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I. Background of the research 

 

My empirical studies on the Hungarian credit market were strongly linked to my professional 
carrier and interest. 

After a short commercial banking experience I was recruited as an economist at the Banking 
(later Financial Stability) Department of the Hungarian National Bank (MNB). The new position 
was very close to my professional interest. This professional workshop leaded by Katalin Mérő 
determined my professional research and carrier. At the beginning I investigated the portfolio 
quality of the banking sector analyzing the relationship among loan loss allowances, income and 
capital position of banks. By examining the capital position I joined to the analysis of the new 
Basel capital recommendations and European capital regulation that were under preparation at 
that time. 

After that my professional interest shifted to the fast growing household business of the time. 
Based on the international experiences several developments could have been expected, however 
important Hungarian characteristics also evolved. Due to its complexity this subject covers many 
research fields. The development of the household credit market, the saving and indebtedness 
behavior of households influence not only the banking sector and financial stability, but they 
have important macroeconomic consequences. In connection with this topic I got active 
professional contact with other departments of MNB and foreign researchers leading several 
times to intense, but fruitful professional discussions. 

While working for the MNB I started my Ph.D. studies that were in good accordance with the 
topics I worked on at workplace. Empirical and theoretical studies in the framework of the Ph.D. 
program contributed significantly to the success of my researches. Leaving the MNB I was 
employed as a risk manager (partially with a Central and Eastern European responsibility) at a 
regional commercial bank, where I had the opportunity to use my theoretical knowledge in 
practice. At the moment I work for the Central- and Eastern European (CEE) headquarter of an 
insurance company leading a regional project to adopt Solvency 2, Market Consistent Embedded 
Value and IFRS Phase 2 requirements. In this way I work again on the preparation of new 
regulatory requirements, but in this case at micro level. 

 

II. Aims of the research and their actuality 

 

During the last twenty years, the Hungarian banking system and credit markets changed 
fundamentally. Following the ceasing of the one-tier banking system, the market based two-tier 
banking system already developed by the mid-90’s. While getting credit as well as lending seemed 
to be some sort of ‘trickery’ for the bulk of the Hungarian households and enterprises in 90’s, 
there was a ‘democratization’ of credits in 2000’s. In these days a wide range of borrowing 
opportunities are available for the predominant part of the Hungarian economic agents due to 
the development of the financial intermediary system and the strengthening of market economy 
institutions, not to mention the robust development of other financial services. On Chart 1 the 
shrinkage of financial intermediation in 90’s and its fast deepening in 2000’s is clearly visible. 

Hungarian financial intermediation plays an increasing role in the economy due to its fast 
development. Today trends in financial intermediation have important effects on macroeconomy 
(lending capacity of households, current account deficit, efficiency of fiscal and monetary policy) 
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and financial stability. These are in line with the results of the international empirical research of 
the last 30 years.  

The US sub-prime crisis and its consequences drew again the attention to real economy effects of 
financial intermediation (credit supply), risks of lending boom (if they are mainly linked to easing 
credit standards), and contagion channels throughout banking systems. 

This crisis seriously challenges the stability of Hungarian financial system, since this crisis has a 
significantly negative effect on the risk appetite of investors, the economic growth of the world 
including Europe, and through these on the capital position and liquidity of European banking 
system. Since the Hungarian financial sector (from the point of view of ownership and financing) 
and foreign trade have a strong relationship with the European Union Hungarian financial 
institutions are not able to get out of unfavorable international trends. To assess this kind of risks 
it is important to know the characteristics of the Hungarian banking system. Although it is out of 
the scope of my thesis to assess the effects of this crisis. 

Chart 1: Indicators of the depth of financial intermediation as a percentage of GDP 
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Despite the obvious importance of this topic, relatively small number of Hungarian research 
papers focus on the development, characteristics, and economic role of financial intermediation. 
The Hungarian banking sector becomes increasingly a market of loans for the retail sector 
(households and micro enterprises) and small- and medium enterprises (SMEs). This tendency 
seems to continue due to the structure and ownership of the Hungarian corporate sector (in case 
of large enterprises the share of foreign loans from banks and parent enterprise is high, in 
addition they have the opportunity to raise directly funds from money and capital market). 

In my research I focused on the following topics: 

1) Research on trends and characteristics of the Hungarian credit market 

My intention was to identify the main characteristics of the Hungarian credit market compared 
with the matured credit markets. For that purpose I investigated three main fields: 

a) Take-off of the retail (principally household) lending; 

b) Spreading of the uncovered foreign exchange borrowing which is mainly apparent on the 
retail market; 

c) Significant foreign direct investment into the Hungarian banking sector, start of foreign 
direct investment of Hungarian banks. 
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Based on the international experiences I studied two additional fields: 

d) In contrast with other markets, credit markets have the important characteristic that price 
is not able to clear the market. Non-price factors play a significant role in the credit 
supply (Stiglitz – Weiss [1981]). I aimed to investigate this phenomenon based on 
Hungarian data focusing on the retail and SME markets. 

e) Loan loss allowances are dominant factors of the financial position of banks. These could 
even amplify economic cycles. Examination of three potential banking behaviors 
(procyclicality, income smoothing and capital management) related to loan loss 
allowances was part of my research plan. 

2) The relationship of the Hungarian household credit market with the macroeconomy and financial stability.   

Economic theories paid little attention to this relationship until the 80’s. In general they supposed 
that financial intermediation did not have any important role in the real economy. After that the 
information economy theory revealed imperfections of the credit market (Jaffe-Russell [1976]), 
while the ‘credit view’ theory (Bernanke – Blinder [1988]) explored the important role of the 
credit market in the monetary transmission. In these days there are more theories (credit 
rationing, procyclicality,) that point out how special credit market characteristics divert the credit 
supply from the credit demand and that this has an effect on the real economy. From the second 
half of the 90’s, based on the above-mentioned theories, the notion of financial stability and the 
related researches have spread.  

Although examining the previous research topic already allowed me to draw conclusions about 
the effects of the credit market on the macroeconomy and financial stability, I aimed to run a 
direct empirical test on this relationship. To examine the effects of the credit market on the 
macroeconomy the household credit market characterized by significant changes of last decades 
and already investigated by me proved to be the most appropriate. 

3) Financial literacy of Hungarian households 

International experience shows that the exposure of households to financial risks is permanently 
growing as a result of changes in demography, economy and the financial intermediary system. 
As a result, the sector with the weakest risk management knowledge is becoming the final 
absorber of money and capital market shocks more and more directly. 

Due to the low level of financial literacy (information) market failure might emerge. In addition 
to welfare losses due to bad financial decisions of households, poor financial awareness may lead 
to a decline of confidence in a certain group of financial intermediaries and service providers. 
Because of the market failure the efficiency of financial intermediation may deteriorate and the 
state’s role may strengthen. Recognizing this, in addition to the regulation of financial institutions 
and customer protection, the development of financial literacy will become a part of the 
framework aiming at economic growth and stability (OECD [2005]). 

In Hungary the boom of foreign currency mortgage loans dated from 2003 raised the question if 
households had the appropriate financial knowledge to manage new risks and if they were 
capable of assessing the risks arising from their decisions. Moreover, the consumption and saving 
behavior of Hungarian households and the low level and very conservative structure of financial 
savings might be related to financial literacy as well. Based on the above-mentioned reasons I also 
analysed this topic in my research. 
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III. Research methodologies 

 

I used different methodologies for separate research fields, depending on the subject and 
available data. Therefore I gave a detailed description of the applied methodology at each thesis 
points.  

I started the investigation with a summary of international and Hungarian literature for each 
research fields. In general it was followed by analyzing the stylized facts and relationships (often 
with an international comparison) applying simple statistical calculations. I tested part of my 
hypotheses using econometric methods (time series analysis, panel econometrics, error correction 
model). 

In case of some research fields I completed the PSZÁF-MNB data source with surveys (GfK 
Hungary ‘Financial market data supplying’ and MNB lending survey) which was an innovative 
approach of the time. 

Beside research fields presented in the previous chapter I studied financial regulation topics as 
well. Based on helpful comments received at the discussion at my working place I did not include 
these parts in the thesis. 

 

IV. New scientific findings 

 

Thesis 1  

In Hungary the change of outstanding household credits is primary determined 
by the credit supply side based on the period 1970 to 2006.  

In the Hungarian household credit market significant structural changes were observed during 
the last some 40 years. This is an important research question to examine to what degree changes 
were motivated by the supply side. This was investigated in the literature mainly to interpret the 
credit crunch of the 90’s and the take off of 2000’s. See for example Várhegyi [2001], who 
interpreted as a paradox phenomenon that foreign banks entered into the Hungarian market the 
earliest and with the largest scale in the Central- and Eastern European region, while the depth of 
financial intermediation remained extremely low, even lower than in the neighboring countries. 
She explained this mainly by demand factors.    

It is important to understand the role of credit supply from a macroeconomic (its effect on 
consumption and saving see Thesis 2) and a financial stability point of view. To examine long-run 
relationships I included time series on lending of the socialist economy in my study, in this 
manner I investigated the period between 1970 and 2006. The starting point was determined by 
the availability of data. Household lending started to evolve in the second half of the 1960’s, 
while I have time series only since 1970. 

This thesis was investigated by the following methodologies: description of the market structure, 
international comparison of trends, analysis of surveys (GfK Hungary ‘Financial market data 
supplying’ and MNB lending survey), and econometric modeling of consumption. 

In the following I illustrate the three main groups of arguments supporting this thesis:  

Determining role of business cycle transmission and international economic and 
financing environment 

Volatile developments of Hungarian household lending coincided with cycles in financial 
position of foreign banks in their home country and international economic and financing 
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environment. This supports the hypothesis of business cycle transmission to host countries 
throughout the banking system. Based on the period 1990 to 2007, McGuire – Tarashev [2008] 
indicated that a deterioration of parent banks’ (in developed countries) financial health is 
associated with a decline in the growth of credit to emerging markets despite the fact that these 
claims have a relatively small share in their assets.  

Although foreign banks entered into the Hungarian market early, the depth of financial 
intermediation in the household credit market declined considerably. Comparing with other 
former socialist economies, the Hungarian state retreated relatively quickly from different credit 
market segments. At the same time, as a result of the quick opening of the market, new foreign 
players appeared, but were unable to fill the opening financing gap due to the transmission of the 
business cycles from their home countries. This is due to the fact that the activity of foreign 
banks in the host country remained limited as a result of economic recession and banking crises 
(Scandinavian, saving and loans in the US) in the developed economies, and unfavorable 
international financing environment in the first half of the 90’s. By contrast, from the second half 
of the 90’s – as a result of the improving international economic situation, decreasing interest rate 
environment and increasing liquidity – the take-off of household lending leaded by foreign banks 
started earlier in Hungary than in most CEE countries. 

Significant credit rationing found in the whole period examined 

Credit rationing occurs when price (interest rate) is not able to balance out demand and supply 
leading to a permanent excess of demand for credits. Namely when (1) no lender is willing to 
grant a loan to a borrower even if the borrower is willing to pay more than other borrowers of 
comparable risk who are getting loans; or (2) the amount the lender is willing to lend to a 
borrower is limited at the given interest rate and the borrower is not able to grant the amount 
that would be desirable for the borrower in order to optimize its operations. 

In the consumption theory of households the credit rationing is investigated from the point of 
view of the borrower and it is referred to as a liquidity constraint. In the absence of price cleaning 
the market bank lending is primarily determined throughout non-price terms of credit supply 
(credit standards and terms). In case of credit rationing the change in the amount of the loans 
granted is mainly determined by the supply side due to the excess of demand for credits. 
Research results described below indicated significant credit rationing in the whole examined 
period which eased notably only in the 2000’s. 

Studies based on econometric models 

I estimated an error correction model on consumption in the period 1970-2006. I handled 
structural breaks in the model. The estimated share of consumers with liquidity constraint was 
68% in the whole examined period. This value that can be considered as high is close to the 
result of Menczel [1999] (83%), who investigated this in a shorter time period covering 1970-
1998, thus not including the period of fast lending growth. Studies investigating banking 
competition and monetary transmission in the second half of the 90’s and at the beginning of the 
2000’s using econometric models found that the interest rate elasticity of demand is very low on 
the consumer credit market (Móré at al. [2004]), and the adjustment of consumer credit interest 
rates to market rates was exceptionally incomplete and slow (Várhegyi [2003]; Horváth at al. 
[2004]), which are signs of credit rationing and excess demand. 

Household survey-based study 

Based on the GfK survey I found that the frequency of indebted households showed a close 
positive relationship with wealth, income per person and more favorable income prospects even 
in the first half of the 2000’s (period of the lending take-off). So households with worse 
creditworthiness have more limited access to credit. Among motives to accumulate savings I 
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found that the most important are savings for future consumption. Both phenomena suggest the 
existence of a liquidity constraint. 

Investigation based on lending survey 

Based on the Lending survey dated from 2003, the Hungarian banks rely heavily on non-price 
terms in the household lending.  

State credit rationing in housing lending 

In the socialist system indebtedness was relatively steadily increasing due to the credit control of 
the state that took place mainly through subsidised housing credits. After the change of regime 
the state quickly and completely exited from the household credit market. In 2000’s the state 
took a major role in the reviving housing lending. The housing lending was characterized by a 
significant interest rate state subsidy before 1990 and after 2000. The low interest rate resulted in 
a strong excess demand. The amount of available credit was set by non-price terms. The 
econometric analysis of the housing investment rate indicated the weakness of the price terms 

The inherited monopolistic market structure, week competition contributed to the low 
level of the household credit supply. 

Inter alia, the low level of the supply-side competition contributed to the weak supply of credit to 
households observed in the 90’s. From the change of regime until the end of the 90’s the main 
target clientele of the banks (independently from their owner structure) was the large corporate 
segment. In the initial monopolistic market structure on the household lending market the 
appearance of new players was impeded by the entry barriers (eg. branch network, more complex 
lending systems) being higher than in the corporate market as well as institutional deficiencies 
(e.g. the lack of regulation for effective mortgage enforcement). In addition, risk considerations 
also played a role in the low credit supply, given that in general household clients were riskier and 
it was more difficult to assess their creditworthiness than in the large corporate sector. 

Despite the fact that at the end of the 90’s the economy stabilized (decreasing level of interest 
rate, improving creditworthiness of households) and the institutional system developed (legal 
background of mortgage lending), market based mortgage lending did not start to grow as a 
result of the weakness of market forces. Thus, this market was catalyzed by the state housing 
subsidy scheme only at the beginning of 2000’s. 

The level of competition did not increase fast. Móré at al. [2004] found a low level of price 
competition in the consumer credit market in the period 1996 to 2003. Várhegyi [2003] indicated 
limited price competition in the household credit market in the period 2000 to 2003. 

My research has the following outcome related to this thesis: 

· The relatively low level of financial savings, the similar level of debt service burden and the 
high share of foreign exchange loans resulted in a riskier indebtedness situation of the 
households and higher risks on financial stability in Hungary compared to developed 
European countries.  

· The share of consumer loans in the total household loan portfolio exceeds 50% which could 
be considered as high. At the same time, consumer loans explain a larger part of the 
household debt service burden. 

· The weight of household loans in the economy as expressed by the outstanding loans to 
GDP has reached the lower edge of the – very heterogeneous – values of developed 
countries. The build-up of the Hungarian household credit market has been characterized 
with a well-functioning institutional system, broad product range, and increasing competition. 
In addition, there is a well observable household behavior in connection with indebtedness 
(see thesis 2). Therefore, the forthcoming period can hardly be regarded as a convergence 
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process. Beside international and domestic economic situation, Hungarian institutional and 
cultural factors determine primarily the future indebtedness. However, several authors still 
interpret the indebtedness of the Hungarian households basically as a convergence process 
(e.g. see MNB [2008] p. 8)1. 

· In the 2000’s, as a result of the easing of liquidity constraints, some credit market instruments 
have become ‘mass products’ (for example personal and hire-purchase loans), while in other 
segments the liquidity constraint is still strong. From 2004 the product range of mortgage 
lending has widened significantly. 

· Based on international experiences, domestic mortgage markets that were previously 
homogenous have become more and more heterogeneous. Since 2004 this trend has 
increasingly characterized the Hungarian mortgage market. The mortgage product and related 
refinancing and capital arbitrage innovations had a determinant role in the US sub-prime 
mortgage crisis and its world-wide contagion effect. In the US market, it has become visible 
already from 2004-2005 that risks have increased substantially compared to the classical 
mortgage lending, and traditional risk management techniques have lost their efficiency.  

 

Thesis 2 - (2) Bethlendi [2009] 

The increased credit supply is coupled with a low financial savings rate in 
Hungary. This is explained by the long-term behavior of households 
characterising a strong preference of consumption and housing investment to 
financial savings. 

Looking at the period between 1970 and 2006, the strong preference of consumption and 
housing investment to financial savings is an observable characteristic of the long-term behavior 
of the Hungarian households, despite the substantial changes in the institutional system. Credit 
supply factors influence financial savings of households to a large degree. Households increase 
their consumption and housing expenditures by taking advantage of lending opportunities.  

Hungarian households’ consumption and investment expenditures are important macroeconomic 
figures, due to their magnitude. These expenditures increased substantially and remained at a 
relatively high level in the 2000’s, resulting in a permanently low level of financial savings. This 
tendency is quite similar to the developments in the 1970’s and 1980’s. This holds despite a broad 
and developing range of financial savings products is available, in contrast to the very simple 
forms of financial savings of the socialist economy. On the other hand, the importance of self-
care also increased due to the transformation of the social welfare system, which would require a 
higher rate of financial savings. The indebtedness of the household sector has been sharply 
increasing. Only one period made an exception from the above mentioned tendency:  the period 
of transformation crisis, the so called ‘savings miracle’, which was characterised by increasing 
savings and decreasing consumption.   

The aim of the study was to investigate the role of credit market in the above-mentioned 
tendency. When investigating the long-term behavior of households I supposed that the change 
of regime did not cause a structural break in this. 

Justification for this thesis has the following structure:  

First, I discussed the development of the Hungarian household portfolio in a descriptive way. 
After that I described the consumption, investment and savings rate of households. I prepared 

                                                 
1 „Household sector debt continued to rise in 2007, explained in part by the convergence process and in part by 
consumption smoothing.” 
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also an international comparison of savings rates, filtering out three institutional factors (level of 
household consumption of public services; tax and social security systems), in line with the 
methodology of the OECD [2004]. 

Second, I analysed the role of certain credit market variables using two econometric methods: 
time series analysis and an error correction model. Based on the theory and available data I used 
the following explanatory variables: income, net financial wealth, deposit interest rate, and credit 
supply (net borrowing, lending interest rate, spread, Herfindahl–Hirschman-index).   

I started the time series analysis by modeling the change of consumption. Since consumption 
expenditures substantially exceed investment expenditures, I expected similar results in the 
empirical model of aggregate expenditure (the sum of consumption and investment) to that of 
consumption. Therefore I set up separately a model limited to investment expenditures. 

The starting point of my error correction model was the following: 

titi

n

ttttt ZTYDCEDYCECED ebbaabb +S+++---= -=--- 01312110110 )(ln)(ln)ln(ln)(ln ,     (1)  

where CEt is the consumption expenditure of households at constant prices, Yt is the income of 
households, and Zt are other control variables influencing consumption. 

Based on econometric analysis I accepted my thesis and beside this, I received the following 
results: 

· Beside the precautionary saving motive according to some authors (e.g. Zsoldos [1997]) the 
‘savings miracle’ was primary a result of restoration process of portfolio equilibrium. In my 
opinion the credit crunch had a more important role in the development of savings than the 
restoration process of portfolio equilibrium.   

· In the 2000’s the Hungarian gross and net savings ratios have not been particularly low 
among European countries. At the same time, there are old as well as new EU member 
countries with permanently similar or lower figures. Comparing the Hungarian savings ratios 
with those of the euro zone average I concluded that the  three institutional factors examined 
did not explain a large part of the difference of savings ratios, due to the similarity of the 
institutional systems. 

· According to both models, the change in the real interest rate of credit has a negative, while 
the change in the real interest rate of deposit has a positive effect on the change of 
consumption. In case of an equal shift in deposit and credit interest rates, there is a negative 
relationship between the change of consumption and interest rate, which is in line with the 
aim of monetary policy. However, in this respect the role of the Hungarian monetary policy is 
decreasing due to the growing FX lending. 

· According to the error correction model, the cointegration between consumption and income 
stated.   

· I showed that a not negligible part of housing loans was used for consumption. 

I would like to outline also some economic policy consequences of this thesis that were proved 
by the economic events of 2007-2008. In case of a strong credit supply: 

· It is not certain that the permanently low financial savings of Hungarian households is 
substantial to cover the financing needs of the corporate sector, especially when financing 
needs of the government is high, leading to an increased foreign indebtedness of the country. 

· There is a permanent pressure on the current account balance, given the high import needs 
of consumption and investment activities. 
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· Due to the consumption smoothing of households, the effects of fiscal austerity measures are 
limited, since households take advantage of the borrowing opportunities.   

· The effect of monetary policy on this behaviour is restricted, due to the spreading of foreign 
currency lending. 

 

Thesis 3 - (4) Bethlendi [2007] 

Loan loss allowances of Hungarian banks are procyclical: loss allowances move 
closely together with economic fluctuation. 

I aimed to describe the Hungarian banking practice of loan loss provisioning based on 1997-2004 
data. I found in the whole sample of banks that the corporate segment, in spite of the increasing 
indebtedness of households, mainly determines provisioning. Therefore in case of this topic I did 
not limit my analysis to households, I investigated the total (including corporate) loan loss 
allowances. A relatively small number of Hungarian research papers focus on this field. At the 
same time, international experience proves that loan loss allowances are not only dominant 
factors of the financial position of banks due to their magnitude, but could even amplify 
economic cycles. The consequences of US sub-prime crisis reveal the importance of this question 
as well.  

The procyclicality of the loss allowances threaten the macroeconomy and financial stability 
throughout the following channel. In a prosperous economic environment the lending activity of 
banks expands dynamically, and they under-provision as compared to the expected level of losses 
on the long-run (including economic downturns). The low level of provisions increases the 
optimism of lenders, and the higher reinvested income helps the credit growth from a capital 
point of view. Due to this, a credit boom (excessive lending) might occur. As a result, when the 
economy turns into a recession, the loss allowances of banks increase sharply, leading to a 
significantly shrinking or negative income. The capital should cover not only unexpected losses, 
but a part of expected losses as well. The capital position of banks deteriorates. During an 
economic crisis banks with troubled financial position are not able to raise new funds, or, if they 
are, they pay a very expensive price for it. Therefore, to meet the minimum capital requirements, 
banks reduce their lending more than the decreasing demand would justify, amplifying the size of 
the economic decline. 

“Based on its sensitivity to business fluctuations, larger economic cycles are expected to have a 
more significant effect on loss allowances” ((4) Bethlendi [2007]). In Hungary the economic 
recession and crisis that has started in 2007 lead to a significant increase of banks´ loss 
allowances. The loss allowances of the banking sector at the end of 2008 already underpin this. 
Based on the above-mentioned channel this might result in a decreasing credit supply. Moreover 
the increasing refinancing cost and risks also can contribute to the tightening of credit supply. 
Foreign banks own the bulk of the Hungarian banking sector. Since the foreign owners have 
similar problems, significant market based capital injection is not expected in the short-run. 
Starting in the second half of 2007, the Lending survey of ECB (European Central Bank [2009]) 
has indicated a significant decline in household and corporate lending of Eurozone, through the 
tightening of credit standards and terms. In the Hungarian corporate segment the Hungarian 
Lending survey indicated a quite similar tightening trend. The transmission of this trend into the 
Hungarian household credit market can be expected with nearly one-year delay: in the first half of 
2008 the survey did not indicate any strengthening in credit standards and terms, it can be 
expected to start in the second half of 2008.  



András Bethlendi: Studies on the Hungarian credit market  
 

 11

Theoretically loss allowances are a positive function of the credit risk (the risk profile of the bank, 

tRISK ). However, banks have some freedom in the accounting and regulatory rules of the loss 
allowances. I had the following hypotheses based on the literature: 

1) Loss allowances are considered as procyclical when loss allowances move closely with 
fluctuation of the real economy. The appropriate level of loss allowances (

tLLA ) is a positive 
function of economic fluctuation (

1tGAP -
) beside the risk profile of the bank. 

1t1t0t GAPRISKLLA -b-b=  , ahol   (2)        0, 10 >bb  

2) In case of income smoothing the real accounted loss allowances (
tALLA ) diverge from the 

amount of loss allowances determined by credit risk as a function of the difference between fact 
( )z1)(ALLAEBTL(E ttt --= ) and targeted ( *E ) income (

tEBTL : income before tax and loss 
allowances, z : tax rate).  

)EE(LLAALLA t
*

2tt -b-= , ahol (3)           02 >b  

3) In case of capital management the reinvested income after real accounted loss allowances ( RE ) 
has an effect decreases the difference between the capital position at the beginning of the period 
(

1tCAR - ) and the targeted capital position ( *CAR ).  

)CARCAR()LLA(RE)ALLA(RE 1t
*

3tt --b=- , ahol β3>0  (4)  

4) The bank might target to influance the income and capital position at the same time, in this 
case the income target is modified by capital situation.  

)CARCAR(EE 1t
**

t --d+= , ahol δ>0 (5) 

5) In addition to the above, I enlarged my investigation to factors potentially influencing loss 
allowances: bank size, use of coverage, and fast credit growth rate. 

After analyzing the stylized facts and presenting my variables I tested my above-mentioned 
hypotheses using panel econometric regression methods. 

Based on econometric analysis I accepted my thesis and beside this I received the following 
results: 

· Loss allowances have a positive relationship with the size of the bank. However, it was 
exclusively used as a control variable, thus it cannot be interpreted as a proof of the quite life 
hypothesis, due to the characteristics of Hungarian banking market. 

· I rejected the hypothesis that the fast growth rate of credit leads to the increase of loan losses 
in the future. I received the opposite, a prudent banking behavior. Banks increase their loss 
allowances more or less simultaneously with the fast credit growth. 

· Although portfolio qualification and provisioning regulation suggests the opposite, net 
provisioning is strongly seasonal. Banks follow the changes of credit risk by provisioning 
mainly at the end of the year, when the total annual income is known and compulsory 
auditing is due. I do not consider it as a prudent behavior since I suppose that information 
about the expected losses does not exclusively appear at the end of the year. Therefore my 
finding suggests that banks do not take these pieces of information into account when they 
appear. Beside this, I think it is problematic a prudential point of view that banks estimate 
their expected losses to a large degree inaccurately, since on the average they write back half 
of the provision made before.  
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