Hungary Signals New Openness to Talks on Bank Law

by GORDON FAIRCLOUGH  in Prague and VERONIKA GULYAS in Budapest

Amid protests in the streets and hopes for talks with the IMF, Hungary is looking a bit like Greece. Richard Barley discusses Hungary's crisis on Markets Hub.

Hungary is willing to discuss a controversial central bank law that has become a major stumbling block in its efforts to win international approval for a financial safety net, a senior official said Thursday, as a plummeting currency and soaring borrowing costs raised pressure to make a deal.

Hungary would be willing to negotiate a standby loan agreement from the International Monetary Fund and European Union without setting any preconditions, according to Tamas Fellegi, chief of the team set up to meet with the IMF and EU. In remarks to reporters, Mr. Fellegi said Hungary is open to talks about the central-bank law, which the EU, IMF and European Central Bank have said threatens the independence of the National Bank of Hungary.

"The government is aware of how severe the situation is and what's at stake at the talks with the IMF," Mr. Fellegi said at a news conference after a meeting with Prime Minister Viktor Orban. Until recently, Mr. Orban had been using blunt language to condemn what he sees as improper meddling by outsiders in his country's affairs and to resist having strings attached to international assistance.

Mr. Fellegi's comments echoed and expanded slightly on recent remarks by other Hungarian officials, and seemed intended to signal to investors, who have been dumping Hungarian assets, that the government is easingits negotiating stance.

Mr. Fellegi's statement that a so-called standby agreement is acceptable to Hungary is a tacit admission that the country accepts there will be conditions attached to any financial backing. Hungary is seeking a precautionary agreement, meaning it doesn't intend to use the funds but wants them for insurance in case of market turmoil.

Under financial pressure Hungary signaled that it was open to negotiating a loan with the International Monetary Fund. But the government could only sell 12-month treasury bills at a very expensive average yield of nearly 10%.

Markets stabilized somewhat after Mr. Fellegi spoke. The forint, after falling Thursday morning to a new euro-era low of 324.25 forints to the euro, bounced back to trade at 319.64 to the euro later in the day. Yields on government bonds in the secondary market also fell. 
But the pressure on Budapest remained significant. In an auction Thursday, Hungary's debt-management agency cut back the number of one-year bonds on offer. The average yield on bonds that were sold was 9.96%, up sharply from 7.91% at the auction two weeks ago. 
The price of default insurance for Hungarian government bonds also continued its upward trend. Hungary's five-year credit-default swaps are now around 0.3 percentage point wider at 7.5 percentage points, according to data provider Markit. As CDS function like a default insurance contract for debt, this means it now costs an average of $750,000 a year to insure $10 million of debt sold by the country.

"I think the market will adopt a seeing-is-believing approach, given that market trust in this administration is now at rock-bottom levels," said Timothy Ash, an emerging-markets analyst at Royal Bank of Scotland in London. "I don't see these comments as a game changer yet."

Hungary's negotiators are set to travel next week to Washington to meet with IMF chief Christine Lagarde and others, in an effort to revive informal discussions that broke off last month after Hungary pushed ahead with the central-bank law and legislation on government finances, despite requests from the IMF and EU to hold off.

The IMF says the meetings won't be negotiations. The IMF and the EU have said they haven't decided when or even whether they will begin formal talks with Hungary on its safety-net request. EU authorities are now reviewing the final version of the central-bank law to see whether it complies with the regional bloc's regulations and treaties.

Hungary—facing rising borrowing costs and a weakening currency amid the turmoil in the neighboring euro zone—said in November that it would seek the precautionary agreement with the IMF and EU, which rescued the country from the brink of insolvency in 2008 with a bailout loan.

Since then, however, investors' confidence that a deal will be reached has steadily eroded in the face of uncompromising comments from Mr. Orban and other Hungarian politicians, and the continued insistence by the EU and IMF that Hungary's central-bank law represents an unacceptable restriction on the bank's freedom that would hurt the entire European financial system.

The new central-bank legislation opens the potential for changes to the bank's interest-rate setting board and makes possible the eventual merger of the bank with a financial regulatory agency, a move that could result in the effective demotion of the central-bank governor.

Mr. Fellegi said Hungary had amended the law to take into account EU and ECB criticisms. He said the EU's unhappiness with possible changes in the size and composition of the interest rate-setting committee, as well as the addition of a new deputy governor post, was unwarranted. 
"The government took all the steps that it was able to take from a professional, political and legal point of view," Mr. Fellegi said. But he said he was open to discussing "further concrete points of criticism." 
In a letter dated Thursday to Mario Draghi, president of the ECB, and released publicly, Hungarian Economy Minister Gyorgy Matolcsy said his government "has respected the central bank independence, and will continue to do so in the future." He said that maintaining that independence is "clearly a primary interest of Hungary."

Analysts say Hungary isn't in immediate danger of default. It has enough money on hand to make its initial rescue loan repayment to the IMF in February. The government said it has formulated alternate plans to finance itself if no agreement is struck with the EU and IMF.

