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| ntroducti on

The euro has already been introduced in 21 of the 27 EU Member States . This

report examines five of the six Member States that have yet to adopt the single

currency, namely the Czech Republic, Hungary, Poland, Romania and Sweden.

These countries are committed under the Treaty on the Functioning of the European

Union (hereinafter the ATreatyo) to adopt th
to fulfil all the convergence criteria.! The sixth Member State, Denmark has a special

status and is therefore not covered in this report.?

In producing this report, the ECB fulfils its requirement under Article 140 of the

Treaty. Article 140 states that at least once every two years, or at the request of an

EU Member State with a derogation, the ECB and the European Commission must

report to the EU Counci l ffon the progress ma
derogation in fulfilling their obligations regarding the achievement of economic and

monet ary ufivé countties unden eview in this report have been examined

as part of the regular two-year cycle. The European Commission has also prepared

a report, and both reports are being submitted to the EU Council in parallel.

In this report, the ECB uses the framework applied in its previous

Convergence Reports. For the five countries concerned, it examines whether a
high degree of sustainable economic convergence has been achieved, whether the
national legislation is compatible with the Treaties and the Protocol on the Statute of
the European System of Central Banks and of the European Central Bank

(her ei na Stateteao ft hteh ef), dadvihetier the statutory requirements are
fulfilled for the relevant national central bank (NCB) to become an integral part of the
Eurosystem.

The examination of the economic convergence process is highly dependent on

the quality and integrity of the underlying statistics. The compilation and
reporting of statistics must not be subject to political considerations or interference.
EU Member States have been invited to consider the quality and integrity of their
statistics as a matter of high priority, to ensure that a proper system of checks and
balances is in place when these statistics are compiled, and to apply minimum
standards in the domain of statistics. These standards are of the utmost importance
in reinforcing the independence, integrity and accountability of the national statistical
institutes and in supporting confidence in the quality of government finance statistics
(see Chapter 6).

! Unless otherwise stated, all references in this repor
Functioning of thetEeroepkanetoéontoaadti cle numbers r
effect Deiceamde®9 . Unl ess otherwise stated, al | referen

refer to both the Treaty on European Union and the Tr
These t ealnssa mlrainn eéidheds 9.l ossary

2 When the Maastricht Treaty wwmass cgormaonl tugedde dnpit gdouitd ®2, Den |
under which itpdoeschnpatbave Sbage Three afd,Economic
t her eafdoortpdt e eur o.

Convergence Repiolrntt,r oJduuncet i200n2 6 3


https://www.ecb.europa.eu/home/glossary/html/index.en.html

From 4 November 2014 it became mandatory for any EU Member State whose
derogation is abrogated to join the Single Supervisory Mechanism (SSM) at the
latest on the date on which it adopts the euro. 2 At that point, all SSM-related
rights and obligations start to apply to that country. Therefore, it is of the utmost
importance that the necessary preparations are made. In particular, the banking
system of any Member State joining the euro area, and therefore the SSM, is subject
to a comprehensive assessment.*

This report is structured as follows. Chapter 2 describes the framework used for
the examination of economic and legal convergence. Chapter 3 provides a horizontal
overview of the key aspects of economic convergence. Chapter 4 contains the
country summaries, which provide the main results of the examination of economic
and legal convergence. Chapter 5 examines in more detail the state of economic
convergence in each of the five EU Member States under review. Chapter 6 provides
an overview of the convergence indicators and the statistical methodology used to
compile them. Finally, Chapter 7 examines the compatibility of the national
legislation of the Member States under review, including the statutes of their NCBs,
with Articles 130 and 131 of the Treaty.

3 On 4 November 2014 the ECB ass Wmeid ctiHe Rteagsuk satd comf € rerUe
1024/ 2013 of 15 October 2013 conferring specific task
policies relating to the prudeddilal28&7,pe29.ils0.010 3, cp.
Article 33(2) of that Regulation.

4 See reciReaglulla0t ioofn (EU) No 468/ 2014 of the European Ce
establishing the framework for cooperation within the
European Central Bank and national cC ompeutemar iatuitensor i t
(SSM Framewor k Regul tOJor) 14ACB/AA054/20014, p. 1) .

Convergence Repiolrntt,r oJduuncet i200n2 6 4


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32013R1024
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32013R1024
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32013R1024
https://eur-lex.europa.eu/legal-content/en/TXT/?uri=CELEX:32014R0468
https://eur-lex.europa.eu/legal-content/en/TXT/?uri=CELEX:32014R0468
https://eur-lex.europa.eu/legal-content/en/TXT/?uri=CELEX:32014R0468
https://eur-lex.europa.eu/legal-content/en/TXT/?uri=CELEX:32014R0468

2

2.1

Framewor k f or anal

Economic convergence

To examine the state of economic convergence in EU Member States seeking

to adopt the euro, the ECB makes use of a common framework for analysis.

This common framework, which has been applied in a consistent manner in all
European Monetary Institute (EMI) and ECB Convergence Reports, is based, first,
on the Treaty provisions and their application by the ECB with regard to
developments in prices, fiscal balances and debt ratios, exchange rates and
long-term interest rates, as well as in other factors relevant to economic integration
and convergence. Second, it is based on a range of additional backward and
forward-looking economic indicators considered to be useful for examining the
sustainability of convergence in greater detail. Some elements of this framework
have been enhanced over time. The examination of the Member State concerned
based on all these factors also provides important information which helps to ensure
that its integration into the euro area will proceed without major difficulties. Boxes 1
to 5 below outline the legal provisions and provide methodological details on the

E C B application of these provisions.

This Convergence Report builds on principles set out in previous reports
published by the ECB in order to ensure continuity and equal treatment. In
particular, a number of guiding principles are used by the ECB (and prior to that by
the EMI) in the application of the convergence criteria. First, the individual criteria are
interpreted and applied in a strict manner. The rationale behind this principle is that
the main purpose of the criteria is to ensure that only those Member States with
economic conditions conducive to the maintenance of price stability and the
coherence of the euro area can participate in it. Second, the convergence criteria
constitute a coherent and integrated package, and they must all be satisfied. The
Treaty lists the criteria on an equal footing and does not suggest a hierarchy. Third,
the convergence criteria have to be met on the basis of actual data rather than
forecasts. Fourth, the application of the convergence criteria should be consistent,
transparent and simple. Moreover, when considering compliance with the
convergence criteria, sustainability is an essential factor, as convergence must be
achieved on a lasting basis and not just at a given point in time. For this reason, the
country examination elaborates on the sustainability of convergence.

In this respect, economic developments in the countr y concerned are reviewed
from a backward -looking perspective covering, in principle, the past ten years.
This helps to better determine the extent to which current achievements are the
result of genuine structural adjustments, which in turn should lead to a better
assessment of the sustainability of economic convergence.

In addition, and to the extent appropriate, a forward -looking perspective is
adopted. In this context, particular attention is paid to the fact that the sustainability
of favourable economic developments hinges critically on appropriate and lasting
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policy responses to existing and future challenges. Strong governance, sound
institutions and sustainable public finances are also essential for supporting price
stability and sustainable output growth over the medium to long term. Overall, it is
emphasised that ensuring the sustainability of economic convergence depends on
the achievement of a strong starting position, the existence of sound institutions,
resilience to shocks and the pursuit of appropriate policies after the adoption of the
euro.

The cut -off date for the statistics included in this Convergence Report was 17
June 2026 . The statistical data used in the application of the convergence criteria
were provided by the European Commission (see Chapter 6 as well as the statistical
tables and charts), in cooperation with the ECB in the case of exchange rates and
long-term interest rates. In agreement with the Commission, the reference period for
both the price stability criterion and the long-term interest rate criterion is from June
2025 to May 2026. For exchange rates, the reference period is from 18 June 2024 to
17 June 2026. Historical data on fiscal positions cover the period up to 2025.
Account is also taken of forecasts from various sources and other information
relevant to a forward-looking examination of the sustainability of convergence. The
report also takes into accountthe Co mmi s sSprovm 2035 Economic Forecast
and its Alert Mechanism Report 2026, which were released on 21 May 2026 and 25
November 2025 respectively. This report was adopted by the General Council of the
ECB on 19 June 2026.

This Convergence Report also considers the impact of the  war in the Middle
East on the convergence assessment.  Recent geopolitical tensions have
contributed to increased uncertainty, including through potential effects on energy
markets, trade routes and global financial conditions. While the initial impact has
become visible in inflation developments and confidence indicators, the economic
impact of the war will depend on the intensity and duration of the energy price shock
and the scale of its indirect and second-round effects. Countries with a higher energy
dependence and stronger trade links with the Middle East may be affected more
than others. The impact will also depend on the macroeconomic environment and
policy reactions in individual countries. The forward-looking part of the convergence
assessment is therefore subject to greater uncertainty than usual.

With regard to price developments, the legal provisions and their application
by the ECB are outlined in Box 1.
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Treaty provisions

ticle 140(1), first indent, of the Treaty requires the
hi evement of a high degree of sustainable convergence b
mber State of the following criterion:

he achievement of a high degree of price stability; thi
ich is close to that of, at most, the three best perfor
abilityo.
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AnThe criterion on price stability referred to in the firs
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nctioning of the European Union shall mean that a Membe
stainable and an averageeratepefiiondflbodtiooe, yebhsebeéodre
amination, that does not exceed by more than 1 percent
st performing Member States in terms of price stability
e consumex @miaecomparable basis taking into account di
finitionso.

Application of Treaty provisions

the context of this report, the ECB applies the Treaty

rst, with regard to fian average rate of inflation, obse
aminationo, the inflation rate hamobtknacvalagtabtd usin
e HICP in the réttpeeMBaRPRG0mmmParfadmvi th -the previous 12
nth average. Inflation has been measured on the basis o
rpose of assessing convergence in terms of price stabil
cta. @n. Second, tdhet notthent lofedabesnt performing Member S
ice stabilityo, which is used for the definition of the
wei ghted arithmetic average of the wiatthe st hoef lionwfelsatt i on o
erage inflation rates (excluding outliers).

should be noted that the concept of HAoutlierodo has been
pormtdsn at he Convergence Reports of the EMI. I'n line with
nsidered to be an outlier i f-mdmwtohcownearn ageo®nisnfalrat ifan fiat
gni ficantly below the eur ovedroeganeavtesr ahgaev;e sbeeceonn os,t riotnsg | pyr
fected by exceptional factors. The identification of ou
eutl neewa® introduced to deal appropriately with potent
flation devel opmentéaodf rieddicei dbhal repuetseinésati veness of
tes in those countries aBhe BEB&$h map Kkr dwach ctomm vied gretnicfey i
tliers in this report is in |Iine with the approach folll

—

his basis, for the pbrepdsperdfortmhiing Mepbretr, St e etshi ee
ice satrablCNpvykr ank.6®) abnedh marBk). Adding 11 percentage poil
t he afvetrlagseeadtehtrieee r ef efroeenctenev eplruecei 8t%WNohety criterio
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of these three best plad obene mgi djeonbseifrb lSe caskgetklw re r
from the calculation of the reference value for price sta

The average rate of HICP inflation over the 12 -month reference period from

June 2025to May 2026i s r evi ewed in |light of the count
performance over the last ten years in terms of price stability. This allows a
more detailed examination of the sustainability of price developments in the country
under review. Attention is paid to the orientation of monetary policy, in particular to
whether the focus of the monetary authorities has been primarily on achieving and
maintaining price stability, as well as to the contribution of other areas of economic
policy to this objective. Moreover, the implications of the macroeconomic
environment for the achievement of price stability are taken into account. Price
developments are examined in light of supply and demand conditions, focusing on
factors such as unit labour costs and import prices. Lastly, trends in other relevant
price indices are considered. From a forward-looking perspective, a view is provided
of prospective inflationary developments in the coming years, including forecasts by
major international organisations and market participants. Moreover, institutional and
structural aspects relevant to maintaining an environment conducive to price stability
after adoption of the euro are discussed.

With regard to fiscal developments, the legal provisions and their application
by the ECB, together with procedural issues, are outlined in Box 2.

Box 2

Fiscal devel opment s

1. Treaty and other | egal provisions

Article 140(1), second indent, of the Treaty requires the
achievement of a high degree of sustainable convergence b
Member State of the following criterion:

ifthe sustainability of the government financi al position;
government budgetary position without a deficit that is e

Article 126(6) 0.
Article 2 of Protocol (No 13) on the convergence criteria

AThe criterion on the government budgetary position refer
140(1) of the said Treaty shall mean that at the time of
subject of a Council deci @iidn Tureddery Arhtaitclasm kX&(Ee6&)si vfe tdled

Article 126 sets out the excessive deficit procedure (EDP

(3), the European Commi ssion prepares a report if a Membe
for fiscal di scipline, in particular if:
1. the ratio of the planned or actual government deficit t

(defined ( No Poird yeokceoed s si ve de faisci3t% prfocGddPyr,e unl ess eithe

Convergence RepioRrta melJwonrek 2f0o2r6 anal ysi s 8



@ the ratio has declined substantially and continuousl )
close to the reference value; or, alternatively,

() the excess over the reference value is only exceptior
remains close to the reference val ue;

2. the ratio of government debt to GDP exdNmeds)a reference
on ekReessive defaiscibto % rodc e&&DwPr)e unl ess the ratio is suf:
and approaching the reference value at a satisfactory p

I n addition, the report prepared by the Commission must t
deficit exceeds government investment expenditure and all
medi-ueasr m economi c and budgetary prdisi tCioonmi cfs itome mMeg mlad rs oSt
prepare a report if, notwithstanding the fulfilment of th
of an excessive deficit in a Member State. The Economic a
opinion on tbe Céemmitfdiynmn omccordance with Article 126(6), t
the basis of a recommendation from the Commission and hayv

which the Member State concerned may wish to make, deci de
excludinget h8t Meembconcerned, and following an overall ass
excessive deficit exists in a Member State.

The Treaty provisions under Article 126 &rmes further cl ari
amended by sResguys BENtod o/rf2a0n1d10 2 4 /12 &whi ch, among other things:

T confirms the equal footing of the debt criterion with t
operational

T specifies the conditions under which a ratio of governn

reference value shall be considered sufficiently dimini
val ue at a satisfactory pace i n aatcyo.r dlahnec er ewfiotrhmeAdr t i c | e
EU fiscal framework modi fies the conditions under whi ch
that exceeds the reference value shall be considered su

the reference value at acesawiitsh akrttoiryl @ ak26 ( 2) (alx)c.or Matna
2(2) of the Regulation provides that the requirement sh

State concerned respects its net®EBhkeoe@ammiussei mt h as se
shall prepare a report in accordance with Article 126¢(3
government debt to GDP exceeds the reference value, the
5 Council Regul ation (EC) No 1467/97 of 7 July 1997 on
of the excessiveOdelLi 209, pRo8ed@99%, p. 6)
§ Counci l Regul ation (EU) No 1177/ 2011 of 8 November 20:
speeding up and clarifying the implemM2htlat3doé, of the
23.11.2303)1, p.
7 Counci l Regul ation (EU) No 2024/ 1264 of 29 April 2024
speeding up and clarifying the i mpl e(m@dhtlat i2oNn2 4o/fl 26hde,
30.4.2024)
8 The net expersckitt bEBECtghestchi |i speswlaati o (EU) 2024/ 1263
Eur opRaarnl i ament and of the Council of 29 April 2024 on
policies and on multilateral Gouudnegal wts omv ¢ EIC)) aNoe 14
(0OJ L 2024/ 1268,de30.the2®m2) .economi cMgmly &trantaensc ea rfer a me w
asked to submitteami-binse @tmerdalailpadacno mmi t ment to a net
expenditure path, which effectively establishes a bud
covering four or five years. Based on an assessment o
adopts a recommendtsi bhei netwhergpevethbsSwtateepabdhcefnele
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bal ance or in surplus, and the deviations recorded in t
exceed either 0.3 percentage points of GDP annually or
cumul atively;

T details the relevant factors that the Commission shall
report under Article 126(3)merft iachmseiTieatpf Mast ormsmport a
considered relevant in assdegimngegcdaveni ¢cp mdutdg eitrarme dinwdn

government debt positions (see Article 2(3) of the Regu

2. Application of Treaty provisions

For the purpose of examining convergence, the ECB expres:
With regard to sustainability, the ECB examines key indic
to 2025, the outl ook and the c¢ mhmalelsen geosc ufsarn gg eome rtehle d d wne
bet ween deficit and debt devel opmenlt9s .p aRedgeamridci nagn dt he i mp
Russiads war against Ukraine on general government finan:¢
Growth Pactodés generalwassazpeé valt @adsé r omhi2d®dh March 2020 unt
December 2023 (i .e. before the reform of the Stability al
down in Articles 5(1) and 9Cfroft hReguleatetinamn veEE@QY mMN@ant4 6 ¢
Article 3(5) of Regulation (EC) No 1467/ 97 for the corre:q
unl ocking additional flexibility for higher defence expeil
Growth Pactbés natsiegnalhiehcames dingad roduced in the reform o
26 of Regulation (EU) 2024/ 1263 stipulates that Afoll owi:l
a recommendation by the Commission based on its analysi s,

of et@Bommi ssi on recommendation adopt a recommendation al | ¢
deviate from its net expenditure path as set by the Counct

outside the control of the Member Statetheave a major i mp:
Member State concerned, provided that such deviation doe:
over the medhe mECEBRrandoso provides an analysis with regard
nati onal budgetary frameworks, as referred to in Article
and in Directfvaviazhmllr/eggma/rBIUt 0o Article 126 of the Treaty,
Commi ssi on, has no for mal role in the EDP. Therefore, the
country is subject to an EDP.

With regard to the Treaty provision that a debt ratio of
di mini shing and approaching the reference value at a sati
and future trends in the debtheatdiebt Fati MemBerefBscatbe I p
value, the ECB provides the alomimd sdowm®BsnodRhrtteistcl easzess men
Regul ation (EC) No 1467/ 97.

The examination of fiscal developments is based on data co
compliance with the European System of Accounts 2010 (ESA
figures presented in this repor tApwédrl e amrdo Wad/e @ 0lR2y6 tamed Caororh

® Counci l Regul ation (EC) No 1466/97 of 7 July 1997 on
budgetary positions and the surveil (©®@3ck 209, c2o08diaa
1)

0 Council Direc e 11/ 85/ EU of 8 November 2011 on r e

tiv 20
Member 60Odt k&s306, 23.11.2011, p. 41)
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government financial positions from 2016 to 2025 as well a
20 2267 .

With regard to the sustainability of public finances, the outcome in the
reference year, 20 25, is reviewed in light of the performance of the country
under review over the past ten years.  First, the development of the deficit ratio is

investigated. It is useful to bear in mind t
ratio is typically influenced by a variety of underlying forces. These influences can be
divided intoofionwyckthealbnef haods which reflect

changesi n t he economi e yccylcilcea,l eaenfd efiamaswhichon t he
are often taken to reflect structural or permanent adjustments to fiscal policies.

However, such non-cyclical effects, as quantified in this report, cannot necessarily be

seen as entirely reflecting a structural change to fiscal positions, because they

include temporary effects on the budgetary balance stemming from the impact of

both policy measures and special factors.

As a further step, the development of the government debt ratio in this period

is considered, as well as the factors underlying it. These factors are the
difference between nominal GDP growth and interest rates, the primary balance and
the deficit-debt adjustment. Such a perspective can offer further information on the
extent to which the macroeconomic environment, in particular the combination of
growth and interest rates, has affected the dynamics of debt. In addition, the
structure of government debt is considered, focusing in particular on the shares of
debt with a short-term maturity and foreign currency debt, as well as their
development. By comparing these shares with the current level of the debt ratio, the
sensitivity of fiscal balances to changes in exchange rates and interest rates can be
highlighted.

With the entry into force of the  reformed Stability and Growth Pact  in 2024
came new rules on the opening of a debt -based excessive deficit procedure
(EDP). While the rules on opening a deficit-based EDP remain largely unchanged,
the rules on opening a debt-based EDP have been amended as described in Box 2.
However, given that net expenditure paths, as set by the EU Council, cover fiscal
strategies only as of 2025, no debt-based EDPs were opened prior to 2026.

The general escape clause of the Stability and Growth Pact was activated for

the period 2020 -23, and in April 2025 the EU Council initiated a coordinated

request for activation of the national escape clause . The activation of the general

escape clause allowed Member States to depart from the budgetary requirements

that would have normally applied in order to facilitate the necessary policy
coordination measures in the context of the
Ukraine within the framework of the Stability and Growth Pact. On 19 March 2025

the European Commission then proposed a coordinated activation of the national

escape clause, allowing countries to deviate from their endorsed net expenditure

path in order to unlock additional budgetary space for higher defence expenditure. In
particul ar, the Commi ssion stated that ARuss
and its threat to European security are exceptional circumstances outside the control
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Exchange

of Member States, which have a major i mpact
through the related incurred and/or®gnl anned
30 April 2025 the Council issued a statement on a coordinated request for activation

of the national escape clause.? At the cut-off date for this report, the Council had

activated the clause for 17 Member States, including three of the countries under

review (the Czech Republic, Hungary and Poland). The clause covers a period of

four years and a maximum of 1.5% of GDP in flexibility.

Turning to a forward -looking perspective, recent forecasts by the European
Commission for the period 2026-27 and the assessment of long -term
challenges to debt sustainability are considered. This includes, in particular, the
outlook for budget balances and debt ratios on the basis of current fiscal policies. In
addition, long-term challenges to the sustainability of budgetary positions and broad
areas for consolidation are emphasised, particularly those related to unfunded
government pension systems in connection with demographic change and to
contingent liabilities incurred by government. Under t he new rul es, cou
medium-term budgetary plans are outlined in their national fiscal-structural plans,
which they have published since autumn 2024. These plans present a net
expenditure trajectory covering a period of at least four years and outline
government fiscal strategies as of 2025.

With regard to exchange rate developments, the legal provisions and their
application by the ECB are outlined in Box 3.

rate devel opments

1. Treaty

Article 1
achi eveme
Me mber St

ithbhbserva

the Europ

Article 3

AiThe

crit

referred
respected
Eur opean

e x ami
rat e

nat i
agai

provisions

40(1), third indent, of the Treaty requires the
nt of a high degree of sustainable convergence b
ate of the following criterion:

nce of the normal fl uctuat i-roant emammegci hnasn ipsrno voifde d f
ean Monetary System, for at | east two years, wit
of Protocol (No 13) on the convergence criteria
erion on participation in the Exchange Rate mech

to in the third indent of Article 140(1) of the
the normal fl uct et iexrr edaeaggnencsh goriosvm doerd tfhoer by
Monetary System without severe tensions for at |
on. I'n particul ar, t he Member State shal./l not h a
nsts tohwen d@uwriad icart iivte f or the same periodo.

1 See European Commimssidehnhjnf increased defence expendit
Gr owt ho,PaCoimmuni cation from the Commi ssMaornc,h C(022052.5) 20

2 see Council of t hCeo oBudrionpaetaend UWincitoinv,a tAi on odprtehses Nat i ona
rel eadB@ril 2025.
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In addition to ERM Il participation and nominal exchange rate developments
against the euro over the period under review, evidence relevant to the
sustainability of the current exchange rate is briefly reviewed. This is derived
from the development of the real effective exchange rates and the current, capital
and financial accounts of the balance of payments. The evolution of gross external
debt and the net international investment position over longer periods is also
examined. The section on exchange rate developments additionally considers
measures of the degree of a countryds integr
assessed in terms of both external trade integration (exports and imports) and
financial integration. Lastly, the section on exchange rate developments reports, if
applicable, whether the country under examination has benefited from central bank
liquidity assistance or balance of payments support during the two-year reference
period. Both actual and precautionary assistance are considered.

With regard to long -term interest rate developments, the legal provisions and
their application by the ECB are outlined in Box 4.
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Box 4

Lontgerm interest rate devel opments

1. Treaty provisions

Article 140(1), fourth indent, of the Treaty requires the
achievement of a high degree of sustainable convergence b
Member State of the following criterion:

Aithe durability of convergence achieved by the Member St a
participationriahetmecérohamgéei ngerenfleoattedsenei s@.1 ong

Article 4 of Protocol (No 13) on the convergence criteria
AThe criterion on the convergence of interest rates refer
the said Treaty shall mean that, observed over a period o
Member State has had atneram esrtratgreea teneo ntihnaatl dlooensgy not exceed b
than two percentage points that of, at most, the three be
price stability. I nterest ratesesmagbvbeenmeanasubeddsnot he
compar abl e siercquriinticesaccdamknt di fferences in national def i |
2. Application of Treaty provisions

I n the context of this report, the ECB applies the Treaty
First, with regard t et efiramtm ianvteerraegset nroantienda lo blsoenrgv ed over fia

year before the estammmamnitemn@stt matleom@s been calcul ated a
average over the | atest 12 mohablefoTheahieheHeé¢ CPe dperi wer
considered in tJhuinZ05 & po rMa yi ishOfdrGorme wi t h t he reference per
price stability criterion.

Second, the notion of #fAat most, the three best performing
which is used for the definition of the reference value,
arithmetic avetreargne ionft etrhees t$ armagt ¢ h refe tMe mber States includ

calculation of the reference value for the criterion on p
period considered dtermmhiatrepcrtt Mathbker lo&@h § thees Hdr ee

| owedtatimimh rate included in the calculation of the refere
wer2e% Denmar K.Qy pnarsd WBH5afnceAs a result,3haeanadverage rate
additrwper centage points, 5t%W¥ reference value is
As mentioned above, the Treaty makes explici
convergenceo being r ef | etamipterestirates.t Therefdree vel of

developments over the review period from June 2024 to May 2026 are reviewed
against the background of the path of long-term interest rates over the past ten years
(or the period for which data are available) and the main factors underlying
differentials vis-a-vis the average long-term interest rate prevailing in the euro area.

B | nterest rates have been measured drertmhe nitaesiessto fr aaves
were developed for the purpose o0f6) examining convergen
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In theory, during the review period, the average euro area long-term interest rate
may have partly reflected high country-specific risk premia in several euro area
countries. Therefore, the euro area AAA long-term government bond yield (i.e. the
long-term yield of the euro area AAA yield curve, which includes the euro area
countries with an AAA rating) is also used for comparison purposes. As background
to this analysis, this report also provides information about the size and development
of the financial market. This is based on three different indicators (the outstanding
amount of debt securities issued by financial and non-financial corporations, stock
market capitalisation and credit from monetary financial institutions to the domestic
non-financial private sector), which together provide a measure of the size of
financial markets.

Lastly , Article 140(1) of the Treaty requires this report to take account of

several other relevant factors (see Box 5).  In this respect, an enhanced economic
governance framework in accordance with Article 121(6) of the Treaty entered into
force in December 2011 with the aim of ensuring a closer coordination of economic

policies and the sustained convergence of EU

performances. Box 5 below briefly outlines these legislative provisions and the way

in which the above-mentioned additional factors are addressed in the assessment of

convergence conducted by the ECB.
Box 5
Ot her relevant factors
1. Treaty and other | egal provisions
Article 140(1) of (tthhee rTerpecarttys roefqg utihree sCanmmits sii on and t he EI
Bank shal/l also take account of the results of the integr
devel opment of the balances of payments on current accoun
devel opment of wunit | abour costs and other price indiceso
In this respect, the ECB takes into account the | egislati
which entered into force on 13 December 2011. Buil ding on
121(6), the European Parliament randest feorEU h@o umuditli | aad ceprtad
surveillance procedure referred to in Article 121(3) and
Aiin order to ensure closer coordination of economic polic
economic performanc&sabkesboh¢ AMembeée 121(3)) in view of th
from the first decade of functioning of the economic and
i mproved economic governance in the UhThe Ibaigildgl atni wsa& rong
package includes an enhanced surveillance framework (the
or MIP) aimed at preventing exfciersan wiealmaicmmalcaom®mens cby ntlde Im
di verging EU Member St at enss tboe feosrtea kdliivselr gcemrcree chteicwemepsl ae nt r

¥ See recRtall 2t obhh1 TEUZOND of the European Parliament e
l16November 2011 on the prevention and (c®@X rlec30@6,n of ma

23/ 11/ 2011, p. 25)
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2.

Application

of Treaty provisions

In Iline with past practice, the additional factors referr
revi ewed Bon@kaptbae headings of the individual criteria d
compl etiemeGlsgpter 3 the scoreboard indicators are present
this (iepolrudi ng in relation to the alert thresholds), the
available information relevant to -fheadetaetbtti mbab&dnmasroe
that may behdaamplkire ngment of a high degree of sustainabl e
in Article 140(1) of the Treaty. Notably, EU Member State
excessive Iimbalance procedure can hardlgygr e a@fonsi dered as
ustainable convergence as stipulated in Article 140(1) o
2.2 Compatibility of national | egi
2.2.1 l ntroducti on

Article 140(1) of the Treaty requires the ECB (and the European Commission) to
report, at least once every two years or at the request of a Member State with a
derogation, to the Council on the progress made by the Member States with a
derogation in fulfilling their obligations regarding the achievement of economic and
monetary union. These reports must include an examination of the compatibility of
the national legislation of each Member State with a derogation, including the
statutes of its NCB, with Articles 130 and 131 of the Treaty and the relevant Articles
of the Statute of the ESCB. This Treaty obligation of Member States with a
derogation is also referred to as flegal convergencea

When assessing legal convergence, the ECB is not limited to making a formal

assessment of the letter of national legislation but may also consider whether the
implementation of the relevant provisions complies with the spirit of the Treaties and

the Statute of the ESCB. The ECB is particularly concerned about any signs of

pressure being put on the decision-ma ki ng bodi es of any Member
would be inconsistent with the spirit of the Treaty as regards central bank

independence.

The ECB also sees the need for the smooth an
decision-making bodies. In this respect, the relevant authorities of a Member State

have, in particular, the duty to take the necessary measures to ensure the timely

appointment of a successor if the posidnakmgm of a
body becomes vacant.’®

5 Opinions CON/ 2010/ 37 and CON/p2ulbllOibsthleEdU®Rkx | ECB opi ni on:
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The ECB will closely monitor any developments prior to making a positive final
assessment concluding that a Member Stateos
the Treaty and the Statute of the ESCB.

Member s®wi ahea derogation and | egal

The Czech Republic, Hungary, Poland, Romania and Sweden, whose national
legislation is examined in this report, each have the status of a Member State with a
derogation, i.e. they have not yet adopted the euro. Sweden was given the status of
a Member State with a derogation by a decision of the Council in May 1998.1¢ As far
as the Czech Republic, Hungary, Poland and Romania are concerned, Articles 47
and 58 of the Acts concerning the conditions of accession provide that each of
these Member States is to participate in the Economic and Monetary Union from the
date of accession as a Member State with a derogation within the meaning of Article
139 of the Treaty.

This report does not cover Denmark, which is a Member State with a special status
and which has not yet adopted the euro. Protocol (No 16) on certain provisions
relating to Denmark, annexed to the Treaties, provides that, in view of the notice
given to the Council by the Danish Government on 3 November 1993, Denmark has
an exemption and that the procedure for the abrogation of the derogation will only be
initiated at the request of Denmark. As Article 130 of the Treaty applies to Denmark,
Danmarks Nationalbank has to fulfil the requirements of central bank independence.
The EMI 6s Convergence Report of 1998 conclu
fulfilled. There has been no assessment of Danish convergence since 1998 due to
Denmar kds s p e ciuahltimesas Benmask.notifies thei Coundl that it
intends to adopt the euro, Danmarks Nationalbank does not need to be legally
integrated into the Eurosystem and no Danish legislation needs to be adapted.

The aim of assessing |l egal convergence is t
which Member States fulfil ftheir obligations regarding the achievement of economic

and monetary uniono(Article 140(1) of the Treaty). In the legal domain, such
conditions refer in particular to central b
integration into the Eurosystem.

d

(0]

a

% Council Decision 98/317/EC of 3 May 1998 in accordanc

11.5.1998, p. 30). Note: The title of Decision 98/ 317,
or to theofremhimbeTr ea@t yfinhacdotdanes wi

Communi ty

(pri

Treaty of Amsterdam); this provision has been repeal e
7 Act concerning the conditions of accession of the Cze

Republic of Cyprus, the Republic of Latvia, the Repub

Republic of Malta, the Repudveari a farPdIltamel, Slitdvea kR eRBeupd k

adjustments to the Treaties on which the European Uni
¥ For Romania, see Article 5 of the Act concerning the

and Romania and the adjustments to the Treaties on wh

21.6.2005, p. 203).
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2.2.1.2

2.2.2

2221

2.2.2.2

Structure of the | egal assessment

The legal assessment broadly follows the framework of the previous reports of the
ECB and the EMI on legal convergence.*®

The compatibility of national legislation is considered in the light of legislation
enacted before 25 March 2026.

Scope of adaptation

Areas of adaptation

For the purpose of identifying those areas where national legislation needs to be
adapted, the following issues are examined:

T compatibility with provisionmembetbheof ndNEF

deci-maknng bodi es iamdt hGeo vierrenaotrys ( Arti cl e
Statute of( Arhe cERBEBZ and

T compatibility with provisionStanhnutendéf deht
E S C)B;

T compatibility with the prohibitions on mor
Treaty) and privileged access (Article 12/

f compatibility with the single spelling of

T Il egal integration of the NCBs into the Eur

Articles 12. 1Staatdutlel. 8j otf he hEeSCB

fCo mp atdvhkeirlgihuasy monidosat i on

Article 131 of the Treaty requires national legislation to be fcompatibleowith the
Treaties and the Statute of the ESCB; any incompatibility must therefore be
remedied. Neither the primacy of the Treaties and the Statute of the ESCB over

¥ |'n particular the ECB@unGorWwesgdmmne BRémgantia)gf June 20
Czech Republic, Hungary, Pdlummrd 20R@md mina Bahd aSwaden he
Republic, Croati a, Hungary, Pol and, Romani a and Swede
Republic, Croatia, Hungary, Poland, Romania and Swede
Republic, Croati a, Hwn ganrdy ,S weadleannd, JRRmneam 016 (on Bul g
Republic, Croatia, Hungary, Poland, Romania and Swede
Republic, Croati a, Lithuani a, Hungary, Pol and, Romani
2012 (on Bal@Qaedhlm,Rdpublic, Latvia, Lithuania, Hungar)
May 2010 (on Bulgari a, the Czech Republic, Estoni a,
Sweden) , May 2008 (on Bulgaria, the Buepgar RephBol acd,
Romani a, Slovakia and Sweden), May 2007 (on Cyprus an
Republic, Estoni a, Cyprus, Latvi a, Hungary, Mal t a, Po
Lithuania and Slovenia), Pobbber E804n{an CheprCGszechaRrR
Hungary, Mal t a, Pol and, Sl oveni a, Sl ovakia and Sweden
Greece and Sweden), and the EMI &6s Convergence Report
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national legislation nor the nature of the incompatibility affects the need to comply
with this obligation.

The requirement for national legislation to be fcompatibledodoes not mean that the

Treaty requires fharmonisationbof t he NCBs 6 statutes, either
the Statute of the ESCB. National particularities may continue to exist to the extent

that they do not infringe the competence in monetary matters that is irrevocably

conferred on the EU. Indeed, Article 14.4 of the Statute of the ESCB permits NCBs

to perform functions other than those specified in the Statute of the ESCB, to the

extent that they do not interfere with the objectives and tasks of the ESCB.?°

Provisions authorising such additional funct
example of circumstances in which differences may remain. Rather, the term
fcompatibledi ndi cates that national |l egi sl ation an

adjusted to eliminate inconsistencies with the Treaties and the Statute of the ESCB

and to ensure the necessary degree of integration of the NCBs into the ESCB. In
particular, any provisions that infringe an
Treaty, and its role as an integral part of the ESCB, should be adjusted. It is

therefore insufficient to rely solely on the primacy of EU law over national legislation

to achieve this.

The obligation in Article 131 of the Treaty only covers incompatibility with the
Treaties and the Statute of the ESCB. However, national legislation that is
incompatible with secondary EU legislation relevant for the areas of adaptation
examined in this Convergence Report should be brought into line with such
secondary legislation. The primacy of EU law does not affect the obligation to adapt
national legislation. This general requirement derives not only from Article 131 of the
Treaty but also from the case law of the Court of Justice of the European Union.?

The Treaties and the Statute of the ESCB do not prescribe the manner in which
national legislation should be adapted. Compatibility may therefore be achieved by
removing any national legislation which is incompatible with EU law or by referring to
the Treaties and the Statute of the ESCB, or, exceptionally, by incorporating
provisions thereof and referring to their provenance, subject to the following
qualifications:

As a rule, a reproduction of relevant provisions of Union law directly applicable in the
legal order of the Member State using the same language is to be avoided.??> A
reproduction may create uncertainty both as to the legal nature and origin of the
applicable provisions and as to the date of their entry into force. This would not align
with the principle of uniform application and interpretation of Union law throughout
the Union.2® Moreover, if a national provision uses wording that is different from that

% As regards tasks and powers that have been partially
must be without prejudice to the tasks and powers co
CON/ 2020/ 15.

2l See, amongGdmnitheiren of the EwFopeah ReMIWEhOIE| es
ECLHBU: C: 1997:595.

n

2 Separagraph 12 of Opinion CON/2005/21, paragraph 2.4
2.6 of Opinion CON/ 2023/ 27.
ofC

2 Judgment of the Court alnunsit sivsti €0anb3§9 /77 2F,e br uary 1973,
ECLHU: C: 1973: 13, paragraphs 16 and 17; Judgment of the
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used in the relevant Union provision, it creates regulatory content of its own. In
accordance with Article 2(1) of the Treaty,
matters of monetary policy precludes Member States from adopting provisions

which, in the light of their objective and content, establish legal rules governing the

use of the euro as the single currency, unless Member States have been

empowered to do s0.2* In this context, the concept of monetary policy is not limited

to its operational implementation, which, under Article 127(2), first indent, of the

Treaty is one of the basic tasks of the Eurosystem. It also has a regulatory

dimension intended to guarantee the status of the euro as the single currency.?®

In exceptional circumstances, a reproduction of relevant provisions of Union law
directly applicable in the legal order of the Member State using the same language
may be used for the sake of coherence and in order to make them comprehensible
to the persons to whom they apply. Where such exceptional circumstances allowing
for a reproduction of directly applicable provisions of Union law exist, provisions
should be reproduced precisely, and the wording should not be modified.2®
Furthermore, provisions should be reproduced only to the extent warranted by the
exceptional circumstances. However, such exceptional circumstances do not exist
where the directly applicable provisions of Union law are sufficiently coherent and
comprehensive, making it unnecessary to repeat or reflect them in national law.?”
Where directly applicable provisions of Union law are merely relevant in the context
of the areas covered by the national law, the national law does not need to reference
these provisions. To the extent that national law necessarily reproduces directly
applicable provisions of Union law for the abovementioned reasons, it should do so
in an explicit manner and clarify that its provisions are either fin accordance withoor
fin compliance withothe relevant provisions of Union law, where the latter are merely
reproduced to put the national law in the larger context, or fiwithout prejudice toothe
relevant provisions of Union law, where a national authority exercises residual
competences that go beyond those exercised within the ESCB and the
Eurosystem.28

Furthermore, as a tool for achieving and maintaining the compatibility of national
legislation with the Treaties and the Statute of the ESCB, the ECB must be consulted

Var i®@3 4/ EE|HU: C: 197

1 101, paragraphs 9 to 11; Judgment
Februar Am&oe@r dam50B

E|HU: C: 1977: 13, paragraphs 5 to 8.
1 of

= w
Om--

paragtapdf Opinion ON/ 2005/ 21, paragraph 2. Opi ni
Opinion CON/ 2006/ 29, paragraph 2.1 of Opinion CON/ 200
paragraph 2. ®NpROQpABEGQNaAagRgh 2.3 of Opipmircamg r@@®h/ 220 53 /o
Opinion CON/ 2024/ 12 QON/ p0k25/gk3aph 2.2 of

2 E.g. under the soél €voanmci pr Reigsii abni on (EC) No 974/ 98

introduction of 1 rbe 19W0rdor (PQJh®Y 1p3r9%vilsi ons of Uni on |

% Judgment of the Court ofHewusits cleerg -B2Ed flamM@d8d 1®2021,
ECLHU: C: 2021: 63, paragraphs 38 and 39, Jud®dmemt 6af t he
Lithyua®i2a/RALEHU: C: 2023: 305, paragraphs 56 and 57.

% See paragraph 2.2 (footnote 6) of Opinion CON/2007/ 43
paragraph 2.6 of Ogpridcdipar &CgOrNd R0 2B./ 2 70f p ©Opagi3aph CDN/ 202
CON/ 2025/ 43

27 See paragraph 13 of Opinion CON/OpPG M5 /o2nl ,CONd r2a00r6a plios, 2
paragraph 2.4 of Opanagnagl®N2262af 189pipmircamg r@@®h/ 220 273 /oX
Opinion CONhZ2O0OP4&ft aForfapChONZ.2025/ 43

2% See paragraph 2.6 of, Qparmigon pchON/.280 203/ 2o/mi piac mgC@p/h20 2
230 f CON/ 2025/ 43
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2.2.3

2.23.1

2.2.3.2

by the EU institutions and by the Member States on draft legislative provisions in its
fields of competence, pursuant to Articles 127(4) and 282(5) of the Treaty and Article
4 of the Statute of the ESCB. Council Decision 98/415/EC?° expressly requires
Member States to take the measures necessary to ensure compliance with this
obligation.

l ndependence of NCBs

As far as central bank independence is concerned, national legislation in the
Member States that joined the EU in 2004, 2007 or 2013 had to be adapted to
comply with the relevant provisions of the Treaty and the Statute of the ESCB, and
be in force on 1 May 2004, 1 January 2007 and 1 July 2013 respectively.*®* Sweden
had to bring the necessary adaptations into force by the date of establishment of the
ESCB on 1 June 1998.

Centr al bank i ndependence

In November 1995, the EMI established a list of features of central bank

independence (later described in detail in its 1998 Convergence Report) which were

the basis for assessing the national legislation of the Member States at that time, in

particularthe NCBs 6 statutes. The concept of centre
various types of independence that must be assessed separately, namely:

functional, institutional, personal, and financial independence. Over the past few

years there has been further refinement of the analysis of these aspects of central

bank independence in the opinions adopted by the ECB. These aspects are the

basis for assessing the level of convergence between the national legislation of the

Member States with a derogation and the Treaties and the Statute of the ESCB.

Functi onal i ndependence

Central bank independence is not an end in itself but is instrumental in achieving an

objective that should be clearly defined and should prevail over any other objective.
Functional independence requires each NCBO&s
clear and legally certain way and to be fully in line with the primary objective of price

stability established by the Treaty. The pursuit of this objective is served by providing

the NCBs with the necessary means and instruments for achieving this objective
independently of any other authority. The Tre
independence reflects the generally held view that the primary objective of price

stability is best served by a fully independent institution with a precise definition of its

mandate. Central bank independence is fully compatible with holding NCBs

accountable for their decisions, which is an important aspect of enhancing

2 Council Decision 98/415/EC of 29 June 1998 on the con
national authorities rega(@@dihgl@&pafB.)fedO9BatpvedRrov

% This also applies to the ESCBO0s2 4oafitdknsi Gbhvgrgegce
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2.2.3.3

confidence in their independent status. This entails transparency and dialogue with
third parties.

As regards timing, the Treaty is not clear about when the NCBs of Member States
with a derogation must comply with the primary objective of price stability set out in
Articles 127(1) and 282(2) of the Treaty and Article 2 of the Statute of the ESCB. For
those Member States that joined the EU after the date of the introduction of the euro
in the EU, it is not clear whether this obligation should run from the date of accession
or from the date of their adoption of the euro. While Article 127(1) of the Treaty does
not apply to Member States with a derogation (see Article 139(2)(c) of the Treaty),
Article 2 of the Statute of the ESCB does apply to such Member States (see Atrticle
42.1 of the Statute of the ESCB). The ECB takes the view that the obligation of the
NCBs to have price stability as their primary objective runs from 1 June 1998 in the
case of Sweden, and from 1 May 2004, 1 January 2007 and 1 July 2013 for the
Member States that joined the EU on those dates. This is based on the fact that one
of the guiding principles of the EU, namely price stability (Article 119 of the Treaty),
also applies to Member States with a derogation. It is also based on the Treaty
objective that all Member States should strive for macroeconomic convergence,
including price stability, which is the intention behind the regular reports of the ECB
and the European Commission. This conclusion is also based on the underlying
rationale of central bank independence, which is only justified if the overall objective
of price stability has primacy.

The country assessments in this report are based on these conclusions as to the
timing of the obligation of the NCBs of Member States with a derogation to have
price stability as their primary objective.

I nstitutional i ndependence

Institutional independence is reflected in Article 130 of the Treaty and Article 7 of the

Statute of the ESCB. These two articles prohibit the NCBs and members of their
decision-making bodies from seeking or taking instructions from EU institutions or

bodies, from any government of a Member State or from any other body. In addition,

they prohibit EU institutions, bodies, offices or agencies, and the governments of the

Member States from seeking to influence thos
making bodieswh ose deci sions may affect trélagedf ul i l
tasks. For national legislation to mirror Article 130 of the Treaty and Article 7 of the

Statute of the ESCB, it should reflect both prohibitions and not narrow the scope of

their application.3! The recognition that central banks have such independence does

not have the consequence of exempting them from every rule of law or of shielding

them from any kind of legislation.32

3 Opinion CON/2011/104.

2 See paragraph 2.3 of, Qpairmigon pthON/.220 109/ 1B i ni on CON/ 202
2.2 of Opinion COG®dmMMAi2H¥E20rnoPea na lCegm-iCt a0 0 Bank
ECLHBU: C: 2003: 395, paragraphs 134 to 136.
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Whether an NCB is organised as a state-owned body, a special public law body or
simply a public limited company, there is a risk that influence may be exerted by the
owner on its decision-making in relation to ESCB-related tasks by virtue of such

ownership®® Such influence, whether exercised thro
ot her wi se, may affect an NCBO0s independence
law.

The legal framework for central banking needs to provide a stable and long-term
basis for a cent rkdquebtahargds o tht institatibnal get-uprofg .
an NCB, affecting its organisational or governance stability, could adversely affect
that NCB6s instit#tional independence.

Prohibition on giving instructions

Rights of third parties to give instructions to NCBs, their decision-making bodies or
their members are incompatible with the Treaty and the Statute of the ESCB as far
as ESCB-related tasks are concerned.

Any involvement of an NCB in the application of measures to strengthen financial
stability must be compatible with the Treaty
in a manner that is fully compatible with their functional, institutional, and financial

independence so as to safeguard the proper performance of their tasks under the

Treaty and the Statute of the ESCB.3® To the extent that national legislation provides

for a role of an NCB that goes beyond advisory functions and requires it to assume

additional tasks,it must be ensured that these tasks w
to carry out its ESCB-related tasks from an operational and financial point of view.3®

Additionally, the inclusion of NCB representatives in collegiate decision-making

supervisory bodies or other authorities would need to give due consideration to
safeguards for the personal independence of
making bodies.®

Prohibition on approving, suspending, annulling or deferring decisions

Rights of third parties to approve, suspend,
incompatible with the Treaty and the Statute of the ESCB as far as ESCB-related
tasks are concerned.®

3% Opinion CON/2019/ 23.

% See paragraph 2.2 of Opinion CON/2011/104 and paragr aj
% Opinion CON/2010/ 31.

% Opinion CON/2009/ 93.

3 Opinion CON/2010/ 94.

% Opi nCOM/ 2016/ 33.
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Prohibition on censoring decisions on legal grounds

A right for bodies other than independent courts to censor, on legal grounds,
decisions relating to the performance of ESCB-related tasks is incompatible with the
Treaty and the Statute of the ESCB, since the performance of these tasks may not
be reassessed at the political level. A right of an NCB Governor to suspend the
implementation of a decision adopted by the ESCB or by an NCB decision-making
body on legal grounds and subsequently to submit it to a political body for a final
decision would be equivalent to seeking instructions from third parties.

Prohibition on participation in decision ~ -making bodies of an NCB with a right
to vote

Participation by representati vemkingbodt hi rd pa
with a right to vote on matters concerning the performance by the NCB of ESCB-

related tasks is incompatible with the Treaty and the Statute of the ESCB, even if

such vote is not decisive.*® Such participation even without the right to vote is

incompatible with the Treaty and the Statute of the ESCB, if such participation

interferes with the performance of ESCB-related tasks by that decision-making

bodies or endangers compliance with the ESCB

Prohibition on ex ante consultation relating

An express statutory obligation for an NCB to consult third parties ex ante relating to

an NCB6s decision provides third parties wit
final decision and is therefore incompatible with the Treaty and the Statute of the

ESCB.

However, dialogue between an NCB and third parties, even when based on statutory
obligations to provide information and exchange views, is compatible with central
bank independence provided that:

T this does not resul t in interference with
NCB6s deaksingnbodi es;

T the special status of Governors in their ¢c
deci-maknng bodies is fully respected; and

T confidentiality requiSteanteunttes orfaerstahlet i EnSgCBf r
observed.

¥ Regarding voti msgcicraagenceoetri nogft may contrib
independence of -amakN@BObHodeéeessi tlowever, t
excluded by timetdgrtiurndiomlad i éned eppaernadgernacpeh 2

9 Opinions CON/2014/25 and CON/2015/57.
4 QOpinion CON/ 2018/ 17.
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Di scharge provided for the duti es-makihg member s
bodies

Statutory provisions regarding the discharge provided by third parties (e.qg.
governments) regarding the dut i-makingpbbdiemme mber s
(e.g. in relation to accounts) should contain adequate safeguards, so that such a

power does not impinge on the capacity of the individual NCB member

independently to adopt decisions in respect of ESCB-related tasks (or implement

decisions adopted at ESCB level). Inclusion of an express provision to this effect in

NCB statutes is recommended.

Relationship between n ational legislation and the ethics framework
established by the ECB

National legislation, including that which transposes EU legislation, is without
prejudice to the ethics framework established by the ECB in order to ensure the
independence of the ECB and the NCBs when exercising the powers and carrying
out the tasks and duties conferred upon them by the Treaties and the Statute of the
ESCB, as this framework has its own scope and legal basis.*? To avoid doubt, the
national legislator may wish to clarify this within the relevant national legislation.

2.2.3.4 Per sonal i ndependence

Article 130 of the Treaty and Articles 7 and 14.2 of the Statute of the ESCB further
safeguard central bank independence in relation to Governors and members of

N C B slgtision-making bodies. Governors are members of the General Council of
the ECB and become members of the Governing Council upon adoption of the euro
by their Member States. Governors cannot be regarded as representatives of a
Member State when they perform their duties as members of the Governing Council
or the General Council of the ECB.*® Article 14.2 of the Statute of the ESCB
provides that NCB statutes must, in particular, provide for a minimum term of office
of five years for Governors. It also protects against Governors being arbitrarily
relieved from their office by providing that they may only be relieved from office if
they no longer fulfil the conditions required for performing their duties or if they have
been found guilty of serious misconduct. In such cases, Article 14.2 of the Statute of
the ESCB provides for the possibility of recourse to the Court of Justice of the
European Union, which has the power to annul the national decision taken to relieve
a Governor from office.** The suspension of a Governor may effectively amount to

2 See paragraph ZTON/ 2 0@M/pgiangiroaopfh @p.iGOINd 2D 25/ 2 3,
CON/ 2025/ 27, CON/ 2025/ 32, CON/ 2025/ 33, EON/ 2025/ 36, Cc
CON/ 2026/ 2.

4 SseekR Gener Ul pr-3k20 atfE€lal : EU: C: 2021: 969, paragraph 43.

4 Se® mgUvil svaandyviE@B/ 18-28MBdELGLEHU: C: 2019: 139, paragraph
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relieving a Governor from office for the purposes of Article 14.2 of the Statute of the
ESCB.*® NCB statutes must comply with this provision as set out below.

Article 130 of the Treaty prohibits national governments and any bodies from
influencing the me mbmakingbodid¢s inth€ Bedfodmanceafi si on
their tasks. In particular, Member States may not seek to influence the members of

t he NCB 6 s-makiegbodes by amending national legislation affecting their
remuneration, which, as a matter of principle, should apply only for future

appointments.*® However, the independence requirements laid down in Article 130

of the Treaty are not breached by changes in the remuneration of the members of

NCBs 6 d-eakingbodies whichar e deci ded by the NCBO&s
making bodies and are based on objective criteria, for example, by benchmarking

salaries with the aim of ensuring proportionality between the different hierarchical

positions at an NCB.*’

Minimum term of office for Governors

In accordance with Article 14.2 of the Statute of the ESCB, NCB statutes must
provide for a minimum term of office of five years for a Governor. This does not
preclude longer terms of office, while an indefinite term of office does not require
adaptation of the statutes provided the grounds for the relieving a Governor from
office are in line with those of Article 14.2 of the Statute of the ESCB. Shorter periods
cannot be justified even if only applied during a transitional period.*® National
legislation which provides for a compulsory retirement age should ensure that the
retirement age does not interrupt the minimum term of office provided by Article 14.2
of the Statute of the ESCB, which prevails over any compulsory retirement age, if
applicable to a Governor.*® When NCB statutes are amended, the amending law
should safeguard the security of tenure of the Governor and of other members of
decision-making bodies who are involved in the performance of ESCB-related
tasks.5°

Grounds for relieving Governors from office

NCB statutes must ensure that Governors may not be dismissed for reasons other
than those mentioned in Article 14.2 of the Statute of the ESCB. The purpose of the
requirement under that Article is to prevent the authorities involved in the
appointment of Governors, particularly the relevant government or parliament, from
arbitrarily dismissing a Governor. NCB statutes should delete any incompatibility with

% Se®i mgUand sECBt,vi2®0 2/ 18 -28BdEL@GLEHU: C: 2019: 139, paragraph

paragrap®pi3ni7fomfCON/ 2011/ 9.

% See, for example, Opinions CON/2010/56, ,CON/ 202D/ 80,

an@ON/ 2025/ 13

7 See paragraph 3.3.3 of Opinion CON/2024/ 38.
% Opinion CON/2018/ 23.

9 Opinion CON/2012/ 89.
% QOpinions CON/ 2018/ 17, CON/ 2019/ 19 and CON/ 2019/ 36.
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the grounds for relieving from office laid down in Article 14.2 of the Statute of the
ESCB or omit any mention of grounds for relieving from office (since Article 14.2 is
directly applicable).?* Once elected or appointed, Governors may not be relieved
from office under conditions other than those mentioned in Article 14.2 of the Statute
of the ESCB even if they have not yet taken up their duties. As the conditions under
which a Governor may be relieved from office are autonomous concepts of Union
law, their application and interpretation do not depend on national contexts.>?
Ultimately, it is for the Court of Justice of the European Union, in accordance with the
powers conferred on it by Article 14.2, second subparagraph, of the Statute of the
ESCB, to interpret these concepts.5®

Security of tenure and grounds for relieving

decision -making bodies, other than Governors, who are involved in the
performance of ESCB -related tasks

Applying the same rules for the security of tenure and grounds for relieving of
Governors from office to other members of the decision-making bodies of NCBs
involved in the performance of ESCB-related tasks will also safeguard the personal
independence of those persons.5* Article 130 of the Treaty and Article 7 of the

Statute of the ESCBr ef er t o fAimembemakohgt beddesdsbdnNC(

rather than to Governors specifically. This applies in particular where a Governor is

Aifirst among equal so with coll eagues with eqg

other members are involved in the performance of ESCB-related tasks.

Right of judicial review

Governors as well as otherme mber s of t he -nkng bolliesdnest i si on
have the right to submit any decision to relieve them from their office to an

independent court of law, in order to limit the potential for political discretion in

evaluating the grounds for such a decision.

Article 14.2 of the Statute of the ESCB stipulates that Governors who have been
dismissed from office may refer such a decision to the Court of Justice of the
European Union. The Court of Justice of the European Union has the power to annul
the national measure of dismissal if it is found to be contrary to Union law.

On the basis of Article 130 of the Treaty and Article 7 of the Statute of the ESCB,
national legislation should provide for a right of review by the national courts of a

5. Opinion CON/2018/53.

52 See Opinion CON/2019/36 and the ORIi mgOwi b$§vAddoEEGBe
Lat,vidkoi ned2C2a5¢8-288dHEHGBLHU: C: 2018: 1030, paragraph 77.

5 Se® mgUvil svaandyviE¥OE ned2Cake8-288BdEIGLAU: C: 2019: 139,

paragraptltigafer the Court, in the context of the power
subparagraph of Article 14.2 of the Statute of the ES

prohibition on the governor conceraed peefsomfngi Bns
indications that he has engaged in seriou misconduct

% Opinions
CON/ 2019CDHMN/ 2CDN/I2D25/ 33, CON/ 2025886l/ 2COH8/ 2026/ 1
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2.2.3.5

decision to dismiss members of N C B sletision-making bodies (other than
Governors) involved in the performance of ESCB-related tasks.®® This right can
either be a matter of general law or can it take the form of a specific provision. Even
though this right may be available under the general law, for reasons of legal
certainty it could be advisable to provide specifically for such a right of review.

Safeguards against conflicts of interest

Personal independence also entails ensuring that no conflict of interest arises
between the duties of members of NCB decision-making bodies involved in the
performance of ESCB-related tasks in relation to their respective NCBs (and of
Governors also in relation to the ECB) and any other functions which such members
of decision-making bodies may have and which may jeopardise their personal
independence.®® As a matter of principle, membership of a decision-making body
involved in the performance of ESCB-related tasks is incompatible with the exercise
of other functions that might create a conflict of interest. In particular, members of
such decision-making bodies may not hold an office or have an interest that may
influence their activities, whether through office in the executive or legislative
branches of the state or in regional or local administrations, or through involvement
in a business organisation. Particular care should be taken to prevent potential
conflicts of interest on the part of non-executive members of decision-making bodies.

Financi al i ndependence

The overall independence of an NCB would be jeopardised if it could not
autonomously avail itself of sufficient financial resources to fulfil its mandate, i.e. to
perform the ESCB-related tasks required of it under the Treaty and the Statute of the
ESCB.%’

Member States may not put their NCBs in a position where they have insufficient
financial resources and inadequate net equity®® to carry out their ESCB or
Eurosystem-related tasks, as applicable. This would be the case if, for example, an
NCB was precluded from building up adequate financial resources in the form of
reserves or buffers to offset losses, particularly those resulting from monetary policy
operations, and the Member State concerned did not ensure in advance that the
NCB had the necessary funds to bear the financial burden resulting from exercising
a function outside the scope of the ESCB (such as the funds necessary to be able to
pay the compensation resulting from the liability regime for that function), while

% Opi nCOM/ 2022/ 45
% I'n this regard, Member States are free to set the

members of Mma&kicmgciboidors of their NCBs, provided that
features of central bank i ndes$een d@micrei drsowloN/ Z0olo8n 2,

CON/ 2020/ 19 and CON/ 2021/ 9.
5% Opi siCON/ 20&21d 7CON/ 2023/ 17.
8 Opinions CON/2014/ 24, CON/2014/27, CON/2014/56 and
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retaining its ability to carry out its ESCB tasks effectively and independently.>® It
should be noted that Articles 28.1 and 30.4 of the Statute of the ESCB provide for
the possibility of the ECB making further calls on the NCBs to contribute to the

ECB6s capital and to make f ut Mbreover, Articensf er s
33.2 of the Statute of the ESCB provides®! that, in the event of a loss incurred by the
ECB which cannot be fully offset against the

Governing Council may decide to offset the remaining loss against the monetary
income of the relevant financial year in proportion to and up to the amounts allocated
to the NCBs. The principle of financial independence means that compliance with
these provisions requires an NCB to be able to perform its functions unimpaired.

For all the reasons mentioned above, financial independence also implies that an

NCB should always be sufficiently capitalised. In particular, any situation should be

avoided whereby for a prolonged period of ti
level of its statutory capital or is even negative, including where losses beyond the

level of capital and the reserves are carried over.®2 Any such situation may

negatively impact on t he N{&h@&dtasksbMoleavdry t o pe
such a sitwuation may affect the credibility o
Therefore, the event of an NCB&ds net equity
or even negative would require that the respective Member State provides the NCB

with an appropriate amount of capital at least up to the level of the statutory capital

within a reasonable period of time so as to comply with the principle of financial

independence. As concerns the ECB, the relevance of this issue has already been

recognised by the Council by adopting Council Regulation (EC) No 1009/2000.5% It

enabled the Governing Council of the ECB to decide on an actual increase of the

ECB6s capital to sustain the adequacy of the
of the ECB;% NCBs should be financially able to respond to such ECB decision.

The concept of financial independence should be assessed from the perspective of
whether any third party is able to exercise either direct or indirect influence not only
ov er anESEEm®lated tasks but also over its ability to fulfil its mandate
financially in terms of appropriate financial resources. The aspects of financial
independence set out below are particularly relevant in this respect.®® These are the
features of financial independence where NCBs are most vulnerable to outside
influence.

% Opinions CON/2023/17 andBa@@MN/ XIS0batedMi/ eSke al so
ECLI : EU: C;,g@8R&29g6&Ph 105

60 Article 30. 4ofoft htelweEISOBatppt ¢ es within the Eurosystem.
68 Article 33. 2foft htelmeEISOBatppt ¢ es within the Eurosystem.
62 Opi niCONg 2018/ 17, CON/ 2020/ 13, CON/ 2022/ 37, CON/ 2023/ 1

68 Council Regulation (EC) No 1009/2000 of 8 May 2000 co
CentralOJBdadnkl1l5, 16.5.2000, p. 1

6 Decision ECB/2010/26 of 13 December 2010 on the incre
p53).

% The main formative ECB opinions in this area are Opi
CON/ 2003/ 27, CON/2004/1, CON/ 2006/ 38 CON/ 2006/ 47 (eX)
and CON/ 2009/ 32
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Determination of budget

If a third party has the power to determine
incompatible with financial independence unless the law provides a safeguard clause

so that such a power is without prejudice to the financial means necessary for

carryingout t h e N C Bdased thskBsCB

The accounting rules

The accounts should be drawn up either in accordance with general accounting rules

or in accordance with rul esgnakinglediasflfi ed by an
instead, such rules are specified by third parties, the rules must at least take into
accountwhat has been proposedmakingbddkese NCBO6s deci

The annual accounts shoul d benakndlmgiesed by t he
assisted by independent accountants, and may be subject to ex post approval by

third parties (e.g. the gover nmmakihgbodies par | i a
should be able to decide on the calculation of the profits independently and

professionally.

Where an NCBO6s operations are subject to the
body charged with controlling the use of public finances, the scope of the control

should be clearly defined by the legal framework,®” should be without prejudice to

the activities of the NCBS% andfumhdreimplisenwidhe nt ext e
the principle of institutional independence, it should comply with the prohibition on

giving instructions to an NCB and its decision-making bodies and should not interfere

with the N@BtéddaskES The state audit should be done on a non-

political, independent and purely professional basis.”

Distribution of profits, NCBs6 capital and f

With regard to profit allocation, an NCBO&6s s
to be allocated. In the absence of such provisions, decisions on the allocation of

profits shoul d be t aknmakingbogdiestornpeofedsioralé s deci si o
grounds, and should not be subject to the discretion of third parties unless there is

an express safeguard clause stating that this is without prejudice to the financial

means necessary for car-relptediagksdut t he NCBOs E

Profits may be distributed to the State budget only after any accumulated losses
from previous years have been covered and financial provisions deemed necessary

6 Opinion CON/2019/12.
6 Opinion CON/2019/19.

8 For the activities of the independent extermfalthhadito
ESCB

8 Opinions CON/2011/9, CON/2011/53, CON/2015/57 and CON/
 Opinions CON/2015/8, CON/2015/57, CON/2016/24, CON/20
“ Opinions CON/2017/17 and CON/ 2018/ 17.
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to safeguard the real value of the NCBo&6s cap
Temporary or ad hoc legislative measures amounting to instructions to the NCBs in
relation to the distribution of their profits are not permissible.”

Any income accruing to the NCB as a result of the management of official foreign
reserves can only be distributed to the State through the process for the distribution
of profits as set out in the relevant legislative and statutory provisions.™ Similarly, a
t ax on aunreaNs€dBépial gains would also impair the principle of financial
independence.”™

A Member State may not impose reductions of capital on an NCB without the ex-
ante agreement of -makingbodieS,Bvbich maseaani tesensora that
it retains sufficient financial means to fulfil its mandate under Article 127(2) of the
Treaty and the Statute of the ESCB as a member of the ESCB. For the same
reason, any amendment to the profit distribution rules of an NCB should only be
initiated and decided in close cooperation with the NCB, which is best placed to
assess its required level of reserve capital.”® As regards financial provisions or
buffers, NCBs must be free to independently create financial provisions to safeguard
the real value of their capital and assets. Member States may also not hamper NCBs
from building up their reserve capital to a level which is necessary for a member of
the ESCB to fulfil its tasks.””

Financial liability for supervisory authorities

Most Member States place their financial supervisory authorities within their NCB.

This is unproblematic if such authorities ar
decision-making. However, if the law provides for separate decision-making by such

supervisory authorities, it is important to ensure that decisions adopted by them do

not endanger the finances of the NCB as a whole. In such cases, national legislation

should enable the NCB to have ultimate control over any decision by the supervisory
authoritesthat coul d affect an NCBé&és independence,
independence.”™

Autonomy in staff matters

Member States may not i mpair an NCB&s abilit
staff necessary for the NCB to perform independently the tasks conferred on it by the

2 Opinions CON/ 2009/ 85, CONN@RON7Z2073hE@Npadpthd3/.@Fi ni on
CON/ 2024/ 32

7”? Opinions CON/2009/26 and CON/ 2013/ 15.

“ ParagB8aphof Opinion CON/ 220.19/®2f3 @pidnipar a@@®M/ph025/ 39
% Opinions CON/2009/59 and CON/ 2009/ 63.

% Opinions CON/ 2009/ 53, CON/ 2009/ 83 and CON/ 2019/ 21.
77 Opinions CON/ 2009/ 26, CON/ 2012/69 and CON/ 2020/ 13.
% QOpinion CON/ 2021/ 7.
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Treaty and the Statute of the ESCB.” Also, an NCB may not be put into a position

where it has limited control or no control over its staff, or where the government of a

Member State can influence its policy on staff matters.®® Any amendment to the

|l egislative provisions on the remuwmmakingti on f
bodies and its employees should be decided in close and effective cooperation with

the NCB,®! taking due account of its views, to ensure the ongoing ability of the NCB

to independently carry out its tasks.®2 Autonomy in staff matters extends to issues

relating to staff pensions. Further, amendments that lead to reductions in the

remuneration foranNCB& st af f should not interfere witdt
administer its own financial resources, including the funds resulting from any

reduction in salaries that it pays.®®

Ownership and property rights

Rights of third parties to intervene or to issue instructions to an NCB in relation to the
property held by an NCB are incompatible with the principle of financial
independence.

Confidentiality

The obligation of professional secrecy for ECB and NCB staff as well as for the

members of the ECB and NCB governing bodies under Article 37 of the Statute of
theESCBmay give rise to similar provisions in
Statesdé | egislation. The primacy of Union | a
means that national laws on access by third parties to documents should comply

with relevant Union law provisions, including Article 37 of the Statute of the ESCB,

and may not lead to infringeme nt s of the ESCB6s ®Thenfi denti al
access of a state audit office or similar bo
documents must be limited to what is necessary for the performance of the statutory

tasks of the body that receives the information and must be without prejudice to the

ESCB6s independence and the ESCBG6s confident
of NCBs 6 -mdking bhodigs and staff are subject.®> NCBs should ensure that

such bodies protect the confidentiality of information and documents disclosed at a

level corresponding to that applied by the NCBs.

” Opinion CON/2019/19.
8 Opinions CON/ 2008/ 9, CON/ 2008/ 10, CON/ 2012/ 89 and CON
8 Opinion CON/2019/19.

8 Opinions CON/2010/42, CON/2010
CON/ 2011/106, CON/2012/6, CON/

8 Opinion CON/ 2014/ 38.
8 Opinion CON/2021/16.
8% Opinions CON/2015/8 and CON/ 2015/ 57.

CON/ 2010
86

/ 56, CON/ 2
, CON/ 201

/51,
2012/ 4/ 7 and
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2.2.5 Prohibition on monetary financing a

On the monetary financing prohibition and the prohibition on privileged access, the
national legislation of the Member States that joined the EU in 2004, 2007 or 2013
had to be adapted to comply with the relevant provisions of the Treaty and the
Statute of the ESCB and be in force on 1 May 2004, 1 January 2007 and 1 July 2013
respectively. Sweden had to bring the necessary adaptations into force by 1 January
1995.

2.25.1 Prohibition on monetary financing

Article 123(1) of the Treaty prohibits overdraft facilities or any other type of credit
facility with the ECB or with the NCBs in favour of EU institutions, bodies, offices or
agencies, central governments, regional, local, or other public authorities, other
bodies governed by public law, or public undertakings of Member States.

It also prohibits the purchase directly from these public sector entities by the ECB or

NCBs of debt instruments. The Treaty contains one exemption from this monetary

financing prohibition: it does not apply to publicly owned credit institutions which, in

the context of the supply of reserves by central banks, must be given the same

treatment as private credit institutions (Article 123(2) of the Treaty). The precise

scope of application of the monetary financing prohibition is further clarified by

Council Regulation (EC) No 3603/93,% according to which the prohibition includes

any financing of the piabidthirdpagiesct or 6s obl i gat

The monetary financing prohibition aims to encourage the Member States to follow a
sound budgetary policy, not allowing monetary financing of public deficits (or
privileged access by public authorities to the financial markets) to lead to excessively
high levels of debt or excessive Member State deficits.®” Therefore the prohibition
must be interpreted extensively in order to ensure its strict application, subject only
to the limited exemptions contained in Article 123(2) of the Treaty and Regulation
(EC) No 3603/93. Thus, even if Article 123(1) of the Treaty refers specifically to
fcredit facilitiesq i.e. with the obligation to repay the funds, the prohibition applies a
fortiori to other forms of funding, i.e. without the obligation to repay.

The ECBO&ds general stance on the compatibilit
prohibition has primarily been developed within the framework of consultations of the

ECB by Member States on draft national legislation under Articles 127(4) and 282(5)

of the Treaty.%

8 Council Regulation (EC) No 3603/93 of 13 December 199
the prohibitions referred to i OJArLt i3c3l2es 3110.41 2a nld9 9130, 4 bp
Articles 104 and 104b(1) of the Treaty establishing t
125(1) of the Treaty on the Functioning of the Europe

8% Peter Gauwei l,ee€C2AB@&|E:hCGr2s015: 400, Agpariadreapd2 31 @d. t he

also serves the objective of maintaining price stabil

8 See Convergence Report 2008, footnote 13, containing
area adopted between May 1995 and March 2008.

Convergence RepioRrta meJwonrek 2f002r6 anal ysi s 33



National legislation relating to the scope of application of the monetary
financing prohibition

National legislation may not narrow the scope of application of the monetary
financing prohibition or extend the exemptions available under EU law. For example,
nati onal |l egislation providing for the finan
financial commitments to international financial institutions or to third countries is, in
principle, incompatible with the monetary financing prohibition. As an exemption,
Regulation (EC) No 3603/93 allows for the financing by the NCBs of obligations
falling upon the public sector vis-a-vis the IMF provided that it results in foreign
claims which have all the characteristics of reserve assets.®® The relevant
characteristics that determine the reserve asset quality of the claims concern their
availability on demand to meet balance of payments financing needs and other
related purposes, which implies that the credit quality and liquidity of the claims must
be ensured.*®®

National legislation conferring tasks upon NCBs

National legislation assigning tasks to NCBs may not lead to any financing of the
publ i c sect or @gyisthrd paitigs.drt accordaace wiih Article 14.4 of
the Statute of the ESCB, NCBs may perform functions other than those specified in
the Statute of the ESCB unless the Governing Council finds that these functions
interfere with the objectives and tasks of the ESCB. Where a Member State assigns
such a function to its NCB, that NCB is responsible and liable for the performance of
that function. Nevertheless, when defining the responsibility and liability of an NCB in
relation to that function, Member States are required to comply with their obligations
deriving from Union law and, in particular, Article 123(1) of the Treaty.%!

Article 1(1), point (b), of Council Regulation (EC) No 3603/93 defines the term fother

type of credit facilitydfor the purposes of Article 123 of the Treaty as, inter alia, any
financing of the pub taivisthirsl padiesoAcadrsingly,lthei gat i ons
NCB concerned must not assume obligations vis-a-vis third parties that could

potentially be incumbent on the public sector. Consequently, the NCB concerned

must not finance pre-existing obligations vis-a-vis third parties that are incumbent on

other public authorities or bodies and the effective financing of the obligations vis-a-

vis third parties by the NCB concerned must not result directly from the measures

adopted or the policy choices made by other public authorities or bodies.®?

(EC) No 3603/9

8% Recital 14 and Article 7 of Regulation
/ 23.

CON/ 2017/ 4, CON/2020/37 and CON/ 2021
® See Opinion CON/2021/ 39.

8 Banka Sl o4A®MhEf|EHU: C: 2022: 670, paragr8&8phs 68r BAamplliean
Opinions CON/ 2022/QGON/ 202 3a/glr7a,p hp @mag rCONHK 2D.2B./ B4, par a
2. 3.

%2 Banka Sl oARMhEL|EHU: C: 2022: 670, par adgsr.a pShese ,6 7f otro e7x5a nmapnl de ,
paragr apppi3nilon CONMa2®»2/adh, 2. 2.2 of @Opd npama CrONgR 02 3.
3. lo.fl1 OpC@N/On023/ 44.
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Advanced distribution of central bank profits

National legislation may not require the distribution of central bank profits which have

not been fully realised, accounted for and audited. To comply with the monetary

financing prohibition, the amount distributed to the State budget pursuant to the
applicable profit distribution rules cannot
reserve capital. Therefore, profit distribut
reserve capital. Moreover, when NCB assets are transferred to the State, they must

be remunerated at market value and the transfer should take place at the same time

as the remuneration.®

Similarly, intervention in the performance of other Eurosystem tasks, such as the
management of foreign reserves, by introducing taxation of theoretical and
unrealised capital gains is not permitted since this would result in a form of central
bank credit to the public sector through the advanced distribution of future and
uncertain profits.** Similarly, a transfer of the foreign reserves (including the gold
reserves) off the N C B dadance sheet to the State would circumvent the prohibition
of monetary financing, which prohibits central bank financing of the public sector.®®
Any income accruing to the NCB as a result of the management of such official
foreign reserves can only be distributed to the State through the process for the
distribution of profits as set out in the relevant legislative and statutory provisions.%

Assumption of public sector liabilities

National legislation which requires an NCB to take over the liabilities of a previously
independent public body, as a result of a national reorganisation of certain tasks and
duties (for example, in the context of a transfer to the NCB of certain supervisory
tasks previously carried out by the state or independent public authorities or bodies),
without fully insulating the NCB from all financial obligations resulting from the prior
activities of such a body, would be incompatible with the monetary financing
prohibition.®”

National legislation holding an NCB liable on account of the exercise of a task

assigned to it under national law would entail the assumption of a pre-existing

obligation vis-a-vis third parties and be incompatible with the monetary financing

prohibition if the third parties who have suffered harm were not compensated as a

result of the NCBO6s actions, i.e. the infrin
it in that context.®® In addition, in case of tasks that require implementation of highly

complex and urgent measures, such as those relating to the reorganisation or

resolution of banks or central counterparties, national legislation holding an NCB

liable on account of the exercise of such tasks would amount to the effective

% Opinions CON/2011/91 and CON/ 2011/ 99.

% Opinions CON/2009/59 and CON/ 2009/ 63.

% Paragrdéph Opi ni ol 2C QNdd2&y ”&8ph Opini on CON/ 2025/ 39

% Parag8aphof Opinion CON/ 220.19/®f3 @midnipar a@gOMN/ph025/ 39.
9% QOpinion CON/ 2013/ 56.

% Banka S| oARMhEf|HU: C: 2022: 670, paragraph 71.
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financing of the obligationsvis-a-vi s t hird parties if the NCB®
to infringements of a serious nature of the rules imposed on it in that context.

The Court of Justice has not yet elaborated on what the limitations to infringements
of a serious nature of the rules imposed on an NCB exactly consist of. In view of the
di fferent traditions for the Iiability of NC
orders, such limitations may take different forms provided that they exclude the
effective financing of the obligations of the public sector vis-a-vis third parties. This is
the case if national law, addressing liability criteria for fault, limits the liability of the
NCB concerned to gross negligence in view of the urgency and complexity of the
case at hand.’® The effective financing of the obligations of the public sector vis-a-
vis third parties is also excluded if national law, addressing liability criteria for
unlawful conduct instead of fault, limits judicial review of relevant measures by
granting a large margin of discretion to the NCB concerned in view of the urgency
and complexity of the case at hand.!%!

Financial support for credit and/or financial institutions

National legislation which provides for financing by an NCB, even if granted
independently and at their full discretion, of insolvent credit and/or other financial
institutions would be incompatible with the monetary financing prohibition.

The same would apply to the Eurosystem financing of a credit institution which has
been recapitalised to restore its solvency by way of a direct placement of state-
issued debt instruments where no alternative market-based funding sources exist
(hereinafter Arecapitalisation bondso), and
collateral. In such case of a state recapitalisation of a credit institution by way of
direct placement of recapitalisation bonds, the subsequent use of the recapitalisation
bonds as collateral in central bank liquidity operations raises monetary financing
concerns.®? Emergency liquidity assistance, granted by an NCB independently and
at its full discretion to a solvent credit institution on the basis of collateral security in
the form of a State guarantee, has to meet the following criteria: (a) it must be
ensured that the credit provided by the NCB is as short term as possible; (b) there
must be systemic stability aspects at stake; (c) there must be no doubts as to the
legal validity and enforceability of the State guarantee under applicable national law;
and (iv) there must be no doubts as to the economic adequacy of the State
guarantee, which should cover both principal and interest on the loans.'%3

9 Banka Sl oARMhEL|EHU C202@®70, par s8geaphov7pexampheh 2. 2.3
Opinion CON/ 2®23/gk Aa,phasn B .00pd ndmdch 3L.ON/R023/ 44.

10 paragraphOp2i.n2i.o3n oGON/ 2023/ 17.
01 Pparagr aphOp3i.n2i.o3h 20DMN/ 3 1.
12 Opinions CON/2012/50, CON/ 2012/ 64, and CON/ 2012/ 71.

3 Opinion CON/2012/ 4, footnote 42 referring to further
CON/ 2016/55 and CON/ 2017/ 1.
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Financial support for resolution funds or financial arrangements and deposit
insurance or investor compensation schemes

The financing by an NCB of a resolution fund or a deposit guarantee fund that
qualifies as a fbody governed by public lawowithin the meaning of Article 123(1) of
the Treaty is not compatible with the monetary financing prohibition. A body is
fgoverned by public lawoif it has all of the following characteristics: (a) 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 personality; and (c) it is
closely dependent on the public sector entities referred to in Article 123(1) of the
Treaty. A close dependence on those public sector entities is presumed when a body
is financed, for the most part, by them; or is subject to management supervision by
them; or has an administrative, managerial or supervisory board, more than half of
whose members are appointed by them.%4

Even if the financing is not provided to a fbody governed by public lawg the financing
of any resolution fund or financial arrangement is not in line with the monetary
financing prohibition.2® Where an NCB acts as resolution authority, it should not,
under any circumstances, assume or finance any obligation of either a bridge
institution or an asset management vehicle.!% To this end, national legislation

should clarify that the NCB wil/l not assume

obligations.7

The Deposit Guarantee Schemes Directive'®® and the Investor Compensation
Schemes Directive'® provide that the costs of financing deposit guarantee schemes
and investor compensation schemes must be borne, respectively, by credit
institutions and investment firms themselves. With the exception of financing a fbody
governed by public lawq national legislation which provides for the financing by an
NCB of a national deposit insurance scheme for credit institutions or a national
investor compensation scheme for investment firms would be compatible with the
monetary financing prohibition only if it were short term, addressed urgent situations,

systemic stability aspects were at stake, an

discretion.''® In particular, central bank support for deposit guarantee schemes

should not amount to a systematic pre-funding operation.t?

14 Opinions CON/2020/24 and CON/ 2021/ 17.

5 Opinions CON/2015/22, CON/2016/28 and CON/ 2019/ 16.

%6 Opinions CON/2011/103, CON/2012/99, CON/2015/3 and CO

7 Opinions CON/2015/33, CON/2015/35 and CON/ 2016/ 60.

18 Recital 27 of Directive 2014/ 49/ EU of the European Pa
deposit guarantee schemes (OJ L 173, 12.6.2014, p. 14

19 Recital 23 of Directive 97/ 9/ EC of e European Parli

1997, p. 22).

t h
invesdtmpensati on schemes (OJ L 84, 26. 3.
10 Opinions CON/2020/24 and CON/ 2021/ 17.

1 Opinion CON/ 2011/ 84.
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Fiscal agency function

Article 21.2 of the Statute of the ESCB establishes that the fFECB and the national
central banks may act as fiscal agentsofor fiJnion institutions, bodies, offices or
agencies, central governments, regional local or other public authorities, other
bodies governed by public law, or public undertakings of Member Statesa The
purpose of Article 21.2 of the Statute of the ESCB is, following transfer of the
monetary policy competence to the Eurosystem, to clarify that NCBs may continue to
provide the fiscal agent service traditionally provided to governments and other
public entities without infringing the monetary financing prohibition. In addition,
Regulation (EC) No 3603/93 establishes a number of explicit and narrowly drafted
exemptions from the monetary financing prohibition relating to the fiscal agency
function, as follows: (a) intra-day credits to the public sector are permitted provided
that they remain limited to the day and that no extension is possible;**? (b) crediting

the public sectordéds account with cheques

bank has been debited is permitted if a fixed period of time corresponding to the
normal period for the collection of cheques by the NCB concerned has elapsed since
receipt of the cheque, provided that any float which may arise is exceptional, is of a
small amount and averages out in the short term;'** and (c) the holding of coins
issued by and credited to the public sector is permitted where the amount of such
assets remains at less than 10 % of coins in circulation.4

National legislation on the fiscal agency function should be compatible with EU law in
general, and with the monetary financing prohibition in particular.!*® Taking into
account the express recognition in Article 21.2 of the Statute of the ESCB of the
provision of fiscal agency services, which is a legitimate function traditionally
performed by NCBs, the provision by central banks of fiscal agency services
complies with the monetary financing prohibition, provided that such services remain
within the field of the fiscal agency function and do not constitute central bank
financing of public sector obligations vis-a-vis third parties or central bank crediting of
the public sector outside the narrowly defined exceptions specified in Regulation
(EC) No 3603/93.11® National legislation that enables an NCB to hold government
deposits and to service government accounts does not raise concerns about
compliance with the monetary financing prohibition as long as such provisions do not
enable the extension of credit, including overnight overdrafts. However, there would
be a concern about compliance with the monetary financing prohibition if, for
example, national legislation were to enable the remuneration of deposits or current
account balances above, rather than at or below, market rates. Remuneration that is
above market rates constitutes a de facto credit, contrary to the objective of the
prohibition on monetary financing, and might therefore undermine that objective. It is
essential for any remuneration of an account to reflect market parameters and it is
particularly important to correlate the remuneration rate of the deposits with their

"2 Article 4 of Regulation (EC) No 3603/93 and Opinion

W Article 5 of Regulation (EC) No 3603/ 93.
4 Article 6 of Regulation (EC) No 3603/ 93.
15 Opinion CON/ 2013/ 3.

6 Opi ni ons CON/2009/23, CON/2009/67 and CON/ 2012/ 9.
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maturity.!” Moreover, the provision without remuneration by an NCB of fiscal agent
services does not raise monetary financing concerns, provided they are core fiscal
agent services.'*®

2.25.2 Prohibition on privileged access

Article 124 of the Treaty provides that ffalny measure, not based on prudential
considerations, establishing privileged access by Union institutions, bodies, offices or
agencies, central governments, regional, local or other public authorities, other
bodies governed by public law, or public undertakings of Member States to financial
institutions, shall be prohibiteda As with the monetary financing prohibition, the
prohibition of privileged access aims to encourage the Member States to follow a
sound budgetary policy, not allowing (monetary financing of public deficits or)
privileged access by public authorities to the financial markets to lead to excessively
high levels of debt or excessive Member State deficits.1°

Under Article 1(1) of Council Regulation (EC) No 3604/93,?° privileged access is
understood as any law, regulation or other binding legal instrument adopted in the
exercise of public authority which: (a) obliges financial institutions to acquire or to
hold liabilities of EU institutions or bodies, central governments, regional, local or
other public authorities, other bodies governed by public law or public undertakings
of Member States, or (b) confers tax advantages that only benefit financial
institutions or financial advantages that do not comply with the principles of a market
economy, in order to encourage those institutions to acquire or hold such liabilities.

As public authorities, NCBs may not take measures granting privileged access to

financial institutions by the public sector if such measures are not based on

prudential considerations. Furthermore, the rules on the mobilisation or pledging of

debt instruments enacted by the NCBs must not be used as a means of

circumventing the prohibition on privileged access.'> Me mber St atesd | egi s
this area may not establish such privileged access.

Article 2 of Regulation (EC) No 3604/93 defines fprudential considerationsoas those
which underlie national laws, regulations or administrative actions based on, or
consistent with, EU law and designed to promote the soundness of financial
institutions so as to strengthen the stability of the financial system as a whole and
the protection of the customers of those institutions. Prudential considerations seek

7 Seea,mong others, Opinions CON/ 2010/ 54, CON/ 2010/55 and
18 Opinion CON/2012/ 9.

19 See, to tSheatr amfdfae Bta,r avCars QtalGeromal £ de Asigurbri de S
c-201/BEQGLBU: C: 2015: 638, pRetagr adurei |, ea6CAAbhd, Ot her s
ECLHU: C: 2015: 400, paragraph 100.

20 Council Regulation (EC) No 3604/93 of 13 December 199
the prohibition of privileged access referred to in A
Article 104a of theuTrogpatayn €otmanuiniidlyi ng thtbev BArticle 1

2L Article 3(2) of and recital 10 of Regulation (EC) No
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to ensure that banks remain solvent with regard to their depositors.t?? In the area of
prudential supervision, EU secondary legislation has established a number of
requirements to ensure the soundness of credit institutions.*?® A fcredit institutiono
has been defined as an undertaking whose business is to receive deposits or other
repayable funds from the public and to grant credits for its own account.'?*
Additionally, credit institutions, commonly referred to as fbanksq require an
authorisation by a competent Member State authority to provide services.!?®

Although minimum reserves might be seen as a part of prudential requirements, they

are part of an NCB&6ds operational framework a
most economies, including in the euro area.'?® In this respect, paragraph 2 of Annex

| to Guideline (EU) 2015/510 of the European Central Bank (ECB/2014/60)?" states

that the Eurosystemds minimum reserve systen
stabilising the money market interest rates and creating (or enlarging) a structural

liquidity shortage.?® The ECB requires credit institutions established in the euro area

to hold the required minimum reserves (in the form of deposits) on account with their

NCB.'?®

This report focuses on the compatibility both of national legislation or rules adopted

by NCBs and of the NCBs6 statutes with the T
However, this report is without prejudice to an assessment of whether laws,

regulations, rules or administrative acts in Member States are used under the cover

of prudential considerations as a means of circumventing the prohibition on

privileged access. Such an assessment is beyond the scope of this report.

2.2.6 Single spelling of the euro

Article 3(4) of the Treaty on European Union lays down that the fUnion shall
establish an economic and monetary union whose currency is the euroa In the texts

22 Opinion of AdvocaBecG®h®r al vEI mevwBmammhuiel iH.r Al bhaerradide B
Ci €£:222/BGLHU: C: 1997: 345, paragraph 24.

122 Regul ation (EU) No 575/2013 of the European Parliamen
prudential requirements for credit institutions and a
27.06.20183, p. 1) and Directilvieanmehl3/ahad/ BUY o fhet hCeo ubCri
2013 on access to the activity of credit institutions
amending Directive 2002/ 87/ EC and repealing Directive
27.06.208)3., p. 33

24 Articlep@ifdgiff Regul ati on (EU) No 575/2013.

2% Article 8 of Directive 2013/36/ EU.

2 This is supported by Article 3(2) and recital 9 of Re

27 Gui deline (EU) 2015/510 of the European Central Bank
the Eurosystem monetary policy framework (General Doc
91, 2.4.2015, p. 3).

22 The higher the reserve requirement is set, the fewer
money creation

129 sSee Article 19 of the Statute of the ESCB; Council Re
concerning the applicati cmurofpeminniCewnm rrad s éBrameks (O tLh &8
p. 1); Regulation (EC) No 1745/2003 of the European C
application of minimum reserves (ECB/2003/9) (0J L 25
1071/ 2013 opfeatnheemurm al Bank of 24 September 2013 conc
monetary financi al institutions sector (ECB/ 2013/ 33)
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2.2.7

of the Treaties in all the authentic languages written using the Roman alphabet, the
euro is consistently identified in the nominative singular case as feurod In the Greek
alphabet text, the euro is spelled fiJ g j0and in the Cyrillic alphabet text the euro is
spelled fjj o ¥ Consistent with this, Regulation (EC) No 974/98 makes it clear
that the name of the single currency must be the same in all the official languages of
the EU, taking into account the existence of different alphabets. The Treaties thus
require a single spelling of the word feurooin the nominative singular case in all EU
and national legislative provisions, taking into account the existence of different
alphabets.

In view of the exclusive competence of the EU to determine the name of the single

currency, any deviations from this rule are incompatible with the Treaties and should

be eliminated.'®* While this principle applies to all national legislation, the

assessment in the country chapters focuses o
changeover laws.

Legal integration of NCBs into the
Provisions in national l egislation (in part.i
legislation) which would prevent the performance of Eurosystem-related tasks or

compliance with the ECBO6s decisions are inco

the Eurosystem once the Member State concerned has adopted the euro. National
legislation therefore has to be adapted to ensure compatibility with the Treaty and
the Statute of the ESCB in respect of Eurosystem-related tasks. To comply with
Article 131 of the Treaty, national legislation had to be adjusted to ensure its
compatibility by the date of establishment of the ESCB (as regards Sweden) and by
1 May 2004, 1 January 2007 and 1 July 2013 (as regards the Member States that
joined the EU on these dates). Nevertheless, statutory requirements relating to the
full legal integration of an NCB into the Eurosystem need only enter into force at the
moment that full integration becomes effective, i.e. the date on which the Member
State with a derogation adopts the euro.

The main areas examined in this report are those in which statutory provisions may

hinder NCBsd® compliance with the Eurosystemb
provisions (a) that could prevent NCBs from taking part in implementing the single
monetary policy, as de fmakirgtodibsyor (b)lthatcdul@Bds dec
hinder a Governor from fulfilling their duti
Council,or(c) that do not respect dythaedoBOEBO S prerog
recognise that the exclusive competence for ESCB-related tasks in Member States

0 Thédeclaration by the Republic of Latvia, the Republic

spelling of the name of t e asninnegxleed ctuor rtehnec yTriena ttihees ,Trs
Wi t hout prejudice to the unified spelling of the name
referred to in the Treaties as displayed on banknotes
that the spelling of thechadcengfitbedeirnghei casrascgp
Latvian, Hungarian and Maltese text of the Treaties,

Hungarian or Mal tese | anguages

Bl Opinion CON/ 2012/ 87.
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whose currency is the euro is irrevocably conferred on the Union,**? or (e) under

which NCBs in the performance of their ESCB-related tasks are bound by decisions

of national authorities that conflict with legal acts of the ECB. Distinctions are made

between economic policy objectives, tasks, financial provisions, exchange rate policy

and international cooperation. Finally, othe
to be adapted are mentioned.

2.2.7.1 Economic policy objectives

The full integration of an NCB into the Eurosystem requires its statutory objectives to

be compatible with the ESCBG6s o0bjStatutedfves, as
the ESCB. Among other things, this means that statutory objectives with a fhational

flavourdi for example, where statutory provisions refer to an obligation to conduct

monetary policy within the framework of the general economic policy of the Member
Stateconcernedineed to be adapted. Furthermore, an
must be consistent and not interfere with its obligation to support the general

economic policies in the EU with a view to contributing to the achievement of the

objectives of the EU as laid down in Article 3 of the Treaty on European Union, which

is itself an objective expressed to be without prejudice to maintaining price

stability.*33

2.2.7.2 Tas ks

The tasks of an NCB of a Member State whose currency is the euro are

predominantly determined by the Treaty and the Statute of the ESCB, given that

NCB6és status as an integral part of the Euro
131 of the Treaty, provisions on tasks in an
compared with the relevant provisions of the Treaty and the Statute of the ESCB,

and any incompatibility must be removed.*®* This applies to any provision that, after

adoption of the euro and integration into the Eurosystem, constitutes an impediment

to carrying out ESCB-related tasks and in particular to provisions which do not

respect the ESCBO6s powe ISstuteiafitleeESCBChapt er | V o

Any national legislative provisions relating to monetary policy must recognise that the

EU6s monetary policy is to be¥™™Ar rN@RO6sout th
statutes may contain provisions on monetary policy instruments. Such provisions

should be compatible with those in the Treaty and the Statute of the ESCB, and any
incompatibility must be removed in order to comply with Article 131 of the Treaty.

Monitoring fiscal developments is a task that an NCB carries out on a regular basis
to assess properly the stance to be taken in monetary policy. NCBs may also

2 Opinion CON/ 2020/ 2.
38 Opinions CON/2010/30 and CON/ 2010/ 48.

3 See, in particular, Articles 127 and 128 of the Treat)
ESCB

B Article flev¢®f) itndeenTr,eat y.
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present their views on relevant fiscal developments on the basis of their monitoring
activity and the independence of their advice, with a view to contributing to the
proper functioning of the European Monetary Union. The monitoring of fiscal
developments by an NCB for monetary policy purposes should be based on the full
access to all relevant public finance data. Accordingly, the NCBs should be granted
unconditional, timely and automatic access to all relevant public finance statistics.
However , @aleshbuiBd go beyond monitoring activities that result from
or are linked 7 directly or indirectly i to the discharge of their monetary policy
mandate.’®® A formal mandate for an NCB to assess forecasts and fiscal
developments implies a function for the NCB in (and a corresponding responsibility
for) fiscal policymaking which may risk undermining the discharge of the
Eurosystemds monetary policy mafdate and the

In the context of the national legislative initiatives to address the turmoil in the
financial markets, the ECB has emphasised that any distortion in the national
segments of the euro area money market should be avoided, as this may impair the
implementation of the single monetary policy. In particular, this applies to the
extension of State guarantees to cover interbank deposits.**

Member States must ensure that national legislative measures addressing liquidity
problems of businesses or professionals, for example their debts to financial
institutions, do not have a negative impact on market liquidity. In particular, such
measures may not be inconsistent with the principle of an open market economy, as
reflected in Article 3 of the Treaty on European Union, as this could hinder the flow of
credit, materially influence the stability of financial institutions and markets and
therefore affect the performance of Eurosystem tasks.*®

National legislative provisions assigning the exclusive right to issue banknotes to the

NCB must recognise that, once the euro is ad
has the exclusive right to authorise the issue of euro banknotes, pursuant to Article

128(1) of the Treaty and Article 16 of the Statute of the ESCB,* while the right to

issue euro banknotes belongs to the ECB and the NCBs. Once the euro is adopted,

national legislative provisions enabling the government to influence issues such as

the denominations, production, volume or withdrawal of banknotes must also either

be repealed or recognition must be given to
banknotes, as set out in the provisions of the Treaty and the Statute of the ESCB.

Irrespective of the division of responsibilities in relation to coins between

governments and NCBs, the relevant proovision
approve the volume of issue of euro coins once the euro is adopted. A Member State
may not consider currency in circulation as

% Opinions CON/2012/105, CON/2013/90 and CON/ 2013/ 91.

¥ For example, national |l egislative provisions transpos
2011 on requirements for budgetary frameworks of the
See Opinions CON/2013/90 and CON/ 2013/ 91.

3% Opinions CON/2009/99, CON/ 2011/ 79 and CON/ 2017/ 1.
13 Opinion CON/ 2010/ 8.
40 paragraph 3.1 of QOpandopacCc®yrapBdg/ 2. 3COR/ 20@aH/Md 2.5 of

Convergence RepioRrta melwonrek 2f002r6 anal ysi s 43



Member State, as this would defeat the concept of a single currency and be
incompatible with the requirements of Eurosystem legal integration.4*

With regard to foreign reserve management,'*?> any Member State that has adopted

the euro and which does not transfer its official foreign reserves*® to its NCB is in

breach of the Treaty. The ESCB task of holding and managing foreign reserves

includes all actions necessary foritse f f ecti ve performance of t he
mandate. For instance, for reserve assets to accomplish their function in foreign

reserve management operations, the aspect of full effective control by the central

bank is essential. This implies the ability of NCBs to take decisions, in complete

autonomy, relating to the holding, retention, disposal, negotiation and daily, as well

as long-term, management of the foreign reserves, including by buying and selling

gold outright, spot and forward and under repurchase agreements.'** In addition,

any right of a third party 1 for example, the government or parliament i to influence

an NCB éisns dith cegard to the management of the official foreign reserves

would be inconsistent with Article 127(2), third indent, of the Treaty. Furthermore,

NCBs have to provide the ECB with foreign reserve assets in proportion to their

shares in the ECBO6s subscribed capital. This
obstacles to NCBs transferring foreign reserve assets to the ECB.

With regard to statistics, although regulations adopted under Article 34.1 of the
Statute of the ESCB in the field of statistics do not confer any rights or impose any
obligations on Member States that have not adopted the euro, Article 5 of the Statute
of the ESCB, which concerns the collection of statistical information, applies to all
Member States, regardless of whether they have adopted the euro. Accordingly,
Member States whose currency is not the euro are under an obligation to design and
implement, at national level, all measures they consider appropriate to collect the
statistical information needed to fuffil the
and to make timely preparations in the field of statistics in order for them to become
Member States whose currency is the euro.'#® National legislation laying down the
framework for cooperation between the NCBs and national statistical offices should
guarantee the NCBsdindependence in the performance of their tasks within the
ESCB#®& statistical framework.4

¥ Opinion CON/ 2008/ 34.
2 Articleg aB7v(@)i hdenfTreaty.

“ With the excepxctbangé Wworlkigg balances, which Member
retain pursuant to Article 127(3) of the Treaty.

¥ paragrdaPhof Opi nlige2n aG@iNdpPm@a ¥h of Opini on CON/ 2025/ 39

Y In this regard, national |l egislation should ensure co

Union | efé¢sl @p@@W/onh020/ 29.
46 Opinion CON/ 2013/ 88.
¥7 Opinions CON/2015/5 and CON/ 2015/ 24.
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2.2.7.3 Financi al provisions

The financial provisions in the Statute of the ESCB comprise rules on financial
accounts,'*® auditing,'*® capital subscription,'* the transfer of foreign reserve
assets'™! and the allocation of monetary income.'®? NCBs must be able to comply
with their obligations under these provisions and therefore any incompatible national
provisions must be repealed.%?

2.2.7.4 Exchange rate policy

A Member State with a derogation may retain national legislation which provides that

the government is responsible for the exchange rate policy of that Member State,

with a consultative and/or executive role being granted to the NCB. However, by the

time that a Member State adopts the euro, such legislation must reflect the fact that
responsibility for the euro areafds exchange
level in accordance with Articles 138 and 219 of the Treaty.

2.2.7.5 I nternational cooperation

For the adoption of the euro, national legislation must be compatible with Article 6.1

of the Statute of the ESCB, which provides that in the field of international

cooperation involving the tasks entrusted to the Eurosystem, the ECB decides how

the ESCB is represented. National legislation allowing an NCB to participate in

international monetary institutions mustmak e such participation sub
approval (Article 6.2 of the Statute of the ESCB).

2.2.7.6 Mi scel |l aneous

In addition to the above issues, for certain Member States there are other areas
where national provisions need to be adapted (for example in the area of clearing
and payment systems and the exchange of information).

Y8 Article 26 ooff ttthee BBS@R ut e
W Article 27 ooff ttthee BS3@R ut e
B0 Article 28 ooff ttthee BBS@R ut e
BLArticle 30 ooff ttthee BS3@R ut e

2 Article 32 ooff tthhee BSS@B ut e
18 paragraphs 2.1 and 3.2 taqop8rdgoaplOpi 2i dbn ZOR/ 20@2B37%
CON/ 2023 k24 paragrap@OBR/ 2024/ DDPini on
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The state of economi ¢

This chapter provides a horizontal overview. Some factors relevant for the overall
assessment are not covered here, but in Chapters 4 and 5.

Progress towards compliance with the convergence criteria has been held

back by externalshocks si nce the ECBO6s 2024 .IGthreevobr genc e
the five countries examined, HICP inflation remains above the reference value, and

in one of those countries it is considerably above that threshold (Table 3.1). Public

finances have deteriorated in most countries since the 2024 Convergence Report,

with debt-to-GDP ratios in some cases rising significantly. Since the 2024

Convergence Report, the number of countries subject to an excessive deficit

procedure (EDP) has increased from one to three, and none of those countries is

projected to reduce its deficit to below the 3% of GDP reference value by the end of

2027. The currencies of all the countries examined in this report remain outside the

exchange rate mechanism (ERM II), and some have experienced sizeable

fluctuations against the euro over the last few years. Since June 2024 the long-term

interest rate differential vis-a-vis the euro area has increased slightly in two countries

and declined in three countries. As of May 2026, in three countries the 12-month

average of long-term interest rates is above the reference value, while in the other

two it is below. A key factor holding back economic convergence is the economic

impact of external shocks, includingRu s si ads war agbplaitadcet Ukr ai ne
tensions and the outbreak of the war in the Middle East.
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Table 3.1

Overview table of economic indicators of con
Price| Government budgetary
stabil projections Exchange ra
Gener a Exchan
Countrygovernn Genera Curren rates| Lontgern
HI CP excess| surpluggovernnpartici Vi-svi s intere
infl ¥t defPci) defi-pi de Bt in ERM| the ®u ratés
Czech
Republ i
2024 2.7 No 2.0 43.3 No 4.6 4.0
2025 2.3 No 2.1 44 .3 No 1.7 4. 3
2026 1.9 No 2. 8 45. 8 No 1.5 4.5
Hungary
2024 3.7 Yes 5.1 73.5 No 3.5 6.5
2025 4. 4 Yes 4.7 74.6 No 0.6 6.9
2026 3.3 Yes 6.2 75.1 No 6.1 6.7
Pol and
2024 3.7 Yes 6. 4 54.8 No 5.2 5.5
2025 3.3 Yes 7.3 59.7 No 1.5 5.5
2026 2.9 Yes 6.5 64.5 No 0.0 5.4
Romani a
2024 5.8 Yes 9.3 54.8 No 0.6 6.3
2025 6.8 Yes 7.9 59. 3 No -1. 4 6.9
2026 8. 4 Yes 6.2 61.6 No -1. 8 6.7
Sweden
2024 2.0 No 1.5 34. 2 No 0. 4 2.2
2025 2.6 No 1.3 35.1 No 3.2 2.5
2026 2.2 No 2.8 36.6 No 2.7 2.6
Ref eren 2.7 3.0 60.0 5.1
valTde
Sources: European Commi s sGeonne r(aHdu rfoosrt aEtc,o0 nDointiecc taonrdatFei nanci al Affairs) a
Banks.

1) Average annual percentage pkangd. fPamaJlioe 2026 tef Maytaoghbe
s to whether a country was subject to an EU Courntcidf dtelce si on

2) Refer

The information f
As a percentage o
Annual percentage

or 2026offefedatsetfoot het peirsoidcsap(1d Jhrec2026) .
f GDP. Data for 2026 are taken from the European
change. A positive (negat’i-wies) tnhuembeeurr od.e nDoatteas faonr

Average annual interest rate. Data for 2026 refer to the period fr

The reference valuestémom HhC®resntf |l aati en meafdet ong the period

ye
3)

4)

5)

refer to the period from 1 January 2026 to 17 June 2026.

6)

7)

government balance and debt, the reference values areEdrdpeoad
uUn

ion and the related Protocol (No 12) on the excessive deficit

Over the past two years, the economies of the countries under review have
remained exposed to elevated geopolitical tensions and increasing global
trade uncertainty and fragmentation . The wars in Ukraine and the Middle East,
alongside heightened geopolitical tensions more generally, have weighed on
economic activity through increased uncertainty, trade and supply chain disruptions,
and weaker business and consumer confidence. In addition, renewed trade tensions
and tariff measures at the global level have added to external headwinds. Although
the direct trade exposures to the United States of the countries under review are
relatively limited, indirect effects transmitted through global value chains can amplify
trade shocks, reverberating to upstream manufacturing sectors and related services.
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More recently, the war in the Middle East has affected inflation convergence in
particular, as some of the countries under review are more sensitive to energy price
shocks than the euro area. The war has added to global uncertainty and led to sharp
increases in energy prices, including spikes in oil and gas prices and heightened
risks to key global shipping routes. This has interrupted a steady decline in inflation
in most of the countries under review. While sensitivity and direct exposure to energy
shocks have been decreasing over time and are currently lower than in 2022, the
medium-term implications will depend on the intensity and duration of the conflict
and on how energy prices feed through to consumer prices and economic activity in
individual countries.

Despite these external challenges, so far economic activity in the countries

under review has shown resilience.  As inflationary pressures eased in most of the
countries during 2024 and 2025, supported by tighter monetary policies and the
earlier normalisation of energy prices, real disposable incomes gradually recovered,
underpinning domestic demand. Nevertheless, growth dynamics have remained
uneven across countries. Economic activity in Hungary and Romania was weak in
2024 and 2025. In Hungary, subdued net exports and investment weighed on growth
amdweak external demand i n t he -odeatedrsdéctorg 6 s mo s
and uncertainty related to the absorption of EU funds and the business environment.
In Romania, net exports and investment contributed negatively to growth in 2024. In
2025 fiscal consolidation measures dampened private consumption in Romania,
while investment expanded and the negative contribution of net exports diminished.
The stronger inflationary pressures in these two countries have limited real income
gains and contributed to tighter financing conditions. By contrast, output growth in
Poland outpaced that in most other EU countries, supported by strong domestic
demand and buoyant investment, although this was accompanied by a widening
fiscal deficit.

The economic outlook for the countries under review is clouded by heightened
geopolitical tensions . While domestic demand is expected to remain the main
driver of growth in 2026 and 2027, supported by still resilient labour markets, the war
in the Middle East has contributed to greater volatility in global energy markets and
rising energy costs, with already visible effects on inflation and economic sentiment,
which may weigh on economic activity. In the current environment, growth prospects
remain subject to significant uncertainty and downside risks. Further geopolitical and
trade tensions could intensify fragmentation trends, particularly given the high
degree of openness and integration of these economies in global value chains,
potentially disrupting trade and investment flows and increasing risk premia. The
outlook is further clouded by earlier losses in price competitiveness in several of the
countries and uncertainty surrounding the pace and composition of fiscal
consolidation in some cases.

The central and eastern European countries under review have made clear
progress in terms of real convergence towards the euro area average  over the
past few decades, but structural headwinds have increased in recent years

Since 1999 these countries have significantly narrowed their gaps relative to the
euro area average in terms of real GDP per capita (Chart 3.1). However, since 2019
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the pace of real convergence has slowed in most of the countries, reflecting the
lingering effects of successive shocks and structural constraints on productivity and
labour supply. At the same time, macroeconomic and financial vulnerabilities persist,
albeit to differing degrees across countries. If not adequately addressed, such
vulnerabilities may amplify the impact of external shocks and weigh both on growth
potential and on the sustainability of convergence over the longer term. Key
challenges to sustained real convergence currently include: (i) heightened global
uncertainty, including geopolitical tensions, increasing trade fragmentation and shifts
in global value chains, which may alter trade and investment patterns, intensify
competitive pressures in European industries and increase vulnerabilities related to
dependencies on critical inputs; (ii) ongoing adjustments in industrial structures,
notably in the context of the green and digital transitions, which pose particular
challenges for countries moving from middle to high income levels, especially in
those with a relatively high reliance on carbon-intensive energy sources; (iii)
persistent labour shortages, skill mismatches and unfavourable demographic
developments, which constrain potential growth; (iv) limited progress in improving
governance, institutional capacity and the business environment, which are key to
strengthening long-term productivity growth and bolstering resilience to future
shocks; and (v) fiscal vulnerabilities, including strong spending pressures to address,
inter alia, the consequences of geopolitical tensions, ageing populations, climate
risks and the green transition, as well as rising levels of public debt.

Chart 3.1
Re al GDP per capita

a) Relative to euro area average b) Change relative to euro area average since
1999
(index: euro area = 100) (index: euro area = 100; x-axis: level in 1999; y-axis: change in

level, percentage points, 1999-2025)
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When assessing compliance with the convergence criteria, the sustainability
of convergence remains essential. Convergence must be durable and grounded in
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sound economic fundamentals, rather than achieved only at a single point in time.
Experience since the launch of Economic and Monetary Union has shown that weak
fundamentals, an excessively loose macroeconomic stance, insufficient institutional
and statistical capacity, and overly optimistic expectations regarding real income
convergence can create vulnerabilities T not only for the countries concerned but
also for the smooth functioning of the euro area as a whole. Previous crises,
including the sovereign debt crisis, the COVID-19 pandemic and the 2022-23 energy
shock, have further demonstrated that large macroeconomic imbalances, limited
reform capacity and weak resilience to adverse shocks can make the convergence
process protracted and costly. In the current environment of heightened geopolitical
tensions and increased economic fragmentation, resilience and policy credibility
have become even more important. Compliance with the numerical convergence
criteria at a single point in time is therefore not, in itself, a guarantee of smooth
participation in the euro area. Countries seeking to adopt the euro should
demonstrate that convergence is sustainable, that their macroeconomic policies are
consistent with stability-oriented participation in the monetary union, and that their
institutions are sufficiently robust to cope with future shocks. This is primarily in each
countryds own interest, but it is also
monetary policy and the stability of the euro area as a whole, given that it remains a
monetary union without a centralised fiscal capacity and with limited permanent risk-
sharing mechanisms.

Achieving sustainable convergence requires lasting policy adjustments and
structural convergence . Key prerequisites include macroeconomic stability, sound

essen

and credible fiscal policies infrdamewodk, wi t h t h

and a supportive business environment underpinned by efficient economic structures
and strong public institutions. A high degree of flexibility in product and labour
markets is essential to facilitate structural adjustment and to absorb macroeconomic
shocks. A stability-oriented policy framework and well-anchored inflation
expectations are crucial for maintaining price stability and supporting durable
nominal convergence. The effective functioning of an open market economy with
free competition promotes the efficient allocation of capital and labour, thereby
fostering productivity and long-term growth. A high degree of economic integration
with the euro area supports business cycle synchronisation and smooth participation
in the monetary union. At the same time, greater alignment of economic structures is
important to ensure that economies respond in a broadly similar manner to common
shocks, including those related to differences in energy dependence and production
structures, thereby supporting the smooth functioning of the monetary union.
Appropriate macroprudential and supervisory frameworks are also needed to prevent
the build-up of macroeconomic and financial imbalances, including excessive asset
price increases and socially costly boom-bust credit cycles. Where macroeconomic

i mbal ances have been identi fi e dnamorcdor®mmic t he Eu

imbalance procedure (MIP), decisive policy action remains essential. The effective
absorption and implementation of EU funds, including the remaining resources under
the Next Generation EU programme, can support convergence, provided that
investment and reform commitments are executed in a timely and efficient manner.
Ultimately, the strength of the institutional framework and the capacity to implement
sound policies remain central to sustainable economic integration.
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3.1

The price stability criteri

Over the past ten years, inflation developments in the countries under review

have reflected a sequence of large and partly overlapping shocks. Following a
period of low inflation in the preceding years, the outbreak of the pandemic in 2020
led to a sharp contraction in economic activity. While inflation initially slowed in some
countries, it remained relatively persistent in others, partly owing to rising food and
services prices and continued labour market tightness. From 2021 onwards, inflation
increased markedly in all the countries under review, driven by sharp rises in energy
prices and supply and demand imbalances (Chart 3.2). From early 2022, Rus si a0 s
war against Ukraine further intensified these pressures. Inflation in central and
eastern Europe rose more strongly than in the euro area, reflecting a higher energy
intensity of production, a larger weight of energy and food in consumption baskets,
an initial dependence on Russian energy supplies, and deep integration in global
value chains, which amplified the transmission of external shocks. Persistent labour
market tightness and robust wage growth also contributed to domestic price
pressures (Chart 3.3, panel a) (see also Section 3.5). To counter the surge in
inflation, most central banks began raising policy rates in 2021, while governments
introduced temporary fiscal measures, mainly in 2022 and 2023, largely in the form
of energy-related subsidies and, to a lesser extent, reductions in indirect taxes. After
peaking around the end of 2022/beginning of 2023, inflation declined markedly,
supported by tighter monetary policy, falling global energy prices, the gradual easing
of supply bottlenecks and base effects. Nevertheless, over the past ten years,
inflation in most of the countries under review has, on average, been higher and
more volatile than in the euro area.
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In May 2026 three of the five countries under review recorded a 12 -month
average inflation rate above the reference value of 2.7% for the price stability
criterion. Following the sharp surge in inflation in 2022, inflation began to decline
markedly in 2023 in all countries under review and moderated further during 2024.
However, disinflation patterns were heterogeneous across the countries. In
Romania, inflation was more elevated than elsewhere and has increased
significantly since mid-2025, reflecting indirect tax measures introduced in the
context of fiscal consolidation, driving inflatonwe |l | above the central
Hungary, inflation returnedtowi t hi n t he centr al bankds toler
end of 2025. In Poland, inflation fell back towards target in the first half of 2024 and i
after a temporary uptick i has remained within target since mid-2025. Inflationary
pressures in all countries in 2025 were supported by higher food prices, which on
average rose more strongly in central and eastern Europe than in the euro area,
reflecting weather-related supply disruptions, faster-growing input costs i including
wages, energy and fertilisers i and the higher weight of food in consumption baskets
in central and eastern Europe. Persistent, albeit easing, labour market tightness also
exerted upward pressure on wage growth in most of these countries. In the first
months of 2026, rising energy costs, stemming from the escalation of geopolitical
tensions in the Middle East, added to upward pressures on inflation in the countries
under review. In response, the authorities in all the countries under review
introduced measures aimed at mitigating the impact of higher energy prices, such as
fuel price caps, reductions in excise duties, profit margin caps and subsidies to
households and firms, which are expected to cushion the inflationary pressures. In

Convergence Repiolrhte, sJtuantee 200f26economi ¢ con» 52



May 2026 Romania recorded inflation considerably above the reference value, while
rates in Hungary and Poland were also above the threshold, albeit to a lesser extent
(Chart 3.4). By contrast, inflation remained below the reference value in the Czech
Republic and Sweden. In the 2024 Convergence Report, all countries under review
recorded inflation rates above the reference value applicable at that time (3.3%).
This indicates some progress in inflation convergence, although it remains uneven
across countries.
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Reflecting heterogeneous disinflationary dynamics , the easing of monetary
policy following the inflationary shock of 2022  -23 was uneven across

countries. Following the earlier tightening cycle, which in the countries under review
began before that of the euro area, policy stances were gradually eased as inflation
moderated (Chart 3.5, panel a). The central banks of the Czech Republic and Poland
initiated monetary policy easing in 2023, while Sweden started reducing policy rates
in 2024. Poland adopted a more cautious approach and resumed easing only in
2025. In Hungary and Romania, monetary policy rates remained comparatively high,
reflecting more persistent inflationary pressures and elevated domestic and global
uncertainty. Despite the sharp increases in inflation in recent years, longer-term
inflation expectations have generally remained broadly stable across the countries
under review, staying close to their respective target rates (Chart 3.5, panel b). In an
environment of heightened uncertainty and elevated inflation, the anchoring of
longer-term expectations points to the continued credibility of monetary policy
frameworks.
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In some of the countries under review , risks to the sustainability of inflation
convergence remain pronounced .According to the European C
Spring 2026 Economic Forecast, inflation is expected to increase in 2026 in most of
the countries examined (Chart 3.2), mainly reflecting upward pressures from higher
energy prices associated with renewed geopolitical tensions. At the same time,
weaker economic activity could help to lower inflation in the countries under review.
These projections are subject to considerable uncertainty, given the sensitivity of
inflation in the countries examined to external shocks, including renewed volatility in
global energy markets in the current geopolitical environment, as well as the
magnitude of indirect and second-round effects stemming from a stronger and more
persistent energy shock. Persistent labour market tightness, particularly in some
central and eastern European countries, could also exert further upward pressure on
wages. Over the medium term, structural factors, such as demographic
developments and the economic implications of climate change, including the costs
associated with the green transition, may exert additional pressures on inflation
dynamics. Looking further ahead, as GDP per capita and price levels remain below
the euro area average in the central and eastern European countries (Chart 3.6), the
ongoing catching-up process may give rise to positive inflation differentials vis-a-vis
the euro area, unless this is offset by an appreciation of nominal exchange rates.
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An environment conducive to sustainable price stability in the countries

covered in this report requires stability ~ -oriented macroeconomic policies,
continued structural reforms and effective safeguards for financial stability .In
the current context of heightened geopolitical and trade uncertainty and ongoing
fiscal adjustment in several countries, maintaining policy credibility and economic
resilience is particularly important. The functioning of labour markets remains central
to sustaining price stability. Looking ahead, a key factor will be the extent to which
wage developments reflect labour productivity growth, labour market conditions and
developments in price and cost competitiveness vis-a-vis trading partners

(Chart 3.3). Persistently tight labour markets and demographic constraints
underscore the importance of policies that enhance labour supply and productivity.
Continued efforts to strengthen product market competition, improve institutional
quality and reinforce governance frameworks are essential to support potential
growth and limit inflationary pressures over the medium term. In an environment
where monetary policy space may be constrained and external shocks remain
frequent, other policy areas must support macroeconomic stability and prevent the
build-up of macroeconomic and financial imbalances.

The government budgetary posi-t

At the time of publication of this report, Hungary, Poland and Romania are the
subject of EU Council decision s on the existence of an excessive deficit.  In
Romania, the deficit exceeded the 3% of GDP reference value in 2019, and an EDP
was opened in April 2020. The deadline for correction of the excessive deficit has
since been extended to 2030. In Hungary and Poland, EDPs were opened in July
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2024 based on the deficits exceeding the 3% of GDP reference value in 2023. The
deadlines for correction of the excessive deficit were set at 2026 for Hungary and
2028 for Poland. The fiscal deficit-to-GDP ratios of these three countries continued
to exceed the reference value in 2025, while the other two countries under review
recorded deficits below the reference value (Chart 3.7). The deficits were well above
the reference value in Hungary, at 4.7% of GDP, and significantly above the
reference value in Poland, at 7.3% of GDP, and Romania, at 7.9% of GDP. In the
Czech Republic the deficit remained below the reference value, at 2.1% of GDP, and
in Sweden it remained well below the reference value, at 1.3% of GDP.
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The fiscal deficit in 202 5 was above its 202 3 level in three of the countries

covered in this report.  In 2023 fiscal deficits had increased in most of the countries

under review, with all except Sweden recording deficits above 3% of GDP, owing to
theeconomic i mpact of Rus discal poicy memsuresstakeninn st Uk
response to the resulting high energy prices and the weakening of economic activity.

Since then, budget balances have evolved heterogeneously, as the positive effects

of the withdrawal of energy measures and stronger economic activity were unevenly
counteracted by increased defence spending i
aggression in Ukraine, as well as higher interest spending. Overall, between 2023

and 2025, the budget balance deteriorated in Poland, Romania and Sweden

(although it remained well below the reference value in Sweden), while it improved in

the other two countries under review. In the Czech Republic, the deficit ratio fell

below the 3% of GDP reference value in 2024 and remained below it in 2025.

For 2026 the European Commission forecasts that the deficit -to-GDP ratio will
remain significantly above the 3% reference value in Hungary, Poland and
Romania. In 2026 the government balance is projected to deteriorate in three of the
countries under review. It is projected to remain significantly above the reference
value in Hungary, Poland and Romania. At the same time, it is expected to remain
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below the 3% reference value in the other two countries under review. While all of
the countries under review implemented fiscal energy measures in response to the
energy price shock following the outbreak of the war in the Middle East, the
associated budgetary impact is expected to remain limited. In 2027 the budget
balance is expected to improve in four of the countries, but it is expected to still
exceed the reference value in Hungary, Poland and Romania.

In 2025 the debt -to-GDP ratio was above 60% of GDP in Hungary, while in the
other countries under review debt levels were below or well below this

threshold (Table 3.1 and Chart 3. 8). The government debt-to-GDP ratio was above
its 2023 level in all of the countries under review in 2025, mostly on account of their
persistent fiscal deficits. The debt ratio increased strongly in Poland, by 10.2
percentage points of GDP, and significantly in Romania, by 10.0 percentage points
of GDP. It increased notably in Sweden, by 2.9 percentage points of GDP, and the
Czech Republic, by 2.1 percentage points of GDP, and slightly in Hungary, by 1.3
percentage points of GDP. Taking a longer perspective, between 2016 and 2025 the
government debt-to-GDP ratio increased strongly in Romania, by 21.5 percentage
points of GDP, and significantly in the Czech Republic, by 8.1 percentage points of
GDP, and Poland, by 5.6 percentage points of GDP, while it stayed constant or
declined in the other two countries under review.
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For 2026 the European Commission projects an increase in debt -to-GDP ratios
in all of the countries under review . The debt ratio is expected to increase notably
in Poland and Romania and moderately in the other three countries. The

Commi ssionbs pr oj enc2026 thendebt ratio dill renaain ebove tha t
60% reference value in Hungary and rise above it in Poland and Romania.

In June 2026 t he European Commission decided to hold the EDPs for Hungary,
Poland and Romania in abeyance . On 3 June 2026, the Commission published its
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3.3

assessment of compliance with the EDP recommendations on the basis of its Spring
2026 Economic Forecast. All three countries were assessed as having taken
effective action, and as a result, their EDPs were held in abeyance. While Poland
and Romania were also projected to be compliant in 2026, the Commission found
that there is a clear risk that Hungary will not correct its excessive deficit by 2026,
which is the final year of its corrective path.

Looking ahead, it is essential for the countries examined in this report to

achieve and/or maintain sound and sustainable fiscal positions. Hungary,
Poland and Romania, which are all subject to EDPs, should ensure compliance with
the rules of the Stability and Growth Pact and correct their excessive deficits in line
with the recommendations of the EU Council. Moreover, they should ensure that
their public debt-to-GDP ratios, which are currently projected to exceed the reference
value in 2026 and 2027, are declining sufficiently to ensure that fiscal buffers are
available for any future downturn. In all the countries under review, the deficits in
2025 clearly exceeded those from before the pandemic. Member States should, in a
growth-friendly way, reduce their budget deficits to below the 3% reference value as
soon as possible, or keep it below that level, and they should build up the buffers
needed to allow automatic stabilisers to work and increase their resilience to adverse
shocks. All countries need to ensure compliance with the recommendations under
the revised Stability and Growth Pact. Fiscal prudence is necessary to deal with the
budgetary challenges related to higher spending needs for defence, the green
transition and adverse demographic developments. Strong national fiscal
frameworks that are fully in line with EU rules should be implemented effectively to
support fiscal consolidation and limit slippages in public expenditure while helping to
prevent a re-emergence of macroeconomic imbalances. Overall, fiscal strategies
should prioritise sustainable public finances, strategic investment and growth-
enhancing structural reforms.

The exchange rate criterion

At the time of publication, none of the currencies of the countries examined in

this report was participating in - ERM II. Four of the currencies traded under flexible
exchange rate regimes, while the Romanian leu traded under a managed floating
exchange rate regime. Most of the currencies exhibited relatively high exchange rate
volatility, largely on account of swings in investor sentiment in foreign exchange
markets in a rapidly evolving geopolitical landscape and country-specific factors that
partially exacerbated the external factors. The Romanian leu exhibited comparatively
low volatility thanks to its managed floating exchange rate regime and despite
significant depreciation in both May 2025 and May 2026. The Hungarian forint
appreciated strongly following parliamentary elections in mid-April 2026. As a result,
at the time of publication of this report, only the Romanian leu was trading below its
June 2024 level, which is used as a benchmark for illustrative purposes in the
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absence of an ERM Il central rate, while the other currencies had all appreciated vis-
a-vis the euro since June 2024 (Chart 3.9).15
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The d#temgn i nterest rate criterdi

Over the reference period from June 2025 to May 2026 , three of the five
countries under review recorded average long  -term interest rates that were
above the 5.1% reference value (Chart 3.10). The country with the lowest 12-
month average long-term interest rate was Sweden, at 2.6%. The Czech Republic
also recorded an average long-term interest rate below the reference value, at 4.5%,
while Poland remained above, at 5.4%. The highest average long-term interest rate,
at 6.7%, was recorded in both Hungary and Romania. Across the five countries, the
12-month averages of long-term interest rates experienced very limited fluctuations
over the review period, which started with the publication of the 2024 Convergence
Report. At the same time, monthly long-term interest rates increased in three of the
five countries, influenced by global developments as well as domestic factors like
higher inflation and, in some cases, high growth and a looser fiscal policy. In Poland,
they were stable during a period in which inflation was more muted, economic
growth remained resilient and fiscal policy eased, while in Hungary they recorded a
sharp fall of 1.2 percentage points, which took place almost entirely after the April
2026 parliamentary elections.

% For the purpose of this report, exchange rates are qu
decrease in the exchange rate corresponds to an appre
increase in the exchadgereatatconrespbobhdscuorancy aga
percentage changes indicate the degree of appreciatio
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Charto 3.
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The dynamics of long -term interest rate spreads vis -a-vis the euro area
average since the 202 4 Convergence Report have been quite heterogeneous
across the countries under review. This heterogeneity in long-term interest rate
differentials reflects differences in both the cyclical positions of countries and the
assessment of financial markets of their external and internal vulnerabilities,
including developments in budgetary performance and the prospects for sustainable
convergence. In Hungary, following the elections in mid-April 2026, the domestic
long-term interest rate fell by 0.5 percentage points in two days and continued to
decline, albeit more gradually thereafter. As of May 2026, its differential vis-a-vis the
euro area average rate had fallen by a total of 1.2 percentage points over the review
period. In Poland and Romania, the interest rate differential also declined over the
review period, by 0.3 and 0.2 percentage points respectively. Lastly, in the Czech
Republic and Sweden, the interest rate differential increased, by 0.3 and a marginal
0.1 percentage points respectively. Since the outbreak of the war in the Middle East
at the end of February 2026, only the Czech Republic and Poland have seen an
increase in the long-term interest rate differential, by 0.2 and 0.4 percentage points
respectively. In Hungary it has declined by 1.2 percentage points, while in Romania
and Sweden it has fallen by much less (-0.1 and -0.2 percentage points
respectively).

Ot her rel evant factor s

According to the European Commission, concerns related to cost
competitiveness pressures  remain . In its Alert Mechanism Report 2026, the
Commission highlighted continued competitiveness pressures in the central and
eastern European countries under review, reflecting still elevated nominal ULC
growth rates, sizeable cumulative inflation differentials and tight labour market
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conditions. The Commission concluded that in-depth reviews were warranted for
Hungary, Romania and Sweden. As regards Hungary, the Commission pointed to
elevated ULC growth, high core inflation, significant fiscal vulnerabilities, including
high government deficits and debt-related risks, and renewed upward pressures in
the housing market. For Romania, the Commission highlighted substantial external
sustainability risks and persistent competitiveness concerns in the context of very
high ULC growth, large current account deficits and sizeable fiscal imbalances. In
the case of Sweden, the Commission identified continued vulnerabilities related to
elevated house prices and high levels of household and corporate debt. Although the
Commission classified the other countries under review in this report as having no
imbalances, those countries also face economic challenges as discussed in the
relevant country sections. In its 2026 European Semester Spring Package, the
Commission confirmed that Hungary continues to experience imbalances. It also
found Romania to be experiencing excessive imbalances, as vulnerabilities related
to fiscal and current account deficits remain very significant despite some recent
improvement, while cost competitiveness has continued to deteriorate.

The external positions of most of the countries under review have improved in
recent years, although the recent energy price shock and associated volatility

may lead to a renewed deterioration . The MIP scoreboard indicates that three-
year average current account balances strengthened in most of the central and
eastern European countries in 2025 (Table 3.2), reflecting improving terms of trade
and moderating domestic demand. However, in 2025 the three-year average current
account deficit remained beyond the indicative threshold of -4.0% of GDP in
Romania, where large fiscal deficits have contributed to sizeable external
imbalances in recent years. All countries under review are net energy importers,
albeit to varying degrees and with varying geographical diversification of their energy
imports, which makes their external positions particularly vulnerable to the recent
energy price shock and associated volatility.

In most of the countries under review, negative net international investment
positions (NIIPs) as a share of GDP have improved in recent years but remain
sizeable . In 2025 the NIIP remained beyond the indicative threshold of -35% of GDP
in Romania. Net external liabilities were lower in Hungary (32.4% of GDP), Poland
(29.5% of GDP) and the Czech Republic (9.8% of GDP), while Sweden continued to
record a positive NIIP (54.7% of GDP). In the four central and eastern European
countries, net external liabilities are predominantly composed of foreign direct
investment (FDI), which is generally considered a more stable form of financing than
portfolio or debt flows. However, in several of the countries under review, FDI inflows
have moderated in recent years compared withlevelspr i or t o -Rcals s i
invasion of Ukraine. Against the current geopolitical backdrop and heightened
uncertainty in global financial markets, sizeable external liabilities continue to
represent a source of vulnerability in the event of adverse shocks affecting investor
confidence or external financing conditions.

Price and ¢ ost competitiveness concerns  persist in most of the countries
under review . HICP-deflated real effective exchange rates have appreciated to
varying degrees in most of the countries under review over the past three years,
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exceeding the 10% indicative threshold in Hungary, Poland and Romania. In all the
countries, the three-year growth rate of nominal ULC increased over the same period
and, except in Sweden, exceeded the indicative threshold of 12% in 2025. ULC
growth remained particularly elevated in Hungary, Poland and Romania, where
cumulative increases were more than twice the threshold. These developments
largely reflect strong nominal wage growth in recent years combined with more
moderate productivity growth. Despite the deterioration in cost competitiveness
indicators, export performance vis-a-vis advanced economies remained broadly
resilient over a three-year horizon in 2025, supported in part by the expansion of
export production capacity and structural shifts in trade patterns. Looking ahead,
renewed increases in energy prices and broader cost pressures in the current
geopolitical environment could weigh further on competitiveness if they were to
translate into sustained inflation differentials vis-a-vis trading partners.

The economies of the countries under review remain closely integrated with

the euro area through trade and financial linkages . The euro area continues to
be the main trading and financial partner for all the countries examined (Chart 3.11).
In 2025 exports of goods to the euro area ranged from around 41% of total exports in
Sweden to 63.4% in the Czech Republic, while imports from the euro area ranged
from 50.6% of total imports in Romania to 56.5% in the Czech Republic. Financial
linkages with the euro area are also substantial. The share of the euro area in the
stock of inward direct investment exceeded 70% in the Czech Republic, Romania
and Poland, while the euro area accounted for more than 60% of the stock of
portfolio investment liabilities in the Czech Republic. For both direct and portfolio
investment, the share of foreign assets invested in the euro area was highest for
Romania, followed by the Czech Republic. Beyond trade and financial shares, these
economies are also deeply embedded in euro area value chains, with a high degree
of participation in cross-border production networks, particularly in manufacturing.
This strengthens the transmission of demand and supply shocks between the euro
area and the countries concerned. Moreover, banks owned by euro area financial
institutions continue to play a significant role in the banking systems of several of the
central and eastern European countries, notably the Czech Republic and Romania.
Meanwhile, Swedish banks play a key role in some euro area countries. The depth
of these economic linkages supports the alignment of the business cycles of the
countries under review with that of the euro area.
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Real estate -related risks have increased in several countries, amid renewed

house price and credit growth . Following the correction observed in 2022-23,
residential property markets have strengthened again in most of the countries under
review. Since 2024 house prices have increased markedly in Hungary and the
Czech Republic, with annual growth rates reaching double digits (Chart 3.12, panel
a) and standard valuation metrics pointing to overvaluation relative to fundamentals.
House price growth has also accelerated in Romania, albeit to a lesser extent, with
standard valuation metrics suggesting that prices remain below estimated
equilibrium levels. In all the countries under review, credit growth to households has
picked up in recent years. Despite this, household indebtedness in the central and
eastern European countries remains comparatively low relative to the euro area
average (Chart 3.12, panel b), which mitigates systemic risks. By contrast,
vulnerabilities remain more pronounced in Sweden, where private debt levels remain
elevated, albeit having declined somewhat in recent years, and the banking sector
has substantial exposure to the real estate sector. Looking ahead, continued rapid
price and credit growth in some of the countries under review warrants close
monitoring, particularly in the event of a tightening of financing conditions or a
deterioration in labour market prospects.
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Chart2 3.1
Housing mar ket devel opments and private sect
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Sovereign exposures of domestic banking sectors have increased over the
past years , although banking sectors maintain strong capital buffers

Sovereign exposures have risen in all central and eastern European countries under
review in recent years and remain significantly higher than in the euro area

(Chart 3.13, panel a). This could amplify vulnerabilities in the event of fiscal stress or
a reassessment of sovereign risk, potentially affecting the balance sheets, funding
conditions and credit supply of banks. While foreign exchange exposures remain
elevated in some countries, associated risks appear contained, as corporate foreign
currency borrowing is largely concentrated in export-oriented sectors with natural
hedges through euro-denominated revenues, and household euroisation remains
limited. Notwithstanding vulnerabilities related to real estate market developments
and rising sovereign exposures, banking sectors in the countries under review
continue to display sound capital positions and liquidity buffers, stable access to
funding and adequate profitability. Non-performing loan ratios have declined further
or remained close to historical lows (Chart 3.13, panel b), although in most cases
they remain above the euro area average.
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Financial sector policies should safeguard financial stability, thereby

contributing to  sustainable economic growth and the maintenance of price

stability. Maintaining prudent supervisory and macroprudential frameworks remains
essential to mitigate vulnerabilities related to high household or corporate
indebtedness, sovereign exposures and real estate market developments. To further
support confidence in the financial system, national competent authorities should
continue to strengthen supervisory practices, including by implementing relevant
recommendations of international and European bodies and by cooperating closely
with other EU supervisors within supervisory colleges.

Labour market conditions have remained tight in most of the countries under
review. Although unemployment rates have edged up somewhat in recent years,
they remain close to historical lows and below the euro area average in all the
countries except Sweden (Chart 3.14, panel a). Labour shortages persist in several
segments of the labour market, continuing to exert upward pressure on wages. At
the same time, labour supply constraints have been partly alleviated by rising net
migration inflows, including the arrival of non-EU workers and Ukrainian refugees.
Nevertheless, adverse demographic trends remain a structural challenge, as working
age populations are continuing to decline in several of the central and eastern
European countries, reflecting population ageing and past migration outflows (Chart
3.14, panel b). Other structural challenges include relatively low labour market
participation in some countries and persistent skill mismatches. Over the medium
term, demographic headwinds and structural labour market constraints represent a
key challenge to further real convergence with the euro area.
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The strength of the institutional environment is an important factor in

assessing the sustainability of economic integration and convergence

Stronger governance and institutional quality are associated with improvements in
the business environment, more efficient public administration, better transparency
and accountability, a stronger rule of law, and enhanced digital and administrative
capacity. In most of the countries under review, further improvements in institutional
quality would help remove rigidities and obstacles to the efficient allocation of
production factors, thereby strengthening potential growth. By enhancing productivity
and potential output, a stronger institutional framework may also support debt
sustainability and facilitate the effective implementation of policy measures.

Stronger i nstitutional quality and governance  could bring important economic
benefits , particularly in Hungary and Romania . Strengthening these areas can
enhance economic resilience and support the sustainability of convergence. While
challenges remain in areas such as the rule of law, regulatory quality and the control
of corruption, some countries have made steady progress over time (Chart 3.15).1%
Romania and Hungary can address their institutional challenges by focusing on the
effective implementation of the reforms and milestones set out in their recovery and
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based indicator owafnftery kwroopdararbads ty and capture mult
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l egislation may not fully refdocwnt riynpmhesanrsewnrteast i cofn ii ms tpi
qual ity hsehreedlod e be compl ementedpbygi Mbceadseasmed|{ scou
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resilience plans. These efforts are key to bolstering governance frameworks and
promoting the rule of law.

Charts 3.1

Overview of EU countries in terms of institu
a) Worldwide Governance Indicators b) Corruption Perceptions Index
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Wide -ranging structural reforms  would support the convergence process by
strengthen ing potential growth and competitiveness. Enhancing institutional
quality, improving governance and reinforcing the business environment, together
with more effective implementation of EU-funded investment and reform
programmes, would support productivity growth. In this respect, strengthening the
governance and efficiency of state-owned enterprises and increasing competition in
regulated and network sectors i including energy and transport i would help lower
barriers to entry, improve resource allocation and foster private investment, thereby
supporting sustainable convergence.
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Table 3.2
Scoreboard for the surveillance of
Tabl eiBx2arnal i mbal ances and competitiveness
Export per
Neitnternaf against
Current a invest me Real ef f ¢ advanced Nomi nal un
bal ance position exchang¥% econoti e cost f'nd

Czech
Republ
2022 1.7 -20. 2 13.7 4.7 17.0
2023 2.3 -14. 4 24.2 0.5 18. 4
2024 1.0 -7. 4 14. 4 1.7 20. 3
2025 0.8 9.8 7.2 8. 4 19. 8
Hungar
2022 4.8 44,7 7.9 3.5 25. 4
2023 -4 . 4 -38. 9 10. 3 1.7 37.2
2024 2. 4 -33. 3 7.3 1.3 48. 4
2025 1.2 -32. 4 14. 4 2.5 41.0
Pol and
2022 0. 4 -34. 6 0.1 11.9 17.3
2023 0.7 -31. 8 9.3 7.7 25. 1
2024 0.1 -28. 2 17.5 5.6 33.6
2025 0.3 -29.5 21.6 8.3 28.8
Romani
2022 -7.3 -42.6 2.6 3.5 19.1
2023 7.8 -41.6 6.8 6.8 30. 2
2024 8.1 -41. 3 9.7 1.8 51.0
2025 7.6 -45. 1 11.7 7.6 42.6
Sweden
2022 5.3 38.5 1.3 1.3 8.0
2023 5.5 40.5 7.5 3.8 11. 8
2024 5.7 67.1 9.7 4.1 13.6
2025 6.3 54.7 1.7 4.5 8.9
Thresh| 4.0/ +6. -35.0 +/10. 0 3.0 +12.0
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Tabl eiBnkbrnal i mbal ances and empl oyment indi
Internal i mbal ances Empl oy menrdti c a
Non
Gener Non financ
govern financ/Househ{fcorporal Hous{Unempi|Labour
gross|Househ{corpor a credi credi pric ment |partici
deBdt ®) deBt © deBd | f1 ®w?D| 1 &w® | indé ratte rat?e
Czech
Republ
2022 42.5 31. 4 44.9 4.9 11. 3 16. 9 2.2 0.5
2023 42.2 30.5 43.6 5.2 5.3 1.7 2.6 0.8
2024 43.3 30.7 44 .7 6.0 4.9 5.0 2.6 0.9
2025 44.3 31. 4 45.9 8.5 7.3 10. 4 2.8 0.7
Hungar
2022 74.1 18.7 62.9 5.9 14. 4 22.3 3.6 2.4
2023 73.3 16.9 55.7 3.9 7.4 7.1 4.1 2.9
2024 73.5 17.2 56. 6 10.1 3.3 138.7 4.5 2.3
2025 74.6 18. 3 52.5 14.2 5.0 18. 3 4. 4 1.3
Pol and
2022 48.8 26. 2 35.5 3. 4 10. 3 11. 8 2.9 3.5
2023 49.5 23.6 32.3 0.2 3.1 8.8 2.8 4.3
2024 54.8 22.6 31.1 3.8 5.9 15.0 2.9 1.8
2025 59.7 22.0 30.8 4.5 10. 2 4.9 3.1 1.5
Romani
2022 48.1 14.1 30.0 6.3 14. 4 7.2 5.6 3.5
2023 49 .3 12.7 28. 4 4.3 11. 6 3.3 5.6 2.7
2024 54.8 12.5 27.7 10.9 10.1 5.0 5. 4 1.8
2025 59.3 12.3 27.5 10. 6 10. 4 5.7 6.1 0.3
Sweden
2022 34. 4 89.9 123.0 3.8 7.1 3.6 7.5 0.7
2023 32.2 85.5 117. 8 0.6 0.1 5.2 7.7 1.8
2024 34.2 82.7 116. 8 1.6 1.0 0.0 8. 4 1.2
2025 35.1 82.3 110. 5 2.9 2.6 1.0 8.8 0.7
Thresh| 60.0 55.0 85.0 14.0 13.0 9.0 10.0 0.2
Sources: Eoammipesinon (Eur oGemer,alDifreerctacnntcemi ¢ and Financi al
Banks.
Note: This table includes dat a aowfafi | dadtle fasr atthils
scoreboard published in the Alert Mechanism Report 2026.
1) As a percent-ygarofhveébRgethree
2) As a percentage of GDP.
3) HI GPéiClPat egeaThpeecentage change relative to 41 other
competitiveness.
4) THeee percentage change. Advanced econo®E€EBD BUecohet OEED.
5) Per hour wor kedyg¢gar02@e r=c €lr0t0gd ge tchhraerege .
6) Consolidated debt.
7) Inclypdedinomnstitutions serving households (NPI SH) .
8) As the percentage of the previous yearo6s stock of debt.
9) Excludes foreign direct investment (FDI).
10) Nominal hoysearppieceent@ge change.
11) As a percentage -6&4. | abour force aged 15
12) As a percent age-6af, pydepaeleacthiaonngeaged 15
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4.1

Country summari es

Czech Republic

In May 2026 the 12 Znonth average rate of HICP inflation in the Czech Republic
stood at 1.9%, i.e. well below the 2. 7% reference value for the criterion on price
stability . This rate is expected to increase gradually over the coming months, driven
mainly by higher commodity prices and broadening inflationary pressures related to
the war in the Middle East. At the same time, labour market conditions remain tight
despite signs of a softening, with robust wage growth contributing to underlying
inflationary pressures. GDP per capita and price levels, while relatively high
compared with other central and eastern European countries under review, remain
below the euro area average. Unless offset by an appreciation of the nominal
exchange rate, the catching-up process in terms of GDP per capita and price levels
may result in positive inflation differentials visZaZsis the euro area, especially if it were
to be accompanied by unsustainable developments in credit and asset prices.

The Czech Republic is currently not subject to a Council Decision on the

existence of an excessive deficit . The Czech Republicds gener al

budget deficit was 2.1% of GDP in 2025, i.e. below the 3% reference value, and its
debt-to-GDP ratio was 44.3%, i.e. below the 60% reference value.

In the two -year reference period from 18 June 2024 to 17 June 2026 , the Czech
koruna did not participate in ERM Il but traded under a flexible exchange rate
regime. The exchange rate of the Czech koruna against the euro exhibited, on
average, a relatively high degree of volatility over the reference period. On 17 June
2026 the exchange rate stood at 24.147 korunas per euro, i.e. the koruna was 2.5%
stronger than its average level in June 2024.

Over the reference period from  June 2025 to May 2026, long -term interest rates
in the Czech Republic stood at 4.5% on average and were therefore below the
5.1% reference value for the interest rate convergence criterion. The differential
between long-term interest rates in the Czech Republic and the euro area
(GDP-weighted) interest rate increased slightly, standing at 1.4 percentage points at
the end of the reference period. Capital markets in the Czech Republic are smaller
and much less developed than those in the euro area.

Czech law does not comply with all the requirements for central bank

independence, the monetary financing prohibition and legal integration into

the Eurosystem. The Czech Republic is an EU Member State with a derogation and
must therefore comply with all adaptation requirements under Article 131 of the
Treaty.
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4.2 Hungary

In May 2026 the 12-month average rate of HICP inflation in Hungary was 3.3%,
i.e. well above the reference value of 2.7% for the criterion on price stability.

This rate is expected to increase gradually over the coming months, driven mainly by
higher commodity prices and broadening inflationary pressures related to the war in
the Middle East. At the same time, labour market conditions remain tight despite
signs of a softening, with robust wage growth driven partly by increases in public
sector wages and the minimum wages. There are concerns about the sustainability
of inflation convergence in Hungary over the longer term. Unless offset by an
appreciation of the nominal exchange rate, the catching-up process in terms of GDP
per capita and price levels may result in positive inflation differentials visZazis the
euro area, especially if it were to be accompanied by unsustainable developments in
credit and asset prices.

Hungary has been subject to an excessive deficit procedure since 2024.

Hungaryds gener al g oV e rAdYnef 6DP inb2028,gewelld e f i ci t
above the 3% reference value, and its debt-to-GDP ratio was 74.6%, i.e. above the

60% reference value. Hungary should put an end to its excessive deficit by 2026. In

June 2026, the European CommissionheldHungar yé6s excessiwme def i
abeyance.

In the two -year reference period from 18 June 2024 to 17 June 2026 , the
Hungarian forint did not participate in ERM Il but traded under a flexible

exchange rate regime. The exchange rate of the Hungarian forint against the euro
exhibited, on average, a relatively high degree of volatility over the reference period.
On 17 June 2026 the exchange rate stood at 349.68 forints per euro, i.e. the forint
was trading 11.4% stronger than its average level in June 2024. The Magyar
Nemzeti Bank entered a repo line arrangement with the ECB in June 2020, under
whichitcouldb or r ow up tgainsthMgh-duality euroalenominated
collateral to provide euro liquidity to Hungarian financial institutions. This agreement
remained in place over the reference period as it was extended again in January
2025 for a period of two years.

Over the reference period from  June 2025 to May 2026, long -term interest rates
in Hungary stood at 6.7 % on average and were thus above the 5.1% reference
value for the interest rate convergence criterion. The differential between
long-term interest rates in Hungary and the euro area (GDP-weighted) interest rate
declined significantly to stand at 2.2 percentage points at the end of the reference
period. Capital markets in Hungary are smaller and much less developed than those
in the euro area.

Hungarian law does not comply with all the requirements for central bank
independence, the prohibition of monetary financing, the requirements for the
single spelling of the euro and legal integration into the Eurosystem. Hungary
is an EU Member State with a derogation and must therefore comply with all
adaptation requirements under Article 131 of the Treaty.
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4.3 Pol and

In May 2026 the 12-month average rate of HICP inflation in Poland was 2.9%,
i.e. above the reference value of 2.7% for the criterion on price stability. This
rate is expected to increase gradually over the coming months, driven mainly by
higher commodity prices and broadening inflationary pressures related to the war in
the Middle East. At the same time, tight, albeit softening, labour market conditions
will continue to exert upward pressure on inflation. Unless offset by an appreciation
of the nominal exchange rate, the further catching-up process in terms of GDP per
capita and price levels may result in positive inflation differentials viszazis the euro
area, especially if it were to be accompanied by unsustainable developments in
credit and asset prices.

Poland has been subject to an excessive deficit procedure since 2024. Pol andds
general government budget deficit was 7.3% of GDP in 2025, i.e. significantly above

the 3% reference value, while its debt-to-GDP ratio was 59.7%, i.e. below the 60%

reference value. Poland should correct its excessive deficit by 2028. In June 2026,

the European Commission held P o | a extassve deficit procedure in abeyance.

In the two -year reference period from 18 June 2024 to 17 June 2026, the Polish
zloty did not participate in ERM Il but traded under a flexible exchange rate

regime . The exchange rate of the Polish zloty against the euro exhibited, on
average, a relatively high degree of volatility over the reference period. On 17 June
2026 the exchange rate stood at 4.241 zlotys per euro, i.e. the zloty was 1.9%
stronger than its average level in June 2024.

Over the reference period from June 2025 to May 2026, long -term interest rates
in Poland stood at 5.4% on average and were th erefore above the reference
value of 5.1% for the interest rate convergence criterion. The differential
between long-term interest rates in Poland and the euro area (GDP-weighted)
interest rate declined, stood at 2.3 percentage points at the end of the reference
period. Capital markets in Poland are smaller and much less developed than those in
the euro area.

Polish law does not comply with all the requirements for central bank

independence, confidentiality, the monetary financing prohibition and legal
integration into the Eurosystem.  Poland is an EU Member State with a derogation
and must therefore comply with all adaptation requirements under Article 131 of the
Treaty.

4.4 Romani a

In May 2026 the 12-month average rate of HICP inflation in Romania was 8.4%,
i.e. considerably above the reference value of 2.7% for the criterion on price
stability. This rate is expected to remain elevated over the coming months, owing
partly to higher commodity prices and broadening inflationary pressures related to
the war in the Middle East. At the same time, favourable base effects due to the
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4.5

2025 increase in indirect taxes and in domestic electricity prices amid weak private
consumption are likely to exert a downward impact on inflation in the near term.
There are concerns about the sustainability of inflation convergence in Romania over
the longer term. Unless offset by an appreciation of the nominal exchange rate, the
catching-up process in terms of GDP per capita and price levels may result in
positive inflation differentials viszaZis the euro area, especially if it were to be
accompanied by unsustainable developments in credit and asset prices.

Romania has been subject to an excessive deficit procedure since 2020.

Romaniab s gener al gover nme7B% in R02S igeesignifidaatly i c i t
above the 3% reference value, while its debt-to-GDP ratio was 59.3%, i.e. below the
60% reference value. Romania should bring its excessive deficit to an end by 2030.

In June 2026, the European Commission held R 0 ma n exae8séve deficit

procedure in abeyance.

Over the reference period from 18 June 2024 to 17 June 2026 , the Romanian
leu did not participate in ERM Il but traded under a flexible exchange rate
regime involving a managed fl oatThef t he
exchange rate of the Romanian leu against the euro exhibited, on average, a low
degree of volatility over the reference period. On 17 June 2026 it stood at 5.232 lei
per euro, i.e. the leu was 5.1% weaker than its average level in June 2024. Banca
NaSi onal £ enterRdbamepalinecarrangement with the ECB in June 2020,
under which it c cdbilliahadaiost higlo-quality purotdenontindted
collateral to provide euro liquidity to Romanian financial institutions. This agreement
remained in place over the reference period as it was extended again in January
2025 for a period of two years.

Over the reference period from  June 2025 to May 2026, long -term interest rates
in Romania stood at 6.7% on average and were therefore above the 5.1%
reference value for the interest rate convergence criterion. The differential
between long-term interest rates in Romania and the euro area (GDP-weighted)
interest rate declined marginally to stand at 2.7 percentage points at the end of the
reference period. Capital markets in Romania are much smaller than those in the
euro area and are still underdeveloped.

Romanian law does not comply with all the requirements for central bank
independence, the monetary financing prohibition and legal integration into

the Eurosystem. Romania is an EU Member State with a derogation and must
therefore comply with all adaptation requirements under Article 131 of the Treaty.

Sweden

In May 2026 the 12-month average rate of HICP inflation in Sweden was  2.2%,
i.e. below the reference value of 2.7% for the criterion on price stability.  This
rate is expected to decrease gradually over the coming months, mainly reflecting
lower value added tax on food and the pass-through of the exchange rate
appreciation in 2025. However, this decline is likely to be partly offset by higher
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commodity prices and broadening inflationary pressures related to the war in the

Middle East.Inf | ati on i n Sweden is expected to rema
targetin 2026 and 2027. Looki ng ahead, Swedends monetar
stabilityZriented institutional framework should continue to support the achievement

of price stability.

Sweden is currently not subject to a Council Decision on the existence of an

excessive deficit. Swedends gener al gover A.8aiGDPhnudget
2025, i.e. well below the 3% reference value, and its debt-to-GDP ratio was 35.1%,

i.e. well below the 60% reference value.

In the two -year reference period from 18 June 2024 to 17 June 2026 , the

Swedish krona did not participate in ERM II but traded under a flexible

exchange rate regime. The exchange rate of the Swedish krona against the euro

exhibited, on average, a high degree of volatility over the two-year period. On 17

June 2026 the exchange rate stood at 10.891 kronor per euro, i.e. the krona was

3.5% stronger than its average level in June 2024. Over the reference period,

Sveriges Riksbank maintained a swap agreement with the ECB for borrowing up to

010 billion in exchange sheeminfheesiddedh kr onor ,
December 2007.

Over the reference period from  June 2025 to May 2026, long -term interest rates
in Sweden stood at 2.6% on average and th erefore remained well below the
5.1% reference value for the interest rate convergence criterion. The differential
between long-term interest rates in Sweden and the euro area average interest rate
recorded a very small increase, standing at -0.7 percentage points at the end of the
reference period. Capital markets in Sweden are highly developed compared with
those in the euro area.

Swedish law does not comply with all the requirements for central bank
independence, the monetary financing prohibition and legal integration into

the Eurosystem. Sweden is an EU Member State with a derogation and must
therefore comply with all adaptation requirements under Article 131 of the Treaty.
Pursuant to the Treaty, Sweden has been under the obligation to adopt national
legislation with a view to integration into the Eurosystem since 1 June 1998.
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5 Examination of econon

I n 1 ndividual countri
5.1 Czech Republic
5.1.1 Price devel opment s

In May 2026 the 12-month average rate of HICP inflation in the Czech Republic
was 1.9%, i.e. well below the reference value of 2.7% for the criterion on price
stability (Chart 5. 1.1). This rate is expected to increase gradually over the coming
months, driven mainly by higher commodity prices and broadening inflationary
pressures related to the war in the Middle East.

Over the past ten years the 12 -month average rate of HICP inflation  has
fluctuated within a very  wide range, from 0.3% to 16.8% . During the second half
of the 2010s, inflation dynamics were marked by solid economic growth and by
labour productivity growth being outpaced by growth in compensation per employee.
The outbreak of the COVID-19 pandemic in 2020 sparked a contraction in economic
activity and initially dampened inflationary pressures. To counteract the economic

i mpact of the pan dmmiareduced.its mdin§olicy8ateo d n 2
significantly over that year, down to 0.25%. In 2021 large increases in energy and
commodity prices, together with global supply bottlenecks, exerted significant
upward pressure on inflation. These inflationary pressures were exacerbated in the
wakeof Russi ads invasion of Ukavesagingd4.8%roveltitie2 2, wi
year (Table 5.1.1). ThisledL e s k § n 8§ r o td sighificandyrtighten its monetary
policy, raising its main policy rate by a cumulative 675 basis points, up to 7% in June
2022, and to intervene in foreign exchange markets to limit exchange rate volatility.
At the same time, the Czech Government introduced measures to mitigate the
impact of rising energy prices, mainly in the form of transfers to households and
firms. From 2023 inflation decreased markedly, supported by the tight monetary
policy stance, lower global energy prices, the unwinding of supply bottlenecks and
the governmentd energy relief measures. In response to this decline, L e s k §odmi §
banka gradually eased its monetary policy stance, reducing its main policy rate by a
cumulative 350 basis points between December 2023 and May 2025.

In May 2026 the annual rate of HICP inflation  stood at 1.8%. The downward trend
in inflation observed in 20257 reflecting waning external inflationary pressures,
cautious monetary policy easing and an exchange rate appreciation i continued in
the first two months of 2026, with inflation hovering around 1%. However, in March
inflationary pressures started to increase again, largely on the back of a rebound in
energy prices amid the heightened geopolitical tensions related to the war in the
Middle East. In response, the authorities introduced measures aimed at mitigating
the impact of higher energy prices. These measures, which include a reduction in the
excise duty on diesel, regulation of retail fuel margins and the release of state oil
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reserves, are expected to cushion the inflationary pressures. As with the other
central and eastern European countries under review, the Czech Republic is
particularly vulnerable to global energy shocks, owing to the relatively high energy
intensity of its economy and the relatively large share of energy in the consumption
basket.

The orientation of monetary policy towards price stability has played a pivotal
role in shaping inflation dynamics in the Czech Republic over the past decade.
Since 2001 L e s k 8 n § r obdeflationliaegat kas been defined in terms of the
national consumer price index, initially as a continuously declining band and then as
a flat point target from 2006. The target was set at 3% (+1 percentage point) in 2006
and lowered to 2% (+1 percentage point) in 2010 to bring it more into line with the
euro area price stability standards.| n November 2013 Lesk8 n8rod
intervened to weaken the domestic currency and introduced an exchange rate floor
to fulfil its mandate to maintain price stability. This commitment to a minimum
exchange rate visZZsis the euro was then abandoned in 2017, and the exit from the
regime proceeded smoothly, with a gradual appreciation of the exchange rate. This
marked the first step towards normalising domestic monetary conditions and was
followed by several interest rate adjustments, in both directions, aimed at
safeguarding price stability in a changing macroeconomic environment.

Inflation in the Czech Republic is expected to remain above the central target

of 2% over the forecast horizon. Accordingt o t he European Commi ssi
2026 Economic Forecast, HICP inflation is expected to rise to 2.7% in 2026 and
2.8% in 2027. The near-term inflation outlook mainly reflects upward pressures
stemming from higher energy prices due to the war in the Middle East. In addition,
labour market conditions remain tight despite signs of a softening, with robust wage
growth contributing to underlying inflationary pressures. These forecasts are subject
to considerable uncertainty in terms of the evolution of energy prices, their pass-
through to other price components and the geopolitical situation, especially in view of
the sensitivity of the Czech economy to external shocks. Risks to the inflation outlook
are tilted to the upside, as further volatility in global commodity prices and renewed
global supply bottlenecks could lead to more broad-based inflationary pressures.
This includes through the emergence of indirect and second-round effects,
particularly given that the Czech Republic has a high energy intensity of production
and that its economy is deeply rooted in regional and global supply chains. Looking
further ahead, unless offset by an appreciation of the nominal exchange rate, the
ongoing catchingZip process may result in positive inflation differentials visZaZsis the
euro area. GDP per capita and price levels in the Czech Republic remain below the
euro area average, despite being relatively high compared with those in other central
and eastern European countries under review. While equilibrium inflation differentials
associated with the catching-up process tend not to be very large, they may become
a concern if they are accompanied by potentially unsustainable developments in
credit and asset prices. To prevent the build4ip of excessive price pressures and
macroeconomic imbalances, the catching4ip process needs to be underpinned by
appropriate macroeconomic and structural policies.
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Achieving an environment thatis conducive to sustainable convergence in the
Czech Republic requires targeted structural reforms to strengthen
competitiveness and support potential growth . Reducing administrative burdens,
stepping up the digital transition and improving the business environment would help
boost productivity and strengthent he Cz e ¢ h Riigpatibnlin tre &iagle
Market. While the country is gradually shifting from an economy led by
manufacturing towards a more diversified economic structure, with ICT and financial
services gaining prominence, further progress in this regard and support for
innovation-driven sectors would be beneficial. In view of adverse demographic
trends, it would also be beneficial to address labour shortages, including by
increasing labour force participation, particularly among young people and women
with children. In the energy sector, recent policy initiatives are expected to
strengthen energy security over the longer term. Nevertheless, the economy remains
exposed to volatility in imported energy prices in the short to medium term. With
regard to macroeconomic imbalances, the European Commission did not select the
Czech Republic for an in-depth review in its Alert Mechanism Report 2026.

Financial sector policies should be aimed at safeguarding financial stability

and ensuring that the financial sector contributes to sustainable economic
growth . The resilience ofthe Cz e ¢ h R e pamking sectdd is underpinned by the
relatively large capital and liquidity buffers held by banks. Furthermore, banks have
remained profitable, and non-performing loan ratios are still low. Risks in the
financial sector currently appear to be contained, with vulnerabilities concentrated
mainly in the real estate sector. Rapid property price growth alongside strong
mortgage lending to households, rising institutional investor activity and greater use
of investment mortgages have contributed to more widespread financial risks,
including in terms of possible spillovers to corporate lending. In addition, the recent
spike in inflation, heightened uncertainty and the still elevated level of interest rates
mean that liquidity-constrained households may face increased debt servicing
difficulties, particularly in the mortgage segment. To mitigate thisrisk, Le s k 8 n8r odn?
banka issued a recommendation that lenders apply stricter loan-to-value and
debt-to-income limits for investment mortgages from 1 April 2026. It is also
maintaining a cautious, data-driven macroprudential stance, with a readiness to take
further preventive measures if risks intensify. In order to bolster confidence in the
financial system, the national competent authorities can further improve their
supervisory practices by, among other things, following the applicable
recommendations from the relevant international and European bodies, and by
collaborating closely with other national supervisors of EU Member States within the
supervisory colleges.

5.1.2 Fiscal devel opments

The Czech Rgempuwygdvermmérg budget deficit stood below the 3%
reference value in 202 5 and its debt was below the 60% reference value . Inthe
reference year 2025, the general government budget balance recorded a deficit of
2.1% of GDP, i.e. below the 3% deficit reference value. The general government
gross debt-to-GDP ratio stood at 44.3%, i.e. below the 60% reference value (Table
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5.1.2). Compared with the previous year, the government deficit-to-GDP ratio
increased by 0.1 percentage points, whereas the debt-to-GDP ratio increased
slightly by 1.0 percentage points. With regard to other fiscal factors, the deficit ratio
did not exceed the ratio of public investment to GDP in 2025.

The Czech Republic is currently not subject to a Council Decision on the
existence of an excessive deficit.  The Czech Republic is subject to the preventive
arm of the Stability and Growth Pact. In June 2026, the European Commission found
thattheCz e c h R e p u b Inét expenditiengmowth ih 2025 and its projected
annual net expenditure growth in 2026 were above the ceilings recommended by the
Council, while the 2025 cumulative growth rate was below the ceiling. The projected
cumulated deviation for 2026 was within the flexibility provided for by the national
escape clause for defence expenditure. The Council activated this national escape
clause on 8 July 2025, which allows the Czech Republic to deviate from the net
expenditure path if this is due to higher defence expenditure. This clause covers a
period of four years and a maximum of 1.5% of GDP in flexibility. Therefore, the
Czech Republic was assessed as being compliant with the recommended maximum
growth rate of net expenditure in 2025 and was projected to be compliant in 2026.
Previously, the Czech Republic was subject to the preventive arm of the Stability and
Growth Pact from 2014 to 2019, during which time its medium-term objective of a
structural deficit of no more than 1% of GDP was consistently met. The deficit
reference value was breached between 2020 and 2023 without triggering the
initiation of the excessive deficit procedure. For the years 2020-22, in which the
general escape clause under the Stability and Growth Pact applied, the Commission
considered that, given the high uncertainty surrounding the macroeconomic outlook,
decisions on whether to place a Member State under the excessive deficit procedure
should not be taken. In 2023 the breach of the reference value was assessed as
being significant and not exceptional but temporary, as the European Commission
had not projected the deficit to exceed 3% of GDP in 2024 and 2025. Taking into
account mitigating relevant factors, the Commission concluded that the Czech
Republic fulfilled the deficit criterion of the Stability and Growth Pact.

Following the pandemic, the structural deficit declined as of 2022 but remained
large historically and cyclical factors still contributed negatively to the

government balance . Prior to the pandemic, the budget balance recorded an
average surplus of 0.8% of GDP between 2016 and 2019 (Chart 5.1.2). With the
pandemic shock in 2020, the deficit widened to 5.6% of GDP on account of fiscal
measures in response to the pandemic and cyclical factors, thereby reflecting the
deterioration in the general economic situation. The budget balance improved by 2.6
percentage points in the period 2021-22 as a result of cyclical factors reflecting the
economic recovery in 2021 and consolidation efforts implemented in 2022. Further
improvements in the deficit ratio up to 2025 mostly stemmed from the phasing-out of
energy-r el ated measures taken in response to RuU:
implementation of further consolidation. However, these gains were partly offset by
negative cyclical factors. As a result, the deficit in 2025 was 2.4 percentage points
higher than the level seen in 2019, the year before the outbreak of the pandemic.
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The debt -to-GDP ratio has increased over recent years but has  remain ed below
the 60% reference value. Over the four years prior to the pandemic, the debt ratio
decreased by 6.7 percentage points, from 36.2% of GDP in 2016 to 29.6% of GDP in
2019. This reduction was mostly driven by primary surpluses and favourable interest-
growth differentials. The pandemic triggered an 11.1 percentage point increase in
the debt ratio between 2019 and 2021. This was mainly on account of large primary
deficits, as expenditure increased strongly to finance measures to mitigate the
adverse impact of external shocks on households and firms. Since 2021, the debt-to-
GDP ratio has continued to increase, reaching a new peak of 44.3% of GDP in 2025,
almost 15 percentage points higher than in 2019.

The level and structure of government debt protect the Czech Republic from

any sudden changes in market conditions, with the bulk of debt at long -term
maturities and most denominated in local currency. The share of government
debt with a short-term maturity is low (5.6% in 20257 Table 5.1.2). Taking into
account the share of debt with a variable interest rate and the overall level of the
debt ratio, fiscal balances are relatively insensitive to changes in interest rates. The
proportion of foreign currency-denominated government debt is low (6.3% in 2025)
and predominantly denominated in euro, and since 2019 it has remained below the
2016-20 average (12.8%). Considering the size of the debt ratio, fiscal balances are
relatively insensitive to changes in exchange rates.

The European Commission & Spring 2026 Economic Forecast predicts a
deterioration in the budget balance and a slight increase in the public debt

ratio . According to the European Commission& Spring 2026 Economic Forecast, the
headline balance is expected to deteriorate to a deficit of 2.8% of GDP in 2026, still
below the 3% reference value. The increase in the general government deficit also
stems from the increase in public salaries on account of higher nominal wages, while
social spending is expected to remain contained owing to a reduced indexation of
pensions. In response to the energy price shock following the outbreak of the war in
the Middle East, the Czech Republic implemented limited fiscal energy measures,
including the regulation of retail fuel margins and a reduction of excise duty on diesel
fuel. These measures are temporary, with the option of extension if warranted. The
deficit is projected to increase further in 2027 to 2.9% of GDP, mainly on account of
reduced capital revenues resulting in a contractionary fiscal stance. The debt ratio is
projected to continue increasing moderately to 45.8% of GDP in 2026 and 47.2% of
GDP in 2027.

The Czech Republicds fi scabeingappliedr nance
effectively , but further progress is warranted. Recently adopted changes in the
national fiscal rules are consistent with reforms to EU fiscal rules. Based on the new
legislation, the determination of consolidated expenditure frameworks for the state
budget and state funds is consistent with new European legislation on the net
expenditure rule. National legislation implementing the EU Directive on requirements
for budgetary frameworks was adopted in 2017. Since then, the Fiscal Council has
become operational and has issued reports on long-term sustainability and on
compliance with the budgetary rules. However, its mandate remains relatively
narrow, as it excludes the production of macroeconomic and budgetary forecasts or
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5.1.3

any analysis or impact assessment of fiscal policies except in the area of pension
insurance. Furthermore, access to information could also be improved.

The Czech Republic faces medium risks to fiscal sustainability over the

medium and long term. The European Commission& 2025 Debt Sustainability

Monitor shows that the Czech Republic faces medium fiscal sustainability risks over

the medium term, mainly on account of rising ageing costs and a projected initial

budgetary position with a 0.5% of GDP structural primary deficit in 2026, which

appears ambitious compared with its historical average. With regard to long-term

risks, the Czech Republic was found to face medium fiscal sustainability risks, mainly

on account of projected increases in ageing costs. This assessment is unchanged

compared with the 2023 Debt Sustainability Monitor despite the 2024 pension

reform, which increased the retirement age to 67 and adjusted the pension benefit

calculation. According to the 2024 Ageing Report, prepared by the Ageing Working

Group (AWG) of the EU6s Economic Policy Comn
record a notable rise in age-related public expenditure (3.7 percentage points of

GDP by 2070) under the baseline projection, from a level of 20.6% of GDP in 2022.

Undert he AWGO6s risk scenari o, t62percentageease was
points of GDP. It is estimated that the pension reform adopted in 2024 will reduce

pension costs by 1.4 percentage points by 2070, but health and long-term care

spending continue to weigh on the long-term sustainability of public finances.%®

There is also additional pressure from defence spending.

Looking ahead, a prudent fiscal policy  will be needed to safeguard the
sustainability of public finances  and compliance with the requirements of the
Stability and Growth Pact . Notwithstanding the current moderate debt-to-GDP
ratio, a consistent and prudent fiscal policy is required to build a sufficient fiscal
buffer to alleviate adverse shocks while ensuring compliance with the reformed EU
governance framework. Further consolidation as of 2026 will be needed to ensure
that net expenditure growth remains within the ceilings set in the Council
recommendation while addressing rising spending pressure.

Exchange rate devel opment s

In the two -year reference period from 18 June 2024 to 17 June 2026, the Czech
koruna did not participate in ERM Il but traded under a flexible exchange rate
regime. Over the reference period the Czech koruna was mostly close to its June
2024 average exchange rate against the euro of 24.779 korunas per euro, which is
used as a benchmark for illustrative purposes in the absence of an ERM Il central
rate (Chart 5.1.3). The maximum upward deviation from this benchmark was 2.6%,
whereas the maximum downward deviation amounted to 2.7%. On 17 June 2026 the

% |'n April 2025, the Ministry of &rnarce nofulpéel B26Z42ech R
Ageing . Reepocount oashef iClech Republtier dependibers dromjgect i |
prepared i n ctoloEpuerroapteiaonn Gaointnhi s s ioonn tahned btahsei sSAWGS t he ne
ref ofrhre. pension | awaaaptusd meenad&mnadaswi 202dhanges becomin
effective as of January 2025 at the earliest. See Eur
Commi t2®24 Agei rEcoRmeopoBudget ary Projections for the EL
(202Q@7005)ur opean Economy | n8lbi2ddjokRalopPapar Commi ssion,
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exchange rate stood at 24.147 korunas per euro, i.e. the koruna was 2.5% stronger
than its average level in June 2024. Over the past ten years the Czech koruna has
appreciated by 10.8% against the euro.

The exchange rate of the Czech koruna against the euro exhibited, on average,
arelatively high degree of volatility over the two  -year reference period. The
koruna was broadly stable against the euro from June 2024 until spring 2025. It then
strengthened in the course of 2025 and stabilised again at the beginning of 2026.
The strengthening reflected the widening of positive interest rate differentials vis-a-
vis the euro area and capital inflows, mainly owing to an improvement in the
countryo6s fpeformanagrn spite af digh trade uncertainty and the
imposition of new tariffs by the United States. Short-term interest rate differentials
against the three-month EURIBOR were relatively wide over the reference period
and stood at 1.4 percentage points in the three-month period ending in May 2026.

Over the past ten years the Czech koruna has appreciated in HICP-based real
effective terms (Chart 5. 1.4). Overall, this appreciation in real terms mainly
reflected developments in the nominal effective exchange rate. However, the
relatively high level of inflation following the two episodes of sharp rises in energy
prices in 2022 and in t he sdnpasionoigUkraifeai0 26, f o
the start of the war in the Middle East respectively, have also contributed to the
upward pressure on the real effective exchange rate. Looking ahead, this indicator
should be interpreted with caution, as the Czech Republic has been subject to a
process of economic convergence in terms of GDP per capita and price levels over
the past few decades, which complicates 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 net foreign liabilities have declined

(Table 5.1.3). The combined current and capital account surplus rose from 1.0% of
GDP in 2023 to 3.3% in 2024 and 2.2% in 2025, reflecting an improvement in the
trade balance. The primary income deficit was largely stable at 4.4% of GDP in 2024
and 4.6% of GDP in 2025. On the financing side, the Czech Republic recorded
positive net inflows of portfolio investment that counterbalanced net outflows of direct
investment and other investment on average from 2021 to 2025. After reaching a low
of 62.8% in 2023, gross external debt increased again and stood at 66.4% in 2025.
At the same time, the net international investment position improved further, rising
from -22.3% of GDP on average in the period 2016-20 to -13.3% in the period 2021-
25. Fiscal and structural policies continue to be important for supporting external
sustainability and the competitiveness of the economy, especially in a more volatile
environment characterised by protracted geopolitical tensions and recurring
commodity price shocks.

The Czech economy is well integrated with the euro area through trade and
investment linkages. In 2025 exports of goods and services to the euro area
constituted 60.8% of total Czech exports, whereas imports of goods and services
from the euro area were stable at 50.2% of total imports. In the same year the share
of the euro area in the stock of inward direct investment stood at 76.4% and its share
inthe ¢ 0 u n tstock 6f portfolio investment liabilities was 63.6%. The share of the
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Czech Republicdéds stock of foreign assets inv
65.7% in the case of direct investment and 72.5% for portfolio investment in 2025.

514 Lontgerm interest rate development s

Over the reference period from June 2025 to May 2026, long  -term interest rates
in the Czech Republic stood at 4. 5% on average and were th erefore below the
5.1% reference value for the interest rate convergence criterion (Chart 5. 1.5).

Long Zerm interest rates in the Czech Republic stood at 4. 9% at the end of the

reference period, having been less than 1% at the start of 2016 . In 2016 long-

term interest rates in the Czech Republic stood at very low levelsas Les k8 n8rodn
banka implemented an accommodative monetary policy stance in a context of

gradual economic recovery combined with moderate inflationary pressures. A pick-

upin the gl obal and domestic economic cycl e |
tighten monetary policy as of mid-2017, but the upswing proved to be short-lived.

After reaching levels above 2% in 2018, long-term interest rates fell to new lows i

around 1% 1 in the summer of 2020, reflecting mounting global geopolitical tensions,

the uncertainty about the outcome and implications of the Brexit process and, most

notably, the surge in the pandemic. Against this background, by mid-2020 the central

bank had reduced the two-week repo rate i the main policy rate i to its lowest level

since August 2017. From summer 2020 until the end of 2022 long-term interest rates

rose sharply i initially due to the ensuing recovery in the domestic cycle and later

amid risks of higher and persistent inflation as a result of the Russian invasion of

Ukraine. The moderation of the domestic and global cycle that followed in 2023 was

accompanied by a gradual decline in long-term interest rates, which stabilised at

around 4% in 2024 and remained close to that level until mid-2025. Between 2023

and May 2025, the central bank successively cut the two-week repo rate until it

reached 3.5% (down from 7.0% in June 2022). From April 2025 onwards long-term

interest rates steadily increased to reach 4.9% at the end of the review period in a

context of economic recovery, a tight labour market and loose fiscal policy. Credit

default swap spreads for Czech government debt were stable over the review period,

at around 50 basis points, remaining the lowest among the group of countries in the

region. The government debt of the Czech Republic issued in domestic (foreign)

currencyi s rated high investment grade by all th
Aa3 (Aa3); S&P: AA (AA-); Fitch: AA- (AA-)).

The long -term interest rate differential  of the Czech Republic vis -a-vis the euro
area average has increased marginally over the review period . The long-term
interest rate differential increased steadily from 2016 until June 2022, when it
reached a historical high of 2.9 percentage points (3.6 percentage points vis-a-vis
the euro area AAA yield; Chart 5.1.6). Subsequently, the increase in yields on euro
area government debt led to the gradual compression of the spread to less than one
percentage point in February 2024. After a period of virtual stability, the differential
increased slightly in April 2025, possibly pricing in a small risk of an increase in both
inflation and the cost of public spending relative to the euro area. As a result, the
interest rate differential stood at 1.4 percentage points in May 2026 (and 1.8
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percentage points vis-a-vis the euro area AAA yield). The outbreak of the war in the
Middle East did not have a significant impact on the long-term interest rate
differential.

Capital markets in the Czech Republic are smaller and much less developed
than those in the euro area (Table 5. 1.4). Stock market capitalisation in the Czech
Republic stood at 13.3% of GDP in 2025, which is above the average value recorded
over the period 2016-25. The volume of outstanding debt securities issued by
non-financial institutions, a measure of market-based indebtedness, has increased in
recent years to reach 5.3% of GDP in 2025. This is in line with the average of 5.5%
for the period 2016-25. Debt securities issued by financial institutions have also
decreased over the past three years to stand at 13.0% of GDP in 2025, which is
slightly lower than the average value of 13.8% observed during the period 2016-25.
Financial intermediation, as measured by MFI credit to the non-government sector,
remained in line with its average value for the period 2016-25 and stood at 52.8% of
GDP in 2025, slightly over half the euro area average. In2 025 t he Czech Repl!l
banking sector increased the funding it obtains from euro area banks compared with
the previous year, with claims of euro area MFIs on resident MFls standing at 17.3%
of total liabilities of resident MFIs. The development of the capital markets in terms of
size and intermediation capacity remains limited but is comparable with that of other
non-euro area EU Member States in central and eastern Europe.

5.15 Statistical tables and charts

5151 Czech RépPublkiecdevel opment s

Chart 5.1.1

HI CP inflation dhd reference value
(annual percentage changes)
— HICP

HICP (12-month moving average)

® Reference value

20.0 20.0
17.5 17.5
15.0 15.0
12.5 12.5
10.0 10.0
75 7.5
5.0 5.0
25 —/\/-——"\/M\_,/W‘/\ TN~ v ~ 25
0.0 = 0.0
-2.5 -25

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

Sources: European Commi ssion (Eurostat) and ECB calculations.

1) The basis of the calculation of the reference value faowrertabgee peri od
of the annual percentage changes in the HICP for Cyprus, eFrisnce and D
2. 7%
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Table 5.1.1

Measures of inflation and related indicators
(annual percentage changes, unless otherwise indicated)

2016 20t 202

2035 2030 2035 202 202) 202 202|202 202%| 2027
Measures of inf
HI CP 4 .t 2. 6. ¢ 3.0 14. 12. 2.7 2.1 2.7 2. ¢
Al G enel ndl BE 4 2 6.¢ 3.¢ 12. 9.: 3.: 3 2. ¢ 2.t
food and energy
HI CP at cons®an 4. ¢ 2. 6.7 3.:¢ 14. 12. 2.1 2.
CPI 4 . ¢t 2. . 6. ¢ 3.¢ 15. 10. 2. ¢ 2.8 2. % 2.
Private consump 4.t 2. ¢t 6.t 4.0 14. 8.¢ 3.: 3.( 3.7 2. ¢
GDP defl ator 4. 2B B0 4. ( 8.7 8. ¢ GRS 8. R 2.0 3. !
Producef) prices 3.7 0. ¢ 6.¢ 7.1 24. 5. 0.¢& -0.¢
Rel ated indicat
Re &GIDP gr owt h 1. ¢ 1.7 2. ! 4. ( 2. ¢ 0. ( 1.1 2. ¢ 1. ¢ 2. ¢
GDP per caplita
(euro area = 10 87 87 87 87 85 87 86 88
Comparative pri
(euro area = 10 75. 69. 84. 79. 85. 87. 84.
Output) gap 0.: 0.¢ 0.7 -0.¢ O0.¢ -1.¢ -1.% -0.% -0.: 0.t
Unempl oymen® ra 2.7 2.7 2.6 2.6 2.0 2.¢ 2.¢ 2.t 3. 3.:¢
Unit | abour cos
economy 5. 4 4. ¢ 5.t 3.¢ 5.« 8.+« 5 4. ¢ 3. ¢ 2. ¢
Compensation pe
whol e economy 6 7. ¢ 4.¢ 3 3. ¢ 6.¢ 4 5. ¢ 5. ¢ 4. ¢
Labour producti Q ] R i . 3
economy 0 2. ¢ 0.7 O 1 1 0. ¢ 0 1 2. ¢
| mports of good
deflator 1 0. ¢ 3.: 4 13. 2.0t 3. -1 4 0. ¢
Nominal effectd 2.C 1.¢ 2 3.¢ 3.¢ 4.¢ 3 9.
rate
Money s(uvdyl y 7.t 8. ( 7.0 7.: 6.¢ 9.t 7.0 4.
Lending f¥m ba 7. ¢ 6. ¢ 7.¢ 10. 8.( 6.( 5.t 8.:
Stock priced (P 180. 7.« 161. 38. -15. 17. 24. 52.
Residenti al pro 9. ¢ 9. ( 9.¢ 19. 16. 1.7 5. 10.
Sources: Eur opean Commi s sG@eonne r(alurfoosrt aEtc,o nboinriecc taonrda tFei nanci al Affairs),
supply, Il ending from banks and ECB calculations based on LSEG data fo
1) Mwnnual averages calculated using the geometric mean, except for GI
and unemployment rate, for which the arithmetic mean is used.
2) Data from the European Commissiondés Spring 2026 Economic Forecast.
3) The difference between the HICP and the HICP at const@asnt tax rates
(e VAT and excise duties) on the overall rate
of inflation. This impact as$btmesgh D@l taandaitescaangesous passprice
4) Domestic sales, total industry excluding construction.
5) PPS stands for purchasing power standards.
6) Percentage difference from potential GDP: a positiveGDRegative) si
7) Definition conforms to International Labor Organization guidelines
8) EAEOR group of trading partners. A positive (negative) sign indicates
9) The series includes repurchase agreements with central counterpart
10) Adjusted for the derecognition of |l oans from the MFI statistical
11) 4dMwhwial and annual figures represent the percentage change between
period.
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5.1.5.2 Fiscal devel opments

Chart 5.1.2
Gener al government balance and debt

(as a percentage of GDP)

. Government balance (left-hand scale)
Government debt (right-hand scale)
- - Reference values (government balance: -3%; government debt: 60%)

® 50
-8 40
-10 30
-12 20
-15
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Sources: European System of Central Banks and European Commission (Eu

Table 5. 1.2
Government budgetary devel opments and projec

(as a percenutnalgees sofotGDeP,wi se indicated)

22(?§>56 22821)0 2235)5 202| 202|202|202|202|202%| 2027
Government bal a -1, ¢ 0. ¢ 83.¢{ H.( 83.: 3.7 2.( -2.: 2. ¢ 2. ¢
Total revenue 40. 40. 40. 40. 40. 40. 41. 41. 40. 39.
Current revenue 39. 39. 39. 39. 39. 39. 40 . 40 . 39. 38.
Direct taxes 8. ! 8. ¢ 8. ( 7. ¢ 7.t 8. ( 8. ¢ 8. ¢ 7. ¢ 7. ¢
Indirect taxes 11. 11. 11. 11. 11. 10. 10. 10. 10. 10.
Net social cont 15. 15. 15. 16. 15. 15. 15. 15. 16. 15.
Other curr¥nt r 4. ¢ 4.7 5.( 4.t 5.: B.2d B.: 5. ( 4. ¢ 4.7
Capital revenue 0. ¢ 0. ¢ 0.¢ 0.¢ 0.¢ 0.¢ 0.¢ 1.¢( 0. ¢ 0. ¢
Tot al expenditu 42 . 40 . 43 . 45 . 43 . 44 . 43 . 43 . 43 . 42 .
Current expendi 37. 36. 38. 39. 37. 38. 37. 37. 37. 37.
Compensation of 9.1 9.t 9.¢ 10. 9.¢ 9.¢ 9.¢ 9.7 10. 10.
Soci al benefits 16. 15. 16. 17. 16. 16. 17. 16. 16. 16.
Interest payabl 1. ¢ 0. ¢ 1.2 0. 1.: 1.:¢ 1.& 1.1¢ 1. ¢ i . 4
Other currert e 10. 10. 10. 11. 10. 10. 10. 10. 9. ¢ 9.7
Capital expendi 5. ¢ 4.7 5.f 5.¢« 5.t 5., 5.7 5.7 5. ¢ 5. ¢
of which: I nves 4. 3. ¢ 4. ¢ 4. ¢ 4 .t 4. ¢ 4 .7 5.1 5. ( 4.7
Cyclically adju A.¢ 0.¢ 2.¢ 4.7 3.« 3.1 1. 1.¢ 2.¢ -3.:
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206 20¢t 202

2035 2030 2025 202] 202)202]) 202|202 202%| 2027
On@ff and tempo 0.C 0.C 0.C 0.C 0.C 0.C 0.¢ -0 0. 0. ¢
measures
Structur @l bala -1.¢ -0. ¢ 2.¢ 4.6 3.« 3.1 1.« -1.¢ 2. 3.
Government debt 38. 33. 42 40 42 42 43 4 4 45 47
Ayerage residua 6 6. . 6 6. . 6. 6. :
(in years)
I'n foreign curr 10. 12. 7.6 7.7 11. 7.0 6.¢ 6
of which: Eur o 9. ¢ 12. 7.t 7.¢ 10. 6.7 6. ¢t 5. ¢
Domestic owners 66 59. 72 69 70. 73 75 74.
Medi um a-ndr momg
(% of total) 97. 98. 96. 97 94. 97 96. 94.
of which: Varia
(% of total) 12. 12. 12. 11. 13. 12. 11. 10.
De f idceibtt adj ust m 0. ¢ 0.¢ 1. ¢ 1 3.(C -0.¢ 1. 1
Net acguisition 1.: 0.¢ 1.¢ 2.¢ 2.« 0.C 1.C 1
financi al asset
Currency and de 1.: 1 1.0 2 1 0.¢ 0.¢ 1
Debt securities 0. ( 0. ( o.(C o0.C O0.C O0.C O0.C 0.¢(
Loans 0. ( 0. ¢ 0. : 0 1.:¢ -0.¢ 0. 0
Equity and inve
shares or units 0. ( 0. ( o.C -0 0. -0.: 0. ( 0
Revaluation eff 0. ( 0. ( 0o.C -0 0. ¢ 0. ( 0. ¢ 0. (
of ‘which: Forei 0.¢C 0.( -0.: -0 0 0.¢C 0.( 0
holding gains/|I
ot h'ér 0.: 0.: 0. 0.¢ 0 0.¢ 0.: -0
Net expenditure 1.0 4.¢ 6. 4.
Medi-uer m $i scatl
pl an: net expen 5 4 .t 2. 2. ¢
(%)
Sources: European System ofCdremitg il oBanhkwsr ecGadadl,warliDifrasnt Bo cart emi ¢
Af fairs).
1) Mwnnnual averages calculated using the arithmetic mean.
2) Data from the European Commi ssionbés Spring 2026 Economic
3) Sales and other current revenue.
4) I ntermediate consumption, subsidies payable and other current
5) Cyclically adjust-efif bahdnoehexct emMpogaoypemeasures.
6) Original maturity of more than one year.
7) Time of recording differences and other factors (sector
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5.1.5.3

Exchange rate and external devel opn
Chart 5.1.3
Bil ater al exchahgemranheeanrdtshate differenti

(CZK/ EUR exchange rate: mont hl y -moretrte gierst; e rdb & ff le rieminen h&ett MeRINB O Ra redc

basis points, monthly values)
— CZK/EUR exchange rate (left-hand scale, inverted)

Interest rate differential (right-hand scale)

23 8
7
24
6
25 J\f/ 5
4
26 3
2
27
) 1
28 0
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Sources: European System of Central Banks and ECB calculations.
Chart 5.1. 4
Effective exXkhange rates
(EERO group of trading partners; mont hly averages; index: Q1 1999
— Nominal (left-hand scale)
Real (right-hand scale)
180 200
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170 / 180
165
—~ 170
160
160
155
150
150
o
140
145 PN
140 130
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026
Source: ECB.
1) The r4elali sE&FRHlat ed. An increase (decrease) in the EER indicates
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Table 5.1. 3

External devel opment s
(as a percentage of GDP, unless otherwise indicated)

20 N 203 202 202 202| 202|202 202| 202%| 2027
Bal ance of paym
Curren account
account *balance 1. 2. ¢ 0.« 0.« 4. .03 2. 2. ¢ 2
Current account 0. 1. ¢ 0. ¢ -2 -4 -0 1 0.7 0. ¢ 0. ¢
Goods 3. ¢ 4. ¢ 3.( 1.7 -0 3. ¢ 5 4. ¢
Services 1. ¢ 2. . 1. ¢ 1. ¢ 1. ¢ 1 1. ¢ 1. :
Pri mary i ncome 5.( 5.0 4. ¢ -5 -5 4. 4 4t
Secondary incom 0. ¢ 0. ¢ 0.t 0.« -0.¢ -0 .8 O.F
Capital account 1.° 0. ¢ 1.% 1.7 0.¢ 1.: 1.¢ 1.¢
combined girectl 2.: 4.t 0.t o0 3.¢ 0. 2.¢ 0
Direct invest me -l 2. . 0.¢% 1.7 1. -0.: -0.°¢
Portfolio inves 0.7 2. ¢ 1. 1.7 4.7 1.: -2.¢ 0.%
Ot her investmen 0. ¢ -1, 0.« 4.t -2.¢ 0.¢ 5.¢ -1.(
Reserve assets 4. 7.0 0. ¢ 4.7 4. 0. ¢ 0.! 3.
Exports of good 72. 74. 69. 70. 72. 68. 69. 66 .
| mports of good 66 . 67. 65. 66 . 71. 63. 62. 61.
g‘gits?fe?'oga“o”a' 47. 22. 13. 14. 20. 14. T.: 9.t
Gross ext%®rnal 71. 77. 66 . 72. 66 . 62. 65. 66 .
Trade with tShe
Exports of good 62. 63 . 62. 62. 63. 63. 60 . 60 .
| mports of good 51. 52. 49 . 49. 47. 49 . 50. 50.
I nvest ment posi
euro ®area
Direct inve¥®t me 72. 77. 67. 72. 66. 67. 66. 65.
Direct investme 78. 80. 77. 78. 76. 77. 76. 76.
Portfolio inf®es 70. 70. 70. 70. 69. 69. 70. 72.
Portfolio inve¥s 65. 64. 65. 72. 66 . 62. 6 4. 63.

European Systé&mrope@enCoaimi Banks ¢GEdreosatlati orDiEceontoomi &t eand Fi

al averages calculated using the arithmetic mean.
from the European Commi ssiondés Spring 2026 Economic Forecast.
Differences between totals and the sum of their components are due
HApder i od outstanding amounts.
As a percentage of the total.

ol i investment |iabilities are derived from the ECBO6s data o

n
h

OB WNEI>WN
————w—w— 0o
w]

)

C
0o
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5.1.54

Lontgerm interest rate devel

Chart 5.1.5

Lontgerm i nt¥rest rate

(monthly averages in percentages)
— Long-term interest rate
Long-term interest rate (12-month moving average)

® Reference value

3 3

2 2
\/—'\/A

1 \\\/A/ 1

0 0

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

Sources: European System of Central Banks and ECB calcul ations.

1) The basis of the calculation of the reference value

of the interest rate |l evels in Cyprus, France and Denmark pl

Chart 5.1.6

Lontgerm interest rate and HVCP t hel
(monakhklkeyages in percentage points)
— Long-term interest rate differential
HICP inflation differential
12 12
10 10
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Sources: European System of Central Banks, ECB calculations
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Table 5.1. 4

Lontgerm interest rates and indicators of fin
(as a percentage of GDP, unless otherwise indicated)
Me mo it
228;,56 2285)0 2285,5 202| 202|202 202 tJO“”Meayz euro a
2025

Lontgerm i nter ¢
Czech R&publ i { 2.t 1. 3.6 4.0 4. 4. 4. 4.t -
Euro ®ar‘ta 1.¢ 0. 2.0 1.¢ 3.: 2.¢ 3.: 3. -

Euro area AAA
teynear residua 0. ¢ 0. : 1.7 1.: 2.1¢ 2. ¢ 2.7 2.t -
mat u’ i‘ty

I ndicators of
devel opment ai
integration

Debt securiti {
financial or | 13. 12. 15. 16. 14. 13. 13. - 60.

Debt securiti {

no-hi nanci al %¢&( 5o 8 CER 4o 8.8 & 2 2 ° 14
Stock market .
capitaﬁ’isatior 11. 11. 11. 9.7 10. 10. 13. - 73.
MF | credit to
government®r e 53. 54. 53. 53. 52. 52. 52. = 95.
Claims of eurd 5y 23 17. 16. 13. 15. 17 - 26
on resi dént Mj : : : : : : : :
Sources: European System of Central Banks and ECB calculations.
1) Murdnual averages calculated using the arithmetic mean.
2) Average interest rate.
3 GDPvei ghted average offertmei retueroe satr eraatl @ gf or the purpose of assessing
4) Included for information only.
5) Outstanding amount of debt securities issued by resident MFIls (exc
corporations.
6) Outstanding amount of debtf isreamaiiali ecsori posruaetdi drys.resi dent non
7) Outstanding amount of |isted shares issued by residents at market
8) MFI (excluding national c-MMRtraesbdehk)scoetdet tbadogeséeial ngaver nme
outstanding amounts of | oans and debt securities.
9) Outstanding amount of deposits and debt securities i susruoedarbeya resi d
MFl s as a percentage of total liabilities of resideamtcaFiltsal(excluding
and reserves and remaining liabilities.
5.2.1 Price devel opment s

In May 2026 the 12-month average rate of HICP inflation in Hungary was 3.3%,
i.e. well above the reference value of 2.7% for the criterion on price stability
(Chart 5.2.1). This rate is expected to increase gradually over the coming months,
driven mainly by higher commodity prices and broadening inflationary pressures
related to the war in the Middle East.

Over the past ten years the 12 -month average rate of HICP inflation has

fluctuated within a very wide range, from 0.2% to 22.5%. Between 2016 and
2019 inflation increased gradually from very subdued levels, reaching 3.4% in 2019
on the back of robust domestic demand, strong wage growth and changes to indirect
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taxes. In 2020 it remained broadly stable despite the outbreak of the COVID-19
pandemic, as economic activity was supported by policy measures. In particular, the
Magyar Nemzeti Bank reduced its key policy rate, down to a historical low of 0.6%,
and purchased government securities in the secondary market. In 2021 inflation rose
to 5.2%, driven by the economic recovery, rising energy prices and pandemic-related
supply bottlenecks. This prompted the central bank to start a cycle of interest rate
hikes in June and gradually phase out its quantitative easing schemes. In 2022
inflation accelerated further, reaching 15.3% on average, reflecting soaring energy
and commodity prices inthe wakeof Rus si ads i nvasi onrelatdd Ukr ai n
increases in food prices, strong fiscal stimulus, an exchange rate depreciation and
robust wage growth (Table 5.2.1). To mitigate the impact of this increase in inflation,
the Hungarian Government introduced temporary price caps on motor fuels and
selected basic food items, while the Magyar Nemzeti Bank tightened monetary policy
significantly, raising its key policy rate to 13% in September 2022, setting higher
minimum reserve requirements and introducing additional liquidity-absorbing
facilities. Following a rapid depreciation of the exchange rate, it also introduced one-
day deposit tenders at an interest rate of 18%, which became its key policy rate.
After peaking in early 2023, inflation declined gradually as energy prices moderated.
The Magyar Nemzeti Bank subsequently began to ease monetary policy, reducing its
base rate to 10.75% by the end of year and reinstating it as the key policy rate. In
2024 inflation declined markedly to 3.7%, reflecting a tight monetary policy stance
and lower global energy prices. Against this backdrop, the central bank continued its
easing cycle, lowering its key policy rate to 6.5% by September that year. Despite
this disinflation, underlying price pressures remained elevated, driven by strong
wage growth, which was not backed by improvements in productivity, and persistent
services inflation. In 2025 inflation rose again, averaging 4.4%. This increase, which
was due to higher global food prices and still elevated services inflation owing to
slow-moving inflation expectations, as well as indirect tax adjustments, prompted the
central bank to pause its easing cycle.

In May 2026 the annual rate of HICP inflation  stood at 2.3 %. In the first two
months of 2026, inflation continued to decline, sustaining the downward trend
observed towards the end of 2025. This was attributable to lower energy and
commodity prices, the past monetary policy tightening, an appreciation of the
exchange rate and weaker than usual repricing activity by companies at the
beginning of the year. In this context, the Magyar Nemzeti Bank reduced its base
rate by 25 basis points to 6.25% in February 2026. However, in March inflationary
pressures started to increase again, largely on the back of a rebound in energy
prices amid the heightened geopolitical tensions related to the war in the Middle
East. In response, the authorities introduced measures aimed at mitigating the
impact of higher energy prices. These measures, which include a reduction in the
excise duty on fuel, the reintroduction of price caps on motor vehicle fuels, the
release of national strategic oil reserves and a ban on crude oil exports, are
expected to cushion the inflationary pressures. As with the other central and eastern
European countries under review, Hungary is particularly vulnerable to global energy
shocks, owing to the relatively high energy intensity of its economy and the relatively
large share of energy in the consumption basket. This vulnerability is also
exacerbated by the limited diversification of its energy supply.
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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 Nemzeti Bank has had an inflation
target of 3%, with an ex ante tolerance band of +1 percentage point, as measured by
the national consumer price index. Under this inflation-targeting framework, the
central bank has continuously adjusted its monetary policy toolkit to evolving
macroeconomic challenges. At times, this has been complicated by economic and
fiscal policies, such as the caps on bank interest rates and on consumer prices for
energy and food, and by the legal provisions restricting the purchase of debt
instruments issued by the central bank and therefore its ability to absorb liquidity.

Inflation is expected to remain  slightly above the central target of 3% over the
forecast horizon , with risks to the sustainability of inflation convergence

persist ing over the longerterm .According to the European Cor
2026 Economic Forecast, HICP inflation is expected to remain slightly above 3% in
2026 and 2027. The near-term inflation outlook mainly reflects upward pressures
stemming from higher energy prices due to the war in the Middle East, which are
being partly offset by the significant exchange rate appreciation in the first half of
2026. In addition, labour market conditions remain tight despite signs of a softening,
with robust wage growth driven partly by increases in public sector wages and the
minimum wages. These forecasts are subject to considerable uncertainty in terms of
the evolution of energy prices, their pass-through to other price components and the
geopolitical situation, especially in view of the sensitivity of the Hungarian economy
to external shocks. Risks to the inflation outlook are tilted to the upside, as further
volatility in global commodity prices and renewed global supply bottlenecks could
lead to more broad-based inflationary pressures. This includes through the
emergence of indirect and second-round effects, particularly given that Hungary has
a high energy intensity of production and that its economy is deeply rooted in
regional and global supply chains. Furthermore, a continued accommodative fiscal
stance could add to inflationary pressures. Looking further ahead, unless offset by
an appreciation of the nominal exchange rate, the catching-up process is likely to
result in positive inflation differentials vis-a-vis the euro area, given that GDP per
capita and price levels are still lower in Hungary than in the euro area. While
equilibrium inflation differentials associated with the catching-up process tend not to
be very large, they may become a concern if they are accompanied by potentially
unsustainable developments in credit and asset prices. In this context, the catching-
up process needs to be supported by appropriate policies to avoid unduly
jeopardising competitiveness and to prevent the build-up of unsustainable levels of
credit growth and other macroeconomic imbalances.

Achieving an environment that is conducive to sustainable convergence in

Hungary requires stability -oriented economic policies and wide -ranging
structural reforms.  Further improving the quality of public institutions and ensuring
that they are free from undue political interference, fighting corruption, implementing
adequate product market policies and safeguarding the rule of law, are prerequisites
for private sector-led economic growth. Enhanced governance, stronger institutions
and a better functioning administration at the national level should, among other
things, help to improve the absorption of EU funds. In this respect, it remains of
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utmost importance that the authorities address the concerns over the rule of law
expressed by the European Commission under the general regime of conditionality
for the protection of the Union budget, in order to facilitate the full disbursement of
EU funds. Hungary is also faced with structural challenges related to adverse
demographic trends and emerging skill mismatches in the labour market, which may
weigh on labour productivity and growth potential. Maintaining sound
macroeconomic policies and ensuring policy consistency will also be key to
supporting confidence and sustainable growth. With regard to macroeconomic
imbalances, the European Commission selected Hungary for an in-depth review in
its Alert Mechanism Report 2026 based on concerns related to significant price and
cost pressures, the soundness of government finances, and developments in the
housing market.

Financial sector policies should be  aimed at safeguarding financial stability T
and ultimately the functioning of monetary policy transmission i as well as
ensuring that the financial sector makes a sound contribution to sustainable
economic growth. The resilience of the banking sector in Hungary is underpinned
by the relatively strong capital and liquidity positions of its banks. Moreover, the
profitability of banks has improved, and non-performing loan ratios have declined
further. However, signs of overvaluation in real estate markets amid rising prices and
credit growth, alongside higher interest rates and past declines in the real incomes of
borrowers, may exacerbate debt servicing difficulties in the wake of adverse shocks.
Despite being partly phased out, interest rate ceilings, including on new mortgage
loans, and manifold subsidised loan schemes are distortihgb or r ower sdé i ncent |
and complicating the transmission of monetary policy. Furthermore, lending to
corporates in foreign currency may lead to significant currency mismatches and
heighten the credit risk of banks. In turn, the deterioration in the quality of loan
portfolioscouldput pressure on Atthedamedimgtaxoahd t abi | i ty.
regulatory policies aimed at incentivising banks to increase their holdings of
government debt have strengthened the sovereign-bank nexus. Enhancing the
intermediary role of the banking sector could foster economic growth in the long
term, particularly if supported by a stable business environment. In order to bolster
confidence in the financial system, the national competent authorities can further
improve their supervisory practices by, among other things, following the applicable
recommendations from the relevant international and European bodies, and by
collaborating closely with other national supervisors of EU Member States within the
supervisory colleges.

5.2.2 Fi scal devel opment s

Hungaryés gener al gdeficiewasiwelbabdve theu @% eeference
value in 20 25 and its debt ratio was above the 60% reference value. Inthe
reference year 2025, the general government budget balance recorded a deficit of
4.7% of GDP, i.e. well above the 3% reference value. The general government gross
debt-to-GDP ratio was 74.6%, i.e. above the 60% reference value (Table 5.2.2).
Compared with the previous year, the deficit ratio decreased by 0.4 percentage
points of GDP and the debt ratio increased moderately by 1.1 percentage points of
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GDP. With regard to other fiscal factors, the deficit ratio exceeded the ratio of public
investment to GDP in 2025.

Hungary has been subject to an excessive deficit procedure since 2024.
Following a recommendation from the European Commission of 8 July 2024 on the
basis of an excessive deficit in 2023, the Council decided on 26 July 2024, in
accordance with Article 126(6) of the Treaty, that an excessive deficit existed in
Hungary, and on 21 January 2025, it issued a recommendation to correct the
excessive deficit by 2026 at the latest. In June 2026, the Commission found that
Hu n g a metye&penditure growth in 2025 and its projected net expenditure growth
in 2026 (both in annual and cumulative terms) were above the ceilings
recommended by the Council. In 2025 the cumulated deviation was within the
flexibility provided for by the national escape clause for defence expenditure. The
Council activated this national escape clause on 8 July 2025, which allows Hungary
to deviate from the net expenditure path if this is due to higher defence expenditure.
This clause covers a period of four years and a maximum of 1.5% of GDP in
flexibility. That said, the corresponding cumulated deviation for 2026 is expected to
remain above 0.6% of GDP, the level above which there would be a strong
presumption of no effective action. While the excessive deficit procedure is currently
held in abeyance, Hungary is projected to be at risk of material non-compliance in
2026 and may therefore fall short of delivering effective action, which could require a
stepping-up of the procedure. Moreover, the Commission found that there is a clear
risk that Hungary will not correct its excessive deficit by 2026, which is the final year
of the corrective path.

Both cyclical and non -cyclical factors contributed to  a deterioration in the
budget balance over the period 2020-23, which was only partly reversed by

2025. From 2016 until the outbreak of the pandemic, the budget deficit was relatively
stable at between 1.8% and 2.5% of GDP. As a result of the pandemic, the budget
balance declined by 5.5 percentage points in 2020 to a deficit of 7.5% of GDP. This
was due to cyclical factors, as well as a deterioration in the structural deficit, which
rose by 3.4 percentage points between 2019 and 2021, reflecting a sharp increase in
expenditure to address the impact of the pandemic. Between 2020 and 2025, the
budget deficit decreased by 2.8 percentage points on account of an improving
structural balance. However, the budget deficit in 2025 was still 2.6 percentage
points higher than in 2019, i.e. the year before the outbreak of the pandemic.

The government debt -to-GDP ratio has remained above 60% of GDP since
2005. Prior to the pandemic, the debt ratio was on a downward path, largely
underpinned by a favourable interest-growth differential and a primary surplus.
Having declined by 9.6 percentage points since 2016, the debt ratio reached a
trough of 65.0% of GDP in 2019. It then increased markedly on account of the
impact of the pandemic, rising by 13.7 percentage points to reach 78.7% of GDP in
2020. It subsequently declined by 5.4 percentage points by 2023 on account of
economic growth and high inflation, both of which counterbalanced the primary
deficits and unfavourable deficit-debt adjustments. The downward path came to a
halt as of 2024 when the debt ratio increased slightly by 0.2 percentage points in
2024 and by 1.1 percentage points in 2025 to reach 74.6% of GDP.
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The level and structure of government debt indicate that fiscal balances are
relatively sensitive to interest rate fluctuations and sensitive to exchange rate
movements. In 2025 the share of debt with a short-term maturity amounted to 7.4%
and the average residual maturity was 5.3 years. However, the share of debt with
variable interest rates increased substantially, from 10.6% of the total debt in 2021 to
17.8% in 2025. Therefore, fiscal balances remain relatively sensitive to interest rate
changes. Moreover, Hungary increased its proportion of foreign currency-
denominated government debt, which is exclusively denominated in euro, from
20.5% in 2019 to 32.2% in 2025. Consequently, the sensitivity of fiscal balances to
changes in the exchange rate vis-a-vis the euro has significantly increased.

The European Commission & Spring 202 6 Economic Forecast foresees a
deterioration in the budget balance and a subsequent increase in the debt

ratio. According to the European Commission& latest forecast, the headline deficit is
expected to increase, reaching 6.2% of GDP in 2026, i.e. significantly above the 3%
reference value, before decreasing to 5.8% in 2027. In 2026 the deficit is projected
to widen to 6.2% of GDP, mainly due to new tax cuts targeted at households,
housing support measures and rising public sector wages, only partly offset by
extended windfall taxes. In response to the energy price shock following the
outbreak of war in the Middle East, Hungary implemented limited fiscal energy
measures, notably a reduction in excise tax rates. In 2027 the deficit is expected to
remain high, at 5.8% of GDP, owing to the growing cost of income tax measures and
the expiry of windfall taxes. The debt ratio is projected to increase to 75.1% of GDP
in 2026 and 76.8% of GDP in 2027, therefore remaining above the 60% reference
value.

No progress on reforming the fiscal framework  has been observed recently,
neither has an alignment with the new European fiscal rules been achieved nor

a transparent assessment by an independent fiscal institution been made .In
December 2019, the Hungarian Parliament adopted amendments aimed at
increasing the transparency of national fiscal rules and enhancing their
implementation. According to the adopted debt ratio rule, if the general government
debt ratio exceeds 50% of GDP, the Hungarian Parliament may only adopt an act on
the central budget which leads to a reduction in the debt level of at least 0.1% of
GDP during normal economic times. More recently, changes to the national fiscal
rules removed any numerical threshold for debt reduction. Hu n g a indgpersdent
fiscal institutions, national fiscal rules and medium-term budgetary framework remain
among the weakest in the EU according to the March 2026 fiscal governance
database update.'® Stronger emphasis still needs to be placed on the multi-annual
dimension of the budget process. In particular, the Fiscal Council of Hungary has, in
practice, only a limited role, if any, in assessing the impact of policy on long-term
fiscal sustainability and medium-term fiscal-structural plans, even though this is
provided for in the legislation. Furthermore, there are also no constraints on possible
deviations from medium-term plans or well-defined corrective actions in place in this
respect.

B Seéiscal gover nanmbottyaFtiBel@ad s Rul es astdr &ochgepk | ndex
Fi scal Il.nstitutions
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Hungary faces high sustainability risk s over both the medium and long term,
mainly due to debt being projected to be on an upward path and to remain well
above the 60% reference value, but also due to its ageing population . The
Eur opean Co mmbb ekt Sustaidakility MOnitor points to high risks in both
the medium and long term, with a projected increase in the debt ratio over the
forecast horizon. The medium-term risk has increased compared with the 2023
assessment (which pointed to a medium risk), driven by the notable increase in the
debt-to-GDP ratio and significantly worse debt dynamics over the projected horizon.
Under the baseline scenario of no policy change, the debt ratio was expected to
reach 93.7% of GDP in 2034, compared with 62.2% projected by the 2023 Debt
Sustainability Monitor. Looking at the longer term, the risks have increased from
medium, according to the 2023 Debt Sustainability Monitor, to high based on the
long-term sustainability gap indicator S2. According to the 2024 Ageing Report
prepared by the Ageing Working Group (AWG) of
Committee, Hungary would experience a significant increase in age-related
expenditure of 5.3 percentage points of GDP by 2070 under the baseline scenario,
rising from 16.0% of GDP in 2022 to 21.3% of GDP in 2070.1%® Undert he AWGO s
risk scenario, this increase is projected to be 4.0 percentage points higher than
under the baseline (mainly owing to increases of 3.1 and 1.0 percentage points of
GDP in long-term care and healthcare respectively), which is significantly above the
EU average. All these factors suggest that reforms are needed to improve the long-
term sustainability of public finances.

Looking ahead, a credible fiscal policy and further structural reforms are

crucial for putting government debt on a downward path and complying with

the Stability and Growth Pact. Hungary must ensure compliance with the
requirements of the excessive deficit procedure through further consolidation. A
credible fiscal policy is needed to safeguard the sustainability of public finances.
Consistent and multi-annual planning of fiscal policy will also ensure that Hungary
complies with the Stability and Growth Pact, reduces its public debt and maintains
buffers to alleviate adverse shocks. Policies aimed at improving tax collection and
shrinking the informal economy should continue to be pursued. Distortive tax
measures should be avoided. Since Hungary is one of the weakest performers
accordingtotheEur opean Commi ssi ono6s f i, reinfardingitso v er na
multi-annual fiscal planning and national fiscal rules as well as strengthening its
Fiscal Council would mitigate the procyclicality of fiscal policy and increase the
effectiveness of its 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. Finally, growth-friendly fiscal adjustments, based on
reversing the downward trend in government investment through careful
reprioritisation of public spending, are important.

%8 European Commi ssion and EcohdmecnBoRepypraodnBcbheej cii2
Budgetaojyections for the2Z200MeuTbepge &St aE esh g BWt | on al Pa
No 279, European .Commi ssi on, 2024
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5.2.3 Exchange rate development s

Over the reference period from 18 June 2024 to 17 June 2026, the Hungarian

forint did not participate in ERM Il but traded under a flexible exchange rate

regime. In the two-year reference period the Hungarian forint mostly traded close to
its June 2024 average exchange rate against the euro of 394.76 forints per euro,
which is used as a benchmark for illustrative purposes in the absence of an ERM Il
central rate (Chart 5.2.3). The maximum upward deviation from this benchmark was
11.5%, while the maximum downward deviation amounted to 5.4%. On 17 June
2026 the exchange rate stood at 349.68 forints per euro, i.e. the forint was trading
11.4% stronger than its average level in June 2024. The Magyar Nemzeti Bank
entered a repo line arrangement with the ECB in June 2020, under which it could
borrow up to 04 -tqualitykeuroadenonsingtad collatdral th prayitie
euro liquidity to Hungarian financial institutions in order to address possible needs.
This agreement remained in place over the reference period as it was extended
again in January 2025 for a period of two years. As this arrangement helped to
reduce the potential risk of financial vulnerabilities, it may also have had an impact
on exchange rate developments over the reference period. Over the past ten years
the exchange rate of the Hungarian forint against the euro has depreciated by
11.4%.

The exchange rate of the Hungarian forint against the euro exhibited, on

average, a relatively high degree of volatility over the reference period.

Between June and December 2024 the Hungarian forint gradually weakened,
following a series of interest rate cuts by the Magyar Nemzeti Bank and declining
interest rate differentials vis-a-vis the euro area, amid weaker global risk sentiment
and subdued economic growth, as well as uncertainty regarding the disbursement of
EU funds and regarding fiscal policies in Hungary. This trend reversed in January
2025 as the Hungarian forint started to appreciate, while the Magyar Nemzeti Bank
paused its monetary policy easing cycle and interest rate differentials started to
widen again as the risk appetite of global investors improved. After February 2026
the forint came under renewed depreciation pressures, as the Magyar Nemzeti Bank
gradually resumed its easing cycle while uncertainty about the external environment
increased again, although it appreciated strongly following the elections in April.
During the reference period short-term interest rate differentials against the three-
month EURIBOR were high, on average, and stood at 4.1 percentage points in the
three-month period ending in May 2026.

The HICP-based real effective exchange rate of the Hungarian forint has

appreciated over the past ten years (Chart 5.  2.4). While the real effective

exchange rate depreciated between 2016 and 2021, mainly reflecting the

depreciation of the nominal exchange rate in effective terms, it began to appreciate

sharply from 2022. This real appreciation reflected the very high level of inflation

following the sharp rise in energy prices in 2021, which was exacerbated by Rus si a0 s
invasion of Ukraine in February 2022. Looking ahead, this indicator should be

interpreted with caution, as Hungary is subject to a process of economic

convergence, which complicates any long-term assessment of real exchange rate
developments.
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Over the past ten years Hungaryds combined c
balance has remained in surplus and contributed to a reduction in net foreign
liabilities (Table 5. 2.3). Between 2016 and 2020 Hungary recorded robust
combined current and capital account surpluses, averaging 2.3% of GDP over the
period. This reflected (i) a large trade surplus, particularly in services, which more
than offset the deficit on income payments; and (ii) a sizeable capital account
surplus, which was due to large transfers from the EU budget. The external balance
started to worsen in 2019 and Hungary recorded a significant current account deficit
of 4.4% of GDP in 2021 on account of exports lagging behind imports. Primarily as a
result of the large increases in energy pricesaroundRus si ad6s i nvasion of
the current account deficit continued to increase in 2022, reaching 9.0% of GDP,
mainly owing to a further sharp increase in the goods deficit. However, the current
account balance moved into positive territory in 2023, standing at 1.2% of GDP, as
energy prices receded from their peak levels causing the goods balance to improve
by almost 9 percentage points of GDP. In 2024 the current account balance
improved further, to 1.6% of GDP, as the surplus in services increased to 4.9% of
GDP. Until 2020 the current and capital account surplus had been mirrored in net
financial outflows, largely in the category of other investment. As the current account
balance turned into a deficit, Hungary started to record large net inflows of portfolio
and direct investment, averaging 4.5% of GDP from 2021 to 2025. Against this
background, gross external debt gradually increased from an average of 115.0% of
GDP over the period 2016-20 to 159.8% of GDP in 2021. This increase largely
reflected the operations of special purpose vehicles, and subsequently gross
external debt gradually declined to stand at 118% of GDP in 2025, while net foreign
liabilities also continued their declining trend and stood at 32.4% of GDP in 2025.
Fiscal and structural policies continue to be important for supporting external
sustainability and the competitiveness of the economy, especially in a more volatile
environment characterised by geopolitical tensions and commodity price shocks.

The Hungarian economy is well integrated with the euro area through trade

and investment linkages. In 2025 exports of goods and services to the euro area

constituted 57.8% of total exports, while the corresponding figure for imports was

marginally lower, at 56.8%. In the same year the share of the euro area in the stock

of inward direct investment in Hungary stood at55.0% and i ts share in th
stock of portfolio investment liabilities was 51.3%. The share of Hungary
foreign assets invested in the euro area amounted to 47.3% in the case of direct

investment and 66.9% for portfolio investment in 2025.

524 Lontger m i nterest rate devel opments

Over the reference period from June 2025 to May 2026, long  -term interest rates
in Hungary stood at 6. 7% on average and were th erefore above the 5. 1%
reference value for the interest rate convergence criterion (Chart 5.2.5).

Long -term interest rates in Hungary have stabilised since hitting a cyclical
peak in October 2022 . Long-term interest rates in Hungary declined from around
3.5% in early 2016 to around 2% in December 2017 amid a general improvement in
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domestic macroeconomic conditions. During this period the Magyar Nemzeti Bank
implemented several measures aimed at stabilising financial markets and fostering
credit growth, which eased financing conditions and therefore helped to lower long-
term rates. A short-lived rebound in 2018 was linked to the resurgence of inflationary
pressures. However, long-term interest rates resumed their decline in 2019 when
both the deterioration in the global economic outlook and the increase in global risk
aversion favoured global portfolio flows into low-risk assets, including Hungarian
fixed income assets. In 2020 long-term rates stabilised at around 2%, partly thanks
to decisive action by the Magyar Nemzeti Bank, which sought to counteract the
adverse effect of the pandemic on financing conditions and safeguard the proper
functioning of the monetary policy transmission mechanism. The ensuing robust
recovery in mid-2021, combined with the Russian invasion of Ukraine in February
2022, led to an acceleration in inflation dynamics. This was followed by a sharp
tightening of monetary policy and long-term interest rates climbing to 10% in October
2022. Domestic and global disinflationary pressures both contributed to bringing
long-term interest rates in Hungary down from this cyclical peak to around 6-7% by
mid-2024. Over the past two years, long-term interest rates have oscillated around
7% in an environment of subdued growth, with inflation hovering slightly above the
upper end of the tolerance band around the central banké target and fiscal policy
deficits higher than previously planned. The parliamentary elections held in mid-April
2026 led to a significant decline in the long-term interest rate in Hungary, which in
May 2026 stood at 5.7%. Ten-year credit default swap spreads on Hungarian
government debt have declined over the past two years to stand at around 120 basis
points in May 2026, 45 basis points lower than their level in June 2024. Hungarian
government debt, whether issued in domestic or foreign currency, is rated lower-tier

i nvest ment grade by all three main 4 ati

Fitch: BBB).

Hu n g a r y 6term interesgrate differential vis  -a-vis the euro area average
has declined significantly over the review period (Chart 5.2.6). The long-term
interest rate differential was relatively stable at around 2% from 2016 until mid-2020,
then rose for the following two years. It reached more than 7% in October 2022. This
was initially driven by the relatively sharper decline in euro area interest rates and
then, from 2021 onwards, also by the positive and increasing inflation differential and
the relatively larger increase in policy rates in Hungary. Since its cyclical peak in
October 2022, the long-term interest rate differential vis-a-vis the euro area average
has declined significantly. By the end of 2023 it had stabilised at levels slightly below
4 percentage points and in May 2026 it stood at 2.2 percentage points. After
increasing temporarily with the outbreak of the war in the Middle East, reflecting
possible market concerns over higher inflation or potential fiscal slippage, the long-
term interest rate differential declined sharply following the April elections.

Capital markets in Hungary are smaller and much less developed than those in
the euro area (Table 5. 2.4). Stock market capitalisation stood at 23.5% of GDP in
2025, having increased significantly four years in a row i to levels well above the
annual average for the period 2016-25. In 2025 outstanding debt securities issued by
non-financial corporations remained at low levels, standing at 4.8% of GDP, but were
higher than the five-year average of 3.5% over the period 2016-25. Debt securities
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5.2.5

5.25.1

issued by financial institutions in 2025 amounted to 12.9% of GDP, which is
considerably above the average value recorded over the period 2016-25. Borrowing
from euro area banks by Hungarian banks i a measure of banking system
integration i increased. Claims by euro area MFIs on Hungarian resident MFls stood
at 9.5% of total liabilities of resident MFIs in 2025, compared with 5.4% over the
period 2016-25. The degree of financial intermediation is lower than the euro area
average and is among the lowest in the region. MFI credit to non-government
residents stood at 35.4% of GDP in 2025, slightly below the average level recorded
over the period 2016-25.

Statistical tabl es and charts

HungaPyice devel opment s

Chart 5.2.1
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Table 5.2.1

Measures of inflation and related indicators
(annual percentage changes, unless otherwise indicated)

2016 20t 202

2035 2030 2035 202 202) 202 202|202 202%| 2027
Measures of inf
HI CP 5.7 2.t 9. ( 5.7 15. 17. 3.7 4. ¢ 3. 3.
Wl P exel uEl ng 5.7 2.¢ 8.¢ 4.t 14. 16 4 5 3 3.
food and energy
HI CP at cons®an 5. ¢ 2.7 8.¢ 4.7 15. 16. 3.0 4.
CPI 5. ¢ 2. ¢ 8. ¢ 5.7 14. 17. 3 4. ¢ 3. 8. 3
Private consump 6. ( 3.( 9.7 5.¢ 15, 13. 5.7 5.7 4. 3.5
GDP defl ator 7. ( 4.1 9.7 6.: 14. 15, 7.t 6. ¢ GRS 3. !
Producef) prices 9. ¢ 2. ¢ 16. 16. 53. 21. -1t 2. ¢
Rel ated indicat
Real GDP growth 2. ¢ 2.t 2.1 7. 4. -0.¢ 0.° 0.¢ 1. ¢ 2. !
GDP per caplita
(euro area = 10 69. 67. 72. 71. 72. 72. 73. 73.
Comparative pri
(euro area = 10 64 62 67 64 64 71 71
OQutpuf® gap 1. ( 1. ¢ 0.: 1. 2.t -0.¢ -0.¢ -1.°¢: 0. ¢ 0. :
Unempl oymen™ ra 4. 4. ( 4.7 4.C 3.¢ 4. 4.V 4. : 4.t 4. ¢
Unit | abour cos

<

economy 7. ¢ 4 10 3.0 14 16 11 8. ¢ 7. ¢ 3
Compensation pe P
whoéeonomy 9 6 11 6.(C 16. 16 12 8.7 9 5
Labour producti q q d
economy 1.7 2 1 2. ¢ 1 0. 0.« 0 1 1
| mports of good ,
deflator 4. ( 1 6.7 10 27. 4. 2. 0 -0 0. ¢
Norr)nnal effecti 1 1. 1. ¢ 1. 9 4 5 2 0. ¢
ra%e
Money sup’ply (M 9.: 10. 7.¢ 15. 5.t 2.7 7.: 8.¢
Lending f¥m ba 9. : 9. ¢ 9.( 12. 11. 5.f 5.( 11.
Stock pri'tles (B 364. 76. 163. 20. -13. 38. 30. 40.
Resi demtoipalrty p 13. 12. 15. 16. 22. 7.7 13. 18.
Sources: Eur opean Commi s sG@eonne r(alurfoosrt aEtc,o nboinriecc taonrda tFei nanci al Affairs),
supply, Il ending from banks and EGCBr csatloccukl aptriiocness.based on LSEG dat a
1) Mwnnual averages calculated using the geometric mean, except for GI
and unemployment rate, for which the arithmetic mean is used.
2) Data from the European Commissiondés Spring 2026 Economic Forecast.
3) The difference between the HICP and the HICP at const@asnt tax rates
(e VAT and excise duties) on the overall rate
of inflation. This impact as$btmesgh D@l taandaitescaangesous passprice
4) Domestic sales, total industry excluding construction.
5) PPS stands for purchasing power standards.
6) Percentage difference from potential GDP: a positiveGDRegative) si
7) Definition conforms to International Labor Organization guidelines
8) EAEOR group of trading partners. A positive (negative) sign indicates
9) The series includes repurchase agreements with central counterpart
10) Adjusted for the derecognition of |l oans from the MFI statistical
11) 4dMwhwial and annual figures represent the percentage change between
period.
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5.25.2

Fiscal devel opments

Chart 5.2.2

Gener al government balance and debt
(as a percentage of GDP)
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Table 5.2.2
Government budgetary devel opments and
(as a percentage of GDP, unl ess otherwise indicated)

22(?§>56 22821)0 2235)5 202| 202|202|202|202|202%| 2027

Government bal a -4, ¢ 3. 6. 7. 6.: 7. 5. -4.° 6. i 5.8
Total revenue 43. 44 . 42. 41. 42. 42. 42. 42. 42. 41.
Current revenue 41 . 42 . 41 . 39. 41. 41 . 41. 42 . 41 . 40 .
Direct taxes 6. ¢ 6. ¢ 7. ( 5. ¢ 6. ¢ 7. ¢ 7. ¢ 7.t 7. 6. ¢
Indirect taxes 17. 17. 17. 17. 18. 17. 17. 17. 17. 16.
Net social cont 11. 12. 10. 10. 9. ¢ 10 10 10 11 11
Other curr¥nt r 6. : 5. ¢ 6.¢ 5.t 6 6. ¢ 6. ¢ 6. ¢ 6. ¢ 6. :
Capital revenue 1.: 1.1 1.°: 2.( 1. ¢ 1. ¢ 0. ¢ 0. ¢ 1. ¢ 1. ¢
Tot al expenditu 47 . 47 . 48 . 48 . 49. 49 . 47 . 47 . 48 . 47 .
Current expendi 40 . 39. 40 . 38. 39. 42 . 41 . 41 . 42. 41 .
Compensation of 10. 10. 10. 10. 10. 9.¢ 10. 10. 11. 10.
Soci al benefits 12. 13. 12. 12. 11. 12. 12. 12. 12. 12.
Interest payabl 3. 2.t 3.7 2.1 2.¢ 4.7 4.¢ 3.t 3. ¢ 3.7
Other currert e 14. 13. 14. 13. 14. 16. 14. 15. 14. 14.
Capital expendi 7.7 7. ¢ 7.¢ 9.« 9.7 7.! 5.t 5.t 6. ¢ 6. :
of which: I nves 5. ¢ 5.1 5. ( 6. ¢ 5.1 5. ¢ 4. ¢ 3. ¢ 4. ( 4.
Cyclically adju 5.0 -4.(C 6. 7T.¢ 7.0 -6.¢ -4.¢ -4.:. 5.¢ 5 ¢
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206 20¢t 202

2035 2030 2025 202] 202)202]) 202|202 202%| 2027
On@ff and tempo 0.C 0.C 0.C -0 0.¢C 0.C 0.C 0.C 0.C 0.¢
measures
Structur al bal a 5. -4 . ( 6.: -7.% 7.0 6.¢ 4. 4. 5.¢ 5. ¢
Government debt 73. 71. 74. 76. 74. 73. 73. 74. 75. 76.
Average 1esidua 5.( 4 5.7 6.( 5.¢ 6.( 5.t 5
(in years)
I'n foreign curr 26. 24. 29. 22. 28. 29. 33. 32.
of which: Eur o 26 . 24. 29. 22. 28. 29. 33. 32.
Domestic owners 64. 63. 65. 68. 65. 63. 63. 63.
Medi um a-ndr momg
(% of total) 88. 85 . 92. 94. 90. 92. 93. 92.
of which: Varia
(% of total) 15. 12. 17. 10. 17. 21. 21. 17.
De f ideeibtt adj ust m 1.7 2.( 1.« 0.C 3.7 1.« 0.7 ik, 2
Net acguisition 1.¢ 1.¢ 1.C -0.: 1.t 3.7 -0.%¢ 0.¢
financi al asset
Currency and de 0. ¢ 1. ¢ 0.: 1.7 0.¢ 1.¢ 1.7 0.:
Debt securities 0. ( 0. ( o.: O0.(C O0.! 0.: O0.(C O0.:
Loans 0. ¢ 0. ¢ 0. ¢ 1. ¢ 0. ¢ 1.5 -0.: 0. (
Equity and inve ,
shares or units 0 0. ¢ 0. ¢ 0. ¢ 0. 0. : 1.: 0. :
Revaluation eff 0. ¢ 0. 0. ¢ 0. 2.0 -1.¢« 1.:¢ -0.¢
of w_hl_ch: Forei 0. ¢ 0. ¢ 0. : 0. . 1 0.t 1 1
hol dgianigns/ | osses
ot h'ér 0. ( 0. ( 0. ¢ 0. ( 1.7 -2.¢ 0. ( 0. ¢
Net expenditure . . . . . . 2.¢ 8.:¢ 9.7 3.7
Medi-uer m $i scatl
pl an: net expen 5 5 5 5 5 5 4. ¢ 4.0 4. ( 3. ¢
(%)
Sources: European System of Central Banks &medeEuwrlodeoan EComming i am d( EFu
Af fairs).
1) Mwnnnual averages calculated using the arithmetic mean.
2) Data from the European Commissionés Spring 2026 Economic Forecast.
3) Sales and other current revenue.
4) I ntermediate consumption, subsidies payable and other current expe
5) Cyclically adjust-efif bahdnoehexct emMpogaoypemeasures.
6) Original maturity of more than one year.
7) Time of recording differences and other factors (sector reclassifi
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5.25.3 Exchange rate and external devel opn

Chart 5.2.3
Bil ater al exchahgemranheeanrdtshate differenti

(HUF/ EUR exchange rate: mont hly -mortrfagiest, erdbdrleriemmenédiet Wd&@N8ORaree t hi
basis points, monthly values)

— HUF/EUR exchange rate (left-hand scale, inverted)

Interest rate differential (right-hand scale)
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Sources: European System of Central Banks and ECB calculations.

Chart 5.2. 4
Effective exXkhange rates

(EERO group mpdrttmeardi;ngmont hly averages; index: Q1 1999 = 100)
— Nominal (left-hand scale)
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90 155

150
85 145

140
80

135

130
75

125
70 120

115
65 110

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

Source: ECB.
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Table 5.2.3
External devel opment s
(as a percentage of GDP, unless otherwise indicated)

201 201 2021

2035 2030 2035 202| 202f202]202]202(202%[ 2027
Bal ance of paynj
Curren account 0. ¢ > 0 2 7 1. 2 2. 0. ¢ 1
account *bal ance : : : : : s s st : :
Current account 0. ¢ 0. ¢ 2. -4 . 8. ¢ 0. ( 1. ¢ 1.° 0. 0.t
Goods -1 ¢ 0. -2 . -3. 9.« 0.¢ -0.%! -0.¢
Services 4. ¢ 4. ¢ 4. 2. 4. 4. 5. ( 5.
Pri mary i ncome -2 . 2.0t -2 . -3. 2.6 3. 2.0 2.«
Secondary i ncon 0. ¢ 0. ¢ -0. -1. 0. ¢ -1. 0.t -0.¢
Capital account 1. 1. 1. 2. 1.¢ 1. % 0.« 0.¢
Combined direct -
investimei bal g -1. 0. -3. -1, 4.¢ 5.0 -6. 1. ¢
Direct invest mel -1 -1t -1 2. 2.¢ -0. -6 . 3. ¢
Portfolio inves 0. 1. 1. 0. 2.¢ 4. 0.¢ -2.
Ot her invest men 0. 1.:¢ 0. 4.0 3. 2. ¢ 6. ¢ -4.
Reserve assets 0. ¢ 0. ¢ il o 2 ©., R i . 0. ¢ il o
Exports of good 81. 82. 79. 79. 89 81. 76. 72.
| mports ofs erowid 78. 78. 78. 7 9. 95 77. 71. 68.
Net internation _,, 48 39 49 44. -38. -33. -32.
posi“tion
Gross ext%®rnal 128. 115. 141. 159. 156. 129. 143. 118.
Trade with tShe
Exports of good 59. 60 . 59. 59. 60 . 60 . 57. 58.
| mports of good 57. 59. 56 . 58. 55 56 . 56 . 57.
I nvest ment posi
euro ®area
Direct inve¥®tme 33. 27. 40. 32. 34. 38. 48. 47.
Direct inves4tme 52. 54. 49. 42. 44 . 48. 58. 55.
Portfolio inf®es 65. 64 . 66 . 63. 65. 68 . 68 . 66 .
Portfolio inves
liabd18ties 46 . 40 . 51. 48 . 48 . B2, B7. 51.
Sources: European System of Central Banks e&medeRurlodeoan ECGommims i am d( EFu
Af fairs).
1) Murdnual averages calculated using the arithmetic mean.
2) Data fromComeni Esi opéanSpring 2026 Economic Forecast.
3) Differences between totals and the sum of their components
4) #tHder i od outstanding amounts.
5) As a percentage of the total.
6) Portfolio investment | iabilities are derived from the ECBOs
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5.254

Lontgerm interest rate development s

Chart 5.2.5
Lontgerm i nt¥®rest rate

(monthly averages in percentages)
— Long-term interest rate
Long-term interest rate (12-month moving average)
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Sources: European System of Central Banks and ECB calcul ations.
1) The bacsalsc wlfattihben of the reference value for the period

of the interest rate |l evels in Cyprus, France and Denmark plus

Chart 5.2.6

from June
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(monthly averages in percentage points)
— Long-term interest rate differential
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5.3

5.3.1

Table 5.2. 4

Lontger m interest rates and indicators o
(as a percentage of GDP, unless otherwise indicated)
Me mo it
228;,56 2285)0 2285,5 202|202 202 202 tJO“”Meayz euro a
2025

Lontgerm i nter ¢
HungZry 4.t 2. ¢ 6.0 7.¢ 7.t 6.°! 6.°¢ 6. -
Eur o *ar‘ka i, g 0.7 2.0 1.¢ 3.: 2.¢ 3.: 3. -

Euro area AAA
teynear residua 0. ¢ 0. : 1.7 1.: 2.1¢ 2. ¢ 2.7 2.t -
mat u’ i‘ty

I ndicators of
devel opment ai
integration

Delbstecurities .
financial or | 8. ¢ 6. ( 10. 9.¢ 12. 12. 12. - 60.

Debt securiti {

f fin

no-hi nanci al %¢&( g 8 1. 5 5 4. 5 4L : 11
Stock market
capitaﬁ’isatior 18. 19. 18. 13. 17. 19. 23. - 73.
MFEtredit- to ng(
government®r ed 36. 36. 36. 38. 35. 34. 35. - 95.
Claims of eur( . ¢
on resi dfént Mi 5. ¢ 3. ¢ 7. 5.1 7 9 9 - 26
urces: European System of Central Banks and ECB calculations.
Mun tu a l aveaelrawlest ed using the arithmetic mean.
Average interest rate.
GhePi ghted average offerrmei retueroe satr eraatl @ gf or the purpose of assessing
Included for information only.
Outstanding amount of debt securities issued by resident MFIls (exc

porations.

D ZO0ONODO A WNE W
S T—c~———o0—————o0o

Outstanding amount of debtfisreacruaiiali ecsori poruetdi drys.resi dent non

Outstanding amount of |isted shares issued by residents at market
MFI (excluding national c-BlRtreesbdekhk)scoedet thadogmeseial ngaver nme
tstanding amounts of | oans and debt securities.
Outstanding amount of deposits and debt securities i susruoedarbeya resi d
I's as a percentage of total Iliabilities of resideatcafFiltsal(excluding
d reserves and remaining |iabilities.

Pol and

Pridceevel opment s

In May 2026 the 12-month average rate of HICP inflation in Poland was 2.9%,
i.e. above the reference value of 2.7% for the criterion on price stability (Chart
5.3.1). This rate is expected to increase gradually over the coming months, driven
mainly by higher commodity prices and broadening inflationary pressures related to
the war in the Middle East.

Over the past ten years the 12 -month average rate of HICP inflation has
fluctuated within a very wide range, from -0.4% to 15.1%. After a period of
showing subdued dynamics, inflation started to increase gradually from 2016,
supported by robust economic activity. The outbreak of the COVID-19 pandemic in
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2020 led to an economic slowdown and a decline in inflationary pressures.
Narodowy Bank Polski responded by substantially easing its monetary policy stance,
including by reducing its main policy rate, down to a historical low of 0.1% in May
that year. In 2021 inflation rose sharply, driven by surging energy prices, pandemic-
related supply bottlenecks and strong global demand as the economy recovered.
These inflationary pressures were then compoundedbyRussi aés i nvasion o
in 2022, with the rate of inflation accelerating strongly again that year, up to 13.2%
(Table 5.3.1). To counter the risk of inflation expectations becoming unanchored,
Narodowy Bank Polski significantly increased its main policy rate up to 6.75% over
the period from October 2021 to September 2022. The Polish Government also
introduced fiscal support measures, mainly in 2022 and 2023. These included caps
on electricity and gas prices, and reductions in indirect taxes. After peaking at 17.2%
in February 2023, inflation decreased markedly, owing to lower food and energy
prices, weaker domestic demand and an appreciation of the exchange rate amid the
earlier monetary policy tightening. Against this background, Narodowy Bank Polski
began to ease monetary policy in late 2023. The decline in inflation moderated in
early 2024, reflecting the fading impact of the unwinding of the sharp energy price
rises a year earlier and the reinstatement of a 5% value added tax on food products
from April 2024. From mid-2024 through to the first few months of 2025 inflation
picked up again. This was due to a reduction in energy-related fiscal measures and
increases in gas tariffs in January 2025, as well as a rise in food inflation. Core
inflation also remained elevated owing to robust wage growth, labour market
bottlenecks and a gradual improvement in economic activity. Thereafter it started to
fall towards rates within the inflation target range, supported by easing pressures on
core inflation and a stronger exchange rate. Since mid-2025 inflation in Poland has
been consistent with the target. In this context, Narodowy Bank Polski gradually
reduced its main policy rate between May 2025 and March 2026, down to 3.75%.

In May 2026 the annual rate of HICP inflation stood at 3.3%. At the start of 2026
headline inflation had continued to decline, down to 2.5% in February, reflecting
lower food and services inflation. However, in March it started to rise again, driven
mainly by energy inflation on the back of sharp increases in oil and gas prices amid
the heightened geopolitical tensions related to the war in the Middle East. In
response, the authorities introduced measures aimed at mitigating the impact of
higher energy prices. These measures, which include caps on petrol and diesel fuel
prices, as well as a reduction in the excise duty and VAT rate on fuels, are expected
to cushion the inflationary pressures. As with the other central and eastern European
countries under review, Poland is particularly vulnerable to global energy shocks,
owing to the relatively high energy intensity of its economy and the relatively large
share of energy in the consumption basket.

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. Narodowy Bank Polski operates a floating
exchange rate regime and has had an inflation-targeting monetary policy framework
in place since 1998. Since 2004 the medium-term inflation target has been set at
2.5% (+1 percentage point), based on the national consumer price index. Despite
periods of high inflation since 2021, long-term inflation expectations have remained
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broadly consistent with the inflation target range over the medium term, supported by
the prevailing monetary policy stance, the credibility of the monetary policy
framework and structural factors, such as increased labour market flexibility and
product market competition.

Inflation is projected to remain above the target in 2026. According to the

Eur opean Co @pning2826 Bcandrsic Forecast, HICP inflation is expected
to rise to 3.6% in 2026 and to moderate to 2.9% in 2027. The near-term inflation
outlook mainly reflects upward pressures stemming from higher energy prices due to
the war in the Middle East. These forecasts are subject to considerable uncertainty
in terms of the evolution of energy prices, their pass-through to other price
components and the geopolitical situation, especially in view of the sensitivity of the
Polish economy to external shocks. Risks to the inflation outlook are tilted to the
upside, reflecting the possibility of further increases in commodity prices, stronger
wage dynamics amid persistently tight, albeit softening, labour market conditions and
adverse demographic trends, and the growing frequency of extreme weather events.
Looking further ahead, unless offset by an appreciation of the nominal exchange
rate, the further catching-up process is likely to result in positive inflation differentials
vis-a-vis the euro area, given that GDP per capita and price levels are still lower in
Poland than in the euro area. While equilibrium inflation differentials associated with
the catching-up process tend not to be very large, they may become a concern if
they are accompanied by potentially unsustainable developments in credit and asset
prices. In this context, the catching-up process needs to be supported by appropriate
policies to avoid unduly jeopardising competitiveness and to prevent the build-up of
unsustainable levels of credit growth and other macroeconomic imbalances.

Achieving an environment that is conducive to sustainable convergence in

Poland requires stability -oriented economic policies and targeted structural
reforms. While the fundamentals of the Polish economy remain on solid ground
amid a more uncertain global outlook, a number of structural challenges still need to
be addressed. It is important that fiscal and structural policies continue to support
external sustainability, enhance competitiveness and preserve investor confidence.
In the labour market, in view of adverse demographic trends, boosting labour force
participation and addressing skill mismatches would help to alleviate labour
shortages, including by facilitating labour mobility and supporting the integration of
refugees. To sustain potential growth, further efforts to improve the business
environment, drive investment and innovation, and advance infrastructure
modernisation can support economic growth. In the energy sector, reducing reliance
on fossil fuels and diversifying energy sources would help to limit exposure to
volatility in global energy prices, strengthen energy security and support the green
transition. Against this background, it will be important to ensure the efficient and
effective absorption of EU funds. With regard to macroeconomic imbalances, the
European Commission did not select Poland for an in-depth review in its Alert
Mechanism Report 2026.

Financial sector policies should be  aimed at safeguarding financial stability
and ensuring that the financial sector makes a sound contribution to economic
growth. The resilience of the banking sector in Poland is underpinned by the strong
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capital and liquidity positions of its banks. The increase in the countercyclical capital
buffer from 0% to 2% will also support this resilience in an environment of
heightened uncertainty. In addition,favour abl e | abour mar ket cond
solid debt servicing capacity and prudent lending standards are contributing to a
moderation in credit risk. However, recent geopolitical developments could weigh on
the debt servicing capacity of borrowers in the future, particularly in the context of
heightened uncertainty and elevated interest rates. At the same time, regulatory and
legal uncertainty remains a key challenge for banks. There continue to be costs
associated with settlements of foreign exchange-denominated loans, although the
stock of such loans has declined. Additionally, there has been a wave of new
litigation cases related to consumer protection and local currency lending, which is
squeezing the profitability of banks. In this context, reducing barriers to financial
intermediation would support financial deepening. Cyber risk may also add to the
geopolitical challenges facing the financial sector. In order to further strengthen the
financial system, the national competent authorities can further improve their
supervisory practices, among other things, by following the applicable
recommendations from the relevant international and European bodies, and by
collaborating closely with other national supervisors of EU Member States within the
supervisory colleges.

5.3.2 Fiscal devel opments

Poland & general government budget deficit ~ was significantly above the 3%
reference value in 202 5, while its government debt ratio remained below the
60% reference threshold. In the reference year 2025, the general government
budget balance recorded a deficit of 7.3% of GDP, i.e. significantly above the 3%
reference value. The general government gross debt-to-GDP ratio stood at 59.7%,
i.e. below the 60% reference value (Table 5.3.2). Compared with the previous year,
the deficit saw an increase of 0.9 percentage points of GDP, with a notable rise of
4.9 percentage points of GDP in the debt ratio. With regard to other fiscal factors, the
deficit ratio exceeded the ratio of public investment to GDP in 2025.

Poland has been subject to an excessive deficit procedure since  2024.
Following a recommendation from the European Commission of 8 July 2024 on the
basis of an excessive deficit in 2023, the Council decided on 26 July 2024, in
accordance with Article 126(6) of the Treaty, that an excessive deficit existed in
Poland, and on 14 January 2025 it issued a recommendation to correct the
excessive deficit by 2028 at the latest. In June 2026, the Commission found that

P o | a mal éxgenditure growth in 2025 (in annual and cumulative terms) was
above the ceilings recommended by the Council and that its net expenditure growth
in 2026 was projected to be above the recommended ceiling in cumulative terms.
However, the cumulated deviation in 2025 and the projected cumulated deviation in
2026 were assessed as being within the flexibility provided for by the national
escape clause. The Council activated this national escape clause on 8 July 2025,
which allows Poland to deviate from the net expenditure path if this is due to higher
defence expenditure. This clause covers a period of four years and a maximum of
1.5% of GDP in flexibility. Consequently, Poland was assessed as being compliant
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with the recommended maximum growth rate of net expenditure in 2025 and it was
projected to be compliant in 2026. Poland was assessed as having taken effective
action and the excessive deficit procedure was therefore held in abeyance.

The budget balance in Poland has deteriorated significantly since 2021, with
the deficit standing at much higher levels than those prior to the pandemic.
The budget balance had shown a marked improvement prior to the pandemic, with a
low deficit of 0.7% of GDP in 2019, which was 1.7 percentage points lower than in
2016. However, in 2020, during the pandemic, the deficit ratio surged by 6.2
percentage points, driven by cyclical factors and fiscal measures to protect the
economy. Once the pandemic-related support had been phased out and the
economy had begun to recover, the deficit improved significantly, dropping to 1.7%
of GDP in 2021. This improvement was short-lived, as the deficit began to increase
steadily after 2021, initially mainly due to measures to address the energy crisis,
which were only gradually phased out. Massive expenditure on defence, higher
spending on healthcare and social benefits, salary increases in the public sector and
high interest payments also contributed to the 3.9 percentage points of GDP
increase in the government deficit between 2022 and 2025. The budget deficit in
2025 was 6.6 percentage points of GDP higher than in 2019, the year before the
outbreak of the pandemic.

The debt -to-GDP ratio has increased steadily in recent years to close to the

60% threshold . Prior to the pandemic, the ratio had been on a downward trajectory,
falling from 54.1% in 2016 to 45.2% in 2019, thanks to a very favourable interest-
growth differential and modest primary surpluses. The pandemic subsequently led to
an increasing primary deficit and negative growth, along with a significant deficit-debt
adjustment (5.5% of GDP), resulting in an 11.4 percentage point increase in the debt
ratio in 2020. While the debt ratio declined by 7.8 percentage points of GDP over the
following two years on account of strong nominal GDP growth, it started to steadily
increase again from 2023 onwards, driven by high deficits and debt-increasing stock-
flow adjustments. The debt ratio increased by 10.9 percentage points of GDP over
the period 2022-25 to 59.7% of GDP, which was 14.6 percentage points above the
2019 level.

The composition of Poland & government debt makes it vulnerable to
fluctuations in interest rate s and exchange rate s. In 2025, while short-term debt
constituted only 3.1% of total government debt, 22.0% of government debt was tied
to variable interest rates (Table 5.3.2). Considering these factors, along with the
debt-to-GDP ratio, the budget balance is relatively sensitive to shifts in interest rates.
Furthermore, a relatively high share of the debt, 26.2%, is denominated in foreign
currencies, predominantly in euro. Given these factors, as well as the rising debt-to-
GDP ratio, the budget balance is also relatively sensitive to changes in exchange
rates.

The European Commission & Spring 2026 Economic Forecast foresees a slight
improvement in the budget balance by 2027 and a notable increase in the debt

ratio, exceeding the 60% reference value . The forecast predicts that the general
government deficit will reach 6.5% and 6.3% of GDP in 2026 and 2027, respectively,
which is significantly above the 3% reference value. This sizeable deficit reflects

Convergence RepioExta miJnuantei 02n0 206f economi ¢ cC 1«
individual countries 111



persistently high spending pressures, most notably in the areas of public wages,

social transfers and defence investments, which will be only marginally reduced by
discretionary revenue-increasing consolidation measures. In response to the energy
price shock following the outbreak of the war in the Middle East, Poland

implemented limited fiscal energy measures. Namely, as from the end of March, it
made temporary cuts in excise duties and VAT on petrol and diesel fuels and also
placed a cap on the maximum retail price for fuel. The government debt ratio is
projected to increase during this period, exceeding the 60% reference value and
reaching 64.5% and 68.3% in 2026 and 2027 respectively. The divergence between
developments in the budget balance and the debt ratio is partly due to substantial
stock-flow adjustments, primarily on account of the timing of payments and deliveries

of military-related investments. Basedont he Eur opean $pdngB026 si onods
Economic Forecast, additional consolidation will be required to correctPo | and 6 s
excessive deficit.

The Polish fiscal framework is strong  overall , with recent reforms expected to
bolster its effectiveness amid recent debt ratio increases . The constitutional
debt limit of 60% of GDP acted as a constraint against the accumulation of excessive
debt and, therefore, helped to ensure fiscal sustainability.'®® Medium-term budgetary
planning is based on the Multiannual State Financial Plan, as well as a permanent
expenditure rule which was redesigned by widening its coverage to fully align with
the reformed EU framework. Until recently, Poland was the only EU country without
an independent fiscal council, which was required by the provisions of the fiscal
compact. The newly established independent Fiscal Council in Poland became
operational on 1 January 2026.

Poland face s high risks to fiscal sustainability  in the medium term and medium

risks in the long term , as the adequacy of the pension system need s to be
safeqguarded . TheEur opean Commi ssionb6és 2025foubeabt Sus-
that Poland faces high fiscal sustainability risks over the medium term, unchanged

from the assessment by the 2023 Debt Sustainability Monitor.6° The high medium-

term risks are mainly driven by the high projected structural primary deficit as of

2026 and the increase in government gross financing needs, reaching around 20%

of GDP in 2036. Long-term risks are classified as medium due to an unfavourable

initial budgetary position and projected age-related expenditure. In this respect, the
2024Ageing Report prepared by the Ageing Wor k:
Policy Committee shows a 1.9 percentage point rise in age-related expenditure by

2070 under the baseline scenario, from 19.1% of GDP in 2022.16! The expected

increase is mostly driven by healthcare and long-term care spending, while pension

spending is projected to decline slightly. However, amid a marked increase in

population ageing and the old-age dependency ratio, only a substantial decline in the

19 Accordi nmgt @ ron dMbiecent EIM@St aff Repor Ar 6 h Clomeslu¥@ 2% i on
(published on 3 fFkeéraat ynwal O béha | o fe sitchdepges pcel catuesde t o b e
rel evandtd ompl itahnec ec owistthi t u,twihd rcehl i & etlintea e id o io @ | definition
publ i cT heeeletf .ciroe addi t i ornead u iardg mesntememe E bed 2029

% European Cobé@bssBostain2Bi2kiotry pdMami tEeonomy | nslbitutio
332, Febrwary 2026

L European Commi ssion and EcohdmecnBoRepypraodnBcbheej cii2
Budgetaojyections for the2Z200MeuTbepge &St aE esh g BWt | on al Pa
No 279, European .Commi ssi on, 2024
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benefit ratio can stabilise the pension bill, unless reforms are undertaken to increase
contributions or raise the retirement age.'%? This poses risks of old-age poverty and
could trigger additional social payments to support the elderly, thereby weighing on
long-term fiscal sustainability.

Looking ahead, fiscal policy should focus on  reducing the budgetary deficit in
compliance with the Stability and Growth Pact, pushing through structural
reforms to ensure the long -term sustainability of public finances. Poland must
ensure compliance with the requirements of the excessive deficit procedure through
additional consolidation. Fiscal consolidation also allows the creation of buffers
which can help to counter adverse shocks. Efforts to strengthen the role of national
institutions that monitor compliance with EU fiscal rules are encouraging and need to
be fully implemented. Additionally, efforts to simplify labour taxation, reduce the tax
wedge and improve the progressivity of tax and social benefits schemes should
continue. Preserving the long-term sustainability of public finances and providing
adequate pension payments, as well as healthcare and long-term care services,
continues to be of paramount importance.

5.3.3 Exchange rate devel opment s

In the two -year reference period from 18 June 2024 to 17 June 2026, the Polish
zloty did not participate in ERM II but traded under a flexible exchange rate

regime. Over the reference period, the Polish zloty mostly traded close to its June
2024 average exchange rate against the euro of 4.321 zlotys per euro, which is used
as a benchmark for illustrative purposes in the absence of an ERM Il central rate
(Chart 5.3.3). The maximum upward deviation from this benchmark was 4.4%, while
the maximum downward deviation amounted to 0.9%. On 17 June 2026 the
exchange rate stood at 4.241 zlotys per euro, i.e. the zloty was 1.9% stronger than
its average level in June 2024. Over the past ten years, the exchange rate of the
Polish zloty against the euro has appreciated by 3.6%.

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 to
November 2024, the Polish zloty fluctuated mostly within a narrow range. Thereafter,
the zloty started to appreciate against the euro, reaching its strongest levels for
several years in early 2025, on the back of robust economic growth, widening
interest rate differentials, and a steady inflow of EU funds. In April 2025 the Polish
zloty depreciated amid a deterioration in global risk sentiment and the strengthening
of the euro after the outbreak of trade tensions, as well as a shift in market
expectations regarding Narodowy Bank Pol ski 6
February 2026, the exchange rate remained stable as concerns regarding the
outlook for sovereign ratings were outweighed by robust economic growth. In March
2026 depreciation pressures emerged again amid heightened risk aversion in global
foreign exchange markets following the escalation of the war in the Middle East.

62 The benefdetf irnasetde naasysa pensions in rel3dbhaogel e panadreagy
ratio is dredtoihddd asmbke of persdnhsegegevh ehs tdreyg aver
generally econdnmihcea Inluymbienra cotfi vee)r sons .aged bet ween 15
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Moreover, Narodowy Bank Polski started a monetary policy easing cycle in May
2025 and had cut the key policy rate by a total of 2.0 percentage points by March
2026. On average during the reference period, short-term interest rate differentials
against the three-month EURIBOR were relatively wide and stood at 1.6 percentage
points in the three-month period ending in May 2026.

The HICP-based real effective exchange rate of the Polish zloty has

appreciated somewhat over the past ten years (Chart 5.  3.4). The real effective

exchange rate remained broadly stable from 2016 to 2021 and then recorded a

strong appreciation from early 2022. This real appreciation reflected relatively high

inflation following the sharp rise in energy prices in 2021, which was exacerbated by
Russiabs invasion of Ukraine in February 202
be interpreted with caution, as Poland is subject to a process of economic

convergence, which complicates any long-term assessment of real exchange rate

developments.

Pol anddéds combined current and capital accoun
modest surplus over the past ten years,  while net foreign liabilities have

declined (Table 5. 3.3). After standing virtually in balance on average over the period
2016-18, the combined current and capital account subsequently recorded an
increasing surplus which reached a peak of slightly above 4% of GDP in 2020. It
then declined to a deficit of close to 2% of GDP in 2022, largely owing to a reduction
in the goods trade balance. In 2023 the goods trade balance rebounded, leading to a
surplus of 1.7% of GDP in the combined current and capital account. Subsequently,
the current account surplus declined, turning into a deficit by 2025, amid muted
foreign demand and robust imports driven by solid consumption and later also by
fixed investment. While the capital account surplus rose in 2025 on the back of the
inflow of EU funds, it did not increase sufficiently to fully offset the change in the
current account. As a result, in 2025 the current and capital account balance was in
balance. On the financing side, Poland has consistently recorded net inflows over
the past ten years, although direct investment inflows have declined from their 2021-
22 levels. Against this background, gross external debt has steadily declined since
2016 and stood at 50.1% of GDP in 2025. Over this ten-year period, Po | and 6 s
negative net international investment position has also declined gradually, from
around 60% of GDP in 2016 to 29.5% of GDP in 2025. Fiscal and structural policies
continue to be important for supporting external sustainability, maintaining the
attractiveness of Poland as a target for foreign direct investment and enhancing the
competitiveness of the economy, especially in a more volatile environment
characterised by geopolitical and commodity price shocks.

The Polish economy is well integrated with the euro area through trade and

investment linkages. In 2025 exports of goods and services to the euro area

constituted 57.7% of total exports, while the corresponding figure for imports was

slightly lower at 56.9%. In the same year, the share of the euro area in the stock of

inward direct investment in Poland stood at 75.4%, and i ts share in the
stock of portfolio investment liabilities was 45.3%. The share of Pol andd
foreign assets invested in the euro area amounted to 56.8% in the case of direct

investment and 43.9% for portfolio investment in 2025.
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5.34 Lontgerm interest rate development s

Over the reference period from June 2025 to May 2026, long  -term interest rates
in Poland stood at 5. 4% on average and were th erefore above the reference
value of 5. 1% for the interest rate convergence criterion (Chart 5.3.5).

Overall, long -term interest rates in Poland have increased since 2016, when

they averaged around 3.0%. In 2016, driven by the positive economic cycle, long-
term interest rates in Poland increased, peaking at around 4% at the start of 2017.
Long-term interest rates then gradually but continuously declined, reflecting falling
inflation, a consolidation of fiscal expenditure and, in 2019, the moderation in the
global economy. In 2020 long-term interest rates declined even further, despite
increasing inflation. They stabilised at historical lows of slightly above 1% in the
wake of Narodowy Bank Polskid swift easing of monetary policy in response to the
surge in the pandemic. Between 2021 and late 2022, long-term interest rates
increased significantly. The rise was mostly due to a combination of economic
recovery, rising realised and expected inflation, and risks to the fiscal balance posed
by Russi ads i nvAiss Navadowyp BankUPkiskiadsporded to this
changing environment with a decisive tightening of monetary policy. Consequently,
long-term interest rates peaked at around 8% in October 2022. By the end of 2023,
the improvement in the inflation outlook and the deceleration in economic growth had
begun contributing to a decline and subsequent stabilisation in long-term interest
rates, which settled at around 5.5% in 2024. From then on, long-term interest rates
declined until February 2026, amid falling inflation, resilient economic growth, and a
decisive easing of monetary policy that brought the reference rate to 4% in
December 2025. The outbreak of the war in the Middle East at the end of February
2026 pushed up long-term interest rates rather sharply to reach 5.7% in May 2026.
Credit default swap spreads have declined since June 2024 to around 85 basis
points. These spreads therefore remain low by historical standards and among the

| owest in the group of peer countriissed i n the
in domestic (foreign) currency is currently rated investment grade by all three main
rating agenci €A2); J&RtA ¢Ad)Fiich: A- ()2

The long -term interest rate differential  of Poland vis -a-vis the euro area

average declined over the review period that started in June 2024 , reaching

2.3 percentage points in May 2026 (Chart 5.3.6) . The large widening in the interest
rate differential that began in summer 2021, with accelerating inflation in Poland
leading to a diverging monetary policy path, had been almost entirely retraced by the
end of 2023. Subsequently, over the review period the interest rate differential
continued to decline gradually. It returned to its 2021 level i a level justified by the
differences in the dynamism of economic activity between Poland and the euro area.
As a result, the interest rate differential vis-a-vis the euro area average declined,
standing at 2.3 percentage points in May 2026, at the end of the review period. The
outbreak of the war in the Middle East led to a temporary increase in the interest rate
differential of 0.4 percentage points, reflecting possible market concerns over higher
inflation or fiscal slippage in Poland. As of May 2026, the differential stood at 2.3
percentage points, which is 0.3 percentage points below its level in June 2024.
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5.3.5

5.3.5.1

Capital markets in Poland are smaller and much less developed than those in
the euro area (Table 5. 3.4). The markets for financial and non-financial corporate
debt were still much smaller than the respective markets in the euro area at the end
of 2025. Debt securities issued by financial and non-financial corporations stood at
4.5% and 1.9% of GDP respectively. In 2025 stock market capitalisation was 25.2%
of GDP, higher than the annual average over the period 2016-25 and one of the
highest levels among peer countries in the region. The provision of funds to the
Polish banking system by euro area banks remained quite limited, in line with
historical regularities. The claims of euro area MFIs on Polish resident MFIs
accounted for 4.0% of the liabilities of resident MFIs at the end of 2025, which is in
line with the average value over the period 2016-25. The degree of financial
intermediation in Poland, as measured by credit extended by MFIs to the private
sector, is in line with that of peer countries in the region, amounting to 37.9% of GDP
in 2025 (compared with 95.4% in the euro area). Foreign ownership of banks in
Poland, while remaining elevated, has declined markedly in recent years on the back
of government initiatives. At the end of 2024 the share of foreign banks in total Polish
banking sector assets stood at around 41%.

Statistiocal tables and charts

Pol alPdi ce devel opment s

Chart 5.3.1

HI CP inflation dhd reference value
(annual percentage changes)
— HICP

HICP (12-month moving average)
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Sources: European Commi ssion (Eurostat) and ECB calculations.
1) The basis of the calculation of the reference value faorertahgee peri o
of the annual percentage changes in the HICP for Cyprus, eFriance
2. 7%.
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Table 5.3.1

Measures of inflation and related indicators
(annual percentage changes, unless otherwise indicated)

2016 20t 202

2035 2030 2035 202 202) 202 202|202 202%| 2027
Measures of inf
HI CP 4 . ¢ 1.7 7. : 5.7 13. 10. 3.7 3.¢ 3. ¢ 2. ¢
HI CP excluding 4 1 6.t 4 10 10 4 3. ¢ 2. ¢ 3
food and energy
HI CP at cons®an 4. ¢ 1.¢ 7. 5.7 16. 9. ¢ 3.( 2. ¢
CPI 0. ¢ 0. ¢ 0. ( 5.7 14. 11. 3. ¢ 3. ¢ 3. ¢ 2. ¢
Pr i weaotnesumpti on 4 . ¢ 1.¢ 7.¢ 5.¢ 14. 9.t 3. 3. ¢ 3.« 2. ¢
GDP defl ator 4. 2. ®. 8 5.0 10. e 4. 2. ¢ 3. ¢ 2. ¢
Producef) prices 3. ¢ 1.¢ 6.0 9.¢ 28. 4. ( 6.7 -1.:
Rel ated indicat
Real GDP growth 3. ¢ 3. ¢ 3. ¢ 6. ¢ 5.1 0. : 3. 3. ¢ 3.1¢ 2. ¢
GDP per caplita
(euro area = 10 72. 68 . 75 . 75 . 74. 73. 75. 78.
Comparative pri
(euro area = 10 58. 55. 62. 57. 59. 65. 69.
OQutpuf® gap 0.: 0. ( 0.: 0.¢ 1.¢ -1.C -0.¢ -0.: 0.: -0.:
Unempl oymen™ ra 3.7 4. 3.0 3.¢ 2.¢ 2.¢ 2.¢ 3.: 3. 3.
Unit | abour cos 3 5
OO 5. . 3 7. 1 8 13 8 4. 3 3
Compensation pe
whol e economy 8. ¢ 6. ¢ 10 2 13 14 14 8. ¢ 6 6. (
Labopuroducti vity
economy 3. ( 2. ¢ 3.: 1. : 4. ¢ 0. ¢ 5 4 3 2. ¢
Il mports of good : . . ¢ . .
deflator 2. ¢ 1 4 11 22. 3 5 1 2 1
Norr)nnal elfSfelchtii 0. ¢ 0.« 1.¢ 2 . 3 6 6. ¢ 3
ra%e
Money sup’ply (M 9. : 9. ¢ 8.7 8.%' 4.¢ 9.¢ 9.¢ 10.
Lending f¥m ba 4. ¢ 4. ¢ 4.7 5.7 1.: 2.%: 5.¢ 6.:
Stock prices (W
I ndex) 152. 22. 105. 21. -17. 36. 1.¢ 47.
Residenti al pro 8. ( 6. & 9. ¢ 9. 11. 8.¢ 15. 4. ¢
Sources: Eur opean Commi s sG@eonne r(alurfoosrt aEtc,o nboinriecc taonrda tFei nanci al Affairs),
supply, Il ending from banks and ECB calculations based on LSEG data fo
1) Maurdnual averages calculated using the geometric mean, except for GI
and unemployment rate, for which the arithmetic mean is used.
2) Data from the European Commi ssionds Spring 2026 Economic Forecast.
3) The difference between the HICP and the HICP at constasnt tax rates
(e VAT and excise duties) on the overall rate
of inflation. This impact astbtmesga bDéltaandatescaangesous pahssprice
4) Domestic sales, total industry excluding construction.
5) PPS stands for purchasing power standards.
6) Percentage difference from potential GDP: a positiveGhDRegative) si
7) Definition conforms to International Labor Organization guidelines
8) EIER group of trading partners. A positive (negative) sign indicates
9) The series includes repurchase agreements with central counterpart
10) Adjusted for the derecognition of | oans from the MFI statistical
11) Hdwuhtwial and annual figures represent the percentage change between
period.
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5.3.5.2 Fiscal devel opments

Chart 5.3.2
Gener al government balance and debt

(as a percentage of GDP)

. Government balance (left-hand scale)
Government debt (right-hand scale)
- - Reference values (government balance: -3%; government debt: 60%)

2 75
1 72
0

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Sources: European System of Central Banks and European Commission (Eu

Table 5.3.2
Government budgetary devel opments and projec

(as a percenutnalgees sofotGDeP,wi se indicated)

22(?§>56 22821)0 2235)5 202| 202|202|202|202|202%| 2027
Government bal a 3. ¢ 2.1 4.¢ 1.7 3.« b5.i 6.+ 7.1 6. ¢ 6.
Total revenue 41. 40. 42. 41. 39. 41. 42. 43. 45. 44 .
Current revenue 40 . 39. 41 . 40 . 39. 40 . 42 . 42. 43 . 4 3.
Direct taxes 7.0 7. ¢ 7. ¢ 8. ¢ 7.t 7. ¢ 7. ¢ 8. ( 8. ¢ 8. ¢
Indirect taxes 14. 13. 14. 15. 13. 14. 14. 14. 14. 14.
Net soci al cont 14. 14. 14. 13. 13. 14. 15. 15. 15. 15.
Other curr¥nt r 4.1 4. ( 4.¢ 3.¢ 4. 4.¢ 4. ¢ B. 2 5. ¢ 5. 4
Capital revenue 0. ¢ 1.¢ o.¢ 1. 0.¢ 1.C 0.¢ O0.¢ 1.° 0. ¢
Total expenditu 44 . 42. 46. 43. 43. 46. 49. 50. 51. 50.
Current expendi 39. 37. 40 . 38. 37. 40 . 4 3. 44 . 44 . 44 .
Compensation of 10. 10. 10. 10. 9.7 10. 11. 12. 11. 11.
Soci al benefits 17. 17. 18. 17. 16. 17. 19. 19. 19. 19.
Interest payabl 1.7 1.¢ 1.¢ 1.: 1.t 2. 2. 2.t 2. ¢ 2. ¢
Other expraditu 9.t 8.¢ 10. 9.¢ 9.¢ 10. 10. 10. 10. 9.7
Capital expendi 5. & 4.7 5.¢ 4.¢ 5.« 6.¢ 5.¢ 6.°¢ 6. ¢ 6. ¢
of which: I nves 4. 4. 4. ¢ 4. 3. ¢ 5. ¢ 4. ¢ 5.1 5.1 5. ¢
Cyclically adju -3¢ -2 . ¢ 4.¢ 2.0 4.0 4.7 6. -T.: -6 . ¢ 6. :
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206 20¢t 202

2035 2030 2025 202] 202)202]) 202|202 202%| 2027
On@ff and tempo 0. 0. 0. 0.: o. 0.C 0.: -0. 0.C 0.¢
measures
Structur @l bala 3.7 2. ¢ 4.0 2. 4. ¢ -4 -6 . 7. -6 . ¢ 6. ¢
Government debt 52 50 53 53 48 49 54. 59 64 . 68
Average 1esidua 5.7 5.( 5.¢ 5.( 5.( 5.0 6.( 6.¢(
(in years)
I'n foreign curr 27. 29. 24. 22. 24. 24. 27. 26.
of which: Eur o 23. 24. 21. 19. 21. 21. 23. 23.
Domestic owners 59. 52. 65. 66 . 64. 66 . 64. 65.
Medi um a-ndr momg
(% oftotal) 918 . 98. 918 . 98. 98. 98. 98. 96 .
of which: Varia
(% of total) 21 21 22. 20. 21. 23. 22. 22.
De f ideeibtt adj ust m il o 1. ¢ 0. ¢ i, 0. : 0. ( 2. 1. ¢
Net acguisition 1.f 1.¢ 1.7 1.¢ 0.7 0.¢ 2.+ 1.¢
financi al asset
Currency and de 0. ¢ 1. 0. ¢ 1. 0.¢ 0.7 1.%t -0.:
Debt securities 0. 0. : 0.(C 0.« -0.¢ 0. 0.: 0.¢
Loans 0. ¢ 0.¢ 0. ¢ 0. : 0. 0. ¢ 0. 1.
Equity and inve
shares or units -0. -0. 0.(C -0. -0. 0. : 0. ( 0.
Revaluation eff 0. ( 0. ¢ 0. ¢ 0. ( 0. ¢ -1. 0. 0.«
of ‘which: Forei 0.¢C 0.7 0.: 0.7 0.7 -0.¢ 0.: 0.
holding gains/|I
ot h'ér 0. 0. 0. 0. 0. 1. 0. 0.
Net expenditure 13. 8.t 4. ( 4. ¢
Medi-uer m $i scatl
pl an: net expen 12. 6. 4. ¢ 4. (
(%)
Sources: European Systé&mrope@enCoaimi Banbks ¢GEdreosatlati orDiEceontoomi &t eand Fi
Af fairs).
1) Mwnnnual averages calculated using the arithmetic mean.
2) Data from the European Commissionés Spring 2026 Economic Forecast.
3) Sales and other current revenue.
4) I ntermediate consumption, subsidies payable and other current expe
5) Cyclically adjust-efif bahdnoehexct emMpogaoypemeasures.
6) Original maturity of more than one year.
7) Time of recording differences and other factors (sector reclassifi
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5.3.5.3
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xchange rate and external devel opn
hart 5.3.3
ilateral exchahgemranheeanrdtshate differenti
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basis points, monthly values)

— PLN/EUR exchange rate (left-hand scale, inverted)

Interest rate differential (right-hand scale)
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Chart 5.3.4
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Table 5.3.3

External devel opment s
(as a percentage of GDP, unless otherwise indicated)

20 N 203 202 202 202| 202|202 202| 202%| 2027
Bal ance of paym
gurrent jaccount 0.t 1.( -0 0.t 2 1.5 0.¢ 0.C 1. -1.:
Current account 0. ¢ 0. ¢ 0.°! 1.0 -2.:¢ 1.t 0.0 -0.¢ 1. 1.
Goods 0. ¢ 0. ¢ 1.0 -1 -3 0.¢ -0 -1t
Services 4 . ¢ 4. ( 4. ¢ 4 .t 5. ¢ 5. % 4 4
Pri mary i ncome -4 . ( -4 . ( 3.¢ 4. 3.¢ 4.7 3.0 -3.¢
Secondary incom 0. ( 0. : 0.: 0.: 0. 0.0 0.0 0.
Capital account 0. ¢ 1. ¢ 0.« 0.¢ 0.: 0.7 0.¢ 0. ¢
I EE R T PR T
Direct invest me 2.1 2. 2.7 4.0 4. 2.¢ 1.0 -1.:
Portfolio inves 0. : 0. ¢ 0.: 1.7 0.« 0.¢ -1.: -1.¢
Ot hiemvest ment b4 0.: 0. ¢ 0.: -0.¢ 0.1 0. ¢ -1.° 0. ¢
Reserve assets 2.( 1. ¢ 2.5 2. ¢ 2.( 2. ¢ 3. 0. ¢
Exports of good 53. 51. 55. 57. 62. 57. 51. 50.
| mports of good 50. 48 . 2. 53. 60 . 52. 48 . 47 .
g‘ﬁgi4§{‘;§'”ati°“ 43. 53. 32. -40. -34. -31. -28. 29
Gross ext%®rnal 58. 65. 52. 56 . B3, 49. 51. 50.
Trade with tShe
Exports of good 57. 56 . 58. 58. 58. 57. 57. 57.
| mports of good 57. 58. 56 . 56 . 54. 56 . 56 . 56 .
I nvest ment posi
euro ®area
Direct inve¥®t me 58. 59. 56. 58. 55. 56. 56. 56.
Direct ihivabtme 76. 77 . 75. 77 . 75. 74. 74. 75.
Portfolio inf®es 42. 39. 45 . 45 . 45 . 48 . 42 . 43 .
Portfolio inv¥s 46. 46. 46. 47. 48. 46. 46. 45.

al averages calculated using the arithmetic mean.

from the European Commi ssi o

Differences between totals and t

HApder i od outstanding amounts.

As a percentage of the total.
ol i

n
h sum of their components are

OB WNEI>WN
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5.3.54 Lontgerm interest rate development s

Chart 5.3.5
Lontgerm i nt¥®rest rate

(monthly averages in percentages)
— Long-term interest rate
Long-term interest rate (12-month moving average)
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Sources: European System of Central Banks and ECB calcul ations.
1) The basis of the calculation of the reference value faorertabgee peri od
of the interest rate |l evels in Cyprus, France and Denmark plus 2 perc

Chart 5.3.6
Lontgerm interest rate and HVCP thel auronadeht

(monthly averages in percentage points)
— Long-term interest rate differential

HICP inflation differential

9 9
8 8
7 7
6 6
5 5
3 / 3
B

2MW %2
1 1
0 0
-1 -1
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026
Sources: European System of Central Banks, ECB calculations and Europ

Convergence RepioExta miJnuantei 02n0 206f economi ¢ cCt
individual countries 122



Table 5.3.4

Lontgerm interest rates and indicators of fin
(as a percentage of GDP, unless otherwise indicated)
Me mo it
2282%,56 2285)0 2285,5 202| 202|202 202 tJO“”Meayz euro a
2025

Lontgerm i nter ¢
Pol &nd 3. ¢ 2.0 5.( 6.. 5.¢ 5.t 5 ¢t 5. ¢
Euro ®ar‘ta 1.¢ 0. 2.0 1.¢ 3.: 2.¢ 3.: 3. -

Euro area AAA
teynear residua 0. ¢ 0. : 1.7 1.: 2.1¢ 2. ¢ 2.7 2.t
mat u’ i‘ty

I ndicators of
devel opment ai
integration

Debt securiti { . - .
financial or | 6. ¢ 5. ¢ 6. ° 9. ¢ 4. ( 4. 4.t - 60.

Debt securiti {

no-hi nanci al %¢&( g 0 2 1.6 8.6 3.8 4.6 2.4 ° 14
Stock market
capitaﬂ’isatior 24. 26. 21. 17. 21. 18. 25. - 73.
MF | credit to
government®r ed 48 . 55. 42. 44. 40. 38. 37. - 95.
Claims of eur (
(4 3 [4 -
on resi dént Mj 3 4 3 3 8.t 3 4.t 26
Sources: European System of Central Banks and ECB calculations.
1) Murdnual averages calculated using the arithmetic mean.
2) Average interest rate.
3 GDPvei ghted average offertmei retueroe satr eraatl @ gf or the purpose of assessing
4) Included for information only.
5) Outstanding amount of debt securities issued by resident MFIls (exc
corporations.
6) Outstanding amount of debtf isreamaiiali ecsori posruaetdi drys.resi dent non
7) Outstanding amount of |isted shares issued by residents at market
8) MFI (excluding national c-MMRtraesbdehk)scoetdet tbadogeséeial ngaver nme
outstanding amounts of | oans and debt securities.
9) Outstanding amount of deposits and debt securities i susruoedarbeya resi d
MFl s as a percentage of total liabilities of resideamtcaFiltsal(excluding
and reserves and remaining liabilities.
5.4.1 Price devel opment s

In May 2026 the 12-month average rate of HICP inflation in Romania was 8.4%,
i.e. considerably above the reference value of 2.7% for the criterion on price
stability (Chart 5. 4.1). This rate is expected to remain elevated over the coming
months, owing partly to higher commodity prices and broadening inflationary
pressures related to the war in the Middle East.

Over the past ten years the 12 -month average rate of HICP inflation has

fluctuated within a very wide range, from -1.7% to 13.2%. Following a prolonged
period of subdued inflation, strong fiscal stimulus and rising wages pushed up
inflation to an average of around 4% in 2018 and 2019. Inflation declined significantly
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in 2020, reflecting the downturn in economic activity during the COVID-19 pandemic.

From the second half of 2021, strong increases in energy and food prices, together

with supply bottlenecks, exerted significant upward pressure on inflation. This

pressure intensified further in the wakeof Rus si a6s i nvasion of Ukra
inflation peaking at 14.6% in November that year (Table 5.4.1). To address this,

Banca NaSional t a kdypalic® rate from 1.2586itos7&o dverithte s

period from October 2021 to January 2023. From the end of 2022, inflation declined,

falling from 12% on average in 2022 to 9.7% in 2023, on the back of easing supply-

side pressures, the monetary policy tightening and government measures to mitigate

the impact of higher energy prices. In 2024 inflation moderated further, down to 5.8%

onaverage,but remained well above the euro area
target, owing to continued pressure on prices for services, food and other goods,
amid strong growth in wages and pensions. In this context, Banca

Romaniei reduced its key policy rate twice, by a cumulative 50 basis points, in July
and August 2024, and has since then kept it unchanged at 6.5%. Inflation increased
significantly again in mid-2025 and remained at levels above 8% for the rest of the
year. This increase was driven by the removal of electricity price caps, tax rises built
into fiscal consolidation measures and a depreciation of the exchange rate, as well
as rising food prices on the back of global supply disruptions and domestic weather-
related shocks.

In May 2026 the annual rate of HICP inflation  stood at 9.7%. In the first two
months of 2026, inflation was still above 8%, with core inflation remaining particularly
sticky as a result of strong, albeit moderating, wage growth and elevated short-term
inflation expectations. In March inflation started to increase again, largely on the
back of a rebound in energy prices amid the heightened geopolitical tensions related
to the war in the Middle East. In response, the authorities introduced measures
aimed at mitigating the impact of higher energy prices. These measures, which
include a reduction in the excise duty on diesel for farmers and transport companies,
profit margin caps on fuels and subsidies for road transporters, are expected to
cushion these pressures. As with the other central and eastern European countries
under review, Romania is particularly vulnerable to global energy shocks, owing to
the relatively large share of energy in the consumption basket and the importance of
energy-intensive sectors in the economy.

The orientation of monetary policy towards price stability has played an

important role in shaping inflation dynamics in Romania over the past decade.

I n 2005 Banca Na Sshifted ta &ntinflation-Rugetimyrframework
combined with a managed floating exchange rate regime and set its inflation target
at 7.5%, as measured by the national consumer price index. The target was
gradually reduced until 2012. In 2013 the central bank adopted a flat target of 2.5%,
with a variation band of 1 percentage point. Monetary policy rates have remained
relatively high compared with those of most of the other countries under review and
the euro area. At the same time, the expansionary fiscal stance adopted by the
Romanian Government has contributed to inflationary pressures in recent years,
particularly between 2022 and 2025 (see Section 5.4.2). However, since mid-2025
the fiscal stance has become more restrictive as a result of a fiscal consolidation
package to reduce the twin deficits.
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Inflation is projected to remain above the central target of 2.5% over the

forecast horizon, with risks to the sustainability of inflation convergence

persist ing over the longerterm .According to the European
2026 Economic Forecast, HICP inflation is expected to remain elevated at 7% in
2026, before decreasing to 3.7% in 2027. The near-term inflation outlook reflects
opposing forces: upward pressures stemming from higher energy prices due to the
ongoing war in the Middle East and downward pressures that are expected to arise
from weak private consumption on the back of fiscal consolidation measures and
favourable base effects due to the 2025 increase in indirect taxes in domestic
electricity prices. These forecasts are subject to considerable uncertainty in terms of
the evolution of energy prices, their pass-through to other price components and the
geopolitical situation, especially in view of the sensitivity of the Romanian economy
to external shocks. Risks to the inflation outlook are tilted to the upside, as further
volatility in global commaodity prices and renewed global supply bottlenecks could
lead to more protracted inflationary pressures. This includes through the emergence
of indirect and second-round effects, particularly given that the economy is deeply
rooted in regional and global supply chains. Looking further ahead, unless offset by
an appreciation of the nominal exchange rate, the catching-up process is likely to
result in positive inflation differentials vis-a-vis the euro area, given that GDP per
capita and price levels are still lower in Romania than in the euro area. While
equilibrium inflation differentials associated with the catching-up process tend not to
be very large, they may become a concern if they are accompanied by potentially
unsustainable developments in credit and asset prices. In this context, the catching-
up process needs to be supported by appropriate policies to avoid unduly
jeopardising competitiveness and to prevent the build-up of unsustainable levels of
credit growth and other macroeconomic imbalances.

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 Romania for an in-depth review in its Alert Mechanism Report
2026, highlighting substantial external sustainability risks and persistent
competitiveness concerns, in the context of very strong growth in unit labour costs,
large and persistent current account deficits and sizeable fiscal imbalances.
Romania is also subject to an excessive deficit procedure (see Section 5.4.2). To
safeguard competitiveness and ensure that Romania remains attractive to foreign
investors, wage developments need to be aligned with productivity growth,
particularly in an environment of elevated sovereign bond yields and global
uncertainty. However, institutional weaknesses and a still challenging business
environment continue to weigh on productivity and growth potential. In view of
adverse demographic trends, including population ageing and migration outflows,
supporting potential growth will require a gradual shift towards a more innovation-
driven and higher value-added economic structure. Enhancing human capital and
reducing regional disparities would also contribute to more inclusive growth.
Furthermore, additional reforms aimed at improving governance, strengthening
competition and enhancing the predictability of the tax, judicial, insolvency,
regulatory and administrative frameworks would support investment and confidence.
Lastly, ensuring the efficient and effective absorption of EU funds remains key to
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fostering economic convergence in the medium term and to supporting the green
and digital transition.

Financial sector policies should be aimed at safeguarding financial stability

and ensuring that the financial sector makes a sound contribution to economic
growth. The resilience of the banking sector in Romania is underpinned by the
strong capital and liquidity positions of its banks. The sovereign exposures of banks
have increased in recent years and are still significantly higher than the euro area
average. This may amplify vulnerabilities in the event of fiscal stress or a
reassessment of sovereignrisk, potentially affecting bankso
conditions and credit supply. The relatively high share of foreign currency lending to
non-financial corporations warrants close monitoring, although many firms mitigate
this risk by using the euro as their settlement/invoicing currency. Non-performing
loan ratios have declined towards EU levels in recent years, although there are early
signs of rising insolvencies and an increase in the number of non-performing loans,
in particular government-guaranteed loans. Elevated inflation and fiscal consolidation
measures, amid heightened geopolitical uncertainty, may squeeze the debt servicing
capacity of households and, in turn, drive up credit risk for banks. At the same time,
the degree of financial intermediation remains relatively low, reflecting a continued
reliance on internal financing and non-bank funding sources. This may limit access
to credit for some firms and is likely to weigh on investment and potential growth
over the medium term. In order to further strengthen the resilience of the financial
system, the national competent authorities can further improve their supervisory
practices by, among other things, following the applicable recommendations from the
relevant international and European bodies and by collaborating closely with other
national supervisors of EU Member States within the supervisory colleges.

54.2 Fi scal devel opment s

Romania & general government budget deficit ~ was significantly above the 3%
reference value in 2025, while its debt level was below the 60% reference

value . In the reference year 2025, the general government budget balance recorded
a deficit of 7.9% of GDP, i.e. significantly above the 3% reference value. The general
government gross debt ratio was 59.3% of GDP, i.e. below the 60% reference value
(Table 5.4.2). Compared with the previous year, the general government deficit
decreased by 1.4 percentage points of GDP and the debt ratio increased notably by
4.5 percentage points of GDP. With regard to other fiscal factors, the deficit ratio
exceeded the ratio of public investment to GDP in 2025.

Romania has been subjectto an excessive deficit procedure since 2020.
Following a recommendation from the European Commission of 4 March 2020 on
the basis of a projected excessive deficit in 2019, the Council decided on 3 April
2020, in accordance with Article 126(6) of the Treaty, that an excessive deficit
existed in Romania and it issued a recommendation to correct the excessive deficit
by 2022 at the latest. In 2021, a Council recommendation revised the date for
correcting this excessive deficit to 2024, with the argument being that the economic
recovery following the pandemic should not be compromised. On 8 July 2025, the
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Council revised its recommendation to Romania following a decision establishing
that Romania had not taken effective action in response to previous Council
recommendations under the excessive deficit procedure. The revised
recommendation sets out an updated net expenditure path for Romania to bring its
excessive deficit situation to an end by 2030. In June 2026, the Commission found
t hat Ro neaaxperdifuse growth in 2025 and its projected net expenditure
growth in 2026 (both in annual and cumulative terms) were below the ceilings
recommended by the Council. Consequently, Romania was assessed as having
taken effective action and the excessive deficit procedure was therefore held in
abeyance.

Both cyclical and non -cyclical factors contributed to the budgetary
deterioration in Romania over the period 2019-25. The fiscal position appeared
highly vulnerable even before the outbreak of the pandemic, with the deficit having
reached 4.4% of GDP by 2019, following a steady deterioration which had begun in
2016. In 2020 the deficit ratio deteriorated by almost 5 percentage points and the
structural balance by 3.0 percentage points. This was mainly the result of pre-
existing expansionary policies (including significant increases in pension payments),
as well as temporary measures taken in the face of the pandemic (albeit these were
smaller in size than those implemented in other countries) and adverse cyclical
factors. Following an improvement in the budget balance in 2021 and 2022, the
budgetary situation deteriorated again in 2023 and 2024 by 2.8 percentage points of
GDP in total. This was on account of very fast growth in government spending,
mostly due to large increases in public sector wages, expenditure in goods and
services and social transfers, including pensions. The improvement by 1.4
percentage points of GDP recorded in 2025 was the result of the adoption of
significant consolidation measures, which are expected to deliver around half of the
adjustment needed to correct the excessive deficit situation. Some measures were
implemented at the beginning of 2025, while the large package of measures only
took effect as from August 2025, meaning that the full set of measures will not make
its full-year impact until 2026. Key consolidation measures on the revenue side
include an increase in the rate of VAT and a revamp of reduced VAT rates,
increases in excise duties, a new mandatory health contribution levied on pension
income and residential property tax reform. The key measure taken on the
expenditure side is a freeze on public pensions and wages in 2025 and 2026. The
2025 budget deficit nonetheless stands 3.5 percentage points above the pre-
pandemic deficit level seen in 2019, with the structural deficit being 2.7 percentage
points higher than in 2019.

The debt -to-GDP ratio has been strongly increasing since 2019 and is close to
the 60% reference value. Prior to the pandemic, the debt ratio had fluctuated
around 35% of GDP. During the pandemic, the debt ratio increased strongly by 13.4
percentage points over the period 2020-21, reaching 48.6% of GDP. Since then, it
has increased strongly by 10.7 percentage points of GDP, reaching 59.3% of GDP in
2025, i.e. 24.1 percentage points above its pre-pandemic level. The increases over
the period 2019-25 were largely the result of primary deficits, with a favourable,
albeit shrinking, interest-growth differential helping to contain the debt increase over
the period 2021-25 (Table 5.4.2).
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The level and structure of government debt indicate that Romania & fiscal
balances are protected from sudden changes in interest rates , but they are
highly sensitive to exchange rate fluctuations. The share of government debt
with a short-term maturity is low (7.0% of overall debt in 20257 Table 5.4.2). Taking
into account medium and long-term debt with a variable interest rate as a percentage
of GDP, fiscal balances appear relatively insensitive to interest rate changes. The
proportion of foreign currency-denominated government debt is high (52.9% in
2025). Taking the size of the debt in relation to GDP into consideration, it can
therefore be concluded that the fiscal balances are highly sensitive to exchange rate
movements, mainly the euro/leu exchange rate, as a large part of the debt is
denominated in euro (81.1% of foreign-denominated debt in 2025).

The European Commission & Spring 2026 Economic Forecast foreseesa n

improvement in Ro ma n ibaddes balance by 2027 but a notable increase in

the debt ratio to above 60% of GDP .Accor di ng t o t B@ingRee mi ssi or
Economic Forecast, the deficit is projected to decrease to 6.2% of GDP in 2026 and

to 5.8% of GDP in 2027. This forecast includes the consolidation measures that were

legislated in the period from July to September 2025. With regard to the debt ratio,

the Commission forecasts an increase of 2.2 percentage points of GDP in 2026,

followed by a further increase of 1.8 percentage points of GDP in 2027. The debt

ratio is projected to move slightly above the 60% reference value, reaching 63.4% of

GDP in 2027, its highest level since 1995.0n t he basi s of Sprihge Co mmi
2026 Economic Forecast, further consolidation will be required to correct Ro mani a 6 s
excessive deficit. In response to the energy price shock following the outbreak of the

war in the Middle East, Romania implemented limited fiscal energy measures,

including, as from April, a cut in the excise duty on diesel, partly offset by a special

tax aimed at operators that extract and refine oil in Romania.

Romania has yet to fully align its national fiscal governance framework , which
had been significantly strengthened but has not been complied with or applied
effectively, with the reformed EU framework . Romania& fiscal governance
framework was strengthened in 2013 following the adoption of the fiscal compact
(through the implementation of a structural budget balance rule, a debt rule and a
correction mechanism), the creation of an independent fiscal council in 2010 and a
reform of the tax collection agency. Its national framework is yet to be fully aligned
with the reformed EU governance framework. Despite this earlier strengthening,
Romania has systematically and repeatedly derogated from its national fiscal rules,
thereby rendering these rules largely ineffective. In particular, the Romanian
authorities should fully support the Fiscal Council by submitting the budget in a
timely manner and by increasing the transparency of the macroeconomic and fiscal
forecasts as well as the budget documentation. The government should also
increase efforts to reform the public administration and make tax policy and
administration more efficient. Some progress has been made with public finance
management, including through a law tasking the Fiscal Council with a regular
impact assessment of spending reviews. Limited progress has been made in public
investment project preparation and prioritisation. However, while progress has been
made in improving the governance and performance of state-owned enterprises,
significant shortcomings persist in terms of implementation. Ro mani ads budget a
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adjustment would be well supported by the full application of the national fiscal
framework.

Romania face s high sustainability risks in the medium term and medium
sustainability risks in the  long term , with only slight increases in age  -related
public expenditure projected over the period 2022  -70. Over both the medium and
longterm,theEur opean Co mmb BebtSustaidakility MOnRor risk
classification remains unchanged compared with the 2023 Debt Sustainability
Monitor. The high-risk classification in the medium term is due to debt being on an
upward path given the unfavourable initial budgetary position, and while it would
remain just below 90% of GDP under the no-fiscal-policy-change baseline, it would
exceed that threshold under more adverse macro-financial assumptions. The
medium sustainability risk classification in the long term is driven by the unfavourable
initial budgetary position, which is partly offset by developments in ageing costs. The
Commission6 2024 Ageing Report prepared by the Ageing Working Group (AWG) of
the EUO&6s Economi c,wlich indorporate€thenpensidn trefoens
adopted in November 2023, points to a slight increase of 0.2 percentage points of
GDP in age-related public expenditure over the period 2022-70 under its baseline,
from a level of 15.8% of GDP in 2022.1® The projected decrease in pension
expenditure by 0.9 percentage points of GDP over the period 2022-70 largely
compensates for the projected increase in healthcare and long-term care
expenditure. While over the full projection horizon of the Ageing Report, pension
spending is projected to fall, a notable increase is expected during the first period of
the projection horizon (2022-45). Undert he AWGO6s ri sk scenari o, t
cost of ageing amounted to 4.3 percentage points of GDP.

Looking ahead , additional reforms and further consolidation in line with the
requirements of the Stability and Growth Pact are needed to safeguard the
sustainability of public finances over the medium term. Romania must ensure
compliance with the requirements of the excessive deficit procedure through further
consolidation. This needs to be supported by efforts geared towards enhancing the
quality of public finances and reinforcing the growth potential of the economy. The
Romanian Government should make further efforts to improve the tax collection
system, fight tax evasion, increase spending efficiency, advance structural fiscal
reforms (including in the corporate governance of state-owned enterprises) and
complete tax system reforms. A tax reform aimed at increasing revenues and
improving fairness, while strengthening work incentives and remaining attractive to
capital investment, would contribute to a growth-friendly consolidation which also
enhances equity.

5.4.3 Exchange rate devel opment s

Over the reference period from 18 June 2024 to 17 June 2026 , the Romanian
leu did not participate in ERM Il but traded under a flexible exchange rate

3 Se&@uropean Commission and EcohdmecnBoReoppoddodnmi ttee,
BudgeProjyecti onMember t BER2aZE®BOElUuZ®dpean Eoehbmutijonal Pa
No 279, European .Commi ssi on, 2024
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regime involving a managed float of  the exchange rate. Over the two-year
reference period the Romanian leu mostly traded close to its June 2024 average
exchange rate against the euro of 4.977 lei per euro, which is used as a benchmark
for illustrative purposes in the absence of an ERM Il central rate (Chart 5.4.3). The
maximum upward deviation from this benchmark was 0.2%, while the maximum
downward deviation amounted to 5.8%. On 17 June 2026 the exchange rate stood at
5.232 lei per euro, i.e. the leu was 5.1% weaker than its average level in June 2024.
Banca NaS$Si on aéntereda répo lmeanrangeiment with the ECB in June
2020,under whi ch it c dbubiliah agaiost higl-quality purot o 0 4
denominated collateral to provide euro liquidity to Romanian financial institutions in
order to address possible liquidity needs. This agreement remained in place over the
reference period as it was extended again in January 2025 for a period of two years.
As this arrangement helped to reduce the potential risk of financial vulnerabilities, it
may also have had an impact on exchange rate developments over the reference
period. Over the past ten years the Romanian leu has depreciated against the euro
by 15.7%.

The exchange rate of the Romanian leu against the euro exhibited, on average,

a low degree of volatility over the reference period , while trending towards a
gradual depreciation . In the second half of 2024 and the first four months of 2025
the leu traded mostly between 4.97 lei and 4.99 lei per euro, showing a relatively low
degree of volatility. However, increased macroeconomic imbalances, including twin
fiscal and external deficits, against a backdrop of high political and fiscal uncertainty
around the 2025 presidential elections, contributed to a weakening of the leu in May
2025. The depreciation was then partly reversed and the exchange rate broadly
stabilised. Subsequently the leu weakened significantly at the end of April and in the
first few days of May 2026, reaching a new historical low of 5.2646 lei per euro on 7
May 2026, amid heightened domestic political tensions. Overall, this pattern reflects
a continued trend depreciation of the leu against the euro, influenced by both
domestic and external factors, includingt h e c¢ o challengiggdiscal position and
global trade and geopolitical tensions contributing to lower global risk appetite. Over
the reference period short-term interest rate differentials against the three-month
EURIBOR were relatively wide. After reaching a peak of 4.5 points in the
three-month period ending in September 2025, the interest rate differential came
down again and stood at 3.5 percentage points in the three-month period ending in
May 2026. The recent narrowing of short-term interest rate differentials largely
reflects the gradual decrease in domestic interbank money market rates since mid-
2025, with the re-emergence of a liquidity surplus in the money market, against the
background of an improvement in investorsorisk perceptions regarding the
Romanian economy.

The Romanian leu has appreciated over the past ten yearsin  HICP-based real

effective terms (Chart 5. 4.4). Overall, this appreciation mainly reflected

developments in relative prices. The relatively high level of inflation following the

spi ke in energy and food prices around Russi
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
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convergence, which complicates any long-term assessment of real exchange rate
developments.

Romani aés current and capital account balanc
ten year s, while net foreign liabilities have declined gradually but remain high

(Table 5.4.3). The combined current and capital account deficit has gradually
increased over the past decade. This development reflected a widening trade deficit
driven by a worsening goods balance in conjunction with a flattening services
surplus, as export performance weakened and strong domestic demand fuelled
import growth. This trend intensified during the pandemic period when global supply
chain disruptions and rising energy prices further worsened the trade balance. As a
result, the current account deficit reached a peak of around 9-10% of GDP in 2022.
The subsequent gradual decline reflected in particular slower domestic demand
growth, although the current account deficit remained persistently large at around 7-
8% of GDP. The sizeable fiscal consolidation packages adopted in 2025 seem to
have had a limited impact on the current account deficit so far. On the financing side,
net foreign direct investment inflows and non-reimbursable EU funds have covered
only part of the deficit, while increased government external borrowing is reflected in
large inflows of portfolio investment. In the context of expansionary fiscal policies,
the gross external debt ratio has gradually increased over the past decade and stood
at 60.8% in 2025. While the negative net international investment position has
improved steadily over the past ten years, reaching -41.3% in 2024, it decreased
again, to -45.1% of GDP, in 2025. Hence, fiscal consolidation and structural reforms
continue to be important for supporting external sustainability, maintaining the
attractiveness of Romania to foreign direct investors and enhancing the
competitiveness of the economy, especially in a more volatile environment
characterised by geopolitical and commodity price shocks.

The Romanian economy is well integrated with the euro area through trade

and investment linkages. In 2025 exports of goods and services to the euro area

constituted 58.8% of total exports, while the corresponding figure for imports

amounted to 58.0%. In the same year the share of the euro area in the stock of

inward direct investment in Romania stood at80.0% and iits share in the
stock of portfolio investment liabilities was 54.1%. The share of Romani a
foreign assets invested in the euro area amounted to 69.0% in the case of direct

investment and 74.9% for portfolio investment in 2025.

544 Lontger m i nterest rate devel opments

Over the reference period from June 2025 to May 2026, long  -term interest rates
in Romania stood at 6. 7% on average, above the 5. 1% reference value for the
interest rate convergence criterion (Chart5.  4.5).

Long -term interest rates in Romania came down from the peak of more than
9% reached in 2022. Over the period 2016-20, long-term interest rates had
gradually increased from around 3.5% to almost 5%. Persistent domestic and
external imbalances in the Romanian economy had resulted in faster inflation

Convergence RepioExta miJnuantei 02n0 206f economi ¢ cC 1«
individual countries 131



dynamics, sizeable current account deficits and uncertainty regarding the

sustainability ofthe Gover nment 6 s f issrgeanithe paodemiciryspring h e

2020 led to a decline in inflation and economic growth, towhichBanca Na$i onal t
Romaniei responded with a decisive easing of monetary policy. Long-term interest

rates declined accordingly and hit a historical low of 2.7% in January 2021.

Thereafter, inflation rose and a series of supply-side shocks posed upside risks to
medium-term inflation expectations, forinstance Rus si a6s i nvasion of U
February 2022 had an impact on expected food and energy prices. This led to a

rapid tightening of monetary policybyBanc a Na Si o n a,linineavithfhe mOn i e i
developments in the global policy cycle. Long-term interest rates in Romania peaked

at more than 9% in October 2022. In the subsequent two years, economic activity in

Romania slowed down and inflation fell from around 16% at the end of 2022 to

around 5% by the end of 2024, with long-term interest rates dropping to around 7%

over the same period. Since 2025 long-term interest rates have fluctuated within a

range of 6.5%-7%. This reflects sluggish growth dynamics, persistent fiscal

imbalances and renewed upward pressures on inflation from the VAT increase and

the expiry of energy price caps in summer 2025. In May 2026 long-term interest

rates stood at 6.2%. During the review period, credit default swap spreads for

Romanian government bonds increased to more than 300 basis points in May 2025

before falling back to around 220 basis points in May 2026, which is about the same

level as in June 2024. This is one of the highest levels among the group of peer

countries in the region and is mainly related to market concerns about the structural
sustainability of domestic government finances. Romanian government debt,

whether issued in domestic or foreign currency, is rated at the lowest investment-

grade notch by all three main rat-Fich agenci e
BBB-).
The long -term interest rate differential of Romanian bonds vis -a-vis the euro

area average declined slightly  over the review period (Chart 5.4.6). The interest
rate differential increased over the period 2016-20 due to the persistent
macroeconomic imbalances in the Romanian economy. It fell back to 2016 levels
during the pandemic in 2020-21, before spiking in 2022 and then gradually narrowing
again. It stabilised in mid-2023 at values last experienced in 2018-20. At the end of
the review period, in May 2026, the differential vis-a-vis the euro area average
interest rate stood at 2.7 percentage points. The outbreak of the war in the Middle
East did not have a significant impact on the long-term interest rate differential in
Romania.

Capital markets in Romania are  much smaller than those in the euro area and
are still underdeveloped (Table 5.4.4). At the end of 2025 the Romanian corporate
debt market was almost non-existent, with outstanding debt securities issued by
financial and non-financial corporations amounting to only 2.1% and 0.6% of GDP
respectively. The equity market in Romania also remains quite small, with a stock
market capitalisation of 15.5% of GDP in 2025, which ranks among the lowest in the
region. Foreign-owned banks play a major role in Romania and accounted for
around 55% of total banking assets in 2024. The degree of financial intermediation is
the lowest in the region, with MFIs extending the equivalent of 23.4% of GDP in
credit to the private sector in 2025. Over the past decade Romanian banks have
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gradually relied less on euro area banks for their funding needs. The claims of euro
area MFIs on Romanian resident MFIs have declined from an annual average of
4.4% of total liabilities of resident MFIs over the period 2016-25 to 3.5% in 2025.
Since 2016 MFI loans denominated in domestic currency as a share of total loans
extended to the private sector have increased consistently, from about 57% at the
end of 2016 to 68% in May 2026.

5.45 Statistical tables and charts

5451 RomaniPai ce devel opment s

Chart 5.4.1
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Sources: European Commission (Eurostat) and ECB calculations.

1) The basis of the calculation of the reference value faowrertabgee peri od
of the annual percentage changes in the HICP for Cyprus, eFrisnce and D
2.7 %.
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Table 5.4.1

Measures of inflation and related indicators
(annual percentage changes, unless otherwise indicated)

2016 20t 202

2035 2030 2035 202 202) 202 202|202 202%| 2027
Measures of inf
HI CP 4. ¢ 2.( 7.0 4.7 12. 9.7 5. ¢ 6. ¢ 7. ( 3.7
Al € enel vdl mg 4.¢ 2. 7.: 3 8.¢ 10 7.0 6.¢ 6.¢ 4.:
food and energy
HI CP at cons®an 5. ( 2.t 7.: 3.¢12. 9.t 5.: 5. ¢
CPI 5. : 2. . 8. ¢ 5.2 18, 10. 5. ¢ 7o d 6.7 3. ¢
Private consump 5. ¢ 3.( 8.1 4.¢ 13. 9. ( 6. ¢ 7. ¢ 7.t 4. (
GDP defl ator 7. 4. ¢ 9. ¢ 5.¢ 12. 12. 9. ¢ 8. i 7. ¢ 4. ¢
Producef) prices 7. ¢ 2. 13. 17. 55. 5.¢ 3.t 3.
Rel ated indicat
Real GDP growth 3. ¢( 3.1 2.0 5. ¢ 4. 2.1 0. ¢ 0.7 0. : 2.0
GDP per caplita
(euro area = 10 66 . 61. 71. 68 . 68 . 71. 73. 75,
Comparative pri
(euro area = 10 54 52 57 53 57 59 61
OQutpuf® gap 1.: 0. -1.¢& 2.4 -0.% 0.¢ -1.: -1.¢ 2.8 1,;
Unempl oymen™ ra 5. ¢ 5. ¢ 5.7 5.¢ 5.¢ 5.¢ 5.« 6.°: 6. ! 5. ¢
Unit | abour cos

¢

economy 9. ( 8 9 1.¢ 10 15 18 4. 4. ¢ 4. %
Compensation pe - B P .
whoteonomy 12. 12. 12. 2.7 15. 21. 14. 8. ¢ 4. ¢ 6. ¢
Labour producti q ~ Q d
economy 3. ( 3. ¢ 2 0 4.¢ 4. ¢ 2. ¢ 3 0. ¢ 1
| mports of good
deflator 2. ¢ 0 5.7 9 16. 2 0. 1.¢ 2.¢ 1.¢
Norr)nnal effecti 0. : 0. 0.7 0. 0 2 i 1 0
ra%e
Money sup’ply (M 11. 11. 10. 14. 8.: 10. 11. 9. :
Lending f¥m ba 9. ¢ 7.¢ 12. 15. 13. 8.¢ 11. 12.
Stock prittles (B 246. 39. 149. 34. -10. 31. 10. 43.
Resi demtoipalrty p $. 2 5. ¢ 5.7 4. 7. .1 B.( 5.7
Sources: Eur opean Commi s sG@eonne r(alurfoosrt aEtc,o nboinriecc taonrda tFei nanci al Affairs),
supply, Il ending from banks and ECBtoakcpltateens based on LSEG data fo
1) Mwnnual averages calculated using the geometric mean, except for GI
and unemployment rate, for which the arithmetic mean is used.
2) Data from the European Commissiondés Spring 2026 Economic Forecast.
3) The difference between the HICP and the HICP at const@asnt tax rates
(e VAT and excise duties) on the overall rate
of inflation. This impact as$btmesgh D@l taandaitescaangesous passprice
4) Domestic sales, total industry excluding construction.
5) PPS stands for purchasing power standards.
6) Percentage difference from potential GDP: a positiveGDRegative) si
7) Definition conforms to International Labor Organization guidelines
8) EAEOR group of trading partners. A positive (negative) sign indicates
9) The series includes repurchase agreements with central counterpart
10) Adjusted for the derecognition of |l oans from the MFI statistical
11) 4dMwhwial and annual figures represent the percentage change between
period.
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5.45.2 Fiscal devel opments

Chart 5.4.2
Gener al government balance and debt

(as a percentage of GDP)

. Government balance (left-hand scale)
Government debt (right-hand scale)
- - Reference values (government balance: -3%; government debt: 60%)
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Sources: European System of Central Banks and European Commission (Eu

Table 5.4.2
Governtmeahwget ary devel opments and projections

(as a percentage of GDP, unl ess otherwise indicated)

22(?§>56 22821)0 2235)5 202| 202|202|202|202|202%| 2027
Government bal a -5, ¢ -4 . 7.t 7.:¢ 6.%f 6.¢ 9.0 -7.¢ 6. ¢ 5. ¢
Totraelvenue 33. 31. 34. 32. 34. 34. 34. 35. 36. 36.
Current revenue 31. 30. 32. 31. 32. 31. 32. 33. 34. 33.
Direct taxes 5. ¢ 5. ¢ 5. ¢ 5. ° 6. 5. ¢ 6. ( 6. ¢ 6. ¢ 6. ¢
Indirect taxes 10. 10. 11. 10. 11. 11. 11. 11. 11. 11.
Nesoci al contri 10. 10. 11. 11. 10. 11. 11. 11. 11. 11.
Other curr¥nt r 4. 3 4. 4.7 3.¢ 4.t 4.+ 4. N 4. 3. ¢
Capital revenue 1.°¢ 1.°: 2. ( 1. ¢ 1. ¢ 2. ¢ 1. : 2. ¢ 2.t 2. ¢
Total expenditu 39. 36. 41. 40. 40. 41. 43. 43. 42. 41.
Current expendi 33. 31. 35. 34. 34. 34. 36. 35. 34. 33.
Compensation of 10. 10. 10. 11. 10. 10. 11. 10. 10. 10.
Soci al benefits 12. 12. 13. 13. 13. 12. 13. 13. 13. 13.
Interest payabl 1. ¢ 1. ¢ 2. 1.t 1.t 2. 2. 2.t 3. ( 3. (
Other currert e 8. : 7.¢ 8.¢ 8.7 9.¢ 9.7 9.( 8.: 7.4 7.0
Capital expendi 5.1 4. ¢ 6.¢ 5.« 6.: 7.. 7. 8.( 8.7 8. !
of which: I nves 4. 3.1 5. ¢ 4. 4. 5. ¢ 5. ¢ 6. ( 6. ¢ 6. ¢
Cycl i cal |Ibya |aadnj cuef 5. ¢t -4 . ( 7.. 6.« 6.0 -6.¢ 8. -7.: 5. ¢ 5.1
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20%t6 201 202

2035 2030 2025 202] 202)202]) 202|202 202%| 2027
Oneff and tempol , 0.: 0.C 0.C 0.( 0.C 0.¢C 0.2 0.C 0.C¢
measures
Structur @l bala 5. ¢ 3. ¢ 7. 6. 6.0 -6.¢ -8B.C -T.! 5. ¢ 5. ¢
Government debt 45 . 38. 52. 48. 48. 49. 54. 59. 61. 63.
Average Fesidoa 7.0 6.¢ 7 7. 7 7.7 7.1 6.¢
(in years)
I'n foreign curr 51. 51. 52. 53. 53. 51. 51. 52.
of which: Eur o 42 . 42 . 43 . 45 . 45 . 43 . 41 . 42 .
Do me sotwincer shi p ( 50. 51. 50. 50. 50. 49 . 50. 50.
Medi um a-ndr momg
(% oftotal) 94. 95, 93. 94. 93. 93. 91. 93.
of which: Varia
(% of total) 6 7 4.¢ 4.¢ 4. 3.¢ 4. 5.¢
De f idceibtt adj ust m 0. ¢ 0. ¢ 0.%t -0.¢ -0.°: 0. ¢ 1. ¢ 1.:
Net acguisition 0.7 0. 1.C -0.¢! 1 1.¢ 1 0.t
financial asset
Currency and de 0. ¢ 0. ¢ 0.¢ -0.¢ 1.« 1.7 1.: O0.:¢
Debt securities 0. ( 0. : o.(C 0.: O0.C 0.C O0.C O0.¢(
Loans 0. : 0. : 0.: 0.: 0.¢( 0.: 0.: 0. ¢
Equity and inve
shares or wunits 0 0. 0. 0. -0 0 0. 0.¢
Revaluation eff @, 2 0. : o.¢c 0.¢ 0.t 0.7 -0.: -0.:¢
of ~which: Forei 0.: o 0.: 0.¢ 0.¢C 0 0 0
holding gains/|I
ot h'ér 0. ¢ 0. : 0.t 0.: 1.0 -1.: -0.:¢ 0.:
Net expenditure . . . . . . 18. 0. ¢ 1. ¢ 7.t
Medi-uer m $i scatl
pl an: net expen . . . . . . . 2. ¢ 2. ¢ 4. ¢
growt h ( %)
Sources: Sysoemaonf Centr al Banks and Eur opeGenneQoanimifsosri oEnc o(nEounriocs taantd, FO |
Af fairs).
1) Mwnnnual averages calculated using the arithmetic mean.
2) Data from the European Commissionés Spring 2026 Economic Forecast.
3) Sales and other current revenue.
4) I ntermediate consumption, subsidies payable and other current expe
5) Cyclically adjust-efif bahdnoehexct emMpogaoypemeasures.
6) Original maturity of more than one year.
7) Time of recording differences and other factors (sector reclassifi
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5.45.3 Exchange rate and external devel opn

Chart 5.4.3
Bil ater al exchahgemranheeanrdtshate differenti

( RON/ EUR exchange r atdei:f fneornetnhcley basvtew daegrie sttterrébeank i n-meneée st EURI 8ORand th
basis points, monthly values)

— RON/EUR exchange rate (left-hand scale, inverted)

Interest rate differential (right-hand scale)
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Sources: European System of Central Banks and ECB calculations.

Chart 5.4. 4
Effective exXkhange rates

(EERO group mpdrttmeardi;ngmont hly averages; index: Q1 1999 = 100)
— Nominal (left-hand scale)
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Source: ECB.
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Tabl

External
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5.4.3

devel

opments

are due

dat a

(o]

(as a percentage of GDP, unless otherwise indicated)

2016 20t 202

2035 2030 2035 202 202) 202 202|202 202%| 2027
Bal ance of paym
Curren account 4 2 5. ¢ 5.. 7.. 3. ¢ -6 6. 4 4
account *balance : : s : : : : : : s
Current account 5. ¢ -4 ( 7. 7.0 9.6 6. 8.1 -7.¢ 6. ¢ 6. ¢
Goods 8.t -7 9. 9. ¢ -11. 9. 9. 8. ¢
Services 4. ( 4. . 3. 3. ¢ 4. ¢t 4 . 3. 3.
Pri mary i ncome -1 -1. 2.0 106 3.0 208 20 -2.¢
Secondary incom 0. ¢ 0. ¢ 0o.¢t 0.: 0.« 0.7 O0.:¢ 0. (
Capital account 1. 1. 2.« 1. ¢ 2. 2. ¢ 1.¢ 1. ¢
Combined direct g
investimer bal & -4 ¢ -4 . ¢ 5.¢ 5. 5.:! 6. 4. 5.1
Direct invest me 2. 2. 2.8 3. 3.0 2.0 1. 2.0
Portfolio inves 2.t 2. 2.¢ 1.« 1. -4 . 3.0 B¢
Ot her investmen 0. 1. ¢ 1.6 1.6 400 -1 B G |
Reserve assets 1. ¢ 0. 1.¢ 0. ¢ 2. 4 . 0. ¢ 1. :
Exports of good 39. 40. 38. 40 43 . 39 35. 35
Il mports ofserowidg 44 43 . 44 . 46 50. 44 41 40 .
Net internationy g 45, 43, -47. -42. -41. -41. -45
posi“tion
Gross ext%®rnal 57. 56 . 58. 59. 54. 57. 57. 60.
Trade with tShe
Exports of good 59. 60 . 58. 59. 57. 58. 59. 58.
| mports of good 57 57. 57. 57. 57. 58. 58. 58.
I nvest ment posi
euro ®area
Direct inve¥®t me 72. 75. 69. 74. 70. 68. 68. 69.
Direct investme 80. 81. 79. 80. 79. 79. 79. 80.
Portfolio inf®es 68. 67 68. 62 60. 70. 75. 74.
Portfolio inv¥s 61 64. 59. 64. 62. 56. 56. 54.
Sources: European System of Central Banks &medeEuwrlodeoan EComming i am d( Eu
Af fairs).
1) Maurdnual averages calculated using the arithmetic mean.
2) Data fromCobmeni Esi opéanSpring 2026 Economic Forecast.
3) Differences between totals and the sum of their components
4) #tHder i od outstanding amounts.
5) As a percentage of the total.
6) Portfolio investment | iabilities are derived from the ECBOs
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5454 Lontgerm interest rate development s

Chart 5.4.5
Lontgerm i nt¥rest rate

(monthly averages in percentages)
— Long-term interest rate
Long-term interest rate (12-month moving average)
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Source European System of Central Banks and ECB calculations.
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of the interest rate |l evels in Cyprus, France and Denmark plus 2 perc

Chart 5.4.6
Lontgerimt erest rate and HI GRviiswftllae i onr @didrfea

(monthly averages in percentage points)
— Long-term interest rate differential

HICP inflation differential
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5.5

5.5.1

Table 5.4. 4

Lontgerm interest rates and indicators of fin
(as a percentage of GDP, unless otherwise indicated)
Me mo it
206 2012 202 June 2
203% 2030 2035 2021 202|202} 202 to May euro a
2025
Lontgerm i nter ¢
Romahf)i a 5. 4. 6.: 7.% 6.7 6.0 6.°¢ 6.
Eur o *ar‘ka i, g 0.7 2.0 1.¢ 3.: 2.¢ 3.: 3. -
Euro area AAA
teynear residua 0. ¢ 0. : 1.7 1.: 2.1¢ 2. ¢ 2.7 2.t
mat u’ i‘ty
I ndicators of
devel opment ai
integration
Debt securiti { . . .
financial or | 0. ¢ 0. ¢ 1.¢ 1.°: 1. ¢ 1. ¢ 2.0 - 60.
Debt securiti {
no-hi nanci al %¢&( 9 © o8 0.4 0 v ©. 0 ° 14
Stock market .
capitaﬁ’isatior 10. 8. ¢ 12. 9.(C 13. 12. 15. - 73.
MFEtredit- to ng(
government®r ed 26. 26. 25. 26. 24. 24. 23. - 95.
Claims of eur (
« 13 3 -
on resi dént Mj 4. 5 8. 3 8. 2.7 3 26
urces: European System of Central Banks and ECB calculations.
Mun tu a l aveaelrawlest ed using the arithmetic mean.
Average interest rate.
GhePi ghted average offerrmei retueroe satr eraatl @ gf or the purpose of assessing
Included for information only.
Outstanding amount of debt securities issued by resident MFIls (exc

porations.

D ZO0ONODO A WNE W
S T—c~———o0—————o0o

Outstanding amount of debtfisreacruaiiali ecsori poruetdi drys.resi dent non

Outstanding amount of |isted shares issued by residents at market
MFI (excluding national c-BlRtreesbdekhk)scoedet thadogmeseial ngaver nme
tstanding amounts of | oans and debt securities.
Outstanding amount of deposits and debt securities i susruoedarbeya resi d
I's as a percentage of total Iliabilities of resideatcafFiltsal(excluding
d reserves and remaining |iabilities.

Sweden

Price devel opment s

In May 2026 the 12-month average rate of HICP inflation in Sweden was  2.2%,
i.e. below the reference value of 2.7% for the criterion on price stability

(Chart 5.5.1). This rate is expected to decrease gradually over the coming months,
mainly reflecting lower value added tax (VAT) on food and the pass-through of the
exchange rate appreciation in 2025. However, this decline is likely to be partly offset
by higher commodity prices and broadening inflationary pressures related to the war
in the Middle East.

Over the past ten years the 12 -month average rate of HICP inflation has
fluctuated within a wide range, from 0. 7% to 9.2%. Between 2017 and 2019,
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inflation hovered between 1.3% and 2.5%, with volatile energy prices contributing to
the fluctuations in inflation. In 2018 and 2019 Sveriges Riksbank raised its repo rate
from -0.50% to 0%, in light of steady economic growth and accelerating core
inflation. Inflation declined significantly in 2020, averaging 0.7%, owing to the
contraction in economic activity during the COVID-19 pandemic (Table 5.5.1). In
2021 it rose to 2.7% on the back of rising energy prices and a strong rebound in
economic activity, before accelerating sharply in 2022, peaking at 10.8% in
December, as Russi a@ulledsharpancsreases inenergylakdr ai n e
commodity prices. To address this surge in inflation, Sveriges Riksbank started a
tightening cycle in April that year, bringing its policy rate up to 4.0% by September
2023. In addition, the Swedish Government introduced measures to mitigate the
impact of higher energy prices, including fuel tax reductions and electricity subsidies.
In 2023 inflation declined, reflecting a fall in energy prices and weaker economic
activity, as real disposable incomes were squeezed by tighter financial conditions
and earlier increases in energy prices. It returned to the target in 2024, averaging
2.0% over the year. However, it increased again in 2025, up to 2.6%, despite
subdued economic activity due to persistent services inflation driven by wage growth
and higher rental costs, rising food prices and some temporary technical factors
related to changes in the weighting structure of the consumption basket. Between
2024 and 2025, Sveriges Riksbank gradually reduced its policy rate to 1.75%.

In May 2026 the annual rate of HICP inflation  stood at 1.1%. After trending
downwards towards the end of 2025, inflation continued to ease in the first four
months of 2026, supported by an exchange rate appreciation and a temporary
reduction in VAT on food, down from 12% to 6%, from April 2026. These factors
more than offset the rebound in global energy prices amid the heightened
geopolitical tensions related to the war in the Middle East. In this context, the
authorities introduced measures aimed at mitigating the impact of higher energy
prices. These measures, which include reductions in fuel taxes and an increase in
electricity subsidies for households, are expected to cushion the inflationary
pressures.

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. From 1995 Sveriges Riksbank had an inflation target that
was defined as an annual rise of 2.0% in the consumer price index (CPI). The
institutional framework in Sweden, which aims at fostering prudent fiscal policy and
wage formation, has lent support to the achievement of price stability. In September
2017, while keeping the inflation target at 2.0%, Sveriges Riksbank decided to switch
to an inflation target defined in terms of the CPIF (the national CPI with a fixed
interest rate) as the target variable for monetary policy. It also decided to introduce a
variation band of +1 percentage point to illustrate uncertainty surrounding the
development of inflation.

Despite the increase in energy prices, i  nflation in Sweden is expected to

remain below the monetary policy target over the forecast horizon. According to

the European Commi ssionds Spring 2026 Econon
expected to moderate to 1.5% in 2026 and to increase slightly to 1.8% in 2027. The
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near-term inflation outlook reflects opposing forces: upward pressures stemming
from higher energy prices due to the war in the Middle East and downward
pressures that are expected to arise from the reduction in VAT on food, subdued
resource utilisation and the earlier exchange rate appreciation. These forecasts are
subject to considerable uncertainty in terms of the evolution of energy prices, their
pass-through to other price components and the geopolitical situation, especially in
view of the sensitivity of the Swedish economy to external shocks. Risks to the
inflation outlook are tilted to the upside, as further volatility in global commodity
prices and renewed global supply bottlenecks could lead to more broad-based
inflationary pressures. This includes through the emergence of indirect and second-
round effects, particularly given that the Swedish economy is deeply rooted in
regional and global supply chains. Over the medium term, inflation is expected to
pick up, partly reflecting the reversal of the temporary reduction in VAT on food in
2028, as well as a gradual increase in resource utilisation and rising unit labour cost
growth. Looking further ahead, monetary policy and the stability-oriented institutional
framework should continue to support 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.  With regard to macroeconomic imbalances, in its 2026
European Semester Spring Package, the European Commission considered that
Sweden was no longer experiencing imbalances. It also noted that vulnerabilities
related to the real estate market and high levels of private debt remain, but that they
have eased recently. However, a more challenging external environment and
heightened uncertainty may create headwinds forSwe d e n 6 s-orientegp o r t
economy, while slowing productivity growth and an ageing population are dampening
long-term growth prospects. In this context, it will be important to address factors
weighing on productivity growth, including demographic developments and emerging
skill mismatches, in order to support sustainable growth.

Financial sector policies should be  aimed at continuing to safeguard financial
stability and ensuring that the financial sector makes a sound contribution to
economic growth. Macro-financial risks remain elevated in Sweden, owing primarily
to a volatile external environment, property overvaluation, elevated levels of

household and corporate indebtedness and

to the highly leveraged commercial real estate market. High levels of private debt,
combined with the predominance of variable-rate mortgages, mean that Swedish
households are particularly vulnerable to interest rate increases and economic
downturns, especially in the current environment of heightened global uncertainty,
which may, in turn, pose risks to asset prices and financial stability more generally.
Although the resilience of the banking sector has improved in recent years,
underpinned by the stronger capital and liquidity positions of its banks, addressing
structural features of the housing market, including those related to property taxation
and the functioning of the rental market, would help to mitigate vulnerabilities. In
order to bolster confidence in the financial system, the national competent authorities
can further improve their supervisory practices, among other things, by following the
applicable recommendations from the relevant international and European bodies,
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5.5.2

and by collaborating closely with other national supervisors of EU Member States
within the supervisory colleges.

Fiscal devel opments

S we d e gedesal government budget deficit was well below the 3% reference
value in 2025 and its debt ratio was well below the 60% reference value . In the
reference year 2025, the general government budget balance recorded a deficit of
1.3% of GDP, i.e. well below the 3% deficit reference value. The general government
gross debt ratio stood at 35.1% of GDP, i.e. well below the 60% reference value
(Table 5.5.2). Compared with the previous year, the budget deficit decreased by 0.2
percentage points of GDP, whereas the debt ratio increased moderately by 0.9
percentage points of GDP. With regard to other fiscal factors, the deficit ratio did not
exceed the ratio of public investment to GDP in 2025.

Sweden has never been subject to a Council decision on the existence of an
excessive deficit. Sweden is currently subject to the preventive arm of the Stability
and Growth Pact. In June 2026, the European Commission assessed Sweden as
being compliant with the recommended maximum growth rate of net expenditure in
2025. For 2026, Sweden was projected to be at risk of material non-compliance with
the recommended annual growth rate of net expenditure, while it was projected to be
compliant with the cumulative growth rate of net expenditure.

The budget balance has deteriorated significantly over the past few years. Prior
to the pandemic, Sweden had consistently recorded structural surpluses, and in the
period 2016-19 it also recorded surpluses in the overall fiscal balance, amounting to
0.8% of GDP in 2019. In 2020, at the peak of the pandemic, the budget balance
deteriorated swiftly and a deficit of 3.2% of GDP was recorded as a result of sharply
worsening cyclical conditions and a deterioration in the structural balance. As the
effects of the pandemic dissipated, the exceptional expenditure measures were
gradually withdrawn and the structural balance returned to surplus territory,
supported by a strong cyclical recovery, reaching 1.0% of GDP in 2022. However,
since 2023, both the cyclical component and the structural balance have weakened,
and the deficit was 2.3 percentage points of GDP higher in 2025 than in 2022. The
deterioration in the structural balance can partly be explained by increased defence
expenditure and support provided to Ukraine.

Despite a deteriorating fiscal position in recent years, the government debt -to-
GDP ratio has remained relatively stable and well  below the 60% reference
value . In the years prior to the pandemic, the debt ratio had declined significantly,
from 43.2% of GDP in 2016 to 36.0% in 2019, thanks to a combination of primary
surpluses and favourable interest-growth differentials. One fallout from the pandemic
was an increase in the debt ratio by 4.5 percentage points in 2020, but by 2022 the
ratio had fallen back below its pre-pandemic level, driven by an improved interest-
growth differential and primary surpluses. In 2023 the ratio fell further, reaching a
historically low rate of 32.2% of GDP. However, in both 2024 and 2025, the debt
ratio increased again, reaching 35.1% of GDP in 2025.
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Swedenbdés government debt struct urrelatilfows

sensitive to interest rate fluctuations but relatively insensitive to exchange rate
movements . The share of government debt with a short-term maturity is relatively
high, standing at 28.9% in 2025. In addition, a part of its government debt with
medium and long-term maturities is exposed to variable interest rates (9.2% in 2025
i Table 5.5.2). After taking into account the level of the debt ratio, fiscal balances
remain relatively sensitive to interest rate fluctuations. The share of government debt
denominated in foreign currency is low (6.5% in 2025), which leaves fiscal balances
relatively insensitive to exchange rate movements.

The European C&pringi2G26 Eamnodis Forecast predicts a
deterioration in the budget balance in 2026 followed by an improvement in

2027. According to the Commission& latest forecast, the budget balance is expected
to deteriorate, reaching a deficit of 2.8% of GDP in 2026, despite some recovery in
economic activity, but then to improve again, reaching 2.5% in 2027, thus remaining
below the reference value of 3% in both years. The expected deterioration in the
general government budget balance in 2026 stems primarily from discretionary
budgetary measures, notably spending on defence and support provided to Ukraine,
as well as from a decline in income taxes and a temporary reduction in VAT on food.
In response to the energy price shock following the outbreak of the war in the Middle
East, Sweden implemented several fiscal energy measures, including a temporary
reduction in excise taxes on petrol and diesel, a new temporary electricity and gas
support scheme and a strengthened electric vehicle subsidy. The government debt
ratio is projected to increase moderately to 36.6% of GDP in 2026 and slightly further
to 37.7% of GDP in 2027, thus remaining well below the 60% reference value in both
years.

Sweden has a strong fiscal governance framework. It currently has a general
government surplus target of M % of GDP over the business cycle, but the Swedish
Parliament has adopted an update which will loosen this somewhat to a balanced
budget target over the business cycle from 2027 onwards. Moreover, under a cross-
party agreement announced in June 2025, new spending on military and civil
defence and support provided to Ukraine will not be counted when assessing
compliance with the budget target over the period 2026-34. In addition to the budget
target, the fiscal framework includes a debt anchor which has been in place since
2019, targeting a debt-to-GDP ratio of 35% (Maastricht definition). A deviation from
the debt anchor by 5 percentage points or more in either direction requires the
government to submit a report to Parliament explaining the causes of the deviation
and presenting an action plan to address it. The debt target of 35% of GDP leaves a
significant safety margin vis-a-vis the Maastricht reference value of 60% of GDP.
The Swedish fiscal framework also includes a three-year rolling nominal expenditure
ceiling for the central government and pension system, as well as a balanced budget
requirement for local governments. Notwithstanding the loosening of the budget
balance target, the national fiscal framework is strong and supports the medium-term
sustainability of public finances in line with the requirements of the Stability and
Growth Pact.
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Sweden faces low risk s to the sustainability of public finances  over the

medium term, while long -term risks have increased somewhat . The analysis in
theEur opean Co 2% Bebkt Sustaiakility Monitor points to low risks over

the medium term, while long-term risks are assessed to be medium. Compared with

the 2023 assessment, the medium-term risks are unchanged, while long-term risks

have increased somewhat due to a somewhat looser structural primary balance,

partly due to higher defence spending and support provided to Ukraine. The

assessment in the 2025 report stemmed from a low initial debt level, which was

expected to increase but remain below 60% of GDP in the medium term. However,

the structural primary balance would need to improve by 2.6 percentage points of

GDP to ensure that this debt ratio stabilises over the long term. According to the

baseline from the 2024 Ageing Report prepared by the Ageing Working Group

(AWG)of t he EUO®s Ec ono miamoderatd increase ilCageraiatedt e e
public expenditure by 0.9 percentage points of GDP is expected over the period

2022-70, from a level of 23.6% of GDP in 2022.1%4 This rise is mainly driven by long-

term care costs. Undert he AWGO6s risk scenario, the incr
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
to comply with the requirements of the  preventive arm of the Stability 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 for
both the green and digital transitions in the years to come.

5.5.3 Exchange rate devel opments

In the two -year reference period from 18 June 2024 to 17 June 2026 , 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 often
significantly weaker than its June 2024 average exchange rate against the euro of
11.285 kronor per euro, which is used as a benchmark for illustrative purposes in the
absence of an ERM Il central rate (Chart 5.5.3). The maximum upward deviation
from this benchmark was 6.8%, while the maximum downward deviation amounted
to 4.3%. On 17 June 2026 the exchange rate stood at 10.891 kronor per euro, i.e.
the krona was 3.5% stronger than its average level in June 2024. Over the reference
period Sveriges Riksbank maintained a swap agreement with the ECB for borrowing
up to 010 billion in exchasbgeninfplacesinBevedi sh kr
20 December 2007, with the aim of facilitating the functioning of financial markets
and providing euro liquidity to them if needed. As this agreement helped to reduce
the potential risk of financial vulnerabilities, it might also have had an impact on the
exchange rate of the Swedish krona against the euro over the reference period. Over

% European Commi ssion and EcohdmecnBoRepypraodnBcbheej cii2
Budgetaojyections for the2Z200MeuTbepge &St aE esh g BWt | on al Pa
No 279, European .Commi ssi on, 2024
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the past ten years the exchange rate of the Swedish krona against the euro has
depreciated by 16.7%.

The exchange rate of the Swedish krona against the euro exhibited, on

average, a high degree of volatility over the two  -year reference period. Between
June 2024 and February 2025, the Swedish krona traded in a relatively narrow range
of 11.2 kronor to 11.6 kronor per euro, following several years of steady weakening.
From March 2025 the krona began to strengthen steadily. This appreciation
persisted despite external uncertainties, in part related to global trade tensions, until
January 2026. The strengthening was driven by a combination of factors, including

favourable market expectations regardingSwe dends economic growt h,

stable public finances, increased investor interest in its defence industry, and the
lowering of the key ECB interest rates. From February 2026, the krona started to
weaken again. During the reference period 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 May 2026.

The HICP-based real effective exchange rate of the Swedish krona has
depreciated over the past ten years (Chart 5.  5.4). The depreciation in real terms
largely reflected movements in the nominal effective exchange rate. However, from
2025 both the nominal and real effective exchange rates began to appreciate
steadily, primarily driven by the strengthening of the Swedish krona.

Over the past ten years Sweden has recorded  relatively large current account
surpluses and has had a large positive net international investment position
(Table 5.5.3). In 2025 the surplus in the combined current and capital account of the
balance of payments stood at 6.1% of GDP, reflecting surpluses in the goods and
primary income balances. The corresponding net capital outflows in the financial
account were mainly in direct investment and in the category of other investment.
Gross external debt, which is concentrated in monetary and financial institutions,
stood at 155.5% of GDP in 2025. Over the past ten years Sweden has recorded a
large positive net international investment position.

The Swedish economy is well integrated with the euro area through trade and
investment linkages. In 2025 exports of goods and services to the euro area
constituted 40.0% of total exports, while the corresponding figure for imports was
higher, at 49.0%. In the same year the share of the euro area in the stock of inward

direct investment in Sweden stood at55.9% and its share in the ¢
portfolio investment liabilities was 43.2%. The share of Swedends
assets invested in the euro area amounted to 45.3% in the case of direct investment

and 33.4% for portfolio investment.

Lontger m i nterest rate devel opments

Over the reference period from June 2025 to May 2026, long  -term interest rates
in Sweden stood at 2. 6% on average and th erefore remained well below the
5.1% reference value for the interest rate convergence criterion (Chart 5.  5.5).
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Long -term interest rates in Sweden stood at very low levels over most of the

review period but have gradually increased since mid -2025. Long-term interest
rates fluctuated between 0% and 1% between 2016 and 2018, reflecting the positive
dynamics in economic growth and inflation. In the subsequent two years, with the
subdued global economic cycle being exacerbated by the deflationary impact of the
pandemic, long-term interest rates in Sweden dropped to 0%, with short spells in
negative territory. Against this deflationary background, Sveriges Riksbank joined
other major central banks around the world in implementing a rapid easing of
monetary policy. In December 2019 Sveriges Riksbank set the repo rate at 0%,
leaving negative territory, while the scope of the ongoing quantitative easing
measures was widened in early spring and summer 2020. At the beginning of 2022
rising and persistent inflation started putting upward pressure on long-term interest
rates, which peaked at 3% in October 2023. This led Sveriges Riksbank to reverse
the course of monetary policy and begin a tightening cycle. Until the end of 2024,
long-term rates declined on the back of weaker economic momentum combined with
declining inflation and, from May 2024 onwards, easier monetary policy. During the
rest of the review period long-term rates increased, as inflation temporarily surprised
on the upside at the beginning of 2025, economic growth picked up gradually and
the central bank continued to cut interest rates until October 2025. In May 2026 the

long-term interest rate stood at 2.7%. Swedends ¢ o,wlketherimiedin de bt

domestic or foreign currency, is rated at the top investment-grade notch by all three

main rating agencies (Moodydés: Aaa; S&P:

The long -term interest rate differential  of Sweden vis -a-vis even the highest -
rated euro area countries remained negative during the review period

(Chart 5.5.6). Thanks to its sound fiscal policy and its balanced and healthy
economy, Sweden has historically enjoyed the same credibility as the highest-rated
euro area countries. The expected increase in fiscal expenditure in the near future is
in line with expectations of such increases in many euro area countries. Vis-a-vis the
euro area average, the interest rate differential reached -0.7 percentage points at the
end of the review period (-0.3 percentage points vis-a-vis the euro area AAA yield).
The outbreak of the war in the Middle East did not have a significant impact on the
long-term interest rate differential between Sweden and the euro area.

Capital markets in Sweden are highly developed, with corporate bond

issuance and stock market capitalisationa  mounting to a higher percentage of
GDP than in the euro area (Table 5. 5.4). Relative to GDP, outstanding amounts of
debt securities issued by non-financial corporations in Sweden are almost twice as
large as in the euro area. The size of the Swedish stock market, as a percentage of
GDP, is more than twice that of the euro area. The extent to which banks in Sweden
fund their activities through borrowing from euro area banks tends to be limited.
Claims of euro area MFIs accounted for 8.4% of Swedish resident MFIs 6 t ot al
liabilities in 2025. The degree of financial intermediation in Sweden is high. At the
end of 2025, bank credit to the private sector amounted to 125.4% of GDP i much
higher than the figure for the euro area, which was 95.4%.
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5551

Statistical tables and charts

Swedefrice devel opment s

Chart 5.5.1
HlI CiPnfl ati on andreference value

(annual percentage changes)
— HICP
HICP (12-month moving average)

e Reference value

12 12
10 10
8 8
6 6
4 4
.
2 S R m 2
0 Vv 0
-2 -2
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026
Sources: European Commi ssion (Eurostat) and ECB calculations.
1) The basis of the calculation of the reference value faorertabgee peri od
of the annual percentage changes in the HICP for Cyprus, eFrisnce and D
2.7 %.

Table 5.5.1
Measures of inflation and related indi

(annual percentage changes, unl ess otherwise indicated)

2016 2016 202
2038 2030 2035 202| 202f 202} 202] 202 202%%| 2027

Measures of inf

HI CP 2. ¢ 1.¢ 4. 2.7 8. ! 5. ¢ 2. 2. ¢ 1.t 1. ¢
leoch; g’r‘]g':ﬂie?gy 2 1 4 1 5.t 7. 3.: 2.% 1.( 2.«
HI CPcanstant®ta 2. ¢ 1. ¢ 4.7 2.¢ 8.1 5.¢ 1.¢ 2.7

CPI 2. ¢ 1. ¢ 4 .t 2. 8. ¢ 8. ¢ 2. ¢ 0.7 0. ¢ 2. ¢
Private consump 2. ¢ 1.¢ 4. 2. 6.7 6.7 2. ¢ 2.7 1.¢ 1. ¢
GDP defl ator G 2. 3. ¢ 2.7 6. ( 5. ¢ 2. ¢ 1.7 1. % 1.7
Producef) prices 3. ¢ 1. ¢ 5.¢ 11. 20. 3.: 0.: 2.t

Rel ated indicat

Real GDP growt h 1. ¢ 1.1 1. ¢ 5.1 1.9 -0.: 2. 1.¢ 1. ¢ 2.

GDP per caplita

(euro area = 10 110. 112. 108. 114.108. 105. 107. 107.

Comparative p'l' 118. 120. 115. 122. 116. 110. 111.

(euro area =

Output) gap 0.7 0.7 1. 0.: -0.: -1.¢ -1.¢ -1.¢ -1.+ -0.¢
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5.55.2

201 201 202

2035 2030 2035 202| 2024 202f 2021 202] 202%| 2027
Unempl oymen® r g 7.7 7. 8.1 8.¢ 7.%Y 7.7 8.: 8.¢ 8. ! 7. ¢
Uni g I abewur €08 5 ¢ 2.8 2,5 ©.8 4.2 @ 2.0 0 2.7 2.
economy
Compensation pg 5 ¢ 3 3.¢ 3 2.6 5.« 4.¢ 2.¢ 3.: 3.3
whol e economy
Labour producti ¢ .
economy 0. ¢ 0. ¢ 0 2.¢ -1.¢& 1. 2.t 2 1.:¢ 1
I mports of good . .
deflator 3 1.« 4.7 3 18. 5 0. -2.¢ 0 0. ¢
Noa['?'”a' effectif 5 - 4. ( ©0.¢ 3.¢ -6.¢ -4.¢ 1.: 5.¢
rate
Money sup’ply (M 5.7 9. : 2. ¢ 9. ! 1.0 -2.: 0. ¢ 3. ¢
Lending f*m b4 4. 5. ¢ 3.¢ 6.¢ 6.¢ 1.7 0.¢ 3.¢
Stock (POMXEED) 99. 29. 53. 29. -15. 17. 3.t 16.
Residenti al pr o 2. ¢ 4. 1.¢ 10. 3.¢ 5. 0. ( 1. ¢
Sources: Eur opean Commi s sGeonne r(alurfoosrt aktc,o nloimiecc taonrda tFei nanci al Affairs),
supply, Il ending from banks and ECB calculations based on LSEG data fo
1) Murdnual averages calculated using the geometric mean, except for GI
and unempl oyment rate, for which the arithmetic mean is used.
2) Data from the European Commi ssionds Spring 2026 Economic Forecast.
3) The difference between the HICP and the HICP at const@asnt tax rates
(e VAT and excise duties) on the overall rate
of inflation. This impact as$btmesgh D@l taandaiesctaangesous pasesprice
4) Domestic sales, total industry excluding construction.
5) PPS stands for purchasing power standards
6) Percentage difference from potential GDP: a positiveGDRegative) si
7) Definition conforms to International Labor Organization guidelines
8) EIEOR group of trading partners. A positive (negative) sign indicates
9) The series includes repurchase agreements with central counterpart
10) Adjusted for the derecognition of Il oans from the MFI statistical
11) 4dMwhhwial and annual figures represent the percentage change between
period.

Fiscal devel opments

Chart 5.5.2
General government balance and debt

(as a percentage of GDP)

. Government balance (left-hand scale)
Government debt (right-hand scale)
- - Reference values (government balance: -3%; government debt: 60%)

2
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--------------------------------------------------------- 60
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Sources: European System of Central Banks and European Commi
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Table 5. 5.
Government

2

budgetary

devel

opment s

and

(as a percentage of GDP, unless otherwise indicated)

20 N 203 202 202 202| 202|202 202| 202%| 2027
Government bal a 0. ¢ 0. ( 0.¢ -0.: 1.C -0.¢ -1.¢% -1.¢ 2. ¢ 2.t
Tot al revenue 50. 50. 49. 50. 50. 49 . 48 . 4 8. 48 . 47 .
Current revenue 49. 50. 49. 49 . 50. 48. 48. 48. 47 . 47 .
Direct taxes 18. 18. 17. 18. 18. 17. 17. 17. 17. 17.
Indirect taxes 21. 22. 21. 21. 21. 21. 20. 20. 20. 20.
Net soci al cont 3. ¢ 3.« 3.t 3.¢% 3. 3.t 3 3. ¢ 3. 3.
Ot her curr®nt r 6. ¢ 6. ¢ 6.¢ 6 6. ¢ 6 6. ¢ 6. ¢ 6. 5.
Capital revenue 0 0. 0.« 0.¢ O0.: 0.¢ 0. 0 0.« 0. :
Total expenditu 50. 50. 50. 50. 49. 50. 50. 49 . 50. 50.
Current expendi 44 . 45 . 44 . 45. 43. 44 . 44 . 43 . 43 . 43 .
Compensation of 12. 12. 12. 12. 12. 12. 12. 12. 12. 12.
Soci al benefits 15. 16. 15. 15. 15. 15. 15. 15. 15. 14.
Interest payabl 0.t 0. ¢ o.t 0.: O0.¢f 0.7 O 0. ¢ 0. ¢ 0.:
Other currert e 16. 16. 15. 16. 16. 15. 15. 15, 15. 15.
Capital expendi 5. ¢ 5. ¢ 5.¢ 5 5.¢ 5.¢ 6.:¢ 6 7. 6. ¢
of whinwl:st ment 5. ¢ 5. ( 5.¢« 5 5. 5.« 5.t 5. ¢ 6. ¢ 6. :
Cyclically adju 0 0. : 0. ( -0 1. 0.C -0.% -0. 2. 2.
ggfsfufr::d tempo 0.C 0.( 0.C 0.( O. 0.C 0.C 0.C 0.( 0.c¢
Structur &l bal a 0 0. : 0.( -0 0.¢ 0.C -0.% -0. 2.0 2.
Government debt 37 40. 34. 37. 34. 32 34. 35 36. 37.
Average residua
(in years)
In foreign curr 17. 22. 11. 16. 15. 9.7 8 6. ¢
of which: Euro 7. ¢ 9. ¢ 6 8. ¢ 9. ( 5. ¢ 5. ( 3. 1
Domestic owners 75. 72. 79. 78. 82. 80. 78. 77.
?"O‘ng;’g’?tg'?:{;""mg 74. 76. 72. 75. 72. 70. 72. 7T1.
E’f,/u ‘C’)V:”tcgial\’?”a 10. 10. 10. 10. 10. 12. 11. 9.:
Def idceibtt adj ust m 0. ¢ 0. ¢ 0 0. ¢ 0 -1l 1 0. ¢
T B T N TR AT
Currency and de 0. : 0 -0. 0.« 0.(C -0. 0. O
Debt securities 0. : 0. : 0 0.t 0.0 -0. 0. ¢ 0. ¢
Loans 0. ¢ 0. 0 0.¢t -0.¢ -0.°¢ i . 1
Sauity and iavel o ¢ o 0.C 0.1 0.¢ 0.C 0.t 0.¢
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5.5.5.3

22821)56 22821)0 22822)5 202| 202|202|202|202|2023%| 20237

Revaluation eff 0. : 0. : 0.: 0.: O0.¢ 0.: 0.: -0.:
of whichex€&baeg .
holding gains/|I 0.0 0 0 .o 0 0 0 0
Ot h'ér 0. ¢( 0. ( 0.C 0.¢ 3.¢ 0.% -1.: -2.¢
Net expenditure 5. ¢ 2. 6. ¢ 2.(
Medi-uenr m -$i scatl
pl an: net expen 6. ¢ 4 . ( 4 . ¢ 4 . ¢
(%)
urces: European System of Central Banks &medeEuwrlodeoan EComming i am d( Eu
fairs).
Munntual averages calculated using the arithmetic mean.
Data f Comeni Esi opéan Spring 2026 Economic Forecast.
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rate:

— SEK/EUR exchange rate (left-hand scale, inverted)

Interest rate differential (right-hand scale)
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val ues)
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Chart 5.5. 4
Effective exXkthange rates

(EERO group of trading partners; monthly averages; index: Q1 1999 = 1(
— Nominal (left-hand scale)

Real (right-hand scale)

105.0 90.0
102.5 87.5
100.0 85.0
97.5 \
< 82.5
95.0
80.0
92,5 W
AN ; 775
90.0 ‘
875 /\/\ J 75.0
85.0 ‘ 725
82.5 70.0

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

Source: ECB.
1) The rdefali sE&FHlated. An increase (decrease) in the EER indicates an
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Table 5.5.3
External devel opment s
(as a percentage of GDP, unless otherwise indicated)

201 201 202

5035 2030 2035 202| 202f 202f 2021 202] 202%| 2027
Bal ance of payn|
Curren account 4. - 3.t 5 6 4 6 6. ¢ & 2 4.«
account *bal anc ¢ s s : : : s : : : :
Current account 4. ¢ 3. ¢ 5. 6. 4. 6. ¢ 6. ¢ 6. 4. 8o 9
Goods 3. ¢ 3. 4 . 4. 3. 4. 5. 4. ¢
Services 0. ° 0. ( 1. -0. -1, o S I A ¢
Pri mary i ncome 3. 2.( 4 . 3. 4 . 4. 4. ¢ 4. ¢
Secondary i ncon -1, 0 -1. -1. -1. 2. B S -1 ¢
Capital account 0. 0. ( 0. 0. 0. 0. ( 0. 0.
Combined direct 0
investmei bal & 3. 1. ¢ 4 . 10. -1, 2.« 10. 1. ¢
Direct invest mg 0. ¢ 0. ¢ 0. 0. 1. 3.¢ 0. -1
Portfolio inves 2. ¢ 1. ¢ 3. 9. 3. -1.¢ 10 3. (
Ot her invest men 0. : 0.! 0. 3. -1, 2. ¢ 2. -1,
Reserve assets 0. ¢ -0. 0. 0. il o 1. ( ©. f ©, R
Exports of good 49 . 46 . 53. 48 . 55. 56 . 55. 53.
| mports of good 46 . 42 . 50. 44 . 53. B3, 51. 50.
Net internation g 6.( 44. 23. 38. 40. 67. 54.
posi“tion
Gross ext%®rnal 174. 181. 167.168. 174. 170. 166. 155.
Trade wetuhot®Ae ¢
Exports of good 39. 39. 39. 38. 38. 40 . 41 . 40 .
| mports of good 49 . 49 . 48. 49 . 48. 48 . 48. 49 .
I nvest ment posi
euro ®area
Direct inve®t me 45 46 . 44. 44 . 43. 43. 43. 45 .
Direct investme 56 . 56 . 56 . 56 . 57. B, 54. 55.
Portfolio inf®es 36. 39. 33. 34. 33. 33. 31 33.
Portfolio inves
liabf1%ties 41. 40. 42. 40. 42. 42 . 43 . 43 .
Sources: European System of Central Banks e&medeRurlodeoan ECGommims i am d( EFu
Af fairs).
1) Murdnual averages calculated using the arithmetic mean.
2) Dat a Hurroonp etahne Commi ssi on6s Spring 2026 Economic Forecast.
3) Differences between totals and the sum of their components
4) #tHder i od outstanding amounts.
5) As a percentage of the total.
6) Portfolio investment | iabilities are derived from the ECBOs
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5554 Lontgerm interest rate development s

Chart 5.5.5
Lontgerm i nt¥rest rate

(monthly averages in percentages)
— Long-term interest rate
Long-term interest rate (12-month moving average)

® Reference value

6 6

5 5

4 4

3 h/\/\/‘S

) \/"’\/ )

T ”\/‘/\/\ 1

. \/ e S .

-1 -1

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

Source European System of Central Banks and ECB calcul ations.

1) The bhsisabé¢ul ation of the reference value for the period from Jun:
of the interest rate |l evels in Cyprus, France and Denmark plus 2 perc

Chart 5.5.6
Lontgerm interest rate and HVCP thel auronadeht

(monthly averages in percentage points)
— Long-term interest rate differential

HICP inflation differential
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Sources: European System of Central Banks, ECB calculations and Europ
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Table 5.5. 4
Lontger m interest rates and indicators of fin
(as a percentage of GDP, unless otherwise indicated)
June 2| Memo it
2285)2 22821)0 2285)51 202 2021 202§ 202 t o Ma euro a
2026 2025
Lontggerm inter
Swe d% n 1. 0. 1.6 1.+ 2.8 2. 2.t 2. ¢ -
Eur o *ar‘ka i, g 0. 2.: 1.¢ 3. 2.¢ 3. 3. -
Euro area AAA
teynear residu 0. ¢ 0. 1.7 1. % 2.t 2. 2. 2.t -
mat u’ i‘ty
I ndicators of
devel opment a
integration
Debt securiti
financial Sor 92 99. 85. 86. 86. 87 80. - 60.
Debt securiti
MEl maned all o 25, 25, 26 . 28. 26. 24. 22. - 11.
Stock market
capita7l’|sati0 159. 142. 175. 150. 163. 164. 174. - 73.
MFI credit to
government®re 134. 136. 132.139.132.126. 125. - 95.
Claims of eur
(4 -
on resi dfént M 8. ¢ 9. ( 8.t 9.¢ 8. 8. 8. ¢ 26.
Sources: European Systemcafl cidmttriaolnsBanks and ECB
1) Murdnual averages calculated using the arithmetic mean.
2) Average interest rate.
3) GDeLi ghted average offertrmei retueroe aatr eraatl @ gf or the purpose of assessing
4) Included for information only.
5) Outstanding amount of debt securities issued by resident MFIs (exc
corporations.
6) Outstanding amount of debtf isreamaiiali ecsori posruaetdi drys.resi dent non
7) Outstanding amount of |isted shares issued by residents at market
8) MFI (excluding national c-MMRtraesbdehk)scoetdet tbadogeséeial ngaver nme
outstanding amounts of | oans and debt securities.
9) Outstanding amount of deposits and debt securities i susruoedarbeya resi d
MFl s as a percentage of total liabilities of resideamtcaFiltsal(excluding
and reserves and remaining liabilities.
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6.1

Statistical met hodol o
|l ndi cat or s

The examination of the convergence process is highly dependent on the

quality and integrity of the underlying statistics . Member States are invited to
consider the quality and integrity of their statistics as a matter of priority, to ensure
that a proper system of checks and balances is in place when compiling these
statistics and to apply high standards with respect to governance and quality in the
domain of statistics.

National statistical 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 quality. This is in 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.t®® Article 2(1) of the Regulation on European statistics states that
the development, production and dissemination of European statistics shall be
governed by the following statistical principles: (a) professional independence,

(b) impartiality, (c) objectivity, (d) reliability, (e) statistical confidentiality, and (f) cost-
effectiveness. Pursuant to Article 11 of the Regulation, these statistical principles are
elaborated further in the European Statistics Code of Practice.

Against this background, this chapter reviews the quality and integrity of the
convergence indicators in terms of the underlying statistics. It provides
information on the statistical methodology of the convergence indicators, as well as
on the compliance of the underlying statistics with the standards necessary for an
appropriate assessment of the convergence process.

|l nstitutional features relatin
the assessment of the converge

The governance of the European Statistical System (ESS) has progressively
improved, in particular with the adoption of the European Statistics Code of
Practice in 2005. In the specific context of the EU fiscal surveillance system and of

5 Regul ation (EC) No 223/2009 of the EuMaorpceha n2 OP0a9r |loina me n
European statistics and repedlli0olnd 2ROBulodtitdre EEHCOpE@N
and of the Council the tstaneai sesoohi déndiaahi sybf ec:
Of fice of the Euro n CommuniBi2é®7 G6ouloimmuRe gyl &St iaod
Council Decision 8 82/ EEC, Euratom establishing a C
European tCio@®unli 87, 31.3.2009, p. 164).

6 The EurStpaetainsti cs Code of Practice was endorsed by t he

on
pea
9/ 3

Recommendati on of 25 May 2005 on the independence, 1in
Community statistical aut horities (CeOWMO280458)i21L7china
System Committee in September 2011 and November 2017.
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the excessive deficit procedure (EDP), Council Regulation (EU) No 679/2010%¢7
granted Eurostat new competences for the regular monitoring and verification of
public finance data, which it exercises by conducting more in-depth dialogue visits to
Member States and by extending such visits to public entities supplying upstream
public finance data to the national statistical institutes (NSIs).

Furthermore,the EUG6 s economi c g oV e rinidtiallg einfdroeca me wo r k
by t hepaficsRfaxnd ip avco® degislative package s in 2011 and 2013 7

has been substantially enhanced by the economic governance framework

reform that entered into force  in 2024.1° This reform replaced the previous

preventive arm of the Stability and Growth Pact and amended the corrective arm and

national fiscal framework requirements to strengthen the economic governance

structure of the euro area and the EU as a whole. The reformed framework

continues to rely on the compilation of high-quality statistical information, which

needs to be produced under robust quality management.

Moreover, the European Statistics Code of Practice T last revised in 2017 1
distinguishes between the principles to be implemented by ESS members and

the principles relating to the institutional environment that are to be

implemented by Member State govern ments. It emphasises that the NSls and
Eurostat coordinate all activities involved in the development, production and
dissemination of European statistics (produced in accordance with the Regulation on
European statistics) at the level of their national statistical systems and the ESS
respectively.l’*

Since 2015 the Regulation on European statistics  has been amended twice in
order to, among other things, clarify that the principle of professional

7 Council Regulation (EU) No 679/2010 of 26 July 2010 a
regards the quality of statistical data in the contex
30.7.2010, p. 1).

8 Theifkaokrefepsetessbkthagiehaeied into force on 13 De
designed to strengthen economic governance. in the EU,

% Theg wibaokrefwo spit@eces of | egislation thaanenwered into
designed to further strengthen economic governance in
surveillance of national budgetary policies, monitori
rul eMemm&rates experiencing or threatened with serious

0 Regul ation (EU) 2024/1263 of the European Parliament
effective coordination of economic policies and on mu
Council Regulati ddd ([EC)2WN»4/14B3E&DAALT0.14 R2@2u4 ation (EU)
2024/ 1264 of 29 April 2024 amending Regulation (EC) N
i mpl ementation of the €0Jc els s i2v0e2 4d elf2i6edi,@ omdpor.codcl 2dRr4ee c t i v
(EU) 2024/1265 of 29 April 2024 amending Directive 20

framewor ks of t K& Memb2e0r2 45t 1aZ 6e5s, 30.4.2024

L. Eur opean artdeetvies toipcesd, pdriosdsuecneidn aatnedd by b &l otpe@nESS an.
System of Cdm3QBalt Bam#é#srl esgegplarfarteeamewor ks reflecting th
governance Ther membhees. odfrretohhev @S€B8dhe production of Eul
statisticdg hpPpegesbant Eboopean statisti os miHanmaeser, with
reporting bur dentghaen dc aghmesrrcesnsciseae y t o produce European s
and the ESCB cooperate closely, whil eudcomml YAwmfig cwiet 12 (-
the Regul ation onGEvebpeasoméaEusbpean statistics may
national cé&NCBan tbhaenikrs capaci tFS@B, memb eNSCBS adlthsed he
cooperatendeatsiedyal arr amgementstusr iwiigt t haa necessary coo
bet ween the ESS and t het hEeSOBr cachudc tgiucamr aonft eceda mpgl et e and
statistics.
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independence of NSls applies unconditionally. 172 Statistics must indeed be
developed, produced and disseminated in an independent manner, free of any
pressure from political or interest groups or from EU or national authorities, and
existing institutional frameworks must not be allowed to restrict this principle.

Lastly, it is necessary to assuret he independence of other statistical

authorities responsible for the compilation of European statistics (e.g.
ministries of finance). Ot her st ati sti cal aut hori ti
of statistics needs to be clearly identified in order to distinguish statistical releases
from political statements. In Poland and Romania, the ministries of finance compile
EDP debt data. In Romania, Law No 226/2009 on the organisation and functioning of
official statistics (t he A St at iinsltdesahe prindipke of prpfessional
independence and applies to all statistical processes and products. In Poland,
although the independence of the compilers at the Ministry of Finance is not
guaranteed by law, the monitoring and quality assurance of the EDP data and
government finance statistics (GFS) compiled by the Ministry of Finance form part of
the coordination role of the NSI. The institutional responsibilities for the compilation
of EDP data and GFS in the countries covered in this report are shown in Table 6.1.

Tabb6. el
Quality and integrity of convergence s

Czech Republic

Institutional features relating to the quality and integrit:

Legal independencgUnder Article 5 of the State Statistical ¢
statistical institimpartiality and independence. Under Artic
President of the Republic.

Admini strative sufThe NSI is a central statistical agency wi
budget autonomy autonomy on the basis of an annual amount

Legal mandate for |The State Statistical Service Act deter mirt

Legal provisions rnUnder Articles 16, 17 and 18 of the State
statistical confidstatistical data is assured.

HI CP inflation

Compliance with | gEurostat made a compliance monitoring vVvisi
standards 2020 confirming that, in general, the met|l
There were no apparceonmp liinasntcaen cveist ho ft eonnH| C
February 2023 Eurostat reviewed the recom
Czech Republic and identified two areas i1
further.

Ot her issues Eurosbasti dheer erdeptr esent ati veness of the HIC
to be generally adequate.

Government finance statistics
Data coverage Revenue, expenditure, deficit and6@ebt datl

Outstanding stati gNo majudrst anding statistricatlati smakesyv aaietntti
Republ icand pwkRl4i shed the final findings o

Institution responfThe NSI compfiilean¢ihal namd financial accour
compil ation of stggovernment debt.

eso

t at

st

2 Se®egul ation (EU) 2015/759 of the European Parliament
amending Regulation (EC) No 223/ 20023p0pnlBubopbab, spat

Regul ation (BUY) th®k2 £ux3®p&an Parliament and of
amending Regulation (EC) No 223/2009 on Europe

t he
an

sharing within the ESS and for urgent st at hosotriec al

principles.
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Under Act CLV of 2016 on Official Statisti

ofprof esisndbemdnidmma etoibg leict g i alyi | ity, commi
conf i demtdi eeldisteyct i vEmesdead of the NSI is
Minister. The tesenwwpdarndficeappoifntxmaent i s
The NSI is a public administration under |

has budget autonomy on the basis of an ani
ThAct Ob fhiSdiaali stics determines the main pr

Under 9MrQ itcoltehMct O6 h iSdiaali stics, the confid
data is assured.

Eurostat made a compl 2 @Babned npounbiltiosrhieddycay rrtse

20%confirming that, in general, the method
Seveirabtancecompl innomce with the HICP . Teddheo
rel attehde tcoover age and other quality -thdfiae
specifically those for rents, energy, telz¢

insur,amana tthpd ptriicge Notweit gt ansieyg, tBese:
assesses the HICP for Hungartyhdoé¢ bfeogeher :
Member States

Eurostat considered the representativenes:
to be generally adequate.

statistics
Revenue, expenditure, deficit and6@®bt dal

No major outstanding sEatostacam&@desams 1 (

202and wi || publish the final findings on
The NSI compfieanc¢ihal n@mcounts of governme
government debt and the financial account ¢
ures relating to the quality and integrit:
Under Articl e OI foSttiatthiestliacws ,onst ati stics ar
and professional independence.

The Head of the dNBédnicomedteicttiedn bynd appoi
Council ofvh™Mi magtaltso remove .the person a|
The NSI is a central agency wittheeupethespal
President of the Council of Ministers. It

amount assigned from the state budget.
The Law on Official Statistics determines

Under Articles 10, 11, 12, 38, 39 and 54 <
of the statistical data is assured.

Eurost atc omaplei aance moni #dheée nmetvhsdd used 0f2
HI CP are of a good standard and in |ine wi

Ilm report20%$6ueBuiastat made frue ddnremeenadsa tnig
accuracylamdility of the HH4&& ORMhA Hé CPr f oir:
comparwibtlheos ¢ hffomt her EU Member States.

statistics
Revenue, expenditure, deficit and6@®bt dat

No major outstanding st &tuirotsit@d&D masdzaan
202a4nd published the final findings on its

The NSI compfiean¢hal namd financial accour
Finance compiles government debt .
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Romani a

Institutional features relating to the quality and integrit:

Legal independencqgThe autonomy of efs6hciimkbtdlsd a$ti atthirsaailgdesIprli a

statistical institoprofessional independen(cienc liundpianrgt iparloifteys, s
standards and tr ancomfriecheryt)i, aelfiétleyic aabrivde naeogsst
propor t.i oTihaeeis tiogdfle ntthe NSI is appointed by t
of fice fiiywefairsedr@appointment is possible)

Administrative sufgUnder the Statistical Law, the NSI is a s}

budget autonomy Government . It is finamdkdsvi het het boiattseyl
all ocated budget

Legal mandate for |[Under the SttahNiSdt iicale mpaw.esteat itot icodll ecat ¢
compeeéetelhnadt do not f Blancehdmal t hasBRom®ni ei

UnderSttehtei st,i cmbuglaowut the entire statisti
producers of bafecthk sbhigatios to adopt
measures forherodcrfctdadgi valdiualy drdesgdairgdtlies s
whet her dihteyi rmed odrt e tpsutripcoesies ndi rectly th
admi ni sotrr aottidweer c e s .

Legal
statis

[ =]

rovisions
ical conf

HI CP inYlation

Compliance with | §Eurostat made a compliance monitoring visi
standards 2020 confirming that, inpgeordarcalng ttihe rdtCl
There were no apparceonmp liinasntcaen cveist ho ft meo nHI C
January 2023 Eurostat reviewed the recommt
and took good note of the progress achievt
Ot her issues Eurostat considered the representativenes:

to be generally adequate.
Government finance statistics
Data coverage Revenue, expenditure, deficit and62®bt dal

OQutstanding stati

17y

No major outstanding sEatostacam&@desams 1 (
202a3nd published the final findings on its

-

Institution resporThe NSI compfiieanc¢iha&l n@amcounts of gover nme

compilation of stgcompiles government debt. The NCB compil ec:

Sweden

Institutional features relating to the quality and integrit:

Legal independencgUnd8ection 3 of the Official Statistics Ac

statistical institpublic. The Head of the NSI is appointed |
year s;yearr ereeappoint ment possible, only on

Administrative sufThe NSI is a central statistics agency, s

budget autonomy Finance. Approxbmdgest yrhoalifdeaf biyt s hehMihed
other half stems from charging government
statistical production and advice.

Legal mandate for |[The Official Statistics Act determines the

Legal provisions rUnder Sections 5 and 6 of the Official St

statistical confidis assured.

HI CP inYlation

Compliance with | §Eurostat made a compliance monitoring visi

standards thatgeniemal , the methods used for producing
noaompliance with the HICP methodology wer
Eurostat to be |imited and unlikely &@avehagy
rates of change in the HI CP. I'n May 2024 E
quality improvement recommended by Eurosta
However, this is not expectend ftiocaanftfleyct an

Ot her issues Eurostat considered the representativenes:
to be generally adequate.

Government finance statistics

Data coverage Revenue, expenditure, deficit and6@®bt dat

Outstanding stati gNo major outstanding sEatost atc am&dvsissaies tio
ino 2amds wi || publish the final findings on

Institution responfThe NSI compfiilean¢ihal namd financial accour

compil ation of stggovernment debt.

Note: NCB stands for national central bank.

1) Eee ostat &sorwenbhséi treeports on the findings and recommefidoat ieach of t

country.
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6.2

HI CP i nfl ati on

This section 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
purpose of assessing convergence in terms of price stability on a comparable basis.
It is published for all EU Member States by Eurostat.1”® The HICP covering the euro
area as a whole has been the main measure of price developments for the monetary
policy of the ECB since January 1999.

Article 1 of Protocol (No 13) on the convergence criteria (annexed to the

Treaty) requires price convergence to be measured by means of the consumer
price index (CPI) on a comparable basis, taking into account differences in
national definitions. The framework regulation introduced to establish HICPs,
Council Regulation (EC) No 2494/95'74, was adopted in October 1995 and
subsequently replaced by Regulation (EU) 2016/7921%, which entered into force in
June 2016. The HICPs have also been harmonised on the basis of EU Council and
European Parliament regulations. They use common standards for the coverage of
the items, the territory and the population included (all these elements are major
reasons for differences between national CPIs). Common 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, with less
frequent updates if this did not have a significant effect on the index) and

cover all goods and services included in household final monetary

consumption expenditure.  The latter is derived from 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
goods and services in monetary transactions and thus include all taxes (minus
subsidies) on products, e.g. VAT and excise duties. Expenditure on health,
education and social services is covered to the extent that it is financed (directly or
through private insurance) by households and not reimbursed by the government.

T h eHIC® i administered pricesoincludes only prices which are directly set or
significantly influenced by government, including national regulators. It is based on a
common definition and compilation, and is published by Eurostat. In 2026 a reviewed
breakdown of HICP sub-indices by consumption purpose was introduced. Pre-2026
data were recalculated according to the new classification, while total inflation rates
were kept unchanged.

Eurostat must ensure that the statistical practices used to compile national
HICPs comply with HICP methodological requirements and that good practices

7 Se&urostat §sorwedkegiatid GP olne ¢dihsel at i Evr 6sthatwhag also pub

recommendations and a.methodol ogi cal manual

7 Council Regulation (EC) No 2494/95 of 23 October 1995
pri¢®3 L 257, 27.10.1995, p. 1).

% Regul ation (EU) 2016/792 of the European Parliament a
har moni sed indices of consumer prices mmidl theg thloautsieo rp
(EC) No D494/ 385( 24).5.2016 p. 11
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6.3

in the field of consumer price indices are being followed. Eurostat carries out
compliance monitoring visits and publishes its findings in information notes made
available on its website.

Government finance statistics

This section describes the methodology and quality of the statistics used to

measure fiscal developments. GFS are based mainly on national accounts

concepts as defined in the ESA 2010'7® and Commission Regulation (EU)

No 220/2014'7. They refer to the institutional
defined in the ESA 2010. This comprises central government, state government (in
Member States with a federal structure), local government and social security funds.

It typically does not include public corporations.

The general government deficit ( -)/surplus (+) is equal to the ESA 2010 item

Ainet | ending (+)/onetwhbaerhr owmi ngr(h i s equa
mi nus Atot al Ehe primarydgoveromest deficit/surplus is the

government deficit/surplus excluding interest expenditure.

The general government debt is the sum of the outstanding gross liabilities at
nominal value (face value) in currency and deposits, debt securities (e.g.
government bills, notes and bonds) and loans. It excludes financial derivatives,
such as swaps, as well as trade credits and other liabilities not represented by a
financial document, such as overpaid tax advances.}’®17° |t also excludes contingent
liabilities, such as government guarantees and pension commitments. While
government debt is a gross concept in the sense that neither financial nor non-
financial assets are deducted from liabilities, it is consolidated within the general
government sector and therefore does not include government debt held by other
government units. Government deficit and debt ratios are expressed as a percentage
of GDP at current market prices.

1 See Regul atbéen/ pEUR hdo European ParliameEnMaywoadob3

sec

| t C

t he

the European system of national and rlegli?nd286l 6a@6dadnt s

pi1).

Y7 Commi ssion REQuIMaid2n0/ 2014 of 7CoManrccih 2R0elgdu | aantei nodni n(gE C
No4 79/ 2200 r egards references to the European system of
European OU6d9o0m8. 3.2014, p. 101).

1 On the basis of a Eurostat guidance note released in
government-mamidetr ofitterest rate swaps are treated as (¢

7 A 2012 Eurostat decision stipulates that trade credit
original hol der and trade credits that are renegotiat
need to be reclassifielduadsd]|iomngemeadalar@govdmusmémt debt
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6.3.1 Data ssour ce

The national central banks (NCBs) provide the ECB with detailed GFS data
under t he ECBG®6 s ¥GH®uUgbthd Glideline is enly legally binding
for euro area NCBs, non-euro area EU NCBs also transmit GFS data to the ECB by
the same deadlines and using the same procedures. The Guideline lays down
requirements for the transmission of annual data with detailed breakdowns of annual
revenue and expenditure and the deficit-debt adjustment. In addition, it requests
figures on general government debt with breakdowns by instrument, by initial and
residual maturity, and by holder.

6.3.2 Met hodol ogi cal I ssues

GFS must comply with the ESA 2010 and reflect decisions and guidelines

issued by Eurostat for specific cases involving the general government sector.

The borderline classification cases between the financial, non-financial and general
government sectors continue to be examined closely by Eurostat and national
statistical compilers, and this may lead to further reclassifications and changes in
EDP and GFS data.

Sector classification of certain  monetary financial institutions ( MFIs) differs
across statistical frameworks in the Czech Republic and Hungary, creating

known and documented discrepancies . In the Czech Republic and Hungary, there
are MFIs that are classified in the general government sector for EDP purposes. In
the Czech Republic, these MFIs are classified as part of the financial sector in the
macroeconomic statistics compiled by the NCB (i.e. financial accounts statistics and
balance of payments statistics) and in other ESCB statistics, such as monetary
statistics and securities statistics. In Hungary, the MFI concerned is classified as part
of the government sector in the macroeconomic statistics compiled by the NCB (i.e.
financial accounts statistics and balance of payments statistics) and as part of the
financial sector in other ESCB statistics, such as 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.

6.4 Exchange rates

Article 3 of Protocol (No 13) on the convergence criteria defines what is meant

by the criterion on participation in the exchange rate mechanism of the

European Monetary System. The bil ateral exchange rates o
currencies vis-a-vis the euro are daily reference rates recorded by the ECB at

around 14:10 CET and subsequentypu b |l i shed on t haearotn@B6s webs

8 Guideline (EU) 2025/603 of the European Central Bank
statistics (QECIB/ 2225%/9g0.3, C8d kb i. 2t0fkés ECBO6s statistical
in the field of GFS are transmitteth®er tihee EICBv édly Eur
Agreement DaSExA)haommges bet weenGetnhee aDi rSecattarsatiecs (DG St ¢
ECB and the Statistical Office of the European Union
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6.5

6.6

16:00 CET. Nominal 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

Ma-visithe currehities of d0s 0

trading partners. Both nominal and real EER statistics are published by the ECB.

L ontger m

I nt er est

rates

Article 4 of Protocol (No 13) on the convergence criteria requires interest rates

to be measured on the basis of long

securities, taking into account differences in national definitions.
assigns the responsibility for providing the statistical data for the application of the

Protocol to the European Commission, the ECB, given its expertise in the area,

-term government bonds or comparable

While Article 5

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 of the work carried out by the European Monetary Institute as part of the
preparations for Stage Three of Economic and Monetary Union 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

curren

currency.

Tab6. e

Statistical frametwerhk fpntede$tniragebofhgr t

assessing convergence

Concept Recommendati on

Bond issuer The bond should be issued by the central (

Maturity As close as possible to ten yearsod6 residus:
mini mise maturity drift; the stonmsitdemédl]l i

Coupon effects No direct adjustment.

Taxation Gross of tax.

Choice of bonds Theelected bonds should be sufficiently 1i
choice between benchmark or sample approat
conditions.

Yield formula The firedemption yieldo formula should be

Aggregation Where there is more than one bond in the
used to produce the representative rate.

Ot hiemdi cator s

The last paragraph of Article 140(1) of the Treaty

four main criteria, the reports of the European Commission and the ECB shall
also take account of the results of the integration of markets, the situation and

development of the balance s of payments on current account

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

Convergence
indicators
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those statistics in more detail, it makes no reference to the provision of statistics for
these other indicators.

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,*8! and (ii) statistics on financial and non-
financial integration with the euro area.8?

The data covering the structure of the financial system are provided by the

NCBs. The indicators concerning the debt securities issued by resident financial
corporations (MFIs, excluding the NCB and non-monetary financial corporations) and
non-financial corporations are compiled in accordance with the methodology set out
in Guideline (EU) 2022/971%. The indicator relating to stock market capitalisation
refers to listed shares issued by resident corporations following the methodology set
out in the same Guideline. The indicators concerning MFI credit to residents and
claims of euro area MFIs on resident MFIs are based on available data collected by
the ECB as part of the MFI balance sheet statistics collection framework. The data
are obtained from the countries under review and, for the latter indicator, also from
the euro area countries covered by Regulation (EU) No 2021/379%4. Historical data
are compiled by the relevant NCBs, where appropriate. For the indicators mentioned
in this paragraph, the statistical data relating to the euro area cover the countries that
had adopted the euro 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 | nternational Monetary Fund6s Bal ance of Payment
International Investment Position Manual (BPM6) and with guidance provided

by the ECB in its Guideline on external statistics % and by Eurostat. 8 The

Convergence Report examines developments in the current account (goods,

services, primary income and secondary income) and the capital account. The sum

of the balances of these two accounts corresponds to the net lending/net borrowing

of the total economy. In addition, developments in the main components of the

financial account are presented together with the net international investment

position and gross external debt of each country. Exports and imports of goods and

services are presented vis-a-vis both the rest of the world and the euro area. Direct

and portfolio investment assets in and liabilities to the euro area are also reported.
Forecasted data are taken f eoommidfhrecasEur opean

181

182

183

184

185

186

Debt securities issued by resident corporations, stoc
government residents and claims of euro area MFIs on
External trade and investment position with the euro
Guideline (EU) 2022/971 of the European Central Bank
Dat abase and the production of securities issues stat

Guideline (EU) 2021/834 (ECB/ 2022/4275%) (0OJ L 166, 22.6
Regul ation (EU) 2021/379 of Xéwreud&Eruuy 0pk2aIn «Crentthhea |l b Blaarkc

items of credit institutions and of the mon@lalky fina
73, 3.3.2021, p. 16

Gui deolfi tehe European Central Bank of 9 December 2011 o
of the European Central Bank in theOJEiebd ®f3eXx®DE2nap.
Seel $E0U Bal ance of Payments and International I nvest me

met hoBso. p. amdok . ECB, EranlOctod@8m Mai n,
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The Convergence Report also looks at the development of unit labour costs

and other price indices.  Statistics on unit labour costs (calculated as hourly
compensation per employee divided by hourly labour productivity) are derived from
data provided under the ESA 2010 transmission programme. With regard to
producer price indices, these data refer to domestic sales of total industry excluding
construction. The statistics are collected on a harmonised basis under the
Regulation on European business statistics®’.

187 Regul at)i oMo (E019/h21FEurwmfpean Parl i ameh® Mnwembdern hz0ICDu
OmEur opberamnst @ascisst(ioJ L 327, 17.12.2019, p. 1).
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7 Examination of compat
| egi sl ati on with the

The following country assessments report only on those provisions of national
legislation which the ECB considered to be relevant from the perspective of their
compatibility with provisions on the independence of NCBs, me mber s of NCBs 6
decision-making bodies and Governors in the Treaty (Article 130) and the Statute
(Articles 7 and 14.2), provisions on confidentiality (Article 37 of the Statute),
prohibitions on monetary financing (Article 123 of the Treaty) and privileged access
(Article 124 of the Treaty), and the single spelling of the euro as required by EU law.
While, in particular, the independence requirements and the monetary financing
prohibition are applicable to all Member States, including those with a derogation
since the date of their accession to the European Union, the following country
assessments additionally cover the perspective of legal integration of the NCBs into
the Eurosystem (in particular as regards Articles 12.1 and 14.3 of the Statute).!8®

7.1 Czech Republic

7.1.1 Compatibility of national l egi sl ati
The following |l egislation forms the | egal b a
operations:

1 the Czech C®nstitution,
1 the Law on Lesk8 n8rodn2 bank¥® (hereinafte

T the Ldw6MA993 Coll. on the Supreme Audit
on NKUo) .

In relation to the points identified in the

the comments made in that report are | argely
7.1.2 I ndependence of the NCB

With regard to Lesk8 n8rodn?2? bankads indepen

adapted as set out below.

8 According to Section 2.2.2 of this Convergence Report
8 Constitutional Law No 1/1993 Col .
1% L aw No 6/1993 Col I .
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7.1.2.1 Functional i ndependence

Article 2(1) of the Law on CNB provides that in addition to the primary objective of

price stability, Lesk8&8 n8rodn? bankabs objec
the safe and sound operation of the financi a
with Article 127(1) of the Treaty, the secon
should be stated to be without prejudice to
of maintaining price stability.

7.1.2.2 I nstitutional i ndependence

Article 3 of the Law on CN®Bsubntlaregoesn Les k8 n§
monetary development to the Chamber of Deputies at least twice a year for review;

the Law on CNB also provides for an optional extraordinary report to be prepared

pursuant to a Chamber of Deputies resolution. The Chamber of Deputies has the

power to acknowledge the report or ask for a revised report; such a revised report

must comply with the Chamber of Deputiesd re
powers could potentially breach the prohibition on giving instructions to NCBs

pursuant to Article 130 of the Treaty and Article 7 of the Statute.

I'n addition, Article 47(5) of the Law on CNB
a revised report if the Chamber of Deputies rejects its annual financial report. This

revised report must comply with the Chamber
parliamentary powers breach the prohibition on approving, annulling or deferring

decisions. 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 mirrored in

the Law on CNB. Article 9(1) of the Law on C
banka and its Board from seeking or taking instructions from the President of the

Republic, from Parliament, from the Government, from administrative authorities of

the Czech Republic, from the bodies, institutions or other entities of the European

Union, from governments of the Member States or from any other body, but it does

not expressly prohibit the Government from seeking to influence the members of

Lesk8 n8rodn?2 bnakiig hodliss incsieuations whera this may have an

i mpact on Lesk8 n8rodn?2 b-latéddadks. InfthisreSpect ment o
the Law on CNB needs to be adapted to be fully consistent with Article 130 of the

Treaty and Article 7 of the Statute.'®*

Pursuant to the Law on NKU, the Supreme Audit Office (NKU) is empowered to audit

Lesk8 n8rodn2 bankaés financial management a
and expenditure for the purchase of property. The ECB understands that: (i) the

NKUO6s apdweéisgin relation to Lesk8 n8rodn2 b

Article 9 of the Law on CNB, which concerns
narodni banka seeking or taking instructions from other entities; and (ii) the NKU has
no power to interferewith ei t her the external auditorsd o

¥ See Sectiodbntdi®. Zonvergence Report
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7.1.2.3

7.1.3

7.1.4

bankabosrel@agi@gks.l n so far as this understanding
auditing powersvis-a-vi s Lesk8 n8rodn2 banka are not 1in
bank independence.

Personal i ndependence

The Law on CNB is silent on the right of national courts to review a decision to

dismiss any member, other than the Governor,fromL es k&8 n8r odn2 bankabos
who is involved in the performance of ESCB-related tasks. Even though this right

may be available under general law, providing specifically for such a right of review

would increase legal certainty.

Monetary financing and privileged a

Under Article 33a of the Law on CNB, Lesk8 n
exceptionally provide the Financial Market Guarantee System (FMGS) with short-

term credit guaranteed by government bonds or other securities underwritten by the

Government and owned by the FMGS, for a maximum of three months, in order to

address an urgent situation, where the FMGS does not have sufficient funds to

perform its tasks and this situation might jeopardise the stability of the financial

market. Even if such funding is discretionary, temporary and in the interests of

financial stability,*°? it remains the case that Article 123(1) of the Treaty prohibits any

type of credit facility in f aGeenthefeafuresibodi es
of the FMGS, the provisions laid down in the Law on CNB are not compatible with

the monetary financing prohibition and should be amended accordingly.*®® The

FMSG qualifies as a fbody governed by public lawowithin the meaning of Article

123(1) of the Treaty, as has been recently clarified. In particular, the FMGS has all of

the following characteristics: (a) 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 personality; and (c) it is closely dependent on the public sector entities

referred to in Article 123(1) of the Treaty, given that, although only a minority of the

members of FMGSO6s ¢ o esentativesoftheMmidtry of &inaace,r e p r

the Ministry of Finance has in fact the right to appoint and dismiss all the members of

the FMGS6s governing body

Legal I ntegration of the NCB into t

With regard to Lesk8 n8rodn2 bankaés | egal i
on CNB and Law No 2/1969 Coll., establishing ministries and other central
administrative bodies of the Czech Republic
need to be adapted as set out below.

92 See parag
CON/ 2016/
8

19 S e g up pag

raphs 3.1.2 and 3.1.3 of Opinion CON/ 2015/ 22
60
Jan®pi siCOMN/ 2020 /CON/20R 1/ 17

Convergence RepioExta miJnuantei o2n0 206f compat i bi | i
l egislation with the Treaties 169



7.1.4.1

7.1.4.2

Economic policy objectives

Article 2(1) of the Law on CNB, the last sentence of which provides that without
prejudice to its primary objective, Lesk§8 ns8§
economic policies of the Government leading to sustainable economic growth and

the general economic policies in the EU with a view to contributing to the

achievement 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 CNB should make it clear that the

objective of financial stability and the objective of supporting the general economic

policies of the Government leading to sustainable growth are subordinate not only to

the primary objective of price stability as specified in Section 7.1.2.1. but also to the

secondary objective of the ESCB.

Tas ks

Monetary policy

Article 2(2)(a), Article 5(1) and Part Five (namely Articles 23 to 26) of the Law on

CNB, which provide for Lesk8 n8§rodn2 bankads
and instruments for the i mplementation there
in this field.

Articles 32 and 33 of the Law on CNB, whi ch
enter into certain financi al transactions, a
this field.

Official foreign reserve management

Article 35(c) and Article 47a of the Law on
bankadés powers relating to foreign reserve n
powers in this field. Article 4(1) of the Law on competences, according to which the

Ministyof Fi nance is the central administrative
affairs including the Stateébés claims and obl
recogni se the ECBO6s powers in this field.

Payment systems

Article 2(2)(c) and Articles 38 and 38a of t
n8rodn?2 bankads powers relating to the smoot
recogni se the ECBO6s powers in this field. Ar
according to which the Ministry of Finance is the central administrative body for, inter

alia, Apayments systemso, does not recognise
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7.1.4.3

7.1.4.4

7.1.4.5

7.1.4.6

Issue of banknotes

Article 2(2)(b) of the Law on CNB, which emp
banknotes and coins, and Part Four of the Law on CNB, namely Articles 12 to 22,
which specify Lesk8 n8rodn? bankads powers i

implementing instruments, do not recognise the Council 6s
this field.
Financi al provisions

Appointment of independent auditors

Article 48(2) of the Law on CNB, which provi
financial statements are audited by auditors selected on the basis of an agreement

bet ween Lesk8&8 n8rodn2? bankad6s Board and the
recognisetheCounci |l 6s and the ECB&6s powers under A

Financial reporting

Article 48 of the Law on CNB does not refl ec
comply with the Eurosystemb6s regime for fina
pursuant to Article 26 of the Statute.

Exchange rate policy

Article 35 of the Law on CNB, which authoris
exchange rate policy, does not recognise the
field. Article 4 of the Law on competences a
t he EpBedssn this field.

I nternational cooperation

Article 2(3) of the Law on CNB, which empowe
and negotiate agreements with the central banks of other countries, international

financial institutions and other foreign and international organisations performing

similar tasks to those performedby L e s k 8 n 8 r o, dog$ notleaogrisa the

ECB6s powers in this field.

Mi scel |l aneous

Article 37 of the Law on CNB, which provides for the respective legislative powers of
Lesk8 n8§rodn2 banka and the Ministry of Fina
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7.1.5

7.2

7.2.1

currency, the circulation of money, the financial market, the adoption of the euro in
the Czech Republic, the payment system, foreign exchange management, and the
status, competence, organisation and activit
recognisethe Counci |l 6s and the ECBO&s powers in thi

Article 46(3) of the Law on CNB, which sets out the sanctions against third parties
which fail to comply with their statistical
and the ECB6s powers to impose sanctions.

Concl usi ons

The Law on CNB and the Law on competences do not comply with all the
requirements for central bank independence, the monetary financing prohibition and
legal integration into the Eurosystem. The Czech Republic is a Member State with a
derogation and must therefore comply with all adaptation requirements under
Article 131 of the Treaty.

Hungary

Compatibility of national l egi sl ati

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

T The consolidated version of *he Fundament &
T Law CXXXI X of 2013 on the Magyar Nemzet.i E
MNB &% .

The Law on the MNB has been amended several times sincethe ECB 6 s
Convergence Report of June 2024. As a result, some additional points are included
in this year's assessment. Nevertheless, there have been no major changes in
relation to the points identified in that Convergence Report, and those comments are
therefore largely repeated in this year's assessment.

% Magyarorsz8g Alapt°rv®nye, Magyar K°zl©°ny 2013/163. (.

¥ A Magyar Bwenmkmetld013. ®vi CXXXI X. t°rv®ny, Magyar Ko°zl?°
CXXXIlI X of 2013 on the Magyar Nemzet:i Bank repealed La
Bank with effect from 1 October 20183. See Opinions CO
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1.2.2

7.2.2.1

l ndependence of the NCB

With regard to the Magyar Nemzet.i Babawk 6 s i nd
XXVII of 2008'% and Government Decree 474/2024 (XIl. 31.) on the implementation
of the law on the resilience of critical entities’®” need to be adapted as set out below.

I nstitutional i ndependence

After introducing significant changes between 2013 and 2015,'*® minor amendments
were made to the Law on the MNB. Between 2022 and 2024, the Magyar Nemzeti
Bank was entrusted with a number of additional tasks arising from the
implementation of EU legislation. In the past two years, the powers of the Magyar
Nemzeti Bank have been further extended on the basis of relevant EU legislation,*®
and by national legislation relating to the newly established fundamental right to

% | aw XXVIIlI of 2008 on the (egybsok®°cpoghini ponbs®gvDseli R
fogadabm8200d8. ®vi XXVII. t°rv®ny

¥ A kritikus szervezetek ellen8ll - k®pess®g®r Rl sz-|I t
Korm. rendelet, Magyar K°zl°ny 2024/ 139

% The most notable amergmant owmaoft hdhe Hungarian Financi
(HFSA) into the Magyar Nemzet.i Bank as a general l ega

competence, righ(tseeanAlr toibdlieggsatl 7oenst o 183 of the Law on
CON/ 2013/56 and FOON/h201 A/meéh)dd.ments concerned the alloc
Magyar Nemzeti Bank, s(ucahw aXsX X Wlels soufp €2r0elnds)ba gk $ asks i n
verification of compliance with the new | dalw Mdasur e
of 2,0lmMedi ation of complaints and the initiLaw Xh of | e
2014 and Law LXX¥XVcofmb2®mB3) on of the changes to the i

Magyar Nemzet. Bank and the frequency of changes to t
robust | wdthief inceeetdi dm amend t he Magyar Ne mzeertei Bankods
mentioned in previous a@uorev esred gitgaed fRecganit samsonal and
stability of the Méaoawadrnighpamaiettsi iBnasntki tauntdi onal indepenc
principle of central bankenhdepbebderkhcbasegustabl ehheg
enable it to function.

9 Article 40 of the Law on the MNB now covers the follo
Regul ation (EU) No 260/ 2012 of the European Parliamen
establishing technical and business requirements for
amending Regul ati o0 O0EAL,) Nb. P.2AReGY0 9pt. i @12 ( EU) 2019/ 12

European Parliament and of t heEuQooumecan Per s200n allu nRee n2s0i 10
Product (QPEIPP)98, 25Reg20a9%9,jopm. (EU) 2021/1230 of the E
and of the Council ebfo rldde rJ wlayy n2en2(BJ o in & ithdes sUn0)oh. 202 1,
Regul ation (EU) 2022/858 of the European Parliament a
regi me for market nfrastructures based on distribute

i

(EU) No 600/2014 and (EU) No /E@») 2.0 1145 1a n d2). [6i.r2e0c2t2i,v ep .2
Regul ation (EU) 2023/1114 of the European Parliament
in cagpeodbs, and amending Regulations (EU) No 1093/201
Directives 2013/36/ H®J andlJEU)9 PRABAALBDBi7pn 4 EU) 2023/
the European Parliament and of the Council of 22 Nove
optional disclosures for bonds marketed a4 ieakweidr onmen
bon@s) L, 2023/ 2631 ,ht30p.: V1 .d2a0t2a3.,e uELolp:a .);e uReeg ui I/ ateigo n2 O(2E3U
2022/ 2554 of the European Parliament and of the Counc
resilience for the financial sector and amending Regu
(EU) No 600/2014, (EWU) XNO1®ODOLRIBI3ZE,a rRd’);(l1EReg@22tipn 1
(EU) 2024/1689 of the European Parliament and of the
har moni sed rules on artificial intelligence and amend
167/2013, (EU) No 168/2013, OHU)Y ER)120898214EBURpN20D8
2014/ 90/ EU, (EU) 2016/ (FAft afnidc i( £IU)ODJ2 102,10 210248/c 6 ATt )

12.7.2024tpELI data.europaJAut e(cer the2law/ saabadtterse] MNB
t haebMagyar Ne mmetspie rBfaonrkm t he t astkari mpogedowbnof the sc
among otttheerAsut ho fMiotnye yf dra ukrdteiri ng and CoUaeteoli ingmt he Fi
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payment in cash.?®® Additionally, the number of the members of the Monetary
Council and of the Executive Board and the deputy governors of the NCB is
higher.2! Given the nature of these changes, it is unlikely that they will have a
material impact on the institutional framework and organisational and governance
stability of the Magyar Nemzeti Bank.

On 20 December 2024, Law LXXXIV of 2024 on the resilience of critical entities?°2
was published in the Hungarian Official Gazette, followed, on 31 December 2024, by
an implementing Government decree, Government Decree 474/2024 (XIl. 31.) on
the implementation of the law on the resilience of critical entities?®®. The Law and its
implementing Decree imposed a number of obligations on the Magyar Nemzeti Bank
and placed it under the supervision of governmental bodies with substantial powers.
For instance, the Magyar Nemzeti Bank was required to build and improve its
resilience based on obligations such as the preparation of a resilience plan and a
resilience matrix with predetermined content and form requirements and the
establishment of a position of an independent critical entity resilience manager with
the provision of adequate technical, human and financial resources for their

activities. The supervising gdorexampme¢hat al bod

power to designate specific Magyar Nemzeti Bank infrastructure as critical

infrastructure, to approve or reject the Magyar NemzetiBankb s resi |l i ence pl a

resilience matrix, and to mandate the Magyar Nemzeti Bank to conduct resilience
exercises and stress tests. The Magyar Nemzeti Bank was also subject to
inspections during which the supervising governmental bodies monitored all Magyar
Nemzeti Bank actions and inaction related to its resilience. Finally, if the Magyar
Nemzeti Bank or the critical entity resilience manager failed to comply with their legal
obligations, the supervising governmental bodies would impose a time limit for the
Magyar Nemzeti Bank to remedy the failure and could impose an administrative fine
on the Magyar Nemzeti Bank. These obligations and supervisory powers significantly
affectedthe Ma gy ar Ne mz préparediBeasrahduadamentally restricted the
autonomy ofthe Ma gy ar Ne mz detidion-Bakingkoddges to make decisions
concerningthe Ma gy ar Ne mz edilienceB’A n k 6 s

Law LXXXIV of 2024 on the resilience of critical entities was amended by Law LXXI
of 2025 on the amendment of laws supporting the efficiency of law enforcement?®,
effective from 1 January 2026. The amendments to Law LXXXIV of 2024 on the
resilience of critical entities exempt the Magyar Nemzeti Bank from the supervisory

20 Magyarorsz8g Alapt°®rv®ny®nek tizen°todik; mkXNhesl2lt §sa,

o0202HBn the inswualbmatiednt efAlzeraumamuaitrmevankj egykiad- g®
tel ep2t®s®rRI sz-1- 2025. ®vi XVII)I.. Seer vpRanrya g rMeapghy alr. 4

Opinion CON/ 2025/ 14.

201 L aw XLVII of 2025 amendetdhaArtawl egA O\NhadBg yvarB dN elmz elt)i oBan
sz-1 - 2013. ®vi CXXXIl X. t°r)v.®nyys, aMadvigeygaurd itK Nz imfereyt i 2 Bah/k
haat | east two and at most four Deputy Governors, and

Counicdtl | east five .anSleatpavosdr @&pley eh. 2CON./ 2aDdb /3L.21 .

202 A kritikus szervezetek elleng8ll .- k®pess®g®rRI sz-1 -
2024/ 131.
203 A kritikus szervezetek ellen8ll - k®pess®g®rRIlI sz-| -

Kormendel et , Magyar K°zl°ny 2024/ 139.
24 paragraph 3.7 of Opinion CON/2025/11.

205 A rend®szeti feladatell 8t8s hat ®konys8g8t t8mogat - - t
Magyar K°zl °ny, 124/ 2025 (X.22.).
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71.2.2.2

powers of the governmental bodies insofar as the Magyar Nemzeti Bank is acting as
an organisation providing the essential services defined in rows 72 and 75 of the
table in Annex 1 to Law LXXXIV of 2024 on the resilience of critical entities.2%
Government Decree 474/2024 (XII. 31.) on the implementation of the law on the
resilience of critical entities was also amended by the same law, but the scope of the
tasks in the exercise of which the Magyar Nemzeti Bank can be designated as a
critical entity differs under the Law and its implementing Decree. This may potentially
affect the independence of the Magyar Nemzeti Bank, as the limitations of the
supervisory powers of governmental bodies in relation to the Magyar Nemzeti Bank
only apply insofar as the Magyar Nemzeti Bank is acting as an organisation
providing essential services as defined in rows 72 and 75 of the table in Annex 1 to
Law LXXXIV of 2024 on the resilience of critical entities. Therefore, Government
Decree 474/2024 (XII. 31.) on the implementation of the law on the resilience of
critical entities needs to be adapted in this regard.

Per sonal i ndependence

Law XXVII of 2008 specifies the wording of the oath that the members of the

Monetary Council T including the Governor i are required to take.?’” Pursuant to

Article 9(7), in conjunction with Articles 10(3) and 11(2) of the Law on the MNB, the

Governor and the Deputy Governors of the Magyar Nemzeti Bank must take an oath

before Hungaryé6és President, while otmer memb
oath before the Parliament. Law XXVII of 2008 specifies the wording of the oath to

be taken by public officials appointed by the Parliament.2® Therefore, it is not clear

whether the Governor and Deputy Governors take the same oath as the other

members of the Monetary Council.

The Magyar Nemzet. Bankds Governor acts in a
the Magyar Nemzet.i Bankds Mon e tnaaking bodiesu nc i | a
The wording of the oath should take into account and reflect the status, obligations

and dutiesoft he Governor as a me mb-emakingbiodies.he ECBO s
Furthermore, the other members of the Monetary Council are also involved in the

performance of ESCB-related tasks. The oath taken should not hinder the Governor,

Deputy Governors and other members of the Monetary Council from performing

ESCB-related tasks. Law XXVII of 2008 and Articles 9(7), 10(3) and 11(2) of the Law

on the MNB need to be adapted in this regard.?®®

26 Article 1(BXXKHY of RA®4 on t he raessialmeenndcedd Xakfly cbriivt i c a

202p5r ovides that Article 32(5) shall not apspt yoho the
providing basic services as specified in lines 72 and

27 Th's has beenkEMBodtse dCoinnv earlglenoeeR2pa0t s

28 1 aw XXVIIl of 2008 on the egybsok®°rzpogaini pobs®gvbséei R
fogadabm8200d8. ®wir XXnVyy The wording of the oath is: Al,
taking the oath], hereby undertake to be faithful to
and ensure compliance with its |laws, | whélbénméfit i
the Hungarian peopl e. [ Depending on the belief of the

209 Law XXVI I of 2008 was amended by Law XIV of 2014, but
of the Hungarian | aw |l aid down in this section.
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In addition, in accordance with Article 152(2) of the Law on the MNB, by way of

exception from the general rule laid down in Article 152(1), all employees of the

Magyar Nemzeti Bank, including the members of the Monetary Council, may:

(1) hold membership of any kind in some but not all of the entities?'° subject to the

Magyar Nemzet. Bankds supervisory powers, wh
enumerated in Article 39 of the Law on the MNB;?'! (2) have an employment

relationship or any other work-related relationship, including by being executive

officer or a supervisory board member, in a financial institution in which the Magyar

Nemzeti Bank holds shares; and (3) be a supervisory board member of a non-profit

business association the purpose of which is the resolution of entities subject to

Article 39. In addition, pursuant to Article 153(1) of the Law on the MNB, employees

of the Magyar Nemzeti Bank, including the members of the Monetary Council,
performing the Magyar Nemzet:i Bankds basic t
relationship, including by being an executive officer or a supervisory board member,

with financial institutions in which the Magyar Nemzeti Bank holds shares.

Furthermore, pursuant to Article 153(6) of the Law on the MNB,?'2 by way of

exception from Article 152, Article 153(1) to (5) and Articles 154 to 156 of the Law on

the MNB, the members of the Monetary Council may, without being subject to a

formal disclosure requirement (unless it amounts to an employment relationship), be

an executive officer or a member of a supervisory board of a business association

under the majority ownership of the Magyar Nemzeti Bank, as well as a member of

the management, board of trustees or supervisory board of a foundation established

by the Magyar Nemzeti Bank. On the basis that it gives rise to potential conflicts of

interest, the exception provided for in Article 152(2) - in conjunction with Article

153(1) - and Article 153(6) of the Law on the MNB should be removed in relation to
theentiti es subject to the Magyar Nemzet.i Bankods
the scope of the laws enumerated in Article 39 of the Law on the MNB, in order to

safeguard the personal independence of the members of the Monetary Council.
Furthermore,inrelaton t o enti ti es that are not subject
supervisory powers and do not fall under the scope of the laws enumerated in Article

39 of the Law on the MNB, it should be clarified that the memberships or

20l These entities are voluntary mutual insurance funds,
institutions and insurance associations.

21 These acts are as follows: (a) the Law on voluntary m
Hungari ash mEopobrBank Corporation and the Hungarian Exp
the Law on credit institu)i ohe &aww Dhnaomeabagnhgepan
associations; (e) the Law on mortgage | oan companies
pensions and Private Pension Funds; (g) the Law on th
Company; (h) theitlwtwi oms caredlifti narsdi al enterprises; (i
(j) the Law on insurance institutions and the insuran
of consumer financial services; (|l)andeibawiontooanspéa
occupational retirement provision; (m) the Law on inv
regul ations governing their activities; (n) the Law o
and on the amenadrhenmtegafl aftiimarsg (o) the Law on reinsur
of the business of payment services; (q) the Law on i
of motor vehicles; (r) the Law on htehelL acwe notnr asle tctrleedmetn t
in payment and securities settlement systems; (t) the

22 As introduced by Law LXXXV of 2015 on amendments to s
devel opment of the systemggkesfithAanm®ngleknekeame®natigygn
kezvet2tRrendszer fejleszt®s®nek el RnpzIld?tZ@h5 ®r@eik ®b
LXXXtVe ry®ny
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relationships specified in the abovementioned provisions of the Law on the MNB are
not permitted if they give rise to a conflict of interest.

In addition, Article 153(4) of the Law on the MNB stipulates that all employees of the
Magyar Nemzeti Bank, including the members of the Monetary Council, must notify
the Magyar Nemzeti Bank when acquiring financial instruments subject to the Law
CXXXVIII of 2007 on Investment Service Providers and Commodity Traders and the
Rules of their Services except for state bonds and securities issued by open-ended
public investment funds. The notification must be made within three working days of
acquiring the instruments. In order to avoid any potential conflict of interest, however,
this notification obligation should cover all instruments including state bonds and
securities issued by open-ended public investment funds.

In addition, Article 156(7) of the Law on the MNB in conjunction with Article 152(1),

sets out post-employment conflict of interest rules for the members of the Monetary

Council. It provides the members of the Monetary Council with an exemption from

the cooling-off period of six months with regard to any membership or shareholder

relationship, employment relationship or work-related contractual relationship,

executive officer relationship or supervisory board membership with any of the

entities subjecttoth e Magyar Nemzet. Bankds supervisor )
the scope of the laws enumerated in Article 39 of the Law on the MNB and in which

the Hungarian State or the Magyar Nemzeti Bank has a majority stake.?*®* Providing

for such an exemption may give rise to potential conflicts of interest for the members

of the Monetary Council. In order to safeguard those members' personal

independence, the exemption from the post-employment restrictions provided for in

Article 156(7) of the Law on the MNB should be removed as regards the entities

subject to the Magyar Nemzet.i Bankds supervi
to clarify that such membership is not permitted if it gives rise to a conflict of interest

as regards the other entities covered by Article 156(7) of the Law on the MNB.

Article 157 of the Law on the MNB defines the rules that members of the Monetary
Council must abide by when submitting their declarations of wealth. The Governor
and the Deputy Governors must also follow these rules, by reference to the
application of the provisions laid down in Law XXXVI of 2012 on the Parliament
governing the declaration of wealth of members of the Parliament and related
proceedings. Pursuant to Article 90(3) of Law XXXVI of 2012, which applies to the
members of the Monetary Council by virtue of Article 157(1) and Article183/L of the
Law on the MNB, in the case of non-compliance with the obligation to submit a
declaration of wealth, the members of the Monetary Council will be prohibited from
carrying out their duties and, as a consequence, they will not be entitled to receive
their remuneration for the period of non-compliance. The sanction provided for in
Article 90(3) of Law XXXVI of 2012 in effect allows the members of the Monetary
Council to be temporarily removed from 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 MNB

28 I'ntroduced to Article 156(7) of the Law on the MNB by
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7.2.2.3

should be adapted?** so that the members of the Monetary Council may not be
dismissed for reasons other than those laid down in Article 14.2 of the Statute.?®

Financi al i ndependence

In the past two years, the Magyar Nemzeti Bankd secapitalisation and
reimbursement regime was replaced twice. First, Article 166(3) of the Law on the
MNB was amended to provide that if the amount of equity fell below the subscribed
capital at the end of the year under review, the difference would be reimbursed from
the central budget directly to the retained earnings over a period of five years, with
equal instal ments being paid every year, wit
of the notification of the report for the year under review.?'® Additionally, if the
amount of the equity exceeded the subscribed capital, all outstanding repayment
obligations would cease. If, within the five-year period, the central budget incurred a
new reimbursement obligation, Article 166(3) of the Law on the MNB would apply to
the fulfilment of this obligation if the central budget ensured that the Magyar Nemzeti
Bank's equity did not remain below the level of subscribed capital for a longer
period.?’

As a result of the second amendment, Article 166(3) of the Law on the MNB
currently provides that if the equity of the Magyar Nemzeti Bank is below the
subscribed capital for a prolonged period of time, it must be ensured, by direct
reimbursement to the retained earnings provided from the central budget, that the
amount of the Magyar Nemzeti Bankd s e ghauldtbeyat 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
Nemzeti Bank must approve a year-by-year forecast of the preliminary level of the
equity at the end of the previous year and its expected development and send the
report to the shareholder and the Fiscal Council by 30 April.?*® The State authorities
seem to have a wide margin of discretion to determine when the Magyar Nemzeti
Bankbs equity woul d be r esMagyardemzatiBankbs t he | ev e
subscribed capital, which, as such, is not inconsistent with the Treaty and the Statute
of the ESCB.?®

24 See Section 2.2.2 of this Convergence Report.
25 See paragraphs 2.3 to 2.5 of Opinion CON/ 2014/ 8.
26 | n accordance with Article 6(2) of the Law on the MNB

27 Law LXXVIIlI of 2022 on the amendment to Law CXXXI X of
Magyar Nemzet.i Bankr - | sz-1 - 2013. O®vi CXXXI X. to°rv®n
t°rv®eny) .

28 See Article 6(2) and Abyilcdve aXlamiqf P @F3 amendedLaw o1
MNBThi s rei mbursement mechanism closely resembles the
Hr vat ska NarodnasiBanpkiars ea&NBggraph 3.5 of. Opinion CON/~Z:

29 See paragraph CON7 2df2 30Ri4ni on
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The Magyar NemzetiBankd s di v i d e medimewasalmemotlified in the past

two years.??® Article 166(1) of the Law on the MNB currently provides that if the

amount of the Magyar NemzetiBankdb s equity exceeds its subsecr
end of the year under review, the Magyar Nemzeti Bank will pay 50% of its profit for

the year under review as a dividend (automatic dividend payment). Article 166(1a) of

the Law on the MNB stipulates that the Magyar Nemzeti Bank will pay dividends,

based on a decision of its Executive Board, from the positive amount of its retained

earnings supplemented by the loss or 50% of its profit from the year under review,

up to the amount of the equity exceeding the subscribed capital (discretionary

dividend payment). According to Article 166(1b) of the Law on the MNB, the dividend

payment is due within 30 days of the Magyar Nemzeti Bank sending the notification

of the report for the year under review to the shareholders. The ECB is of the view

that the Law on the MNB 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 covered and financial provisions deemed necessary to

safeguard the real value of the Magyar Nemzeti Bankd sapital and assets have been

created. The Magyar Nemzeti 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 subje?®t of a third partyos

Article 183 of the Law on the MNB, read in conjunction with Article 176, provided that

on 1 October 2013 all employees of the HFSA would be employees of the Magyar

Nemzeti Bank and that the Magyar Nemzeti Bank was to bear the financial

obligations arising from any employment relations which HSFA staff transferred to

the Magyar Nemzeti Bank may have had with the HFSA in the past. This provision

alone, taken together with the mass redundancy scheme provided for under Article

183(10) of the Law on the MNB and the aim of eliminating positions not essential for

the discharge of duties in order to optimise staff management, is incompatible with

the Magyar Nemzet:i Bankds financi al independ
autonomy in staff matters. Itimpededt he Magyar Nemzet.i Bankds a
employing and retaining necessary and qualified staff for the Magyar Nemzeti Bank.

20 LawXXWIfl 2022 on the aCXeXnXabriXe r2t0 1t30 olnaw he Magyar Nemzeti

Magyar Nemzet.i Bankr - | sz-1 - 2013%.z @0R2CXRBXI XLXX¥YIV®n
trvPngnd Law CXI | of 2023 on the Magyar Nemzet.i Bank
sz-1l - 2011. ®vi CXCIV. t°rv®ny, valamint a Magyar Ne m:
m-dos?2t8s8r-1 sz-1-)2023. ®vi CXIlIl. t°rv®ny

21 See paragraph CON4 2d0fa20¢B8i7md roamgr ap h CODNE 202 30Ri4ni on
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7.2.3

See, also, the following Section regarding compatibility with the prohibition on
monetary financing.??2

Monetary financing and privileged a

Article 36 of the Law on the MNB provides that if circumstances arise which

jeopardise the financial systemds stability
Magyar Nemzeti Bank may extend an emergency loan to such credit institution

subject to observing the prohibition on monetary financing in Article 146 of the Law

on the MNB. However, it would be useful to specify that such loans are granted
independently and at the Magyar Nemzetdi Bank
such extensions conditional if necessary and against adequate collateral, thus

introducing an additional safeguard which should minimise the possibility of the

Magyar Nemzeti Bank suffering any loss.

Article 37 of the Law on the MNB provides that on request, the Magyar Nemzeti
Bank at its full discretion may provide a loan to the National Deposit Insurance Fund,
subject to the prohibition on monetary financing in Article 146 of the Law on the
MNB, 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 LXXXV of 2015 extended the scope of
Article 37 in order to enable such emergency short-term loan facilities to be provided

22 As noted in the section ownel ntshe ttukea toMaag aa r d\eepneznedtein cBea

has kedamusted with several new tasks. The Il egal provi
with néwstetalsekesqgdadei ti onal human and financial resourc
peri od wefr et ismen, in previousaosteugemte tReparftlssence
NemzBank's ability to fulfil its mandate, bdbth operat
concerns as regards the provisions' compliance with t
allocation of new tasks should be suppl ementSedt by t he
paragraph 2.2 of Opinion CON/2014/62 and paragraph 3.
i mportant to note that, as introduced by Law LXI X of

its existing tasks, as a ceovnepreatle ndte | aeugtaht cerdi tayc ttso rienhpaltee
2014/ 65/ EU of the European Parliament and of the Coun

nstruments and amending Directive 2002/ 92/ EC and Dir
4%and Regul ation (EU) No 600/2014 of the European Par
n markets in financial instruments and amending Regu
84 Magyhe Nemaésb BapRkeegnuelnattsi on ( BUYW) thEl1&EuYX ®Pplean

Il'i ament and of the Council of 8 June 2016 on indic
inancial contracts or to measure the performance
48/ EC and 2014/ (EUEUNaenB89REgOLA4At({®d L 171, 29. 6.
ion as a competent aut hRedgulyataisom efBU) et D/ 2 H6 A
ean Parliament and of the Council of 25 November
actions and of reuse and amending Regulation (EU
tion, the Magyar NefmaleitowiBag kRe guwl @tmeans( Eb)e 2017/
he European Parliament and of the Council of 12 D
r ssatuontiand creating a specific framsework for simp
ceatiitan, and amending Directives 2009/ 65/ EC, 200
C) No 1060/2009 af@®J( EUB4No @88RPuRlPalt7i,onp .( BW)) ;
the European Parliament and the Council of 14 J
urities are offered to the public or admitted t
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017/
une
c o t
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d of the Council of 20 -bJourndee r2 0dli9s torni bfuatciiol ni toaft icnogl Icerc
dertakings and amending Regulations (EU) No 345/201
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to the Hungarian Investor Protection Fund, under the same conditions as to the
National Deposit Insurance Fund. This provision is compatible with the monetary
financing prohibition. As also already clarified in ECB opinions,??® it may be useful to
specify that such loans are extended against adequate collateral, thus introducing an
additional safeguard which should minimise the possibility of the Magyar Nemzeti
Bank suffering any loss.

The integration of the HFSA into the Magyar Nemzeti Bank took place on 1 October
2013. Based on Articles 176 to 181 of the La
were transferred to the Magyar Nemzeti Bank. The Magyar Nemzeti Bank also
became a general legal successor to all obligations of the HFSA including, inter alia,
its contractual relationships, pending procurement procedures, out-of-court redress
procedures, tax-related administrative procedures as well as any other type of legal
procedure (including pending administrative legal procedures). As a consequence,
any payment obligation from a legal relationship or a requirement to pay
compensation following any judgment handed down by a Hungarian court granting
compensation to an individual or entity challenging a prior decision of the HFSA is to
be borne by the Magyar Nemzeti Bank.

Although Article 177(6) of the Law on the MNB provides for compensation by the
State to the Magyar Nemzeti Bank for all expenses resulting from the above-
mentioned obligations that would exceed the assets taken over from the HFSA, the
Law on the MNB does not specifically lay down the procedure and deadlines
applicable to financing by the State and reimbursement of the Magyar Nemzeti Bank.
This can only be considered to be an ex-post financing scheme. The provisions
applying to the assignment of the obligations of the HFSA to the Magyar Nemzeti
Bank were not accompanied by measures that would fully insulate the Magyar
Nemzeti Bank from all financial obligations resulting from any activities and
contractual relationships of the HFSA originating prior to the transfer of tasks, and
the provisions of the Law on the MNB introduced a time gap between the costs
arising and the Hungarian State reimbursing the Magyar Nemzeti Bank, should the
expenses incurred at the Magyar Nemzeti Bank exceed the value of assets taken
over from the HFSA. As mentioned in previous Convergence Reports, 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 Nemzeti Bank must be insulated from all
financial obligations resulting from the prior activities or legal relationships of the
HFSA.

Article 183 of the Law on the MNB read in conjunction with Article 176 of the Law on
the MNB provides that the Magyar Nemzeti Bank bears the financial obligations
arising from the employment relationships which HFSA staff transferred to the
Magyar Nemzeti Bank may have had with the HFSA in the past. In order to comply
with Article 123 of the Treaty, the Magyar Nemzeti Bank should be insulated from all
obligations arising out of employment relationships between any new Magyar

28 see, for example, paragraph 9.3 of Opinion CON/2011/ 11
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71.2.4

7.2.5

7.25.1

7.25.2

Nemzeti Bank staff member and the HFSA, in the light of the mass redundancy
scheme provided for under Article 183(10) of the Law on the MNB?%4,

Single spelling of the euro

In several Hungarian legal acts?®> the name of the single currency is spelled in a way

("eurd™), which is inconsistent with EU law. Under the Treaties a single spelling of the

word feuroo in the nominative singul ar case
legislative provisions, taking into account the existence of different alphabets. The

Hungarian legal acts in question should therefore be amended accordingly.??%

The ECB expects that the correct spelling of
Hungarian legal acts and the euro changeover law. Only when all national legal acts
use the correct spelling of the word fAeuroo

Legal integration of the NCB into t

With regard to the Magyar Nemzet.i Bankds | eg
Law on the MNB needs to be adapted as set out below.

Economic policy objectives

Article 3(2) of the Law on the MNB provides that the Magyar Nemzeti Bank supports,

without prejudice to the primary objective of price stability, the maintenance of the

stability of the financial intermediary system, the enhancement of its resilience, its
sustainable contribution to economic growth
economic policies and environmental sustainability policy. This provision is

incompatible with Article 127(1) of the Treaty and Article 2 of the Statute as it does

not reflect the secondary objective of supporting the general economic policies in the

EU.

Tas ks

Monetary policy

Article 41 of the Fundamental Law of Hungary and Article 1(2) and Articles 4, 9, 16
to 22, 159 and 171 of the Law on the MNB est

24 Al'though this concern and the one explained in the pr
strong than they were in the i mmediate yeaMasgydrmat f ol
Nemzet iasBandkkue to the passage Mafgytair m&dle mhasi § Baass ulmiek e
new financial obligations resulting from the | egal su

25 For example, Law LXI X of 2025 onMaghgaror6z&@wWi202al bud
k°®zponti kolstzs®@ge2éet ®®®@r RD X1 X. t°rve®eny

26 sSeparagrapopd.ni on CON/ 2006/ 55.
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7.2.5.3

powers in the field of monetary policy and instruments for the implementation thereof
do not recognise the ECB&6ds powers in this fi

Collection of statistics

Although Article46) of the Law on the MNB refers to t
obligation to transfer specific statistical data to the ECB in accordance with Article 5
of the Statute, Articles 1(2) and 171(1) and Articles 9, 12, 30 and 160 of the Law on
the MNB establishing the Magyar Nemzeti Bank
statistics do not recognise the ECBO0s powers

Official foreign reserve management

Article 1(2), Article 4(3), (4) and (12), Article 9 and Article 159(2) of the Law on the
MN B, which provide for the Magyar Nemzeti B a
reserve management, do not recognise the ECB

Payment systems

Article 1(2), Article 4(5) and (12), Articles 9, 13, 27 and 28, and Article 171 (3) of the

Law on the MNB establishing the Magyar Nemze
promotion of the smooth operation of payment
powers in this field.

Issue of banknotes

Article K of the Fundamental Law and Article 1(2), Article 4(2) and (12), Articles 9,
12, 23 to 26 and Articles 171(1) and 172(2) of the Law on the MNB establishing the

Magyar Nemzet. Bankds exclusive right to iss
recognise the Councilds and the ECBOs powers
Financi al provisions

Appointment of independent auditors

Article 144 of the Law on the MNB providing that the President of the State Audit

Of fice must be consulted before the Magyar N
their dismissal is proposed, Article 6(1) of the Law on the MNB, which provides for

the sharehol derdés power to appoint and di s mi
on the MNB do not recognise the Council és an
of the Statute.
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Financial reporting

Article 12(4)(b) and Article 147 of the Law on the MNB and Law C of 2000,?% in

conjunction with Government Decree 221/2000,%?® do not reflect the Magyar

Nemzet. Bankds obligation to comply with the
reporting of NCB operations, pursuant to Article 26 of the Statute.

7.25.4 Exchange rate policy

Article 1(2), 4(4) and (12), Articles 9 and 22 of the Law on the MNB lay down the
Government s and the Magyar Nemzet.i Bankds r
exchange rate policy. These provisions do no

ECB6s powers in this field.

7.25.5 I nternati onal cooperation

Article 1(2), 135(5) of the Law on the MNB providing that, upon authorisation by the
Government, the Magyar Nemzeti Bank may undertake tasks arising at international
financial organisations, unless otherwise provided for by a legislative act, fails to

recogni se the ECB6s powers as far as issues un
concerned.
7.2.5.6 Mi scel |l aneous

Articles 75 and 76 of the Law on the MNB do
impose sanctions.

With regard to Article 132 of the Law on the MNB, which entitles the Magyar Nemzeti
Bank to be consulted on draft national legislation related to its tasks, it is noted that
consulting the Magyar Nemzeti Bank does not obviate the need to consult the ECB
under Articles 127(4) and 282(5) of the Treaty.

As set out in Section 7.4.2, Article 9(7) of the Law on the MNB requires the members
of the Monetary Council to make an oath in accordance with the wording specified in
Article 1 of Law XXVII of 2008. Article 9(7) of the Law on the MNB needs to be
adapted to comply with Article 14.3 of the Statute.??®

27 Law C of 2000 osrz 8Amwvciotuen2i0 R0y, st@vriv @ny ) .

28 Government Decree 221/2000 (XI1.19.) on the special r
Magyar Nemtat MaBgak Nemzet:i Bank ®ves besz8mol: - k®sz?2
k°telezetts®g®nek 22]820086K@MMEnYOBzdel- et ) .

29 See paragraph 3.7 of Opinion CON/2008/83.
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7.2.6

7.3

7.3.1

Concl us

i ons

The Fundamental Law of Hungary, the Law on the MNB, Law XXVII of 2008, and
Government Decree 474/2024 (XII. 31.) on the implementation of the law on the
resilience of critical entities do not comply with all the requirements for central bank
independence, the prohibition on monetary financing, and legal integration into the
Eurosystem. Other Hungarian legal acts do not comply with the requirements 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.

Pol and

Compatibility of national l egi sl ati

The following legislation forms the legal basis for Narodowy Bank Polski and its

operations:

9 the Polish®Constitution,

9 the Law on Narodowy Bank Pol skt (hereinaft

f the Law on the Bank Guarantee Fund, deposi
compul sory rnéeetrrintadntienp e h&j?itdaw on

1 the Law on banking (herei®hafter the fALaw ¢

T the Law on settlement finality in the payr
the supervisiom®of such systems.

No major new legislation has been enacted in relation to the points identified in the

ECB6s Conver gedure02R and thase coronients are therefore largely

repeated in this yeardés assessment

20 Konstytucja Rzeczypospolitej Polskiej of 2 April 1997
further amendments.

21 Ustawa o Narodowym Banku Polnsskoilm doaft e2d9 vAeurgsuisotn 1p9udb7l.i s h
Ustaw oftém220m03md5 h further amendments.

22 Ustawa o Bankowym Fundusysit &wiae agwgij aymowani a depozyt -
przymusowe|]j refitOr ykineC @msddljiidat ed version published ir

233

234

20 i620m
Ust awa Pr
ité8m®, wit

Ustawa o
wartoScio
published

awo bankoweCoonfs 02191 dhautgeuds tv elr9s9i7an pub2l0@s hed i n

h further amendments.
ostatecznoSci rozrachunku w systemach

pdgatno

wych oraz zasadach nadzoruCpnpadotymhat edgsvemam

in D2024ani ikt &hittB85foufrt hher amendment s
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7.3.2

7.3.2.1

l ndependence of the NCB

With regard to Narodowy Bank Polskibés indepe
Law on NBP 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 Polskifis hal | have the exclusive right to i ss|
i mpl ement mon¥TheyLpwl boyBBP states that @dth
the activity of Narodowy Bank Polski 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 Narodowy Bank Polskido?” The ECB

understands that these provisions necessarily imply that Narodowy Bank Polski

carries out its tasks and pursues its objectives independently of any other authority.

Accordingly, the well-established case-law of the Constitutional Tribunal derives the

principle of the independence of Narodowy Bank Polski from a functional

interpretation of the content of Article 227 of the Polish Constitution?®,

l nstitutional i ndependence

Article 11(3) of the Law on NBP, which provi
Governorr epresents Polandbés interests within inf
unless the Council of Ministers decides otherwise, within international financial

institutions, needs to be adapted to comply with Article 130 of the Treaty and

Article 7 of the Statute.

Article 23(1)(2) of the Law on NBBovermohi ch ob
to forward draft monetary 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 (NIK), a constitutional body, has wide powers under

Article 203(1) of the Polish Constitution to control the activities of, among others, all

public administrative authorities and Narodowy Bank Polski as regards their legality,
economic prudence, efficiency and diligence.
be clearly defined, should be without prejudice to the activities of Narodowy Bank

Pol ski 6s i ndependé&hshouldcommyrwithaHe prahibition bno r s ,

giving instructions to an NCB and its decision-making bodies and should not interfere

wi t h the N@IBtédgasks $hr@dticular, it should be ensured that when

auditing Narodowy Bank Polski, the applicationbyt he NI K oiédncytchme t e fi foin®d
does not extend to an evaluation of Narodowy

25 Ustawa o Trybunale StComwsodfi dag eMarveh si®h2.published in

2022, iwemh762rt her amendments
%6 See Article 227(1), second sentence, of the Polish Col
%7 See Article 3(1) of the Law on NBP.
2 See the judgements of the Constitution Tribunal in

al
November 2003, U 4/ 06 Kpf 42D8Seft dfbeadrul 30@2®,09 and K 23
2024.

2% For the activities of the NCBo&6s independent external
Statute.
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71.3.2.2

primary objective of price stability.2*® Article 203(1) of the Polish Constitution needs
to be adapted to comply with Article 130 of the Treaty and Article 7 of the Statute.

Personal i ndependence

Article 9(5) of the Law on NBP regul ates
Governor by the Sejm (lower house of Parliament) upon request of the President of
the Republic of Poland, if he or she has:

i been unable to fulfil his or her duti e

T been convicted of a criminal of fence u

T submitted an untruthful di sclosure dec
judgnrént ,

T been prohibited by the State Tribunal
holding posts of particul®r responsibi

Moreover, under Article 25(3) in conjunction with Article 3 and Article 1(1)(3) of the
Law on the State Tr i bun &dbvernoMhay atsd e veiljeveB a n k
from office®*® if he or she violates the Constitution or a law.2*

The ECB understands that the grounds listed above in principle do not constitute

t he

s dt
nder

| ar ¢

fror
ity

Pol

new grounds for dismissalof Nar odowy Bank Pol skiés Govern

contained in Article 14.2 of the Statute. However, Article 25(3) in conjunction with
Article 3 and Article 1(1)(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 violations of the law. For the 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.?*® Until then, these provisions should be
interpreted in line with Article 14.2 of the Statute.

220 See paragraph 3.6 of Opinion CON/2011/ 9.

1. The provision was added with effect from 15 March 200
information relating to documents o0f1%3@GtEeUstezwaidy s
ujawnianiu informacji o dokune@starad zok P& - W b&e ztpri €T zie
tych dokument -w of 18 October 2006. Conso0208daitteemvers
1519) .

22 Such prohibition by the State Tribunal is one of the
on the State Tribunal.

3 As the relevant |l egislation currently stands, it is n
with Article 25(3) of the Law on the State Tribunal al
President of the Republic of Poland.

# The indictment by the Sejm of the Governor of Narodow
by operation of | aw, i n susphecncsarodi g ttd et hGeo vijeuw cdhgome rf tr
Constitutional Court of 11 January 2024 (Case K 23/ 23
sentence, of the Lawnormomhe n$ttatoem Twiitthuailtsi cl e 13(1a)
unconstitutional and needs itncofearamesnddd abdy otwlse fDeaj mh
Goveramsora result of a resolabnhbhwynabtotbeeSempmoadopt el b
presence of at | east half of the statutory number of

%5 See Section 2.2.2. of tehestConvengé&nC€emPapobt]isyb ve
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With regard to security of tenure and grounds for dismissal of other members of
Nar odowy Bank P-makismgkbiodies invdhed in the performance of
ESCB-related tasks (i.e. the members of the Management Board, and in particular
the First Deputy Governor, and the members of the Monetary Policy Council), Article
13(5) and Article 17(2b), second sentence, of the Law on NBP provide the following
grounds for dismissal:

T an illness which permanently prevents ther
responsibilities,

i a conviction for a c¢criminal of fence under

1 submi ssion of an untruthful lustration dec

by a final ¢%urt judgment,
f nosuspension of membership of a political

The grounds listed above and Article 14(3) of the Law on NBP, which reaffirms the
possibility of dismissal of a member of the Monetary Policy Council of Narodowy
Bank Polski for a conviction for a criminal offence, therefore need to be interpreted in
line with Article 130 of the Treaty.?*’

The Governor of Narodowy Bank Polski acts in dual capacity as a member of

Nar odowy Bank P-makimdgbiodies and af the releivamtrdecision-making
bodies of the ECB. Article 9(3) of the Law on NBP, which specifies the wording of the
oath sworn by Narodowy Bank P o | Govelindy, fieeds to be adapted to reflect the
status and the obligations and duties of the Governor of Narodowy Bank Polski as
member of the relevant decision-making bodies of the ECB.

The Law on NBP is silent on the right of national courts to review a decision to

di smiss any member araking hodies Wi Bsdngolveléndhe s i o n
performance of ESCB-related tasks. Even though this right may be available under

general Polishlawf or any member of -makingbodieS Btltessthadl e c i si 01
the Governor (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.

26 This provision was added with effect from 15 March 20
information relating to documents o0fl1%3@tEeUstezwaidy s
ujawnianiu informacji o dokumpamsawh efBadh - drddd ztpri eScie
tych dokument -w of 18 October 2006. Consol2i0BRatietdenver si
1519) .

27 See Section 2
the paradreaph
deci-mabkhng bo
t aoks

.2.3 of thisctCiomveomemRer Repalrtl,ndampender
@ f tenure and grounds for relieving

i
di ot her it hwaenl \Gepeeirfmootriseen cveheob hat rEe§ C B
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7.3.2.3 Financi al i ndependence

In March 2019 the Law amending the Law on prohibitions regarding conducting of
business activities by public officials and the Law on NBP?*® entered into force.
According to Article 66(3) of the amended Law on NBP, the upper salary limit (salary
cap) for all employees (excluding members of the Management Board of Narodowy
Bank Polski) is set at 60% of the salary of the Governor of Narodowy Bank Polski
(the salary of the Governor is determined on the basis of other provisions which have
not been amended). However, amendments included in any legislative proposal that
lead to reductions in remuneration are not compatible with the principle of financial
independence if the ability of the relevant national central bank to employ 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 Narodowy Bank Polski, to ascertain if it considers that an exception
to a cap on remuneration is required. Such an exception should be decided upon in
close and effective cooperation with Narodowy Bank Polski, taking due account of its
views, to ensure its ongoing ability to independently carry out its tasks.?*® As such
close and effective cooperation with Narodowy Bank Polski is not provided for in the
present legal framework regarding the salary cap, the legislation does not satisfy the
requirements of Article 130 of the Treaty and Article 7 of the Statute.

7.3.3 Confidentiality

Article 23(7) of the Law on NBP specifies instances in which data collected from

individual financial institutions, as well as statistical surveys, studies and

assessments enabling identification of individual entities, are subject to disclosure by

Narodowy Bank Polski to external parties. One such instance covers disclosure to
Afunspecified recipientso, und&®eSuchiliscoquar ate ap
may potentially affect data protected under
therefore the Law on NBP should be adapted to fully comply with Article 37 of the

Statute.??

In addition, since NIK has wide powers under Article 203(1) of the Polish Constitution

to control the activities of Narodowy Bank Polski, as mentioned in Section 7.3.2.1,

NI K also has wide access to Narodowy Bank Po
documents. However, pursuant to Article 37 of the Statute in conjunction with Article

130 of the Treaty, NIK's access to Narodowy
and documents must be limited to that necessary for the performance of NIK's

statutorytasks. Such access must also be without pr
i ndependence and to its confidentiality regi
decision-making bodies and staff are subject. In addition, the relevant Polish

# Ustawa z dnia 22 lutego 2019 r. o zmianie ustawy o0 o0g
gospodarczej przez osoby pegni Nce funkcje publiczne o
Di endustk2va 9 t 8 m.1

29 See paragraph 2.2.3 of Opinion CON/2019/ 3.
X Article 23(7)(3) of the Law on NBP.
%1 See Opinion CON/ 2008/ 53.
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7.3.4

legislation should be amended to stipulate that NIK shall safeguard the confidentiality
of information and documents disclosed by Narodowy Bank Polski to an extent
corresponding to that applied by Narodowy Bank Polski.

Monetary financing and privileged a

Article 42(1) in conjunction with Article 3(2)(5) of the Law on NBP provides for
Narodowy Bank Pol skid6s powers to grant refin
specified conditions.??2 In addition, Article 42(3) of the Law on NBP allows Narodowy
Bank Polski to grant refinancing credit for the purpose of implementing a bank
recovery plan, which is initiated in the event of a bank infringing, or being likely to
infringe, certain requirements relating to, among other things, own funds and liquidity
ratio.?%® Granting of refinancing credit is in all cases subject to the general rules of
the Law on banking, with the modifications resulting from the Law on NBP.?5*
Safeguards currently contained in such rules aiming at ensuring timely repayment of
the credit do not fully exclude an interpretation that would allow an extension of
refinancing credit to a bank undergoing recovery proceedings which then becomes
insolvent.?® More explicit safeguards in relation to all financial institutions receiving
liquidity support from Narodowy Bank Polski are needed to avoid incompatibility with
the monetary financing prohibition under Article 123 of the Treaty.?*® The Law on
NBP should be adapted to make clear that such liquidity support is only temporary
and it may not be extended to insolvent financial institutions.

Article 43 of the Law on NBP in conjunction with Articles 270 and 306 of the Law on
the Fund provides for Nar od o wabitsdseretikn, Pol ski 65
short-term credit to the Bank Guarantee Fund (hereinafter the fFundg 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 in the Law on NBP and the Law on the Fund regarding the possibility of NBP
granting loans to the Fund are not compatible with the monetary financing prohibition
and should be amended accordingly. The Fund qualifies as a fbody governed by
public lawowithin 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
meeting needs in the general interest T especially tasks related to financial stability,
administering the deposit guarantee scheme and resolution; (b) it has legal
personality; and (c) it is closely dependent on public sector entities referred to in
Article 123(1) of the Treaty, as the majority of the members of the Fundé €ouncil,

22 Narodowy Bank Polskids decision whether to grant re
bankds ability to repay the principal amount and the

X3 Article 142(1) and (2) of the Law on banking.
4 Article 42(7) of the Law on NBP.

%5 Under the Law on banking which applies to the provisi
Pol ski, a commerci al bank may extend credit to an unc
security is established; sandstiitutadrewdvehytpeogr achin
wi |1 ensure the borrowerdds creditworthiness during a
banking). Furthermore, Narodowy Bank Pol ski may deman
t he nfcimd situation of the credited bank has worsened
at risk (Article 42(6) of the Law on NBP)

%6 See Opinion CON/2013/ 5.
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7.3.5

7.3.5.1

7.3.5.2

whichactsastheFundds admi ni s tapmintedbethetMinisterd, ar e
competent for financial institutions and the Chairman of the Financial Supervisory
Authority.?5” Additionally, the Fund is included in the catalogue of entities that are

part of the public sector for the purposes of the Law of 27 August 2009 on public
finance.?®

Article 220(2) of the Polish Constitution pr
for covering a budget deficit by way of cont
central banko. While this provision prohibit
deficit via Narodowy Bank Polski, the ECB understands that it does not constitute an
implementation of Article 123 of the Treaty prohibiting monetary financing, and its

aim and function are therefore not identical to those of the said Treaty prohibition.

Article 123 of the Treaty, supplemented by Council Regulation (EC) No 3603/93, is

directly applicable, so it may not be reproduced or transposed into national

legislation.

Legal integration of the NCB into t

With regard to Narodowy Bank Pol skidés | egal
Polish Constitution and the Law on NBP need to be adapted in the respects set out
below.

Economic policy objectives

Article 3(1) of the Law on NBP provides that
objective is to maintain price stability, while supporting the economic policies of the

Government, insofar as this does not constrain the pursuit of its primary objective.

This provision is incompatible with Article 127(1) of the Treaty and Article 2 of the

Statute, as it does not reflect the E S C Bgecondary objective of supporting the

general economic policies in the Union.

Tas ks

Monetary policy

Article 227(1) and (6) of the Constitution and Article 3(2)(5), Articles 12, 23 and 38 to
50a and 53 of the Law on NBP, which provide
with regard to monetary policy, do not recog

%7 See Opinion CON/2021/17.

2% Ustawa o f i nans@ocnhs opluibdlaitcezdn yvcehr.si on pub205 hiedeimn Dzi en
148,3 with further amendments
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7.3.5.3

7.3.5.4

Collection of statistics

Article 3(2)(7) and Article 23 of the Law on NBP, which provides for Narodowy Bank
Pol ski 6s powers relating to the collection o
powers in this field.

Official foreign reserve management

Article 3(2)(2) and Article 52 of the Law on NBP, which provide for Narodowy Bank
Pol ski 6s powers in the field of foreign exch
ECB6s powers in this field.

Payment systems

Article 3(2)(1) of the Law on NBP, which pro
powers in organising monetary settlements, d
this field.

Issue of banknotes

Article 227(1) of the Constitution and Article 4 and Articles 31 to 37 of the Law on

NBP, which provide for Narodowy Bank Pol ski 6
withdraw banknotes and coins having the status of legal tender, do not recognise the
Counainldbs he ECB6s powers in this field.

Financial provisions

Appointment of independent auditors

Article 69(1) of the Law on NBP, which provides for the auditing of Narodowy Bank

Pol ski, does not recognise the Councilés and
the Statute. The powers of the NIK to control the activities of Narodowy Bank Polski

should be clearly defined by legislation and should be without prejudice to the
activities of Narodowy Bank Pol skiés indepen
Article 27.1 of the Statute.

Exchange rate policy

Articles 3(2)(3) and 17(4)(2) and Article 24 of the Law on NBP, which provide for

Narodowy Bank Polskio6s power to implement th
agreement with the Council of Mi ni ster s, do
ECBO0s powefield in this
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7.3.5.5 I nternational cooperation

Articles 5(1) and 11(3) of the Law on NBP, which provide for Narodowy Bank

Pol skids right to participate in internation
recogni se the ECBO6s powers in this field.
7.3.5.6 Mi scel |l aneous

Article 9(3) of the Law on NBP, which specifies the wording of the oath sworn by
Nar odowy B a Gheririeadk to Besadapted to comply with Article 14.3
of the Statute.

With regard to Article 21(4) of the Law on NBP, which provides for Narodowy Bank

Pol ski 6s rights to present its opinion on dr
banks and having significance to the banking system, it is noted that consulting

Narodowy Bank Polski does not obviate the need to consult the ECB under Articles

127(4) and 282(5) of the Treaty.

7.3.6 Concl usi ons

The Polish Constitution, the Law on NBP and the Law on the State Tribunal do not
comply with all the requirements of central bank independence, confidentiality, the
monetary financing prohibition and legal integration into the Eurosystem. Poland is a
Member State with a derogation and must therefore comply with all adaptation
requirements under Article 131 of the Treaty.?°

7.4 Romani a
7.4.1 Compatibility of national l egi sl ati
The following |l egislation forms the | egal b a

its operations:

i Law No 312/2004 on the Statute of Banca Ne¢
the ALaw ®n BNRO) .

There have been no changes in relation to th

Convergence Report of June 2024 concerning the Law on BNR, and therefore those

comments are largelyr epeated i n this year6s assessment

2% For a detailed review of necessary adaptations of the
Opinion CON/ 2011/ 9.

%0 pyplished in Monitorul Of i ci al al RomoO©ni ei , Part One,
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71.4.2

7.4.2.1

7.4.2.2

7.4.2.3

l ndependence of the NCB

With regard to Banca NaSionalt a Rom®©niei ds
other legislation needs to be adapted in the respects set out below.

l nstitutional i ndependence

Article 3 of the Law on BNR does not expressly prohibit the Government from

seeking to influence the members ofmakB@nca Na
bodies in situations where this may have an
RomOni ei 6 s & HICB-ielatedeasks. Indhiis respect the Law on BNR

needs to be adapted to be fully consistent with Article 130 of the Treaty and Article 7

of the Statute.?®!

Personal i ndependence

Article 33(7) of the Law on BNR provides that no member of the Board of Banca
NaSionalt a Rom®Oni ei may be recalled from of
a procedure other than those provided for in Article 33(6) of the Law on BNR. Article

33(6) of the Law on BNR contains grounds for 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,?? and Law

176/2010 on the integrity in the exercise of public functions and dignities,?®® define

the conflicts of interest and incompatibilities applicable to the Governor and the other
members of the Board of Banca NaS$Sionalt a Ro
their interests and wealth. The ECB understands that the sanctions provided for in

these Laws for the breach of such obligations as well as the automatic resignation

mechanism in cases of incompatibility?®* do not constitute new grounds for dismissal

of the Governor or other members of the Boar
addition to those contained in Article 33 of the Law on BNR.

Financi al i ndependence

Article 43 of the Law on BNR provides that e
must transfer to the State budget an 80% share of the net revenues left after

deducting expenses relating to the financial year, including provisions for credit risk,

and any losses relating to previous financial years that remain uncovered. This

%l See Section 2.2.2 of this Convergence Report.

%2 Pybl i sMeri tiowrul Oficial al Rom©niei, Part One, No 279,

%3 Puyblished in Monitorul Oficial al Rom©niei, Part One,

%4 According to the relevant provisions of Article 99 of
NaSionalt a Rom©niei or an employee occupying a | eadi
does not choose within a eivehupetiod ahdtitme betwaén
declared to be incompatible with their function, they
and the Parliament takes note of the resignation.
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7.4.3

7.4.4

arrangement may in certain circumstances amount to an intra-year credit, which in

turn may undermine the financi al i ndependenc
Article 43(3) of the Law on BNR also provide
up provisions for credit risk in accordance with its rules, after having consulted the

Ministry of Public Finance. The ECB notes that NCBs must be free to independently

create financial provisions to safeguard the real value of their capital and assets.

Article 43 of the Law on BNR should therefore be adapted to ensure that such
arrangement does not undermine the ability o
out its ESCB tasks in an independent manner.

Pursuant to Articles 21 and 23 of Law 94/1992 on the organisation and functioning of

the Court of Auditors,?%® the Court of Auditors is empowered to control the
establishment, management and use of the pub
including Banca NaSionalt a RomOrnheei 6s finan
management of the funds of Banca NaS$Sional t a
Court of Auditors is further defined in Article 47(2) of the Law on BNR, which

provides that commercial operations perfor me
shown in the revenue and expenditure budget and in the annual financial

statements, shall be subject to auditing by the Court of Auditors. As the provisions of

Law 94/1992 on the organisation and functioning of the Court of Auditors expressly

apply t o BamdRamana, B the interdsts of legal certainty it should be

clarified in Romanian legislation that the scope of audit by the Court of Auditors is

provided by Article 47(2) of the Law on BNR and is therefore limited to commercial

operations performedbyBanca NaSi onal % a RomOni ei

Confidentiality

Pursuant to Article 52(2) of the Law on BNR, the Governor may release confidential
information on the four grounds listed. Under Article 37 of the Statute, professional
secrecy is an ESCB-wide matter. Therefore, the ECB assumes that such release is
without prejudice to the confidentiality obligations towards the ECB and the ESCB.

Monetary financing and privileged a

Articles 6(1) and 29(1) of the Law on BNR expressly prohibit direct purchase on the

pri mary mar ket by Banca NaSionalt a Rom®O©ni ei
State, central and local public authorities, autonomous public service undertakings,

national societies, national companies and other majority State-owned companies.

Such prohibition has been extended by Article 6(2) to other bodies governed by

public law and public undertakings in Member States. Furthermore, under Article

7(2) ofthe LawonBNR,Banca NaSionalt a Rom®Oni ei is pro
overdraft facilities or any other type of credit facility to the State, central and local

%5 Published in Monitorul Of i ci al al RomO©ni ei , Part One,
%6 For the activities of the NCBo&6s independent external
Statute.
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public authorities, autonomous public service undertakings, national societies,
national companies and other majority State-owned companies. Article 7(4) extends
this prohibition to other bodies governed by public law and public undertakings in
Member States. The range of public sector entities referred to in these provisions
needs to be extended to be fully consistent with Article 123 of the Treaty and aligned
with the definitions contained in Regulation (EC) No 3603/932%%".

Pursuant to Article 7(3) of the Law on BNR, majority State-owned credit institutions

are exempted from the prohibition on granting overdraft facilities and any other type

of credit facility in Article 7(2) aad benef
Romaniei in the same way as any other credit institution eligible under Banca

NaSi onal £ a Ro ma@ Arick i7(8) ®f the kag/ onl BAIR should be

adapted to be fully consistent with the wording of Article 123(2) of the Treaty, which
onlyexemptspubl i cly owned credit institutions Air
reserves by &entral bankso.

Article 26 of the Law on BNR provides that, to carry out its task of ensuring financial

stability, in exceptional cases and only onacase-by-c ase basi s, Banca Na:
Romaniei may grant to credit institutions loans which are unsecured or secured by

assets other than assets eligible to collateralise the monetary or foreign exchange

policy operations of Banca NaSionalt a RomOn
sufficient safeguards to 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 in the provision of solvency support to a credit

institution experiencing financial difficulties, and should be adapted accordingly.

Article 43 of the Law on BNR provides that B
transfer to the State budget an 80% 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 remained uncovered. The 80% of the net

revenues is transferred monthly before the 25th day of the following month, based on

a special statement. The adjustments relating to the financial year are performed by

the deadline for submission of the annual balance sheet, based on a rectifying

special statement. This provision is constructed in a way which does not rule out the

possibility of an intra-year anticipated profit distribution in circumstances where

Banca Na SRomaniei hckumalates 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 thereforehave t o return any excessive distribut
Romaniei, this would only happen after the deadline for submission of the annual

balance sheet and may therefore be viewed as amounting to an intra-year credit to

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 monetary financing prohibition in

Article 123 of the Treaty.

%7 See Section 2.2.2 of this Convergence Report.
%8 See Sectiodbnthi®d. Zonvergence Report.
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7.4.5

7.45.1

7.45.2

Legal i ntegration of the NCB into t

With regard to Banca NaSionalt a Rom®©niei ds
the Law on BNR and the minimum reserves regime?®® need to be adapted in the
respects set out below.

Economic policy objectives

Article 2(3) of the Law on BNR provides that, without prejudice to the primary

objective of price stability, Banca NaSional
general economic policy. This provision is incompatible with Article 127(1) of the

Treaty, as it does not reflect the E S C Bsesondary objective of supporting the

general economic policies in the Union.

Tas ks

Monetary policy

Article 2(2)(a), Article 5, Articles 6(3) and 7(1), Articles 8, 19 and 20 and Article

33(1)(a) of the Law on BNR, which provide fo
Romaniei in the field of monetary policy and instruments for the implementation

thereof, donot recogni se the ECBO6s powers in this

Collection of statistics

Article 49 of the Law on BNR, which provides
Rom®©ni ei relating to the collection of stati
in this field.

Official foreign reserve management

Articles 2(2)(e) and 9(2)(c) and Articles 30 and 31 of the Law on BNR, which provide
for the powers of Banca NaSionalt a RomOni ei
management, do not recognise the ECBO6s power

%9 Regul ation No 5/2024 on the mimRengul amaerdtad lorryr .r es/ed Ov 24
regi mul rezervel or mini me obl iRanttorNDB4&DMoOi7t,@0akK) Of i c
Regul &bli/on000 on open mar ket operations performed by E
standing facilities gr(Regwldamentedli gnrb.l el/p2ad a0 cp rpiawit sd
monetart efectuate de Banca NaSionalt a Rom©niei ki f
participanNodiotroredli gOfbii,diiRdr tal OrRo,mOMdacl@RBe g ®ILAOBI201R008)
4/ 2021 on the reporting of data and statistical infor
(Regul ament ul nr. 4/2021 privind raportarea de date Ki
RomOnMeni t orul OficiRdrtalOReo,mMOMG elil63, 08.12.2021) .
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7.4.5.3

7.45.4

Payment systems

Article 2(2)(b), Article 22 and Article 33(1)(b) of the Law on BNR, which provide for
the role of Banca NaSionalt a RomoOni ei in re
payment systems, do not recognise the ECBO6s

Issue of banknotes

Article 2(2)(c) and Articles 12 to 18 of the Law on BNR, which provide for Banca

NaSionalt a Rom©nieids role in issuing bankn
Council s and the ECB6s powers in this field
Financi al provisions

Appointment of independent auditors

Article 36(1) of the Law on BNR, which provides that the annual financial statements

of Banca NaSionalt a RomOni ei are audited by
entities authorised by the Financial Auditors Chamber in Romania and selected by

theBoardof Banca NaSionalt a Rom®©niei through a
recogni se the ECBO6s and the Council ds powers

Financial reporting

Article 37(3) of the Law on BNR, which provi
establishes the templates for the annual financial statements after having consulted

the Ministry of Public Finance, and Article 40 of the Law on BNR, which provides that
BancaNa Si onal t a Rom©niei adopts its own regul
conducting its accounting, in compliance with the legislation in force and having

regard to the advisory opinion of the Ministry of Public Finance, and that Banca

NaSional £t a RGits@conomic and faxanciad operations in compliance

with its own chart of accounts, also having regard to the advisory opinion of the

Ministry of Public Finance, do not reflect B
comply with t heim&forfimascilsepoetingboENCB eperations,

pursuant to Article 26 of the Statute.

Exchange rate policy

Article 2(2)(a) and (d), Article 9 and Article 33(1)(a) of the Law on BNR, which
empower Banca NaSionalt a Rom©niei to conduc
recognise the Council 6s and the ECB&6s powers
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Articles 10 and 11 of the Law on BNR, which
draw up regulations on monitoring and controlling foreign currency transactions in

Romania and to authorise foreign currency capital operations, transactions on

foreign currency markets and other specific operations, do not recognise the

Council 6s and the ECB6s powers in this field

7.4.5.5 Mi ni mum reserves regi me

The national minimum reserves regime will need to be aligned with the Eurosystem
framework.27°

7.4.6 Mi scel |l aneous

With regard to Article 3(2) of the Law on BN
Rom®©ni ei to be consulted on draft national I
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 recogn
sanctions.

Article 4(5) of the Law on BNR entitles Banc
short-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 one year. The ECB notes

that such a limitation is not foreseen in Article 23 of the Statute.

7.4.7 Concl usi ons

The Law on BNR does not comply with all the requirements for central bank
independence, the monetary financing prohibition and legal integration into the
Eurosystem. Romania is a Member State with a derogation and must therefore
comply with all adaptation requirements under Article 131 of the Treaty.

7.5 Sweden

751 Compatibility of national l egi sl ati

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

20 Opinion CON/2024/ 15.
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7.5.2

7.5.2.1

T the Instrument?whi Govéonmsenpart of the Swe
T the Law on Sve%iges Riksbank,
T the Law on exch?®®nge rate policy.

No maj dregniesit @ad i m;men, enactbkdve any major amen
made to the curnenel bhegosel abi bhe points iden
Convergence Repamd bho2®2commé¢ at g edpree ttelde ri enf
this yeards assessment.

I ndependencB of the NC

With regard to Sver i ge stheRnstumdnttohGovesimentnde pende
and the Law on Sveriges Riksbank need to be adapted in the respects set out below.

I nstitutional i ndependence

Article 13 of Chapter 9 of the Instrument of Government states that Sveriges
Riksbank is an authority under the Swedish Parliament and that Sveriges Riksbank
is responsible for formulating and implementing monetary policy, implementing
currency interventions, holding and managing a foreign currency reserve, promoting
a well-functioning payment system and carrying out other basic tasks pursuant to
special legislation. Article 15 of Chapter 9 of the Instrument of Government states
that no public authority may determine how Sveriges Riksbank is to decide in
matters for which it is responsible under Article 13 and that Sveriges Riksbank may
not request or receive instructions from anyone within these areas of responsibility.
The Law on Sveriges Riksbank contains a distinctionb et ween Sveri ges Ri k
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 Government applying only in the area of monetary policy, would not
provide the legally required compatibility with the Treaties and the Statute of the
ESCB.2™

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 NCBO6s decisions
independence and incompatible with the Treaty and the Statute of the ESCB as far
as ESCB-related tasks are concerned. The SwedishPar | i ament 6s right t

21 SFS 1974:152.

22 SFR022:1568.

23 SFS 1998:1404.

2% sSee paragraphs 1.5, 2.7, 3.1, 3.2 and 7.2.1 Opinion C
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reject Sveriges Riksbankds decisionsison the
therefore inconsistent with Article 130 of the Treaty.?’®

Article 1(3) of Chapter 6 of the Law on Sveriges Riksbank states that Sveriges

Riksbank in its international activities shall be guided by the overall positions of the

Swedish Government and the Swedish Parliament in various policy areas. This could

entail a risk of the Swedish Parliament influencing Sveriges Riksbank in a way that is

not compatible with Article 130 of the Treaty. Therefore, it should be clarified that the
provisioniswi t hout prejudice to Sveriges Riksbank:¢
Treaty.?®

7.5.2.2 Financi al i ndependence

Article 3 of Chapter 10 of the Law on Sveriges Riksbank provides that Sveriges
Riksbank may only restore its foreign reserves for financial stability purposes. These

constraints on Sveriges Riksbankés ability t
necessary in pursuance of its independently formulated monetary, foreign exchange
and liquidity policies clearly encroach on S

the Treaty and Statute of the ESCB in the performance of its basic monetary, foreign
exchange and liquidity policies, jeopardising its capacity to achieve its Treaty-based
primary objective of maintaining price stability.

7.5.2.3 Monetary financing prohibition

Article 6(2) of Chapter 1 of the Law on Sveriges Riksbank partially reproduces Article
123 of the Treaty, which is supplemented by Regulation (EC) No 3603/93. Article
123 of the Treaty and Regulation (EC) No 3603/93 are directly applicable in the legal
order 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 exemption from the monetary financing prohibition for publicly owned credit
institutions set out in Article 123(2) of the Treaty is stated to apply only fin the
context of the supply of reserves by central bankso Even though this wording is
absent from the Law on Sveriges Riksbank, the preparatory work of the Law states
that the exemption corresponds to Article 123(2) of the Treaty. Nevertheless, in the
event of a conflict between these provisions, the directly applicable Union provisions
would prevail.2’” The ECB notes, however, that the reproduction of relevant
provisions of Union law directly applicable in the legal order of the Member State is
to be avoided?®,

Article 6(1) of Chapter 1 of the Law on Sveriges Riksbank provides that Sveriges
Riksbank may not provide credits to or acquire debt instruments directly from the
State, municipalities, regions or associations of municipalities, or legal persons over

2 See Convergence Report, June 2022, p. 22 and paragrap
2% See paragraph 11.2.3 of Opinion CON/2020/13.

2 separagraph 5.2.2 of Opinion CON/2020/13.

2 See Section 2.2.2 of this Convergence Report.
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which the State, regions, municipalities or associations of municipalities, individually
or jointly, exercise direct or indirect legal control, or institutions, bodies or offices
within the European Union that are not central banks. However, this provision does
not cover the public sector, including public undertakings of other Member States,
and, therefore, needs to be adapted to be consistent with Article 123 of the Treaty.?”®

7.5.3 Legal i ntegration of the NCB into t

With regard to Sveriges Riksbankdéds | egal i nt
Sveriges Riksbank, the Constitution and the Law on exchange rate policy need to be
adapted in the respects set out below.

7.5.3.1 Economic policy objectives

Article 1 of Chapter 2 of the Law on Sveriges Riksbank provides that Sveriges

Ri k s b averkiding objective is to maintain permanently low and stable inflation
(the price stability objective) and that without neglecting the price stability objective,
the Riksbank shall contribute to the balanced development of production and
employment, considering the real economy. However, the ECB notes that Article 1 is
more limited than the objective of supporting the general economic policies in the
Union as set out in Article 127(1) of the Treaty.

7.5.3.2 Tas ks

Monetary policy

Article 13 of Chapter 9 of the Instrument of Government, which establishes Sveriges
Ri ksbankés powers in thesrfadtelrde codfg nriosnee ttalrey B
powers in this field.

Articles 4, 5 and 6 of Chapter 2 of the Law on Sveriges Riksbank, which provide for
Sveriges Riksbankés powers in the field of n
ECB6s powers in this field.

Article 5 of Chapter 2 of the Law on Sveriges Riksbank states that Sveriges

Riksbank may only purchase and sell financial instruments other than Swedish

sovereign debt instruments when there are exceptional grounds. This restriction on
Sveriges Riksbankés ability to purchase and
Swedish sovereign debt instruments constitutes a constraint in the context of Article

18 of the Statute of the ESCB, which allows the NCBs to buy and sell outright or

under repurchase agreements and by lending or borrowing all manner of claims and

2% See Section 2.2.2 of this Convergence Report.
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marketable instruments, including instruments issued by sovereign and private
issuers alike.28°

Article 6 of Chapter 2 of the Law on Sveriges Riksbank, concerning Sveriges

Ri ksbankb6seghifkFretyhtaot a certain proportion o
investments or obligations shouldb e equi val ent to the company®d
Sveriges Riksbank (reserve requirement) and the payment of a financial penalty to

the Swedish Government in the event of a breach of this requirement, do not

recogni se the ECBO6s powers in this field.

Collection of statistics

Article 11 of Chapter 1 of the Law on Sveriges Riksbank, which establishes Sveriges
Ri ksbankodés powers rel ati ngestnotretognessetbeol | ect i on
ECB6s powers®in this field.

Official foreign reserve management

Chapter 10 of the Law on Sveriges Riksbank, and Article 13 of Chapter 9 of the
I nstrument of Government, which provide for
of foreign reserve management, do not recogn

Payment systems

Article 13 of Chapter 9 of the Instrument of Government and Articles 1 to 5 and 8 of
Chapter3of the Law on Sveriges Riksbank, which
powers with regard to the smooth operation of payment systems, do not recognise

the ECBO&ds powers in this field.

Issue of banknotes

Article 14 of Chapter 9 of the Instrument of Government and Chapter 4 of the Law on

Sveriges Riksbank, which | ay down Sveriges R
banknotes and coins, do not recognise the Co
field.

2% See paragraph 6.2.3 of Opinion CON/2020/13.
%l See paragraph 2.1 of Opinion CON/2024/ 33.
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7.5.3.3

7.5.3.4

7.5.3.5

7.5.3.6

754

Financi al provisions

Appointment of independent auditors

The Law on Sveriges Riksbank does not recogn
powers under Article 27.1 of the Statute.

Exchange rate policy

Article 12 of Chapter 9 of the Instrument of Government and Chapter 10 of the Law
on Sveriges Riksbank, together with the Law on exchange rate policy, lay down the
powers of the Swedish Government and Sveriges Riksbank in the area of exchange

rate policy. These provisions do not mnecoghni
this field.
I nternational cooperation

Pursuant to Article 1 of Chapter 6 in the 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
in this field.
Mi scel |l aneous

With regard to Article 5(2) of Chapter 7 of the Law on Sveriges Riksbank, which
provides for the General Councilds right to
Sveriges Riksbank within its area of competence, it is noted that consulting Sveriges

Riksbank does not obviate the need to consult the ECB under Articles 127(4) and

282(5) of the Treaty.

As specified in Chapter 2.2.4, the primacy of Union law and rules adopted

thereunder also means that national laws on access by third parties to documents

may not |l ead to infringements of the ESCBOs
understands thatthe Publi ¢ Access to | nfor nmfandanmotheind Sec
relevant Swedish legislation will permit Sveriges Riksbank to apply it in a manner

that ensures compliance with the ESCB6s conf

Concl usi ons

The Law on Sveriges Riksbank, the Instrument of Government, and the Law on
exchange rate policy do not comply with all the requirements for central bank

%2 SFS 2009:400.

Convergence RepioExta miJnuantei o2n0 206f compat i bi | i
l egislation with the Treaties 204



independence, the monetary financing prohibition and legal integration into the
Eurosystem. Sweden is a Member State with a derogation and must therefore
comply with all adaptation requirements under Article 131 of the Treaty. Pursuant to
the Treaty, Sweden has been under the obligation to adopt national legislation with a
view to integration into the Eurosystem since 1 June 1998283

283 Separagr apdpi2nilom fCONARY 210d dlid3s|l ative reform in Sweden

achieve consistency. with ESCB standards
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