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Abstract 
 

The goal of this paper is to examine the role of monetary policy in 
overcoming the consequences of the crisis in the new member states of 
the European Union (EU).  

The subject of this research are the central banks of the new EU 
member states, which temporarily retain monetary independence, but  
they are obliged to enter the currency union once they meet the criteria 
for real and nominal convergence, such as the Czech Republic, Poland, 
Hungary, Bulgaria, Romania and Croatia. Based on data from the central 
banks’ balance sheets, for the period before and after the crisis, the paper 
analyzes the operational framework of the monetary policy and the 
implementation of the unconventional measures in the six countries 
analyzed. Using the model for analyzing the changes in the structure and 
the size of the central banks’ balance sheets, made by Pattipelohy, we 
assess the response of monetary policy in dealing with the consequences 
of the crisis and its role in maintaining the price stability as the primary 
goal. The results of the analysis show that central banks of the new EU 
member states have paid much closer attention to the liquidity and the 
structure of their balance sheets which were also used as a tool for 
dealing with the consequences of the crisis. Together with the wide range 
of unconventional monetary measures, this policy provided price 
stability, overcoming the disruptions on the financial markets, surpassing 
the high and volatile capital flows, calming the fluctuations of the 
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exchange rates and maintaining the stability of the financial system, as 
the main priorities in the process of convergence to EMU. 
 

Keywords: monetary policy, central bank balance sheet 
 
JEL classification: Е52, Е58 

 
 
Introduction 
 

The global financial crisis in 2008 outlined several challenges for 
the national macroeconomic policies, as well as for their central banks. 
Unlike the highly developed economies whose financial systems were 
directly affected by the crisis, the emerging European countries, 
including new EU member states were affected indirectly through their 
connections with the global markets, especially with the European 
market, through several transmission mechanisms: 

- Trade channel, as a result of economic openness, 
- Financial channel, due to the reduction of investors’ 

confidence, capital flight and limited access to external financing, which 
contributed to a slowdown of the credit activity and problems in 
repayment of the foreign liabilities and 

- Exchange rate channel, especially in the new member states 
that implement monetary strategy of inflation targeting, which were 
affected by adverse effects due to high fluctuations and pressures for 
depreciation of the domestic currency. 

In such circumstances, the central banks of the new member 
states were faced with the challenge to maintain the price stability, to 
relax the monetary conditions, to prevent or to resolve the distortions on 
the interbank money market regarding the transfer of liquidity to the 
specific market segments, to prevent or overcome the high exchange rate 
fluctuations (currency risk reduction) on the FX markets, to maintain the 
stability of the financial system, in parallel with the stability of the 
banking system, and to encourage lending to the private sector. 

These challenges pointed to the need for transfering the macro-
prudential regulation targeted at providing stability not only to the 
separate institutions, but to the financial system as a whole. Therefore, 
close integration of macroeconomic management is required.  
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Key financial market imperfections also raised the importance of 
the quantity variables of the central banks’ balance sheets. Unlike the 
New Classical Macroeconomics from the late-1980s, which gave an 
exclusive focus on the policy rate, the latest financial crisis underlined 
the importance of paying much closer attention to the liquidity of the 
central bank’s balance sheet. The size and nature of the central bank’s 
balance sheet was key to Bernanke’s analysis, both of the 1930s 
depression and of Japan’s stagnation in the early 2000s (Bernanke, 
2013). Greenspan puzzled before the crisis about why the long-term rate 
had proved impervious to rising short-term rates1.  

Central banks’ balance sheets matter. Large-scale central bank 
purchases of bonds (and other assets) have lowered long-term interest 
rates, leading economists to re-examine the portfolio rebalancing effects 
that the New Classical school had dismissed. The separation between 
central bank open market operations and government debt management 
has been blurred. Therefore, the central banks now pay much closer 
attention to the liquidity of their balance sheets. 
 
 
1. ANTI-CRISIS MONETARY POLICY MEASURES 

 
Given the low interest rates that were close to zero, central banks 

have expanded the set of monetary instruments with a wide range of 
unconventional measures. The unconventional measures are an integral 
part of policies that directly target the cost and availability of external 
finance to banks, households and non-financial companies2. In the period 
after the escalation of the crisis, especially from 2008 to 2010, the 
unconventional measures were aimed at easing the conditions for 
providing liquidity in the banking sector and preventing the negative 
consequences for the financial sector. Since 2011, central banks have 
launched extensive programs to encourage lending to the private sector 
and to recover the economic activity. 

The central bank of the Czech Republic had a narrower range of 
challenges in relation to the other central banks of new EU member 

                                                           
1 Philip Turner, “The exit from non-conventional monetary policy: what challenges?” 
BIS Working Papers No 448, May 2014 
2 Lorenzo Bini Smaghi, „Conventional and unconventional monetary policy“, Keynote 
lecture at the International Center for Monetary and Banking Studies (ICMB), Geneva, 
28 April 2009 
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states. As a result of the conservative balance sheet structure, where most 
of the lending activity was financed from domestic sources, primarily by 
household deposits denominated in national currency, the banking sector 
was characterized by high stability3. Within the credit portfolio of the 
banks, the loans denominated in national currency had the most 
significant share, which reduced the transfer of the currency risk to the 
private sector given that the national currency would be depreciated (as a 
result of the financial crisis). At the same time, the liquidity of the 
banking sector was high, so there was no pressure on the interbank 
money market.  

However, the central banks of Hungary, Poland, Romania and 
Croatia had to implement a wide range of unconventional measures amid 
problems of managing inflation phenomenon. 

In parallel with the reduction of the key interest rate, these 
measures were aimed at facilitating liquidity providing conditions to 
banks by increasing the participation of the central banks on the money 
markets, by widening the list of acceptable collateral, by including a 
wider range of securities, or extension of the maturity of the loans. 

The central bank of Poland implemented the set of special 
measures called "Confidence Package" that were aimed at mitigating the 
tensions in the domestic financial markets and the difficulty of banks in 
obtaining financing in the domestic and foreign currencies.  In addition, 
in 2009, the central bank of Poland applied another set of measures called 
"Pact for the Growth of Lending in Poland" in order to ease the 
restrictions for lending to companies, but also to prevent the disturbances 
in the interbank market. 

The central banks of Hungary and Croatia also implemented a wide 
range of measures to provide liquidity in domestic and foreign currency 
for banks. Also, due to the high share of loans with foreign currency 
clause, some central banks have conducted substantial foreign exchange 
interventions to limit exchange rate fluctuations, to reduce perceptions of 
increased currency risk and to prevent the adverse effects on price 
stability. Bank of Hungary, in cooperation with the ECB and the central 
bank of Switzerland, conducted several foreign exchange swap 
transactions to provide foreign currency liquidity in euros and Swiss 
francs. 

                                                           
3 Adina Criste, Monetary Policy Adjustment at the Global Financial  Crisis Constraints, 
Hyperion Economic Journal Year II, no.4(2), December 2014, p.4 
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Since November 2013, in circumstances when the key interest rate 
approached zero, the central bank of the Czech Republic started to use 
the exchange rate as an additional tool for relaxing the monetary 
conditions and for maintenance of the projected level of the inflation. 

Besides unconventional measures, central banks implemented a 
wide set of macro- prudential measures. Part of the macro-prudential 
measures was introduced in Poland, Romania, Hungary and Croatia 
before the global financial crisis and they were aimed to prevent the 
excessive lending to households in foreign currency. Also, due to the 
growth of the risks associated with foreign currency lending, the central 
banks implemented more powerful measures that were aimed to 
influence the lending activity, the level of liquidity and the capital in 
banks. On the other hand, the central bank of the Czech Republic did not 
need to apply any macro prudential measures in the period since the 
crisis, due to stable domestic environment, stability and liquidity of the 
banking sector and the low level of debt of the public and private sector. 

As it is shown in Graph 1, irrespective of the applied monetary 
strategies, the policies of the central banks of the new EU member states 
contributed to preserving and maintaining price stability in terms of 
significant distortion on the financial markets, high and volatile capital 
flows, exchange rate fluctuations, and risks to the stability of the 
financial system. 
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Despite the decrease of the inflation rate in the euro zone, the gap 

between inflation rates in the new member states and the Maastricht 
reference value reduced, so in 2015, they met this criterion. 
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2. ASSESSMENT OF MONETARY POLICY MEASURES 
 

Crisis response of the central banks of new member states led to a 
significant modification of the monetary policy framework, and thus the 
changes in the size and structure of their balance sheets.  

Using the model for analyzing the changes in the structure and the 
size of the central banks’ balance sheets, made by Pattipelohy4, we 
analyze the monetary policy setup of the new member states and its 
impact on different sectors of the economy. 

For easier monitoring of the changes in the monetary policy setup 
in a given period we use several indicators of the stylised balance sheet 
of the central banks (Table 1). Indicators are derived from balance sheet 
items, which on the asset side are grouped into the following categories: 
foreign exchange reserves (FX), claims on the domestic private sector (L) 
and claims on the domestic public sector (G). On the liabilities side, the 
balance sheet items are categorized as: banknotes in circulation (Bn), 
liabilities to the banking sector (Rs) and liabilities to the government 
(Rg). 

 
Table 1. Stylised central bank balance sheet 
Assets 
Foreign exchange reserves (FX) 
Claims on domestic private sector 
(L) 
Claims on domestic public sector 
(G) 

Liabilities 
Banknotes in circulation (Bn) 
Liabilities to the banking sector 
(Rs) 
Liabilities to the government (Rg) 

 
Within these categories, the following balance sheet items are 

included: 
On the asset side: 

Claims on non-residents (FX) 
Claims on the domestic private sector (L) 
Claims on financial institutions (L) 
Claims on other depository institutions (L) 
Claims on other sectors (L) 
Claims on the central government (G) 
Claims on state and local government (G) 

                                                           
4 Christiaan Pattipeilohy, “A comparative analysis of developments in central bank 
balance sheet composition”, BIS Working Papers, No 559  
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Claims on non-financial public institutions (G). 
On the liabilities side: 

Banknotes in circulation (Bn) 
Liabilities to other depository institutions (Rs) 
Liabilities to other sectors (Rs) 
Liabilities to other depository institutions those are not 
included in the monetary base (Rs) 
Deposits and securities other than shares which are not 
included in the monetary base (Rs) 
Liabilities to central government (Rg) 
 

In Table 2 the Taxonomy of central banks is presented which is 
based on central banks’ balance sheet data. Depending on the structure 
and changes in the assets side of the central bank balance sheet, the 
model enables to assess the monetary policy setup in a given period, or 
whether the central bank is primarily oriented towards increasing foreign 
assets (foreign exchange holder), lending to the government (treasuries 
holder) or lending to the private sector. On the other hand, depending on 
the structure and the size of the liabilities, the central bank may be 
oriented towards issuing banknotes (note issuer), towards acting as a 
government’s banker, or as a bankers’ bank. 
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Table 2. Taxonomy of central banks 
Category Classification 

rule 
Explanation 

Assets 
Foreign 
exchange 
holder 

FX > (G+L) More than half of central bank assets 
are foreign exchange reserves 

Treasuries 
holder 

(G+L) > FX 
and G > L 

More than half of central bank assets 
are domestic assets. Of domestic assets 
more than half has domestic 
government as counterparty/issuer. 

Private sector 
lender 

(G+L) > FX 
and L > G 

More than half of central bank assets 
are domestic assets. Of them, more 
than half have domestic private sector 
as counterparty/issuer. 

Liabilities 
Note issuer Bn > 

10(Rg+Rs) 
Total deposits at central bank are less 
than 10% of banknotes in circulation 

Government’s 
banker  

Bn < 
10(Rg+Rs) 
and Rg > Rs 

Total deposits at central bank are more 
than 10% of banknotes in circulation. 
Of total deposits, more than half are 
associated with domestic government. 

Bankers’ 
banker 

Bn < 
10(Rg+Rs) 
and Rs > Rg 

Total deposits at central bank are more 
than 10% of banknotes in circulation. 
Of total deposits, more than half are 
associated with domestic banking 
sector. 

Source: Christiaan Pattipeilohy, p.9 
 

Based on the rules for classification of the monetary policy setup, 
the results of the analysis of the stylised balance sheet of the central 
banks are presented in Graph 2. The change in the monetary policy setup, 
based on the change in the asset-side indicators is presented on the left-
hand Graph (2a), while the right-hand Graph (2b) shows the changes in 
the liability-side indicators.  

The shifts along the horizontal axis in the left-hand Graph (2a), 
refer to a change in the distribution between government debt holdings 
and private sector debt holdings (G/L). On the other hand, a shift along 
the vertical axis refers to a change in the distribution between total 
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domestic assets and foreign assets (G+L/FX). The shift along the 
horizontal axis in the right-hand Graph (2b) implies a change in the 
distribution between liabilities to the government and liabilities to the 
banking sector (Rg/Rs). The shift along the vertical axis on the same 
graph indicates a change in the distribution between the central banks’ 
liabilities to the banks and government on one hand, and banknotes in 
circulation, on the other hand (Rg+Rs)/Bn). 

The graphs are presented on a logarithmic scale, which enables 
better detection and comparison of changes of a wide range of variables 
within a certain period of time.  

According to the position of the indicators presented on the left-
hand Graph (2a), it can be noted that central banks are mostly positioned 
on the left-hand side, which suggests that they do not have, or they have 
insignificant amount of claims on the government (Bulgaria, Poland, 
Croatia, Czech Republic), which in some cases, has been additionally 
reduced in the aftermath of the crisis (see magnified graph below). Shifts 
in the horizontal axis from right to left indicate that in the balance sheets 
of the central banks of Hungary and the Czech Republic there was a 
relative decrease of the claims on the government (G) in relation to the 
claims on the domestic private sector (L). Meanwhile, in the case of 
Croatia, Poland and Romania there were some shifts from left to right on 
the horizontal axis, which indicates that claims on the government 
increased in relation to the claims on the private sector. That means that 
the role of the central bank as lender of the government became more 
significant. 

Regarding the vertical axis, showing the relationship between the 
domestic assets (G + L) and foreign assets (FX) of the central bank 
balance sheet, the concentration of central banks in the area marked with 
darker gray is quite obvious. This suggests that the monetary policy of 
these central banks was more focused on increasing foreign exchange 
reserves rather than lending to the private sector. Also, compared to 
2006, after the escalation of the economic and financial crisis, all central 
banks, with the exception of Hungary, increased their exposure in foreign 
currency, taking into account that they registered a significant relative 
increase in foreign assets compared to the their assets in domestic 
currency. This adjustment of central bank balance sheets is a result of the 
interventions on the foreign exchange market to calm the appreciation 
pressures of their national currencies. The appreciation pressures of 
national currencies were result of significant capital inflows (especially 
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in the Czech Republic and Poland), amidst accommodative monetary 
policy and low or negative yields in developed economies. 

The right-hand Graph (2b) presents the results of the calculation 
of the indicators on the liabilities side of the central banks’ balance sheets 
in 2006 and 2015. From the graph it can be noticed that most of the 
analysed central banks act as bankers’ banker. Furthermore, shifts along 
the horizontal axis from left to right, point to the fact that in 2015, in 
Croatia and Romania, the liabilities to the government (Rg) relatively 
increased compared to the liabilities to the banking sector (Rs), which 
means that the role of the central bank as a government’s banker has 
increased. Unlike them, in the Czech Republic and Poland, adverse 
movements occurred indicating the increasing role of the central bank as 
a bankers’ banker. Comparing the changes in 2006 and 2015, we can 
conclude that in Hungary and Bulgaria there is no change between 
analysed balance sheet items. 

Unlike the changes along the horizontal axis that are more 
heterogeneous, the shifts of the balance sheet items along the vertical 
axis of the right-hand Graph (2b) are more harmonized and relatively 
stable among the central banks. This means that there was no change 
between the account balances (Rs + Rg) and banknotes in circulation 
(Bn) in the central banks’ balance sheets. The relative changes in 
banknotes in circulation, as an autonomous liquidity factor, were 
followed by a corresponding change in accounts with the central bank 
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Graph 2 Changes of the structure of the central banks’ balance 
sheets in 2006 and 2015 
а) Assets b) Liabilities 

  

 
Source: Own calculations based on the 
data from central banks’ balance sheets 

As it is shown in the graphs 
above, there is no change of the 
position of the balance sheet 
indicators of the central bank of 
Bulgaria, which is a natural 
consequence of the currency board 
regime, limited role of the 
monetary policy, absence of open 
market operations of the central 
bank, as well as the prohibition of 
monetary financing of the 
government and the full coverage 
of the monetary base with 
international reserves. 

Based on the analysis, it can be summarized that in 2015, the 
monetary policy setup of the central banks of the new EU member states 
had been changed compared to 2006. The changes in the monetary 
instruments that led to significant changes of the central banks’ balance 
sheets provided the maintenance of price stability, which is the primary 
goal of the monetary policy of these central banks. At the same time, they 
contributed to the revival of the economic activity, stabilization of the 
movements on the money and securities markets, as well as in resolving 
the liquidity problems in the banking sector. 
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Conclusion 
 

A comparative analysis of the monetary policy setup points to the 
conclusion that regardless of the implemented strategies, in the period 
after the escalation of the crisis, central banks of the new EU member 
states have used a wide range of measures and instruments. Crisis 
response led to modification of the monetary policy framework, and 
hence the changes in the size and structure of their balance sheets. This 
policy provided maintenance of the price stability, amidst significant 
distortion on the financial markets, high and volatile capital flows, 
exchange rate fluctuations, and risks to the stability of the financial 
system. 
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