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I. PRECEDENTS TO AND TARGETS OF THE DISSERTATION 

As for the broad-spectrum precedents to the dissertation, the 

Szent István University, Economic and Social Sciences provided 

support for a series of studies about the international competitiveness of 

the Hungarian agriculture. In the theme of the research programme, 

several articles were written (by the Author, as well) in Gazdálkodás, a 

journal of agricultural policy and business. This dissertation is 

innovative in the sense that it involves the international competitiveness 

of the agriculture into the scope of the foreign exchange and interest 

rate policy, by examining the adjustment of agricultural firms to the 

interest rate and real exchange rate changes. 

As for the specific precedents, some of the Author’s studies deal 

with the shapes of monetary policy areas within the Eurozone and 

Hungary; and a further study analyses the monetary strategy of the new 

EU member states. Other publications are about the profitability of the 

agricultural enterprises.  

UP TO DATE RELEVANCE OF THE THEME 

Hungary intends to be a part of the European monetary 

integration within a couple of years. The member states of the 

Economic and Monetary Union committed themselves to follow 

stability-orientated monetary policy, with the primary aim of price 

stability. For Hungary, this situation involves the challenge of the 

necessary complementarities in terms of monetary policy (and, in a 

broader aspect, economic policy) goals and operations.  

With reference to the monetary policy in the Eurozone, the 

starting point is that the European Central Bank steers short-term 

interest rates to maintain price stability over the medium term, whereas 

its intervention is based on the wide range of real and monetary 

indicators. As a consequence, the central bank is (can not avoid) 

considering the competitiveness and profitability development of 

different sectors within the economy, but is setting its operational 

framework with regard to these (export, profitability, etc.) indicators. 
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The above decisions, formed by the monetary authority with 

regards to the eligible figures of the real and monetary indicators, have 

recourse to the economy: through the changes in interest rates, asset 

prices, foreign exchange rate and expectations the have influences on 

the real growth rates. Low and stable inflation rates, added to the 

moderate volatility of interest rates and the quasi equilibrium rate of 

real exchange, could form a stable and predictable environment for 

private sector agents.  

The theme of the dissertation is the degree of discretionality 

within monetary policy decisions, in other words, to what extent the 

actual decisions are determined by the level of the inflation rate, the 

interest rate and the foreign exchange rate, as expected by the market 

agents. The relevance lays as well within the quasi floating exchange 

rate regime recently applied domestically, which seemingly allows 

more space for decisions, but in reality it shifts monetary policy 

decision making into higher uncertainty. (As a transitional resolution, 

the quasi floating exchange rate regime would be terminated at the time 

of the changeover to the euro. Therefore the term ‘fix exchange rate 

regime’ in the title of the dissertation refers to the nature of the 

domestic economic policy targeting the eurozone membership, with 

preconditions of the ERM-2 quasi fix exchange rate regime at first, and 

then the irrevocable fixing to the euro.) 

 The dissertation highlights the real rate of foreign exchange, 

with a desired aim of approaching the theoretical equilibrium rate (as 

detailed later), but with difficulties in its practical aspects. Its 

importance lays in the presumption that during the current transitional 

period to the eurozone membership, the divergence of the actual and 

the equilibrium foreign real exchange rate has long term effects on the 

real economy. Among the possible influences on the real economy, the 

dissertation puts emphasis on the profitability and debt structure trends 

of agricultural firms, within net exporter position in aggregate. 
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THE AIMS OF THE DISSERTATION 

The primary aim of the dissertation is to examine the scope 

(possible real-term effects) of monetary and foreign exchange rate 

policies. The intended or unwanted transmission effects – the change in 

the private sector agents’ behaviour as a result of changes in money 

market interest rates, asset prices, foreign exchange rate and 

expectations – of the central bank’s intervention in its complexity can 

be observed generally, for the economy as a whole, or specifically, e.g. 

for one of the sectors within the economy. The aim of the dissertation is 

to analyse the macroeconomic effects with regards to the eurozone and 

Hungarian specialities; and then refers the sectoral analyses for the 

agriculture. 

The productivity of the economic sectors that are opened to 

foreign markets (such as the net exporter agriculture) depend on the 

trend of the foreign real exchange rate, which is the nominal exchange 

rate deflated by the relative consumer price indices (or by the relative 

unit labour cost indices), and highly depend on the volatility of the 

foreign exchange rate. The level of interest rates influences profitability 

mostly though the funding costs of firms. The choice on the agriculture 

has aimed to express the intensity of the real exchange rate and the 

interest rate among the factors of profitability and competitiveness of 

agricultural firms. 

 

II. MATERIAL AND METHODS 

The research was based on the method of interlinking of two 

scientific areas: first, derived from the theoretical models of monetary 

policy, the dissertation analyses the transmission mechanism and 

channels; and secondly, applying the techniques of accounting and 

analysis, it assesses the income flows of agricultural firms. The 

dissertation can be regarded an applied research, since it examines the 

agricultural firms’ ability to accommodate to the changes in the real 

exchange rate and the interest rate level within the theoretical 

framework of monetary and exchange rate policy. 
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[Foreign exchange rate models] 

The dissertation covers the theoretical background as from the 

appointed theme, i.e. to the extent of discretionality within monetary 

and foreign exchange rate policies. Admitting the broad literature of 

theoretical models with regards to foreign exchange interventions, I 

appointed those that were written following the Bretton Woods gold 

standard in the 1970s up until the recent years.   

[Interlinks between foreign exchange rate and monetary policies] 

In consequence of the interlinks in the targets and instruments 

between the foreign exchange rate policy and the monetary policy – 

although they vary within fixed and floating exchange rate regimes –, 

the analysis of interlinks highlights the synergies between the two 

eligible policy segments. This dependence of monetary policy in 

setting the money supply is accelerated within open economies, like in 

case of Hungary. The necessity and the weaknesses of foreign 

exchange rate based stability-oriented policies are reflected by the 

paradigm of the foreign exchange rate equilibrium and by the 

speculative openness of foreign exchange rate regimes. 

[The theory and appearance of transmission mechanism, empirical 

results and some stylised facts] 

During the discussions on the possible influences of monetary 

policy interventions, the dissertation distinguishes the general 

macroeconomic model from the empirical aspects of the structural 

differences between the Eurozone and Hungary. Some stylised facts 

are introduced regarding the three main monetary indicators’ (interest 

rate, inflation rate and foreign exchange rate) trend within the Eurozone 

and Hungary. My purpose was to analyse the main fundamentals and 

some evidence from them. 

I evaluated the effects on the real economy from monetary 

policy interventions assuming the appreciation of the real exchange 

rate. In this aspect the trend and the volatility of the real exchange rate 

are applied, as these two factors may affect the income generating 

capability of domestic firms. 
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[Financial ratio analysis of agricultural firms] 

The financial ratio analysis of agricultural firms is a mean for 

linking the interest rate and foreign exchange rate trends with the 

financial performance of corporations in agriculture.  

The data analysed have been derived partly from the DATAX 

sectoral database of selected financial ratios. 

During the analysis, in the first step I compared the average 

balance sheet and income statement structure of corporations in 

agriculture with the similar structure of corporations in other main 

economic sectors. (Comparative sectoral analysis) 

In the second phase of analysis I segmented the agricultural 

firms into the group of exporters and non-exporters. The average 

financial ratios of the respective two groups have been compared, in 

order to estimate whether there is a significant difference according to 

the financial ratios (Comparative analysis of agricultural firms as of 

export and domestic sales)  

In the third stage of analysis I considered the financial ratios of 

agricultural producers and wholesalers within the period of 2001-2004, 

assessing the influences of interest rate and real exchange rate. 

(Sectoral stylised facts) 

A different series of data analysed have been derived from a 

questionnaire among agricultural firms. The questionnaire was aimed 

for an empirical research; in which I asked financial data in order to 

calculate asset- and liability-based profitability ratios, and considered 

the firms’ openness to interest rate and real exchange rate. Some of the 

answering financial managers were ready to give further information in 

thorough interviews, confirming the special market and income 

aspects of agriculture. 
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THEORETICAL FOUNDATIONS AND EMPIRICAL RESULTS 

1. The relevance of foreign exchange rate models on the 

effectiveness of monetary policy interventions 

1.a. An important finding of Mundell’s model is that the income and 

real economy effects of monetary policy interventions in flexible 

foreign exchange rate regimes – as opposite to fixed foreign exchange 

rate regimes – are more impervious (persistent). 

1.b. In line with the above statement, the managed floating foreign 

exchange rate regime provides the monetary authority an opportunity 

for active monetary policy making, without giving up the opportunity 

to intervene in the foreign exchange markets. All the while Mussa 

underlines that surrender of fixing the foreign exchange rate may 

disturb the market agents in forming their expectations. As a result, the 

unnecessary effects of the exchange rate’s volatility on the real 

economy decrease the benefits of the intervention operations. 

1.c. Krugman sophisticates the above statement on instable 

expectations; his model concludes that the declaration of central bank’s 

intervention within fixed regimes with margins contributes to the 

accountability of the foreign exchange market rate. 

1.d. The monetary authority’s decisions indicate the accommodation 

mechanism of the private sector through the expectations. In Kouri’s 

model the monetary (interest rate) intervention modifies the relative 

asset prices and the real asset values, which further modify the capital 

expenditure and consumer demand. 

1.e. The central bank’s interest rate decisions alter the nominal 

exchange rate. As Frenkel and Levich concluded, there is an important 

link between interest rate and foreign exchange rate movements. 

2. Interlinks between foreign exchange rate policy and 

monetary policy (with the assumption of an open economy) 
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The foreign exchange rate is first and foremost a monetary 

indicator. The divergence of its actual rate from that the monetary 

authority and the financial market agents regard as an equilibrium, 

could be an event of the monetary authority’s interventions in the 

future. During the estimation of the satisfactory, so-called equilibrium 

foreign exchange rate (neared by the fundamental equilibrium exchange 

rate, the purchasing power parity rate or the interest equilibrium rate, 

etc.), several approximation may be employed, but none can be 

regarded unequivocally as the appropriate gauge of “equilibrium” for 

the exchange rate. 

 The probability to miss the targeted equilibrium exchange rate, 

and especially the antagonism in setting the exchange rate target in 

principle could be a reason for the market-based exchange rates with 

floating, but this resolution would be excluded by the stability 

countenance and by the fear of floating hypothesis. For emerging 

economies, the fixed or intermediate exchange rate regimes (like the 

ERM-2) could promote the fulfilment of the inflation target. 

3. Broad macroeconomic model for the transmission 

mechanism 

The accommodation process indicated by the monetary policy 

interventions is accomplished preferably through the change in the 

money market interest rates, asset prices, foreign exchange rate and the 

expectations. 

According to the eligible model, during the first phase of 

monetary transmission, official interest rate decisions affect market 

interest rates (such as mortgage rates and bank deposit rates), as well as 

asset prices and the exchange rate. At the same time, policy 

announcements affect expectations about the future course of the 

economy and the confidence with which these expectations are held. In 

the second phase, these changes in turn affect the spending, saving and 

investment behaviour of the private sector. Third, the level of demand 

relative to domestic supply capacity is a key influence on domestic 

inflationary pressure. Finally, exchange rate movements have a direct 

effect, though often delayed, on the domestic prices of imported goods 

and services, and an indirect effect on the prices of those goods and 
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services that compete with imports or use imported inputs, and hence 

on the component of overall inflation that is imported. 

4. Structural aspects of monetary transmission throughout the 

Eurozone and in Hungary 

The scale of sensitivity of any economy on monetary policy 

interventions is influenced by the relative difference of several 

structural factors (for instance the indebtedness of households, the 

feature of real estate markets, consumer habits or the flexibility of 

wages). The distinct weight and the aggregated effect of the above 

mentioned structural factors, similar to the effectiveness of the 

monetary policy, can hardly be detected. The stochastic linkage among 

the exchange rates, interest rates and inflation rates is observable in the 

stylised facts both within the Eurozone and in Hungary. 

The European Central Bank declared the stability of medium-

term inflation rate as its main target. According to Eurostat, within the 

whole period of the beginning of 1999 until nowadays the harmonised 

index of consumer prices remained at the targeted 2%. More 

sophistically, the Eurozone consists of member states and regions with 

different structural attributes and growth potential, whose inflation rate 

differences are measurable. The existing differences among the 

financial structures of Eurozone countries influence the effectiveness of 

monetary (interest rate-) policy decisions. 

The inflation targeting strategy, followed by the National Bank 

of Hungary during the previous years prioritised the decrease of the 

consumer price index; by tolerating the trend appreciation of the 

forint/euro rate at the same time. This strategy – providing the strong 

connection between monetary and exchange rate policies within open 

economies – had serious effects on the real economy. 
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Figure 1.: Change in the Consumer Price Index-based Real-Effective Exchange 

Rate of the HUF between 2000-2004; Source: Hungarian National Bank’s 

monthly, seasonally adjusted data; own calculation 
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Figure 2.: Change in the Unit Labour Cost-based Real-Effective Exchange Rate 

of the HUF between 2000-2004; Source: Hungarian National Bank’s monthly, 

seasonally adjusted data; own calculation 
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5. The influences of monetary (interest rate) policy 

interventions and real exchange rate appreciation on the real 

sphere (the accommodation process of firms) 

While prioritising the inflation targeting and allowing the real 

appreciation of the forint exchange rate at the same time, monetary 

policy may influence the ability of domestic business entities to 

generate income through the following factors: 

 - The nominal appreciation of the forint exchange rate decreases 

the forint estimate of both the export sales revenues and the import-

based expenditures. 

 - In case of non-equilibrium trade balance, the decreasing 

amounts of export revenues and import expenditures may distort the 

nominal income of the business sector. 

 - Home firms that export should count that the change in the 

level of the exchange rate affects their marginal cost of selling to home 

(partly because of the change in the forint estimate of the export sales 

revenues, and as of the change in the domestic sales revenues in the 

presence of import competition). 

 - Decline in import prices (in line with the nominal appreciation 

of the forint exchange rate) pressures home firms to decrease their 

competitive sales prices in the import-competitive markets. Still there is 

only a limited room for the decrease of sales prices, because firms 

introduce a minimum profit rate when formulating their pricing policy. 

 - The export’s diminishing profitability together with the 

growing import competition stresses domestic producers to decrease 

their expenditures (their personnel expenditures, in the short run), 

which max convey further effects on the employment rate. However, 

the employment factor should be examined together with the minimum 

level of wages. 

 - Undoubtedly, the appreciation of the forint exchange rate has 

different influences on domestic firms that are engaged in exporting. If 

the direct and indirect import (material-, fuel-, etc.) content of the 
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exported goods is low, the appreciation-generated decrease of export 

profitability is enhanced. In agricultural and food processing sectors, 

the import content is especially low. 

 - Transnational companies may reduce their exposures by 

transfer prices; whereas this possibility is not opened to domestic 

companies. As opposite, the suppliers of the foreign-owned export 

companies are also opened to exchange rate uncertainty through their 

possible euro-based contracts. 

 - Finally, in itself the appreciation of the domestic currency may 

justify funding by foreign currency loans (since the forint estimate of 

the FX-denominated debts is decreasing), which is further rationalized 

by the higher interest margin of the forint loans. Another reason for FX 

loan financing is the natural hedge position of the exporters – in other 

words, the currency match of the export sales revenues and debt 

repayments. However, there is no perfect natural hedging for foreign 

exchange rate risk, since the contracted sum and maturity of export 

sales can not be perfectly matched to the repayment structure of the 

foreign debts. 

 In line with the real appreciation of the forint exchange rate, the 

increasing volatility encompasses the following influences: 

 - Firms’ capability to calculate is worsening, due to the fact that 

production and sales decisions are taken only occasionally, but the 

exchange rate fluctuates continuously. Changes and timing in the 

process’s volatility are unanticipated (note: with the expected shift to 

the euro, most of the foreign exchange rate risk is eliminated). For the 

future, both the exact date of the changeover and the effective 

conversion rate to the euro is unknown. 

 - An increase in exchange rate volatility reduces both the 

number of firms exporting and the sales per exporting firm. In 

aggregate, the export volume is coming to decrease. 

 - The relationship between exchange rate volatility and export 

volume is nonlinear (convex) for the following reason: small firms can 

hardly hedge the exchange rate risk (therefore they are able and willing 
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to export only when the exchange rate uncertainty is low, in other 

words, most of them are not engaged in exporting when the exchange 

rate volatility is high). 

6. The competitiveness of agriculture within the real 

appreciation of the forint 

1. Comparative sectoral analysis 

Starting with the statement that the transmission mechanism of 

monetary interventions is carrying unique features as a result of 

structural determinants, in my dissertation I analysed the private 

sector’s alignment to the interest rate and foreign exchange rate 

changes on a sectoral level. The underlying principle of highlighting 

the agriculture was its financing stance and net exporter position. 

With comparison to other economic sectors, a distinction has 

been made as a result of higher proportion of tangible assets, financed 

by long-term debts for the most part. Regarding the structure of the 

income statements, definitely the agriculture made losses (near to zero) 

at the operating income level. Nevertheless, the proportion of other 

revenues from interest-, land-, etc. subventions was the highest in this 

sector. The loss on financial transactions resulted mostly from the 

interest payment obligation of long term debts. 

2. Comparative analysis of agricultural firms as of export and 

domestic sales 

The appreciation of the forint real effective exchange rate in the 

previous years has initiated different price and market alignment 

procedures among the agricultural firms which were involved in export 

and domestic sales. 

Assuming that the eligible agricultural firms make decisions on 

export and/or domestic sales on the basis of the sales revenues to be 

earned, then they would calculate by the difference of domestic and 

export prices, and by the expected exchange rate of the forint/euro. The 
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trend appreciation of the forint decreased the forint equivalent of export 

sales revenues, and at the same time lessened the domestic sales prices 

on import-competing markets (presumably to a minor extent and in a 

delayed manner). The relative decrease of export sales in itself reduced 

(made inferior) the exporting. 

For most of the agricultural firms the presence in export markets 

is not only rationalised by the price in itself, but rather explained by 

market positioning. For instance, in case of the cereals and the wines, 

there is no sufficient market potential domestically and some buyers are 

unable to pay in due time. As opposite, exporting firms – after fulfilling 

the quality requirements – are able to deliver larger quantities abroad, 

keeping down the accounts receivables at the same time.  

3. Sectoral stylised facts 

 When analysing the stylised facts on the financial ratios of 

agricultural firms, I basically concluded on the negative tendencies 

about the profitability on average. This was partly originated from 

the real exchange rate, as one of the reasons behind the deterioration 

of competitiveness. Nevertheless, the serious differences in the 

quartiles show the discrepancies among agricultural firms in terms of 

profitability (and competitiveness). 

- Productivity (different profit aggregates per capita) ratios 

proved to be even during the period of 2001-2004. 

- All the while the sector’s liquidity position was economically 

satisfactory within the respective period of time. Although, the 

difference between the liquidity ratio and the quick ratio reveals the 

great proportion of inventories, high enough in the sector. 

- Due to sectoral specifics, the asset turnover ratio is relatively 

high in agricultural production, and some lower in agricultural 

wholesale. The ratio of accounts receivables to account payables 

exposes the net creditor position of the sector. 
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-  Deterioration in capital adequacy is a tendency that is shaped 

while the non-redeemable asset-backed subventions are accounted as a 

part of the companies’ equity, among capital reserves. In practice the 

capital expenditures, although partially funded by subventions, should 

be temporary financed by bank loans. 

- In case of agricultural producers during 2003-2004, and in case 

of wholesalers during 2004, debt service ratios deteriorated by all 

means. 

- The ratio of operating profit to net sales indicates that the 

slightly positive operating net income during 2001-2002 turned into 

loss during 2003-2004. The net profit (or loss) on operations has been 

influenced by specific factors associated with production and financing 

of the sector. 

- The return on equity of an average of 1% during 2003 and 3.3% 

during 2004, respectively, designates extremely low returns in case of 

agricultural producers. 

- In a year-to-year comparison, the agriculture seems to struggle 

with structural difficulties, and the operation of agricultural firms is 

uneven. 

4. Empirical research by questionnaire and thorough interviews  

The answers of the financial managers involved in the research 

made it accessible to analyse the eligible agricultural firms, the 

assessment of the factors that influenced the gross margin of export 

sales and the return on invested capital (– among which the interest 

rate and the foreign exchange rate were proved to be secondary in 

importance).  

The analysis of gross margin in any company may be sufficient 

to explain why (for what reasons) increased or decreased the 

company’s net sales revenues less direct costs during the respective 

period. My conclusion is that the considerable deterioration of the gross 

margin (and more generally, of the operating profit) resulted from the 
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excess growth of operating costs above producer prices, and from the 

absence of adjusting mechanisms. This effect could not have been 

eliminated by the dotations and cost-related subsidies; even though, 

they have contributed to the conservation of customary producer and 

sales arrangements. 

The detailed profitability tendencies of the agricultural firms 

influenced their debt repayment capability. The calculated return on 

invested capital indicates that the agricultural firms could have paid 

from their corrected operating profit an average of -4% – +4% return 

on the fee liabilities. Undoubtedly the interest cost of liabilities 

exceeded the above return; therefore it is concluded that the agricultural 

firms financed their interest expenditures from additional debts, at least 

in a part of the respective period. 

The answers on the questionnaire and the thorough interviews 

made clear that 

- The financial managers consider the insufficient logistic 

capacities as a main cause for non-competitiveness. It is impossible to 

place economically the excess production (especially cereals), which 

results in the loss of operation. In this regard the intervention can only 

be a partial, temporal and superficial solution. This is the reason why it 

should be reasonable to establish and operate modern logistic systems 

(distribution centres, hubs, warehouses, etc.) soon. 

- The asked managers hold crucial importance of the further 

increase of technical education, the support of agricultural research and 

the extension of consulting. The above mentioned aspects can be 

regarded as an overall need for agro-innovation. 

- Finally, it has been a consensus among the asked managers 

that promoting the market entrance of agricultural producers and 

strengthening their lobbying force in the future can be accomplished 

through subsidising the different integrations (like producer and trade 

unions)   
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NEW SCIENTIFIC RESULTS 

1. Monetary policy interventions have dedicated and unwanted 

effects on the real economy, which can hardly be detected since they 

bear special country and sectoral features within the complex structure 

of the economy. The new methodological outcome of the dissertation is 

the partial empirical research of the effects of monetary policy 

interventions on the real economy; by interlinking two scientific areas, 

namely the theoretical model of monetary transmission mechanism and 

the techniques of accounting and analysis.  

2. Within open economies the opted exchange rate regime 

basically determines the discretionality of monetary (interest rate and 

exchange rate) policy interventions. In Hungary the declaration of 

inflation targeting – together with the (presumably non-equilibrium) 

real appreciation of the forint in the quasy-floating exchange rate 

regime – has initiated the specific adjustment process of the private 

sector firms. 

3. Firms’ adjustment to interest rate and foreign exchange rate 

changes has unique features in case of the agriculture, which is net 

exporter and needs external financing in sum. By analysing the 

financial ratios of agricultural firms, the profitability trends are 

negative in the sector’s aggregate, but the differences are high among 

the sector’s companies.  

4. Within the period of 2001-2004, the real appreciation and the 

interest rate influenced the calculated average profitability, debt 

repayment capability and the return on invested capital of agricultural 

firms, by enhancing the structural problems of the sector. 

 

III. CONCLUSIONS AND SUGGESTIONS 

1.  I have concluded that the competitiveness of agricultural firms 

is mainly influenced by the trend excess growth of operating costs 

above producer prices, and by the repayment burden of debt financing 

due to capital expenditures in production and logistics. 
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2. Meanwhile, competitiveness can not be separated from real 

exchange rate and interest rate effects, especially when – in line with 

the significant proportion of liabilities – the companies’ debt burden is 

high, and the return on assets is low or negative.  

3.  Regarding the fact that the monetary policy interventions 

influence the productivity (competitiveness and profitability) of the real 

sphere indirectly, through the alignment of the price and cost 

tendencies; the optimal interest rate and foreign exchange rate level is 

resulting from an accountable and constant monetary policy 

environment. 

4.  Finally, as the theme of the dissertation requires, it is necessary 

to delineate some further areas of research. In my opinion the research 

can be extended towards the analysis of expectations (applying decision 

making models and game theory). Similarly it can be reasonable to 

explore the profitability-related factors that may affect other economic 

sectors’ companies (using the methods that have been presented in the 

dissertation). 
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