repay the principal amount and the interest on time (Article 2020 of the Law on NBF).

23 Aricle 1920 1) and (2) of the Law on barking.

2B prticle 42077 of the Law on HBF.

28 Underthe Law on banking which applies to the provision of refinancing oredit by Harodomany Bark Folski,
a commercial bank may extend creditto anuneredibwo by borroveer, provided that: (7 qualifie d s ecurity i
established; and (i) a recoveny programme is ins tituted, which the crediting bank considers will ensure
the borrower's crediworthiness during a specified period (Article 7O(Z) ofthe Law on banking).
Furthermaore, Narodown Bank Pokkimay demand earby repayment of any refinancing credit if the
financial situ ation of the credited bank has worsened to the edent of putting the timehy repayment at risk
CArticle F2067 of the Law on NBF).

M See Opinion CON2015,
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meeting needs inthe general interest — especially tasks related to financial stability,
adrninistering the deposit guarantee scherme and resolution; (b) it has legal
personality; and (2] it is closely dependent on public sector entities referred to in Article
12301} of the Treaty, as the majarity of the members of the Fund's Council, which acts
as the Fund's administrative board, are appainted by the Minister competent far
financial institutions and the Chairman of the Financial Supe rvisory Autho rity 27
Addtionally, the Fund isincluded inthe catalogue of entities that are part of the public
sector forthe purposes of the Law of 27 August 2009 on public finance 2@

Article 220(2) of the Palish Canstitution provides that "the budget shall not pravide for
cavering a hudget deficit by way of cantracting credit obligations ta the State's central
bank". While this provision prohibits the State from financing its bud getary deficit via
Marodowy Bank Polski, the ECB understands that it does not constitute an
irmplementation of Article 123 of the Treaty prohibiting rmonetary financing, and its aim
and function are therefore not identical to those of the said Treaty prohibition. Aricle
123 of the Treaty, supplemented by Council Regqulation (EC) Mo 3603/93, is directly
applicable, so it rmay not be reproduced or transposed into national legislation.

Legal integration of the NCE into the Eurosystem

With regard to Marod owy Bank Polski's legal integration into the Eurosystem, the
Polish Constitution and the Law on MBP need to be adapted in the respects set out
below.

Economic policy objectives

Article 3(1) of the Law on MBP provides that Marodowy Bank Palski's primary objective
is to maintain price stability, while supporting the econamic paolicies of the
Government, insofar asthis does not constrain the pursuit of its primary objective. This
provision is incompatible with Article 127017 of the Treaty and Article 2 of the Statute,
as it does not reflect the ESCB's secondary objective of supporting the general
econaomic palicies in the Unian.

Tasks

Monhetary policy

Article 227(1) and (B) of the Constitution and Article 323(5), Articles 12,23 and 35 to
a0a and 53 of the Law on NEP, which provide for Marodowy Bank Polski's powers with
regard to monetary policy, do not recognizse the ECE's powers in this field.

I See Opinion COMZOZMT.

T2 Ustawa o finarsach publicznych. Corsolidated wersion published in Dziennik Us taw of 2023, tem 1270,
with further amendmerts.
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Collection of statistics

Article 3029071 and Aricle 23 of the Law on MBP, which provides for Marodowy Bank
Faolski's powers relating to the collection of statistics, do not recognise the ECE's
powers in this field.

Official foreign reserve management

Article 3029021 and Article 52 of the Law on MBP, which provide for Marodowy Bank
FPolski's powers in the field of foreign exchange management, do not recognise the
ECE's powers in this field.

Payment systems

Article 323011 of the Law an NEBP, which provides for Marodowy Bank Polski's powers
in organising monetary settlements, does not recognise the ECB's powers in thisfield.

Issue of hanknotes

Aricle 227(1) of the Constitution and Article 4 and Articles 31 ta 37 of the Law on NBP,
which pravide for Marodowy Bank Polski's exclusive powers to issue and withdraw
banknaotes and coins having the status of legal tender, da not recognise the Council's
and the ECB's powers in thisfield.

Financial provisions

Appointment of independent auditors

Article BI(1) of the Lawe on MBP, which provides for the auditing of Marodowy Bank
Falski, does not recognise the Council's and the ECB's powers under Article 271 of
the Statute. The powers of the Ml o control the activities of MNarodowy Bank Palski
should be clearly defined by legislation and should be without prejudice to the

activities of Marodowy Bank Polski's independent external auditors, as laid down in
Article 271 of the Statute.

Exchange rate policy

Articles 302103 and 17 (431021 and Article 24 of the Law on NBP, which provide for
Marodowy Bank Polski's power to implement the exchange rate palicy set in
agreement with the Council of Ministers, do not recognise the Council's and the ECE's
powers in this field.
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International cooperation

Articles 5(1) and 11(3) of the Law an MEP, which pravide for MNaradowy Bank Palski's
right to participate in international financial and banking institutions, do not recognise
the ECE's powers in this field.

hWiscellaneous

Article 9(3) of the Law on NEP, which specifies the wording of the oath sworn by
Marodowy Bank Polski's Governar, needs to be adapted to comply with Article 143 of
the Statute.

With regard to Article 21(4) of the Law an MBP, which provides for Marodawy Bank
Folski's rights to present its apinion on draft legislation concering the activity of banks
and having significance to the banking system, it is noted that consulting M arodowy
Bank Palski does not obviate the need to consult the EC B under Aricles 127(4) and
282(5) of the Treaty.

Conclusions

The Polish Congtitution, the Law on MEP and the Law on the State Tribunal do niot
camply with all the require ments of central bank independence, confidentiality, the
monetary financing prohibition and legal integration into the Eurosystern. Poland is a
hember State with a derogation and must therefore cormply with all adaptation
requirerments under Article 131 of the Treaty T3

Romania

Compatibility of national legislation

The following legislation farms the legal basis for Banca Mationald a Roméniei and its
operations:

o Law Mo 3122004 onthe Statute of Banca Mationald a Roméniei (hereinafter the
"Law on BMR".TH

There have been no changes in relation to the paints identified in the ECE's
Convergence Report of June 2022 concerning the Law on BMR, and therefore those
comments are largely repeated in this year's assessment.

I3 Far a detailed rewview of necessany adaptations of the Constitution, the Law on NBF and ather laws, see
Opinion CONZ20119.

I Published in Monitorul Oficial al R omdniei, Part One, No 582, 305.2004,
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Independence of the NCE

With regard ta Banca Matjonald a Roméaniei's independence, the Law an BMR and
other legislation needs to be adapted in the respects set out below,

Institutional independence

Article 3 of the Law on BMR does not expressly prohibit the Government from seeking
toinfluence the members of Banca MNationald a Romdniei's decision-making bodies in
gituations where this may have animpact on Banca Nationald a Romaniei's fulfilment
of its ESCB-related tasks. In this respect the Law on BNRE needs to be adapted to be
fully consistent with Article 130 of the Treaty and Aticle 7 of the Statute T#

Fersonal independence

Article 33(7) of the Law on BNR provides that no member of the Board of Banca
Mationald a Romdniei may be recalled from office for reasons other than or following a
procedure other than those provided for in Article 33(8) of the Law on BME. Article
33(6) of the Law on BMNR contains grounds far dismissal which are compatible with
those laid down in Article 14.2 of the Statute. Law 161/2003 on certain measures for
transparency in the exercise of public dignities, public functions and business
relationships and for the prevention and sanctioning of corruption 5 and Law
176/2010 on the integrity in the e xercise of public functions and dignities®™ define the
conflicts of interest and incormpatibilities applicable to the Governor and the other
members of the Board of Banca Natjonald a Romaniei and require them to repoart on
their interests and wealth. The ECE understands that the sanctions provided for in
these Laws for the breach of such obligations as well as the autormatic resignation
mechanism in cases of incompatibility™® do not constitute newe grounds for dismissal
of the Governor ar other members of the Board of Banca Nationald a Romanieiin
addition ta thase cantained in Adicle 33 of the Law on BRR.

Financial independence

Article 43 of the Law on BMR provides that each maonth, Banca Mationald a Roméniei
must transfer to the State budget an 80% share of the netrevenues left after deducting
expenses relating to the financial year, including provisions for credit risk, and any
losses relating to previous financial yearsthat remain uncovered. This arrangement

See Section 222 of this Convergence Report

Fublished in Monitorul Oficial al R omdniei, Part One, No 273, 2142003,

Fublished in hionitorul Oficial al R omdniei, Fart One, Mo 621, 2.9.2010,

According to the relewant provisiors of Article 99 of Law 164/20032, f a member of the Board of Bancza
Natjonald a Rom dniei or an emplovee occupywing a leading pos fion with Banca Matjonald a Romaniei
does not choos e within a given period oftime between their function and the one which they have

declared to be incomp atible with their function, they are corsidered to have resigned from their function
and the Parliament tdies note of the res ignation.

Hydd
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7154

may in certain circumstances amount to anintra-year credit, which in turn may
undermine the financial independence of Banca Mationald a Romaniei Article 43(3) of
the Law on BMR also providesthat Banca Mationald a Romdniei sets up provisions for
credit risk in accardance with its rules, after having consulted the Ministry of Public
Finance. The ECE notes that MC Bs must be free to independently create financial
pravisions to safeguard the real walue of their capital and assets.

Article 43 of the Law on BMR should therefore be adapted to ensure that such
arrangement does not undermine the ability of Banca Matjonald a Eomdéniei ta carry
out its ESCE tasks in an independent manner.

FPursuant to Articles 21 and 23 of Law 94/1992 an the arganisation and functioning of
the Court of Auditors 72 the Coort of Auditors is empowered to contral the
establishment, management and use of the public sector's financial resources,
including Banca Nationald a Roméniei's financial resources, and to audit the
management of the funds of Banca Matjionald a Romaniei. The scope of audt bythe
Court of Auditors is further defined in Article 47(2) of the Law on BMR, which provides
that commercial operations performed by Banca Mationald a Romdniei, as shown in
the revenue and expenditure budget and inthe annual financial statements, shall be
subject to auditing by the Court of Auditors. As the provisions of Law 941992 on the
arganigation and functioning of the Court of Auditors expressly apply to Banca
Mationald a Romdniei, in the interests of legal certainty it should be clarified in
Romanian legislation that the scope of audit by the Court of Auditars is provided by
Article 47(2) of the Lawe on BMNR and is therefore limited to cormmercial operations
petfoarmed by Banca Matjonald a Romaniei 230

Confidentiality

FPursuant to Article 582(2) of the Law on BMR, the Governor may release confidential
infarmation on the four grounds listed. Under Article 37 of the Statute, professional
secrecy is an ESCBwide matter. Therefore, the ECE assumes that such release is
without prejudice to the confidentiality obligations towards the ECB and the ESCE.

Monetary financing and privileged access

Articles B(1) and 29(1) of the Law an BMR expressly prohibit direct purchase on the
prirmary market by Banca Nationald a Romaniei of debt instrurments issued by the
State, central and local public authorities, autonomaus public service undetakings,
national societies, national companies and other majarity State-owned companies.
Such prohibition has been extended by Article B(2) to ather bodies governed by public
lawr and public undertakings in Member States. Furthermore, under Article 7(2) of the
Law on BMR, Banca Nationald a Romdéniei is prohibited from granting owerdraft
facilties ar any other type of credit facility to the State, central and local public

= Publiehed in Monitorul Oficial al R omdniei, Part One, No 238, 3.4.2014
I Forthe activities of the NCE's independant exernal auditors 5 ee, for axample, Article 27 .1 of the Statute.
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authorities | autonomous public service undertakings, national societies, national
companies and other majority State-owned companies. Aticle 7(d) extends this
prohibition to other bodies governed by public law and public undertakings in Member
States. The range of public sectar entities referred to in these provisionsneedsto be
extended to be fully cansistent with Article 123 of the Treaty and aligned with the
definitions contained in Regulation (ECY Mo 360393

Pursuant to Aricle 7(3) of the Law on BNR, majority State-owned credit institutions are
exempted from the prohibition an granting overdraft facilities and any other type of
credit facility in Article 7(2) and benefit from loans granted by Banca Mationald a
Romanieiin the same way as any ather credit institution eligible under Banca
Mationald a Romdniei's requlations Article 7 (3) of the Law on BMR should be adapted
to be fully consistent with the wording of Aricle 123(2) of the Treaty, which only
exermpts publicly owned credit institutions "in the context of the supply of reserves by
central banks" 2%

Article 26 of the Law on BMR provides that, to carry out its task of ensuring financial
stability, in exceptional cases and only on a case-by-case basis, Banca Nationali a
Romaniei may grant to creditinstitutions loans which are unsecured or secured by
assets other than assets eligible to collateralise the monetary or foreign exchange
policy aperations of Banca Mationald a Romaniei. Article 26 does not contain sufficient
safeguards ta prevent such lending from potentially breaching the monetary financing
prohibition contained in Article 123 of the Treaty, especially given the risk that such
lending could result inthe provision of solvency support to a credit institution
experiencing financial difficulties, and should be adapted accardingly.

Article 43 of the Law on BNR providesthat Banca Mationald a Romaniei must transfer
tothe State budget an80% share of the net revenues left after deducting expenses
relating to the financial year, including provisions for credit risk, and losses related to
the previous financial years that rernained uncovered. The B0% of the net revenues is
transferred monthly befare the 25th day of the following manth, based on a special
staterment. The adjustments relating to the financial year are perfarmed by the
deadline for submission of the annual balance sheet, based an a rectifying special
staternent. This provisionis constructed in away which does not rule outthe possibility
of an intra-year anticipated profit digtribution in circumstances where Banca Natjional’
a Homaniel accumulates profits during the first half of the year but suffers consecutive
losses during the second half of the year, Although the State is under an obligation to
make adjustments after the closure of the financial year and would therefore have to
return any excessive distributions to Banca Mationald a Romdaniei, this would anly
happen after the deadline for submission of the annual balance sheet and may
therefare be viewed as amounting to an intra-year creditto the State. Article 43 should
be adapted to ensure that such an intra-year credit is not possible to rule out the
possibility of breaching the manetary financing prohibition in Article 123 of the Treaty.

= See Section 222 of this Convergence Repart
Z=Z See Section 222 of this Conwvergence Report
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Legal integration of the MCE into the Eurosystem

With regard ta Banca Mationald a Romdaniei's legal integration into the Eurosystem,
the Law on BMR needs to be adapted in the respects set out below,

Economic policy objectives

Article 2(3) of the Law on BMNR provides that, without prejudice to the primary objective
of price stability, Banca Mationald a Roméniei must support the State's general
econamic palicy. This provision is incompatible with Article 127(1) of the Treaty, as it
does not reflect the ESCB's secondary objective of supparting the general economic
palicies in the Unian.

Tasks

Monetary policy

Article 2029(a), Article 5, Articles B(3) and 7(1), Aticle= 8,19 and 20 and Article
33(11(a) of the Law on BMR, which provide forthe powers of Banca Nationald a
Ramanieiin the field of monetary palicy and instruments far the implementation
thereof, do not recognise the ECE's powers in this field.

Collection of statistics

Article 49 of the Law on BMR, which provides forthe powers of Banca Mationald a
Romaniei relating to the collection of statistics, does not recognise the ECE's powers
inthis field.

Official foreign reserve management

Articles 2(21(e) and 3(2)ic) and Asticles 30 and 31 of the Law an BMR, which pravide
forthe powers of Banca Mationald a Romdaniei relating to foreign reserve
management, do not recognise the ECE's powersin this field.

Payment systems

Article 2{23(b), Article 22 and Article 33(171(b) of the Law an BMR, which pravide far the
role of Banca Mationald & Roméniei in relation to the smoaoth aperation of payment
systems, do not recognise the ECB's powers in this field.
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Issue of hanknotes

Article 2(23(c) and Aricles 12 to 18 of the Law on BMR, which provide for Banca
Mationald a Romédniei's rale in issuing banknotes and coins, do not recognise the
Council's and the ECB's powers in this field.

Financial provisions

Appointment of independent auditors

Article 36(1) ofthe Law on BRR  which providesthat the annual financial statements of
Banca Mationald a Romaniei are audited by financial auditors that are legal entities
authorised by the Financial Auditors Chamber in Romania and selected by the Board
of Banca Mationald a Roméniei through a tender procedure, does not recognise the
ECE's and the Council's powers under Article 271 of the Statute.

Financial reporting

Article 37(3) of the Law on BNR, which provides that Banca Mationald a Romdniei
establishes the ternplates for the annual financial statements after having consulted
the Ministry of Public Finance, and Article 40 of the Law on BMR | which provides that
Banca Mationald a Romaniei adopts its own regulations on organising and conducting
its accaunting, in compliance with the legislation in force and having regard to the
advisory opinion of the Ministry of Public Finance, and that Banca Matjionald a
Romaniei registers its economic and financial operations in compliance with its own
chart of accounts, also having regard tothe advisory opinion of the Ministry of Public
Finance, do not reflect Banca Mationald a Roméniei's abligation to comply with the
Eurosystern's regime for financial reporting of MNCE operations, pursuant to Article 26
of the Statute.

Exchange rate policy

Article 202(2) and (d), Aricle 9 and Aricle 33(1) (&) of the Law on BME, which
ermpower Banca Mationald a Roméniei to conduct exchange rate policy, do not
recognise the Council's and the ECB's powers in this field.

Articles 10 and 11 of the Law on BMNR, which allow Banca Mationald a Roméniei to
draw up regulations on manitaring and controlling fareign currency transactionsin
Romania and to authorise foreign currency capital operations, transactions on foreign
currency markets and other specific operations, do not recognise the Council's and
the ECE's powers in this field.
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Ta7

7.6

761

hiscellaneous

With regard ta Article 3(2) of the Law on BNR, which entitles Banca Natianald a
Roméanieito be consulted on draft national legislation, consulting Banca Mational a
Romaniei does not obviate the need to consult the ECB under Articles 127(4) and
282(5) of the Treaty.

Article 57 of the Law on BNR does not recognise the ECB's powers to impase
sanctions.

Article 4(5) of the Law on EMR entitles Banca Mationald a Roméniei to conclude
shor-term credit arrangements and to perform other financial and banking operations
with other entities, including central banks, and provides that such arrangements are
possible only if the credit is repaid within ane year. The ECE notes that such a
limitation is not fareseen in Article 23 of the Statute.

Conclusions

The Law an BMR does not camply with all the require ments far central bank
independence, the monetary financing prohibition and legal integration into the
Eurosystern. Romania is a Member State with a derogation and must therefore cormply
with all adaptation requirements under Adicle 131 of the Treaty.

Sweden

Compatibility of national legislation

The following legislation forms the main legal basis for Sveriges Riksbank and its
operations:

s the Instrument of Government 2 which forms part of the Swedish Constitution,
s the Lawon Sveriges Riksbank 2%
s the Lawon exchange rate policy ®®

The Law an Sveriges Riksbank, which entered into farce on 1 January 2023, was
substantially reviewed®™ . Hence, substantial changes were made in relation to the
pointsidentified in the ECE's Convergence Report of June 2022,

= SFS1e7E152
= SFS5 202215968,
IE SFS 19981904
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Independence of the NCE

With regard to Sveriges Rikshank's independence, the Instrument of Gowernment and
the Law on Sveriges Riksbank need to be adapted in the respects set out below,

Institutional independence

Article 13 of Chapter 9 of the Instrurment of Government states that Sveriges Riksbank
is an authority under the Swedish Parliament and that Sveriges Riksbank is
responsible for formulating and implementing maonetary policy, implemeanting currency
inte rventions, halding and managing a fareign currency reserve, promoting a
weall-functioning payment system and carrying out other basic tasks pursuant to
special legislation. Article 15 of Chapter2 of the Instrument of Government states that
no public authority may determine how Sveriges Riksbank is to decide in matters for
which i isrespaonsible under Article 13 and that Sveriges Riksbank may not request or
receive instructions fram anyone within these areas of responsibility. The Law an
Sveriges Riksbank contains a distinction between Sveriges Riksbank's monetary
policy objectives, tasks and powers in Chapter 2, and its financial stability objectives,
tasks and powers in Chapter 3. A narrow conceptualisation of monetary policy and a
broad conceptualisation of financial stability, combined with the prohibition on
Sveriges Riksbank seeking and taking instructions pursuant to the Instrument of
Gavernment applying only in the area of manetary policy would naot provide the legally
required compatibility with the Treaties and the Statute of the ESCB .7

Article 3 of Chapter 2 of the Law on Sveriges Riksbank states that Sveriges Riksbank
shall, with the approval of the Swedish Parliament, decide on the specification of the
price stability objective. The rights of third parties to approve, suspend, annul and
defer an NCE's decisions are contrary to MCEBs' institutional independence and
incormpatible with the Treaty and the Statute of the ESCE as far as ESCB-related
tasks are concerned. The Swedish Parliarment's right to approve or reject Sveriges
Riksbank's decisions an the design of the price stability objective is therefare
inconsistent with Article 130 of the Treaty, %8

Article 1(3) of ChapterB of the Law an Sveriges Riksbank statesthat Sveriges
Riksbank in its international activities shall be guided by the overall positions of the
Swedish Government and the Swedish Parliarment in various policy areas. This entails
a risk of the Swedish Parliament influencing Sveriges Riksbank in a way that is nat
campatible with Article 130 of the Treaty. Therefare, this obligation should be set out in
the Law on Sverige s Riksbank without prejudice to Sveriges Riksbank's
independence under the Treaty ™2

ZE Op 20 April 2020, the EC B delivered an opinion (Opinion COMN2Z0200 ) anthe Law on Sweriges
Rizbark in it initially proposed form, together with proposed amendment tothe Instrument of
Government, the Lamw on exchange rate policy and other legisl ation included in the Swedish
Government's Official Report published on 28 Movember 2019 (500 2012:45 — En ny rlisbarkslag).

= See paragraphs 1.5, 27, 3.1.3.2 and 7.2.1 Opinion CONS202003,
Z=B See Convergence Report, June 2022, p. 22 and paragraphs 2.5 and 4.2 2 of Opinion CON20200M 3,
ZE See paragraph 11.2.3 of Opinion CONZOZ0M 3.
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Financial independence

Article 3 of Chapter 10 of the Law an Sveriges Riksbank provides that Sveriges
Riksbank may anly restore its foreign reserves for financial stability purposes. These
constraints on Sveriges Riksbank's ability to incre ase its foreign reserves wheney ar
necessary in pursuance of its independently formulated moaonetary, foreign exchange
and liguidity policies clearly encroach on Sveriges Riksbank's independence under
the Treaty and Statute of the ESCE in the perfarmance of its basic monetary, foreign
exchange and liquidity policies, jeopardising its capacity to achiev e its Treaty-based
primary ohjecti e of maintaining price stability, 20

MWonetary financing prohibition

Article B(2) of Chapter 1 of the Law on Sveriges Riksbank partially reproduces Aricle
123 ofthe Treaty, which is supplemented by Regulation (EC) Mo 3603/93. Article 123
of the Treaty and Regulation (EC) Mo 380353 are directly applicable in the legal arder
of the Member State. There is a discrepancy between the wording of Article 123(2) of
the Treaty and the relevant provisions of the Law on Sveriges Riksbank. The

exe mption fram the monetary financing prohibition for publicly owned credit
institutions set out in Article 123(2) of the Treaty is stated to apply anly "in the context
of the supply of reserves by central banks". This warding is absent fram the Law an
Sveriges Riksbank, thus expanding this exemption beyand the particular conte xt
envisaged under the Treaty. Nevertheless, in the event of a conflict between these
pravisions, the directly applicable Union provisions would prevail ' The ECE notes,
however, that the reproduction of relevant provisions of Union law directly applicable
inthe legal arder of the Member State is to be avoided?,

Article B(1) of Chapter 1 of the Law on Sveriges Riksbank provides that Sveriges
Riksbank may not provide credits to or acquire debt instruments directly fram the
State, municipalities, regions or associations of municipalitie s, or legal persons over
which the State, regions, municipalities or associations of municipalities | indw idually
ar jointly, exercise direct or indirect legal contral, ar institutions, bodies or offices within
the Eurapean Union that are not central banks. However, this pravision does nat cover
the public sectar, including public undertakings of other Member States, and,
therefore, needs to be adapted to be consistent with Article 123 of the Treaty 2%

H See paragraphs 2,12 and 8.2.3 of Opinion COM2020013 and paragraphs 2.4.2 and 3.4.5 Opinion
COM2017M7T.

See paragraph 52.2 of Opinion CONZ020M3.
See Section 222 of this Convergence Report
See Section 222 of this Convergence Report

i

HH
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Legal integration of the MCE into the Eurosystem

With regard to Sveriges Riksbank's legal integration into the Eurosystem, the Law on
Sveriges Riksbank, the Constitution and the Law on exchange rate policy need to be
adapted in the respects set out below.

Economic policy objectives

Article 1 of Chapter 2 of the Lawe on Sveriges Riksbank provides that Sveriges
Riksbank's overriding objectve isto maintain permanently low and stable inflation (the
price stability objective) and that with out neglecting the price stability objective, the
Riksbank shall contribute to the balanced development of praduction and
ermployrment, considering the real economy. Howey er, the ECB notes that Aicle 1 s
rmore limited than the objective of supporting the general economic policies in the
Linion as set out in Article 127(1) of the Treaty.

Tasks

Monhetary policy

Article 13 of Chapter 9 of the Instrument of Government, which establish Sveriges
Riksbank's powers in the field of monetary policy, do not recognise the ECE's powers
inthis field.

Articles 4,5 and B of Chapter 2 of the Law on Sveriges Riksbank, which provide for
Sveriges Hiksbank's powers in the field of monetary policy, do not recognise the
ECE's powers in this field.

Article & of Chapter 2 of the Law an Sveriges Riksbank states that Sveriges Riksbank
may only purchase and sell financial instruments other than Swedish sovereign debt
instrurments when there are exceptional grounds. This restriction on Sveriges
Riksbank's ability to purchase and sell financial instruments other than Swedish

sav ereign debt instruments canstitutes a constraint in the context of Article 15 of the
Statute of the ESCE, which allows the MC Bs to buy and sell outright or under
repurchase agreements and by lending or borrowing all manner of claims and
marketable instruments | including instrurments issued by sovereign and priv ate
isguers alike 2

Article B of Chapter 2 of the Law on Sveriges Riksbank, concerning Sveriges
Riksbank's ability to require that a certain propartion of a financial company's
investrments or obligations should be equivalentto the company's deposits at Sveriges
Riksbank (reserve requirement) and the payment of a financial penalty to the Swedish

T4 See paragraph 2.3 of Opinion CONS2O20ME.
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Government in the event of & breach of this requirement, do not recognise the ECB's
powers in this field,

Collection of statistics

Article 11 of Chapter 1 of the Law an Sveriges Riksbank, which establishes Sveriges
Riksbank's powers relating to the collection of statistics, does not recognise the ECE's
powers in this field.

Official foreign reserve management

Chapter 10 of the Law on Sveriges Riksbank, and Article 13 of Chapter 9 of the
Instrument of Government, which pravide for Sveriges Riksbank's powersin the field
of foreign reserve management, do not recagnise the ECE's powers in this field.

Payment systems

Article 13 of Chapter 9 of the Instrurment of Government and Articles 1105 and 8 of
Chapter 3 of the Law on Sveriges Riksbank, which establish Sveriges Riksbank's
powers with regard to the smooth operation of payment systems, da not recognise the
ECE's powers in this field.

Issue of hanknotes

Article 14 of Chapter 9 of the Instrument of Government and Chapter 4 of the Law on
Sveriges Hiksbank, which lay down Sveriges Riksbank's exclusive right to issue
banknotes and coing, do not recagnise the Council's and the ECEB's powers in this
field.

Financial provisions

Appointment of independent auditors

The Law on Sveriges Riksbank does not recognise the Council's and the ECB's
powers under Aricle 271 of the Statute.

Exchange rate policy

Article 12 of Chapter 3 of the Instrument of Government and Chapter 10 ofthe Law on
Sveriges Riksbank, tagether with the Law on exchange rate palicy, lay down the
powers of the Swedish Government and Sveriges Riksbank inthe area of exchange
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765

rate policy. These provisions do not recognise the Council's and the ECB's powers in
this field.

International cooperation

FPursuant to Article 1 of ChapterB inthe Law on Sveriges Riksbank, Sveriges
Riksbank may serve as a liaison body in relation to international financial institutions of
which Sweden is a member. This provision does not recognise the ECE's powers in
this field.

hiscellaneous

With regard to Article 5(22) of Chapter 7 of the Law on Sveriges Riksbank, which
provides for the General Council's right to submit consultation opinions on behalf of
Sveriges Riksbank within its area of competence, it is noted that consulting Sveriges
Riksbank does not obviate the need to consult the ECE under Articles 127(4) and
282(5) of the Treaty.

Az specified in Chapter2.2.4 the primacy of Union law and rules adopted thereunder
also means that national laws on access by third partiesto docurments may not lead to
infringerments of the ESCE's confidentiality regime. The ECB understands that the
Fublic Access to Information and Secrecy Act?* and any other relevant Swedish
legislation will permit Sveriges Riksbank to apply it in a manner that ensures
campliance with the ESCE's confidentiality regime.

Conclusions

Sweden is a Member State with a derogation and must therefare comply with all
adaptation reguirements under Aricle 131 of the Treaty. The ECE notes that the
Treaty has obliged Sweden to adopt national legislation for integration into the
Eurosystern since 1 June 19958, Despite the recent refarm of Sveriges Riksbank,
which should have aimed ta achieve the required legal convergence, the Law an
Sveriges Riksbank, the Instrument of Government, and the Law on exchange rate
policy do not cormply with all the requirements for central bank independence, the
monetary financing prohibition and legal integration into the Eurosystern. Sweden has
the legal duty to adapt its legislation to ensure compatibility with the Treaty and the
Statute. Any legislative refarm in Sweden should aim to gradually achieve consistency
with ESCE standards™*,

=5 SFS52009:400.
=5 See paragraph 2.1 of Opinion CONZO200 3,

Convergence Repart, June 2024 181

11885/24 ADD 1

KG/sl

93

ECOFIN 1A EN

www.parlament.gv.at


https://www.parlament.gv.at/pls/portal/le.link?gp=XXVII&ityp=EU&inr=191651&code1=RAT&code2=&gruppen=Link:11885/24;Nr:11885;Year:24&comp=11885%7C2024%7C
https://www.parlament.gv.at/pls/portal/le.link?gp=XXVII&ityp=EU&inr=191651&code1=RMA&code2=&gruppen=Link:ECOFIN%201;Code:ECOFIN;Nr:1&comp=ECOFIN%7C1%7C

Acknowdedganents
Thiz Convergence Repot was coordinated and prepared by the ECB's Directarate Generd Economics and has benetted from input,

comments and suggedions from cther business areas acrossthe ECH, in paticular the Diredorates General Legd Sersices, Monetary

Policy and Statidics. Comments from the EU national certral banks and, in padicular, the padicipant=z of the Editorial Group far the June
24 Convergence Report are gratefully ack nowbedoed.
The Convergence Report was endorsed by the ECB's General Council on 21 June 2024,
The economic parts were prepared by Ursel Baumann, Martin Bijsterbosch, Mlexandra Olivia Coldea, Matteo Falagiarda, Christine
Gartner, Madine LeinerHillinger, Christophe Madazchi, Klaus Mazuch, Steffen Ostetoh, Gabor Minzoe, Giovarni Yitale and Caroline
Willeke.
With additional cortiibutions from Micuel Ampudia, Ana Barrao, Krzysotof Bankowski | Micalai Benalal, Francesca Chiacchia, Mar
Delgado Télez, Roberta De Stefani, Juan Luiz Diaz del Hovo, Martin Eiglzperger, Michael Fidora, Mina Furbach, Flavio Fusero, Patrick
Ghussenmeyer, Stephan Haroutunian, Jlrgen Herr, Miska Taneli Jokinen, Jarkko Jubhani Kaunisto, Linda Kezbere, Stanimira Kosekova,
Eduarda Leite Kropiwiec Filho, 2ntonio Moreno, Jerzy Miemczd |, Matteo Paolo Pirone, Elvira Rozsati and Ulla Meumann.
The legal pats were prepared by Axel-Johannes Korb, Christian Kroppendgedt, Justyna Kurzela, Frederik Malfrére and Chiara Zilioli.
With additional cortributions from Dasvid Baez Seara, Viktoa Bind, Alina Grosu, Michad loannidis, Karen Kaiser, Azen Lefterov, Sarah
Levy, Jorge Ruiz Jiménez, Marek Swohoda, Marta Szakbleweka and Fabian von Lindeiner.
= E wopean Central Bank, 2024
Podal address BOE40 Frankfurt am Main, Gemnany
Telephone +49 631344 0
Webhszite waniech eUropa e
All Hghtz rezarved. Reprodudion for educational and non-cammerdd puposes iz permitted provided thet the zowrce iz acknovdedged.
Faor spedficterminology please refer tathe E CH gloszary (available in English anly).
FOF 1B 975-82-899-6745-7 IS5 17259525, doi: 10 2866/820006, 2B-AD-24-001-EM-M
HT ML 1B 975-92-899-6738-9, ISSM 17250525, doi 10 2866ME31 4, OB-AD-24-001-ER 2
Comwentions used in the tables
" data do not exstidd s are not applicakle
"" data are nat vet available

11885/24 ADD 1 KG/sl 94

ECOFIN 1A EN

www.parlament.gv.at


https://www.parlament.gv.at/pls/portal/le.link?gp=XXVII&ityp=EU&inr=191651&code1=RAT&code2=&gruppen=Link:11885/24;Nr:11885;Year:24&comp=11885%7C2024%7C
https://www.parlament.gv.at/pls/portal/le.link?gp=XXVII&ityp=EU&inr=191651&code1=RMA&code2=&gruppen=Link:ECOFIN%201;Code:ECOFIN;Nr:1&comp=ECOFIN%7C1%7C



