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Abstract - After the financial crisis Hungarian monetary policy faced a serious challenge: even the financial markets 
stabilized after 2010 and liquidity strains eased, the bank lending continued to contract from month to month, cutting down 
the activity of the corporate sector. Lessons from the past called the attention to an unfavorable phenomena: the fear from 
credit crunch started to increase. The study gives an overall account of the Hungarian credit crunch between 2010 and 2013, 
and presents a unique lending program, the Funding for Growth Scheme launched by the Central Bank of Hungary with a 
special attention to the economic logic behind its operating mechanism. The study concludes that the lending program helped 
the Hungarian economy to avoid the downward spiral of the credit crunch. 
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I. WHY CREDIT CRUNCH IS NECESSARY TO 
BE AVOIDED 
 
The phrase of credit crunch is 
widelyusedintheeconomicframework, thereis no 
consensus on a formal definition in the literature. The 
classic article of the phenomena, was written by ex-
Fedchair, Ben Bernanke and CaraLown (1991), 
documentsthedeclinein the supply of credit for the 
1990-91 recession drew the attention to the combined 
effect of the shortage of financial capital and 
declining quality of borrowers’ financial health 
caused banks to cut the loan supply. The study 
attributes the emergence of a credit crunch to the 
supply shock resulting from a change in the banks’ 
capital position. Clair and Tucker (1993) document 
that the phrase “credit crunch” has been used in the 
past to explain decrease of the credit supply in 
response to both (a) a decline in the value of bank 
capitalization and (b) conditions imposed by financial 
regulators, bank supervisors, or even banks 
themselves that require capital quality improvement 
by the credit institutions or to hold more capital than 
they previously have held. 
 
Decreasing credit supplydirectly leads to a decline in 
investment and output, therefore rises unemployment 
rate. Credit crunch usually occurs simultaneously 
with some other economic issues, therefore 
measuring its own effect is relatively hard. Gerali et 
al. (2010) estimated a model using Bayesian 
techniques for the euro area, to quantify the 
contribution of shocks originating within the banking 
sector to the slowdown in economic activity during 
2008 and to study the consequences of tightening of 
credit conditions. The authors find that shocks in the 
banking sector explain the largest fraction of the fall 
output in 2008 while macroeconomic shocks played a 
smaller role. Similarly, Brzoza-Brzezina and 
Makarski (2011) analyzed the macroeconomic 

implications of the 2008-2009 global crisis in the 
Polish economy. The authors developed a model for a 
typical small, open economy, the financial shocks had 
a substantial, though not overwhelming, impact on 
the Polish economy through the banking sector, 
lowering the GDP by approximately 1.5 per cent. The 
authors pointed out that the banking sector plays a 
less important role in the Polish economy than in the 
euro area and it was hit by the crisis to a lesser degree 
than its peers. Tamási and Világi (2011), using a 
structuralvector-autoregression (VAR) 
modeltoidentify and quantify the impact of the credit 
crunch on the real economy, estimated the growth 
effect of credit supply on Hungary. They find that a 
10 per cent drop in credit supply reduces the output 
by nearly 2 per cent. 
 
II. WITNESSING THE CREDIT CRUNCH IN 
HUNGARY AFTER THE CRISIS  
 
The Hungarian financial system is mainly dominated 
by banks’ intermediation, capital markets play a 
secondary role in corporate finance. Since Hungary is 
a small, open economy multinational corporations 
have access to foreign bank loans or inter-company 
loans, smaller, Hungarian-owned companies rely on 
domestic bank loans. The lending activity (especially 
in the small and medium-sized enterprises segment) 
of the financial sector is an important factor in 
economic growth – and presenting the lending 
activity of the credit institutions better.  
In Hungary, loans to households accounted for the 
largest portion of the credit boom; this growth 
occurred in an unfavorable composition, driven by a 
surge in foreign currency-based loans. We did not 
witness such robust growth in corporate lending, 
although there was a shift towards project financing 
(especially commercial real estate lending) and 
foreign currency lending to smaller companies with 
no natural hedge (Balog et al. 2014).  
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Duringtheyears of the crisis, both household and 
corporate borrowing contracted persistently. On a 
transaction basis downturn began in 2009, the 
decrease was similar in other countries with high 
public debt or currency mismatch. However, historic 
data suggest that the decrease in lending ended in the 
fifth year following the crisis in most cases; but the 
outstanding borrowing of the Hungarian private 
sector continued to decline as late as 2013. Using an 
orderedprobitmodel, Balog et al. (2014) also pointed 
out that smaller, Hungarian-owned and indebted 
companies face the tightest financing constraints, 
which reconfirms that alleviating the credit crunch 
problem in the small and medium-sized enterprises 
(SME) segment and the burdens of indebtedness may 
help improve the creditworthiness of the sector. 
 
Chart1: Growth rate of loans outstanding in the 
corporate sector as a whole and the SME sector – 
transaction based 

 
    Source: MNB 
 
Chart2: Share of non-performingcorporateloans 
of the banking sectorbycustomers 

 
Source: MNB 

Afterthecrisistheworldfacedstrongrecessionand non-
performingloansbecamewidespread and 
dangerousphenomenon in many countries, as well as 
in Hungary (Table2).  
The existence of non-performingstocks is a natural 
feature in financial intermediation, their drastic 

increase or prolonged existence may pose a severe 
risk to financial stability. The large non-performing 
portfolio may reduce banks’ risk appetite. The 
problem loan portfolio results in continuous and 
significant losses for banks, especially if the size of 
the portfolio concerned is large, coupled with a high 
leverage. Continuous losses may force banks to adjust 
their balance sheets and reduce risk-taking. Of the 
large banks with high market shares and high lending 
volumes, 
theonesthathavehigherNPLratiostypicallyextendedloa
ns to their customers with lower spreads in 2014 and 
2015, which is an indicator of limited risk-taking.  
 
Chart3: Corporate lending and non-performing 
loans by countries in the EU 
 

 
    Source: MNB 
 
III. AVOIDING CREDIT CRUNCHIN 
HUNGARY 
 
Since the opportunities of SMEs operating in 
Hungary to access credit have significantly worsened 
in the post crisis period, in 2013 the Central Bank of 
Hungary (MNB), in cooperation with credit 
institutions, launched a targeted lending scheme 
tosupportsustainableeconomicgrowthwithoutjeopardis
ingits main monetary policy target, pricestability. The 
primary objective of the Funding for Growth Scheme 
was to restore the proper functioning of SME credit 
market, while improving the financing conditions for 
SMEs through preferential central bank financing and 
supporting economic growth in Hungary. 
 
Chart4:The model of Fundingfor Growth Scheme 

 
    Source: MNB 
 
MNB provided funding to the credit institutions 
participating in the program at a fixed interest rate of 
0 per cent, which they can then disburse at an interest 
rate of up to 2.5 per cent for investment, working 
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capital financing, EU fundspre-financingpurposes and 
existingloanredemption (Chart4). After the crisis 
years, two central banks have launched such credit 
stimulation 
programsthataresimilartotheFGSinmanyrespects: 
FundingforLendingScheme (FLS) bythe Bank of 
England and theTargetedLonger-
TermRefinancingOperations (TLTRO) bythe 
European Central Bank. Both programs are aimed at 
stimulating bank lending by providing central bank 
funds at more favorable rates than the market rate, but 
there was one important difference: the Hungarian 
program was aimed exclusively at SMEs. 
According to the Monetary Council of the MNB 
decision, the total amount available for allocation 
inthefirstphase of theFGS (June-August 2013) was 
HUF 750 billion. Credit institutions concluded 
contracts for 93.5 per cent of this amount, 
approximately HUF 701 billion, related to almost 10 
thousand contracts.  
WhiletheFGSsignificantlyreducedthe interest burdens 
of SMEs, it also offered an option to switch banks 
when redeeming existing loans, which also led to 
strengthened competition (for around 20 per cent of 
all contracts, enterprises took advantage of this 
opportunity).   
The first phase has fulfilled the objective of 
strengthening competition in the SME credit market, 
therefore the Monetary Council decided to continue 
the Scheme, but with more emphasis on the 
stimulation of economic growth by focusing on the 
supply of new loans. Inthesecondphase of theFGS 
(betweenOctober 2013 and 31 December 2015), a 
total of HUF 1,402 billion in loans was granted to 
small and medium-sized enterprises, involving 
transactions with 26,745 enterprises in 45977 
transactions. New disbursements accounted for the 
majority of the contracts concluded in the second 
phase, where 97 per cent of the contracts involved 
new loans, and 61 per cent new investment loans. The 
longer contracting period and more vigorous 
competition resulted in the more intense participation 
of micro-enterprises, and half of the loans granted at 
this stage were below HUF 10 million (Parragh 
2017). As a result of theFGS, thelong-
termslowdownin SME lending, experienced over 
several years, has not only stopped, but has in fact 
caused a positive trend in lending dynamics (Chart1). 
In view of the fact that market-based lending should 
dominate again over the longer term, the third phase 
of the FGS was launched in early 2016 with the 
objective of gradual phasing out the Scheme. This 
phase provided an opportunity for more targeted 
financing than the previous two phases.  In the third 
stage, ended in March 2017, banks concluded loan 
contracts for a total amount of HUF 685 billion, 
which meant that they used almost 100 per cent of the 
HUF 700 billion allocated to this stage of the 
program.  

Altogether under the three phases of the FGS and 
FGS+, a total of HUF 78,000 loan and leasing 
contracts were concluded in the amount of HUF 
2,800 billion, which contributed to the financing of 
nearly 40,000 micro, small and medium-sized 
enterprises. As a result, the lending scheme led to a 
turnaround in lending to SMEs: following the launch 
of the FGS the annual 5-7 per cent annual decline in 
lending stopped and started to rise gradually again. In 
2016, the rate of increase in lending reached the 5-10 
per cent range deemed by the MNB as necessary for 
long-term sustainable economic growth (Nagy-
Vonnák, 2013). 
 
Chart5: The model of Funding for Growth 
Scheme 

 
    Source: MNB 
 
Lending to the SME sector including self-employed 
persons grew by nearly 12 per cent, while lending to 
corporate SMEs grew by 8.1 per cent in 2016. 
Numerous investment projects were implemented 
from loans granted under the Scheme; according to 
the central bank’s estimates, in addition to stimulating 
the economy through the main policy rate cuts by the 
Monetary Council, the FGS may have contributed to 
economic growth by some 2 percentage points 
between 2013 and 2016, and raised employment by 
around 20,000 persons (Endresz et al.).  
After achieving its objectives, the question was how 
to phase out completely the artificial way of lending 
and restore market-based lending. It was essential to 
create an exit policy to the unconventional lending 
scheme. First of all as an unconventional monetary 
policy tool in a long term it might have more negative 
effects since the credit institutions may rely on the 
artificial funding more and more. To avoid this side 
effect, in 2016 MNB designed a new program to help 
domestic banks returning to market-based financing 
by gradually phasing out the FGS and by announcing 
a new Market-Based Lending Scheme (MLS) 
providing a positive incentive for banks to boost their 
lending. The Market-Based Lending Scheme consists 
of the following three elements: supplementing the 
central bank instruments with an interest rate swap 
conditional on lending activity (Lending IRS) and a 
preferential deposit facility; creating incentives 
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through capital adequacy requirements for banks; 
opportunity for the banking sector to have access to 
the corporate credit reporting system. 
 
Chart6: The aims of the MNB to restore market-
based lending 

Source: MNB 
 
AttheLIRStenders, 17 local commercial banks and 
banking groups concluded transactions with a total 
value of HUF 780 billion, thus undertaking an 
obligation to increase their loans to the SME sector 
by a total of HUF 195 billion in 2016. The majority 
of the institutions – 15 banks or banking groups – 
closed 2016 withsignificantoverfulfilment, and 
thustheannualcombined compliance reached 150 per 
cent at the sectoral level. Therefore the first year of 
restoring market-based lending was successful. 
The characteristics and thelogic of theFGScannot be 
comparablewiththedirect central bank 
lendingcharacteristicsshowneitherinGertler and 
Karádi (2011) orinCurdia and Woodford (2011). The 
scheme entrusts the banks with the assessment of loan 
applications (providing the compliance with the 
criteria laid down by the MNB). The commercial 
banks are also expected to handle all administrative 
and monitoring tasks related to the loans. Many 
studies call the attention to the extremely loosen 
unconventional monetary policy, when the central 
bank starts asset purchasing (quantitative easing) 
(Williamson, 2012).  The FGSdonotcorrespond to 
security market intervention models either, asthe 
MNB doesnotrecognisedirect credit risksinitsbalance 
sheet. The lending scheme of the MNB is a good 
example of unconventional targeted monetary easing 
implemented by direct monetary policy instruments, 
while at the same time, it also imposes direct costs on 
the consolidated government budget. 
 
CONCLUSIONS 
 
The studydemonstratesthepost-crisis credit crunchin 
Hungary, freezing-up of corporate and SME lending 
in particular, deepened the economic recession and 
discouraged recovery. The MNB 
launchedtheFGSinordertotacklewith credit market 
disruptions. The FGS has achievedits objectives, by 

reversing the downward trend in lending to SMEs and 
contributed significantly, by some 2 percentage 
points to economic growth between 2013 and 2016. 
However the literature of unconventional monetary 
policies, focusing on restoring the credit market, is 
relativelywide, theFGSdoesn’t fit inany other 
theoretical model. First of all, bylaunchingtheFGS, 
thecentral bank doesnotrecognisedirect credit 
risksinitsown balance sheet by leaving the credit 
allocation mechanism to the commercial banks. 
Second, the central bank eased lending conditions not 
only through volumes, but directly by setting the 
maximum interest rate at 2.5 per cent. 
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