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GENERAL BENEFITS OF ISSUING RETAIL DEBT

• Support the savings of households

• Provides safe investment opportunities to households

• Households and other retail investors tend to be buy and hold investors (in
normal circumstances) – safer financing for the Government

• Stronger demand for shorter term investments, but they also show a high
renewal ratio

• Coupon sensitive investors: the DMO can affect their demand by the pricing
of these instruments

• Local, domestic investor base: the interest payments form part of people’s
income

• Opposite reaction to market shocks reduces financing risk: retail investors
can be attracted by higher coupons, while wholesale market participants
tend to sell their holdings when yields go up in a short time (2009 was a
very good example in case of Hungary)

• Diversification of the public debt portfolio: lower overall risk

2



RATIONALE OF LAUNCHING A NEW RETAIL 
SECURITY

The DMO can:

• react to market needs for safe investments

• react to market developments (inflation, market rates etc.)

• react to developments of the public debt / the retail debt / or certain
instruments

• achieve more of its strategic objectives with a new product, it can be more
optimal from a cost-risk point of view

• rationalize its retail product range

• support other government objectives (e.g. pension goals, macro economic
developments like overheated housing market)

• support the central bank with some of its objectives (e.g. help monetary
transmission by adjusting the retail coupons to market rates)
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COSTS OF A NEW RETAIL SECURITY

• Coupon cost: calculable if fixed rate, but the DMO can have only
plans/assumptions if it is floating rate (e.g. inflation linked)

• Costs of IT/HR etc. setup both at the DMO and at the entities of the given
sales channel(s)

• Commissions to be paid by the DMO to the sales channel entities (banks,
State Treasury, Post Office)

• In case of printed securities: printing and logistics costs

• Marketing costs

• Risks:

• Coupon increase in case of floating rate or linker securities if the 
interest base rises

• Possible early redemptions (sales) by investors if better substitute 
investment opportunities arise 
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BENEFITS OF A NEW RETAIL SECURITY

• Beside the general benefits:

• The new product can be attractive to new investors, it can increase 
the number of retail debt holders, widen the investor base

• It can have new features for the investors (e.g. interest paid in 
security instead of money)

• It can lead to lengthening the average term-to-maturity of the 
(retail) debt

• It can serve special purposes (e.g. 19-year Baby Bonds in Hungary 
that provide financial support for young adults)

• If the sales channel for the new security is limited by the DMO then 
it can drive investors to that sales channel (e.g. the State Treasury, 
or online sales)
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CASE STUDY I.

• In 2019 retail sales were slowing down

• There were several retail government securities, but in the low-yield, low
inflation environment they were becoming less attractive

• Savings were channeled more to the housing market and equities

• A new retail government securities was designed to make it very attractive
to investors in this environment

• The Hungarian Government Security Plus (MAP Plusz) was designed to be
the flagship product of the DMO, the press called it the ’Super Government
Security’

• It was a hybrid of some existing securities (the half-year, the 1-year and the
2-year securities and offering a high fixed rate interest if held until its 5-year
maturity)

• Step-up coupon from 3.5% to 6%

• Coupons were paid after 6 months, 1 year and then annually

• Coupons were paid in security, not in money

• High liquidity: option for holders to sell at 100% net price for 5 days after
each coupon payment
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CASE STUDY I. (CONTD.)

• These features made it a very successful product, it became the retail security
with the largest stock in only 6 months’ time

• The DMO provided marketing support, the press was writing about the product,
people quickly became familiar with it

• Lots of people became retail government debt buyers for the first time

• The sale of four other products could be stopped, the MAP Plusz could substitute
these (portfolio rationalization)

• To widen the sales channels, the product was introduced in printed form at Post
Offices as well

• Problems: increasing inflation since 2021, central bank base rate hikes (from
2.4% to 13% in 2022), increasing market yields, weakening currency – investors
used the liquidity of MAP Plusz to sell it and turn to other investment
opportunities – only a part of these were reinvested into retail securities (mainly
the CPI-linked bonds) and into wholesale discount T-bills

• Costs: at launch it was an expensive product, but after 2 years it became cheap

• Benefits: large volumes of financing in a short period of time; widening investor
base, new investors; maturity lengthening

• Risks: early redemptions
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CASE STUDY II.

• In 2022 with inflation above 15% MÁP Plusz sales have become minimal, and the CPI-
linked Premium Hungarian Government Security series were about to be repriced from
6.6% to average 2022 CPI + premium only in February/April/June of 2023

• The Premium bond was not paying above inflation because of the time lag

• Both retail bonds were outpriced

• The DMO’s solution: product development

• A new Premium bond series was launched with a fixed (short) first coupon of
11.75% p.a. with interest reset in February 2023

• Two series were launched, one with 2027, one with 2029 maturity – longer than the
previously sold series

• The shorter series has a smaller premium

• Re-introduction of a floating rate bond which was stopped in 2019, the Bonus
Hungarian Government Security, linked to discount T-bill auction yields

• Used to be linked to the 12-month T-bill auction yields, this was changed to link to the
3-month T-bills: quarterly coupon payments and resets are favourable for investors,
and 3-month T-bill auctions are less volatile than the 12-month

• There is high demand for discount T-bills by households – even though it is a wholesale
product – so the Bonus bond can be attractive for them (it pays a premium as well)

• The new Premium and Bonus bonds are very successful, but the net sales are much
lower because several investors are selling their previous holdings and reinvesting into
the new series
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CASE STUDY II. (CONTD.)

• New feature: from 2023 there will be a sales volume cap on these new Premium
and Bonus bond series (HUF 250 million ~ USD 560,000)

• Costs: higher coupon, earlier repricing

• Benefits: reinvestment opportunity for investors, they keep their holdings in retail
government securities; net sales; longer tenors; with the sales cap there will be
lower investor concentration in the retail bonds

• Risks: interest rate risk due to CPI and T-bill yield developments in the future
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THANK YOU FOR YOUR ATTENTION! 


