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This baseline projection is published by the Fiscal Responsibility Institute; contributors worked mostly 

on a voluntary basis and, unless indicated otherwise in the Methodological Appendices of more 

recent projections, relying on methodologies developed by the Office of the Fiscal Council, which was 

disbanded at the end of 2010. 

 

The objective of this study is twofold. Firstly, it portrays, without any hidden motive or bias, the 

medium term macroeconomic and fiscal path emerging from economic developments and from 

legislation promulgated by 20 May 2014. Secondly, it may be used by any analyst or economic actor 

to assess the expected fiscal effects of legislative bills discussed in this parliamentary session.  

 

A professionally sound baseline projection needs to rely on the facts. In this respect, the data 

published by official statistical data sources (e.g., the Hungarian Central Statistical Office - HCSO) and 

the legislation promulgated in the Official Gazette are considered to be facts. Thus the calculation 

results presented are not forecasts as they consciously and consistently disregard future economic 

policy decisions – irrespective of the probability of their adoption. While we ourselves have not made 

assumptions about any future decisions, we could not overlook the fact that the expectations, and 

thus the decisions, of economic actors may be affected substantially by legislative changes not yet 

officially promulgated.  
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1. Summary 
 

The macroeconomic trends of this year and the forthcoming years are characterised by duality in a 

number of aspects. The growth, consumption and inflation figures of 2014 show the state of the 

economy to be extremely good, but this is almost entirely attributable to one-off or temporary 

factors. One-off factors include liberal government spending in 2014, the fast use of EU funds in 2014 

and 2015, the start of production in the Audi and Mercedes plants and the NBH’s Funding for Growth 

Scheme. Without those elements, the growth rate expected for 2014, at present 2.7 percent, would 

barely come close to 0.5 percent. When these favourable effects peter out, the growth rate will 

decline to around 1 percent already in 2015. 
 

1. Figure 1: Effect of one-off factors on the growth path 

 
 

In 2014 the inflation rate will be extremely low, while in 2015 it will come close to the target of 3 

percent. Household consumption will accelerate temporarily but in the medium term it will slow to a 

growth rate of around 1 percent. 

The achievement of the balance targets stated in the convergence programme requires, on top of 

the blocking of reserves, additional adjustment measures amounting to 0.3 percent of GDP. Without 

such measures, the fiscal deficit will rise above 3 percent of GDP again and it will start increasing in 

the coming years. The shortfall of consumption taxes, which is attributable partly to the inflation rate 

being significantly lower than envisaged and partly to budgeting errors, is to some extent offset by 

the savings achieved on expenditures on pensions, family benefits and other social transfers. 

We also identify some high-value risks, arising from the methodology applied, in the context of the 

Maastricht deficit indicator. The most notable risk – practically a fact – is that at the end of 2014 the 

balance indicator will have to be calculated with a new methodology, which will cause the 2014 fiscal 

deficit of Hungary to increase noticeably, by HUF 70 billion. In this projection we do not reckon with 

the commencement of the nuclear power station project of Paks II. before the end of 2017. 

Our calculations show that public debt will reach 81 percent of GDP already at end-2014, exceeding 

the artificially suppressed 79.1 percent level of end-2013, and the debt ratio will not decline 

thereafter either. In other words, the public debt path emerging for forthcoming years is not in line 

with either Hungarian or EU rules. Therefore, the Commission may call for a fiscal policy that is more 

stringent that the policy outlined in the convergence programme submitted in April, to substantively 

reduce the public debt. The measures required as a result, however, may slow down growth even 

further and, even if at a smaller scale, we should expect trends to be very similar to the ones 

experienced in the 2010–2014 period. 



5 

 

2. Analysis of macroeconomic developments 
 

In our projection, we took the long term trends of the economy as our starting point, assuming the 

legislation promulgated before 20 May 2014 to remain unchanged. We present the baseline scenario 

we should expect to see unless there is a change in economic policy.  

The external macroeconomic data indicate the presence of a marked duality. While the German 

economy continues to be on a robust growth orbit, which is beneficial for Hungarian exporters, the 

growth of the other members of the Euro area falls short of our expectations. External inflation being 

below the target and the subdued growth of the Euro area suggest that external demand will 

continue to remain below its potential level, which may be conducive to a disinflationary 

environment in the medium term as well. In our projection we expect external demand to pick up 

slowly and to reach its potential level only in 2016. 

 

Table 1: Key macroeconomic indicators in the baseline scenario (annual real change, percent*) 

 
* With the exception of the unemployment rate, the HUF/EUR exchange rate and the three-month interest rate, 

where the table contains annual average levels. 

 

In our view both the underlying inflationary processes and developments in the real economy will be 

influenced by a number of one-off items in 2014 and 2015 alike. These will be analysed in detail in 

the chapters below. Setting one-off effects aside and concentrating on the main trends we may 

conclude that the income position of Hungarian households will improve slowly, their consumption 

and consequently the investments of the private sector will show signs of recovery in 2014 and 2015 

mainly due to the spill-over effect of the additional demand generated by the Government 

(investment projects, transfers to households). The same applies to industries (e.g., manufacture of 

machinery, construction, retail trade) that contribute to the temporary increase of the growth rate 

from the production side. On the expenditure side exports will grow steadily; however, due to its 

very high import requirement, this segment of production will have a relatively small contribution to 

GDP growth. The Funding for Growth Scheme of the National Bank of Hungary gives only a 

temporary boost to corporate investment; thus, we reckon with no lasting effects. This is supported 

by a recent report published by the NBH revealing that the expansion of the net borrowing of 

businesses turned negative again, and the rate of utilisation of the second tranche of the Funding for 

2011 2012 2013 2014f 2015f 2016f 2017f

GDP 1,6 -1,7 1,2 2,7 1,1 0,8 0,8

Purchased consumption 1,0 -0,8 0,2 2,9 1,2 0,7 0,5

Social transfers in kind 0,0 -2,5 -1,6 0,2 0,0 0,0 0,0

Actual final consumption of government -0,1 0,1 4,3 0,2 0,0 0,0 0,0

Gross fixed capital formation -5,9 -3,7 5,9 1,7 1,1 -2,0 1,6

Export 8,4 1,7 5,3 4,7 3,1 3,4 4,2

Import 6,4 -0,1 5,3 4,2 3,1 2,6 4,2

Consumer price index 3,7 5,5 1,6 0,4 2,7 3,0 3,0

Private sector - average gross real wage 1,6 1,7 1,9 1,3 -0,3 -0,4 -0,3

Private sector employee no. 1,4 1,4 0,8 1,1 0,6 0,6 0,5

Employee no. in national economy 0,8 1,7 1,6 1,3 0,5 0,4 0,4

Unemployment rate 10,9 10,9 10,2 8,8 8,5 8,3 8,0

HUF/EUR exchange rate 279,3 289,3 297,0 305,4 306,0 307,3 310,1

Three-month interest rate 6,1 6,7 4,0 2,3 3,5 5,1 5,6
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Growth Scheme is significantly below expected levels. We except the subdued investment appetite 

to go hand in hand with a subdued employment growth, and the low-inflation environment also 

curbs wage growth, which in turn foreshadows a slower tend growth of the disposable income of 

households in the medium term. The continuous weakening of the exchange rate of the forint forces 

households to deleverage, which will substantively slow the expansion of household consumption in 

the medium term. We expect consumption in 2014 and 2015 to be invigorated by the increase of 

transfers in real terms and the cut in public utility bills in 2013 and 2014, but when these effect of 

these measures wanes, consumption growth may decline below 1 percent.  

Inflationary processes are also characterised by a duality. In the short term, the repeated utility rate 

cuts and the depressed commodity prices in the global market temporarily reduce the index below 1 

percent in 2014, but for the subsequent years we expect it to resume its level around 3 percent due 

to the temporary pick-up in domestic demand and the steadily weakening exchange rate. In our 

baseline projection we assume that the central bank will achieve its inflation target on an 18-month 

horizon. For this, it needs to gradually increase the base rate after 2014. This is because, on the one 

hand, the inflation outlook for end-2015 is already around the target, and on the other hand, from 

the beginning of 2015 the FED is expected to embark on a tightening cycle, which in turn may 

promote the withdrawal of capital from emerging markets, and at this low level of interest rates the 

depreciation of the forint would intensify, giving rise to even higher inflation. Our projection is 

consistent with market expectations and the slope of the yield curve, which also suggests that the 

market is reckoning with interest rate hikes in the forthcoming years. 

The favourable growth figures of 2014 are attributable to one-off factors 

When assessing the growth path, some one-off and transitory effects need to be noted. We will look 

at five independent factors: government demand funded from domestic sources, use of EU funds, 

start-up of production in the Mercedes and Audi automotive plants, fluctuations in agricultural 

output and the effects of the Funding for Growth Scheme. 

Growth effect of changes in the government demand 

Changes in the demand of the Government is measured by changes in the primary balance of the 

government sector. Naturally, this includes changes prompted by automatic stabilisers and by 

discretionary measures alike. This is because we want to measure the way fiscal developments affect 

growth rather than changes in the fiscal stance. Automatic stabilisation also affects growth in that it 

attenuates swings caused by business cycles. 

Table 2: Primary balance of the government sector as a percentage of GDP (percent) 

  
While the recession of 2012 was mostly due to fiscal austerity measures, one of the main drivers of 

the growth of 2014 is lax fiscal policy (1.7 percentage points out of the 2.7 percent growth). In 2015, 

however, this will practically disappear, and in 2016 government demand will actually curb growth 

slightly – provided that government consumption and investment remain level in real terms in line 

with our technical assumption. 

2011 2012 2013 2014 2015 2016 2017

Level -1,1 1,8 1,8 0,1 -0,2 0,0 -0,2

Change 2,9 0,0 -1,7 -0,3 0,2 -0,2

Demand effect -1,6 0,3 1,7 -0,1 -0,3 0,2
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Rate of use of EU funds and its effect on Hungary’s GDP 

The utilisation of EU funds shows a certain cyclicality: in the first years of the four-year programming 

periods projects tend to get off to a slow start, while in the final years, and particularly in the two 

years after the contracting period, the actual spending of the funds accelerates. Our analysis relies on 

the table received from the Ministry for National Economy, which shows the development of the use 

of funds in the government and private sectors on the horizon of the convergence programme (2013-

2017), broken down by capital formation and operational purposes.  

Table 3: Use of EU funds under the assumptions of the 2014 Convergence Programme 

  
 

The part of the EU funds (excluding Hungarian co-financing) which flows through the Hungarian 

budget is used partly in the government sector and partly in the private sector.  

We reckoned that 30 percent of operational expenditures and 60 percent of capital formation 

expenditures increase imports, thus the share of domestic value added is 70 percent and 40 percent 

in the two categories, respectively. We also assume that the funds used for capital formation finance 

investments that, when completed, will produce substantive added value. As an approximation, we 

assume that at the start of production, GDP increases by 15 percent of the investment value (in the 

case of projects as efficient as Audi or Mercedes, this figure would be around 30 percent). As the 

table reveals, the draw-down of EU funds contribute to grow in 2014 and 2015, whereas in 2016, 

when the use of the funds of the 2007-2013 programming period ends, this factor reduces GDP 

growth by almost 0.6 percentage point. 

2012 2013 2014 2015 2016 2017

Source: HCSO MNE MNE MNE MNE MNE

Use for operating purposes

Cash based figure 304,4 454,5 506,5 397,1 218,1 280,6

Accrual based adjustment -8,9 -26,6 -16,6 49,6 2,8

Accrual based figure 295,5 427,9 489,9 446,7 220,9 280,6

Of which: government sector 173,1 246,5 276,5 272,2 137,1 177,1

private sector 122,4 181,4 213,4 174,5 83,8 103,5

Use for capital formation

Cash based figure 792,0 1157,3 1228,1 1021,2 451,0 535,2

Accrual based adjustment -34,3 -85,6 -40,4 127,5 5,7

Accrual based figure 757,6 1071,7 1187,7 1148,7 456,7 535,2

Of which: government sector 468,9 676,7 670,3 700,1 283,5 337,7

private sector 288,7 395,0 517,4 448,6 173,2 197,5

Total

Cash based figure 1 096,3 1611,8 1734,6 1418,3 669,1 815,8

Accrual based adjustment -43,3 -112,3 -57,0 177,1 8,5 0,0

Accrual based figure 1 053,1 1499,5 1677,6 1595,4 677,6 815,8

Of which: government sector 642,0 923,2 946,8 972,3 420,6 514,8

private sector 411,1 576,3 730,8 623,1 257,0 301,0

Accrual-based figure as a % of GDP 3,8 5,2 5,5 5,0 2,0 2,3

Of which: government sector 2,3 3,2 3,1 3,0 1,2 1,4

private sector 1,5 2,0 2,4 1,9 0,8 0,8

Nominal GDP 28048,1 29114,4 30506,0 32119,0 33751,0 35789,0

Growth effect (FRIB estimate)

Use for operating purposes 92,7 43,4 -30,2 -158,1 41,8

Use for capital formation 125,6 46,4 -15,6 -276,8 31,4

Return on use for capital formation 113,6 160,8 178,2 172,3 68,5

Growth effect 332,0 250,5 132,3 -262,6 141,7
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Start-up of the Mercedes and Audi production capacities 

Audi started the construction of its new car plant in mid-2011 and completed the project in mid-

2013. The value of the project was EUR 968 million. We have allocated this figure, corresponding to 1 

percent of Hungary’s GDP, between the three calendar years at the ratio of 0.2–0.5–0.3. We 

considered 40 percent of the investment value to be Hungarian value added. The new car plant will 

increase the annual 43 thousand units of production in 2013 to 120 thousand by 2014. At full 

capacity this can be increased to 125 thousand. Accordion to our estimates relying on the reports of 

the company, the value added in Hungary to one car was EUR 1600 at the time when the plan 

performed mostly assembly work. The new plant encompasses the full manufacturing line; we 

estimate the added value to be EUR 2500 per car. 

Mercedes constructed its plant in Kecskemét in 2010-2011. We assume that 40 percent of the EUR 

800 million investment was realised as domestic value added while 60 percent came from imports. 

Production started gradually, reaching full capacity in mid-2014 (24 hours a day plus a Saturday shift). 

The presumed added value is EUR 3100 per car. This assumption is based on the 2013 report of the 

company, which states that they produced added value of EUR 169.5 and manufactured 54 thousand 

cars. 

Table 4: Direct effect of the new Mercedes and Audit plants on Hungary’s GDP 

 
Considering that in the case of Audi the share of Hungarian suppliers is below 10 percent, and this is 

likely to be true for Mercedes as well, our estimate is certain to include indirect effects (including 

public utilities) if we increase direct effects by 20 percent. 

Effect of agricultural production on GDP 

Even though the contribution of agricultural production to GDP is relatively low at 3 to 5 percent, the 

sharp fluctuation of output due to weather factors has a noticeable effect on the GDP growth rate. In 

2012, because of the poor harvest, GDP fell short of expectations by more than HUF 200 billion (0.7 

percent of GDP) while in 2013 the industry increased GDP growth by almost HUF 250 billion. 

Table 5: Value added by agriculture (HUF bn) 

  

Growth effects of the Funding for Growth Scheme 

The NBH itself attributed a growth-inducing effect of 0.8 percent in aggregate to Phase 1, launched in 

the spring of 2013. In our view, this is an overestimation. Even if additional lending of HUF 500 billion 

was created, the additional demand effect of the project cannot be more than 15 percent of that 

2010 2011 2012 2013 2014 2015 2016 2017

Mercedes

Investment value (EUR million) 400 400

Number of units produced 54500 109000 145333 163500 163500 163500

Effect on GDP (EUR million) 160 160 169 338 451 507 507 507

Audi car plant

Investment value (EUR million) 194 484 290

Number of units produced 38541 39480 33533 42851 120000 125000 125000 125000

Effect on GDP (EUR million) 64 143 249 229 300 313 313 313

Contribution to GDP (EUR million) 224 303 418 567 751 819 819 819

HUF/EUR exchange rate 275 279 289 297 305 305 305 305

Contribution to GDP (HUF Bn) 62 85 121 168 229 250 250 250

Growth effect (HUF Bn) 23 36 48 61 21 0 0

2011 2012 2013

Current prices 1083470 1114165 1170932

1995 prices 729744 591693 721681

Growth effect -204968 244769
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sum, or HUF 75 billion (0.25 percent of GDP). Leverage is low because a smaller part of the loans 

disbursed in effect refinance existing loans (at lower interest rates), whereas the predominant part 

funds investments that would have been implemented with or without the scheme; that is, no 

additional demand is generated relative to the baseline. If some of these actual new projects started 

at end-2013, some of the effects will materialise in 2014. We should emphasise that the scheme can 

have no more than a temporary effect on the GDP level, that is, unless the scheme is expanded, its 

impact on the growth rate disappears, and when the scheme is over, its growth effect will temporary 

turn negative.  

The success of Phase 2 started in October 2013 fell significantly short of the official expectations as 

well as of the success of Phase 1. Based on the HUF 140 billion borrowing in the first 7 months and 

assuming no change in the terms, we expect no more than HUF 250 billion new borrowing by the end 

of the year, which means that Phase 2 is sufficient only to maintain in 2014 the growth rate achieved 

by Phase 2, whereas in 2015 this effect will fade out and the growth contribution will become 

negative. 

 

Table 6: Estimated growth effect of the Funding for Growth Scheme (HUF bn) 

  
 

Elimination of one-off effects from the GDP growth rate 

As the summary table below indicates, one-off factors have a fundamental effect on the growth rate. 

In 2014, 2.2 percentage points of the 2.7 percent growth rate re attributable to such factors, while in 

2016 the aggregate growth rate is only 0.8 percent even if the private sector is able to use most of its 

capacities freed due to the disappearance of EU funds towards new projects independent of EU 

funds and government orders (in other words, it can quickly close the output gap which widens due 

to the stoppage of EU funds). In 2015 one-off measures will increase growth slightly, but most of this 

is attributable to the maturation of earlier investments financed from EU funds. The slight increase in 

government demand is due to automatic stabilisation; neither government consumption nor 

government investment will increase in real terms, in line with our technical assumption. 

Table 7: Effect of one-off factors on real GDP growth  

  

2012 2013 2014 2015 2016

Amount disbursed in Phase 1 0 500 0 0 0

Amount disbursed in Phase 2 0 0 250 0 0

Investments in Phase 1 0 53 23 0 0

Investments in Phase 2 0 0 19 19 0

Effect on GDP level 0 53 41 19 0

Growth effect 53 -11 -23 -19

2013 2014 2015 2016 2017

Real GDP growth rate in the base scenario 1,2% 2,7% 1,1% 0,8% 0,8%

One-off effects

EU funds 332 251 132 -263 142

Audi-Mercedes 48 61 21 0 0

Agriculture 245 0 0 0 0

FGS 53 -11 -23 -19 0

Primary balance of the government sector 32 383 -31 -66 91

One-off effects total (HUF Bn) 709 683 100 -348 233

Nominal GDP 29114 30387 31701 33089 34323

One-off effects as % of GDP 2,4% 2,2% 0,3% -1,1% 0,7%

Growth rate net of one-off effects -1,2% 0,4% 0,8% 1,8% 0,1%
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3. Fiscal developments 

Mandatory items 

The cash balance of mandatory items, determined independently of the budget debate by sectoral 

laws and macroeconomic developments, is expected to diverge from the budgeted figures by some 

HUF 150 billion in 2014. Within this, the largest item is the HUF 222 billion shortfall of consumption 

taxes – partly due to inflation being much lower than envisaged, partly because of budgeting 

problems, and to some extent because of the decline in the sales of the taxed tobacco products; 

furthermore, we expect a HUF 30 billion negative divergence in other taxes as well. The aggregate 

value of income taxes and contributions on labour is practically in line with the budget but its 

structure is very different as very few taxpayers switched to the small business tax or the itemized 

tax of small businesses; consequently, on the other hand, contribution revenues significantly exceed 

the projected levels. The shortfall of tax revenues is partly offset by the HUF 90 billion savings that 

can be achieved on pensions, family benefits and social transfers. 

The mandatory balances in the 2015-2017 period show a slight declining trend as a percentage of 

GDP as a result of the flat-rate taxes (e.g., excise tax) and expenditures not subject to automatic 

indexation (e.g., family allowance). 

 

Table 8: Divergence of the expected value of mandatory items from the Budget Act of 2014 

  

Balance of discretionary items 

For the time being, we have accepted the statutory target for the balance of discretionary items in 

2014 as our starting point; however, based on the figures for the first four months, we have 

reckoned with expected divergence for some items. 

Table 9: Expected balance of discretionary items 

  
 

According to our technical assumption, the discretionary balances of the years 2015-2017 are 

derived by indexing the expected 2014 balance for inflation. This means that in real terms, labour 

costs of budgetary organs and their purchase of goods and services will remain constant each year. If, 

however, the Government wishes to see faster growth in some area, for instance due to the 

HUF Bn %

Income taxes and taxes on labour 5 952,8 5 959,2 6,5 0,1%

Consumption taxes 4 086,4 3 863,6 -222,8 -5,5%

Other taxes, social contributions and payments 1 242,2 1 213,0 -29,2 -2,4%

Pension payments 3 468,4 3 418,6 -49,9 -1,4%

Family benefits 575,0 551,2 -23,8 -4,1%

Social transfers 156,6 139,5 -17,1 -10,9%

Balance of mandatory items 7 081,4 6 926,6 -154,8 -2,2%

Budgeted FRIB
Difference

Approved statutory discretionary balance -6739,8

Total difference 23,1

Housing subsidies 31,0

Guarantees called down 7,3

Pharmaceutical subsidy budget -5,3

Sale of mobile frequency -16

Dividend income 6,0

Estimated balance of discretionary items -6716,7
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introduction of the career path model for teachers, this must be offset in other areas (e.g. by a wage 

freeze). 

Interest rates and the loss of the MNB 

Even though short-term interest rates are expected to reach their minimum only at mid-2014, and 

they will start climbing from that level subsequently, we expect a slight rise in yields on the longer 

maturities, which are relevant for the financing of the public debt. As we calculated our assumptions 

for yields based on the average market yields between 15 April and 15 May 2014, they do not fully 

reflect the effect that the NBH’s decision of 24 April to convert the two-week instrument into a 

deposit might have on market expectations.  

Table 10: Yields assumed for the calculation of interest expenditures 

  
 

We adjusted the financing plan used in our interest calculations to the official issuance plan 

published by the ÁKK (Government Debt Management Agency), which caused a decline in interest 

expenditures relative to a neutral strategy through the shortening of the average term of debt. 

Furthermore, we assumed that the single treasury account will have a balance of HUF 600 billion at 

each year-end (this is the average of the 2009-2012 figures with a good approximation; at the end of 

2013 the ÁKK reduced the balance to HUF 240 billion). The debt falls from 84 percent at end-March 

to 81 percent at the end of 2014 because we assume that the state will use its entire foreign 

currency deposit of EUR 2 billion this year, and the end-April HUF 1200 billion balance of the single 

treasury account will also decline to HUF 600 billion by December. In the medium term, net interest 

expenditures will be around 3.5 percent of GDP on a cash basis. 

In the 2014-2016 period the Government will have no payment obligation to reimburse the losses of 

the NBH, whereas from 2017 on such expenditure items are expected to reappear in the budget. The 

profit of the NBH is driven mostly by the negative interest balance, which may temporarily be offset 

by the exchange rate gains on the sale of foreign currencies, but this effect may last only until the 

average cost of the reserve is below the current market exchange rate.  

The post-2014 profits of the NBH could be significantly worsened if the Funding for Growth Scheme 

were to prove a real success, but as the currently available information and market expectations 

both indicate that the actual disbursements will be only a fragment of the allocated amount (which 

we reckoned with in January), this effect will be very limited. 

Fiscal balance and public debt 

Our calculations show that, unless additional measures are taken, the general government deficit will 

reach 3.2 percent of GDP in 2014 even if the Government refrains from spending the HUF 100 billion 

reserve known as the Country Protection Fund. This means that if the Maastricht balance of 2.9 

percent proposed for 2014 is to be achieved, measures with a balance effect of almost HUF 100 

billion need to be taken. As the Government increased its deficit target in this year’s convergence 

programme relative to the earlier versions, the adjustments required in the subsequent years have 

2014 2015 2016 2017 2018

3 months 2,3% 3,4% 4,7% 5,1% 5,4%

1 year 3,0% 3,5% 3,9% 4,3% 4,6%

3 years 4,0% 4,3% 4,6% 4,8% 5,0%

5 years 4,6% 4,8% 5,0% 5,2% 5,3%

10 years 5,4% 5,5% 5,5% 5,6% 5,6%
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been reduced significantly. If the Government implements the adjustments of 2014 though measures 

with lasting effects, then the 2015 balance may not exceed the 3 percent threshold, but in 2016 

additional adjustments will be called for. 

The debt ratio is in the 81–82 percent range in the base scenario, which indicates that the deficit 

level of around 3 percent is not low enough to reduce the debt ratio given the current growth and 

inflation outlook; indeed, between 2013 and 2017 the underlying trend is a slow rise of the debt 

ratio. In other words, this fiscal path is most definitely not consistent with the spirit of effective 

Hungarian regulations or, in all likelihood, with the letter of EU law. 

4. Risks 

Methodology of the recognition of financial derivative instruments 

The fiscal balance indicator calculated with the ESA’95 statistical methodology and under the 

excessive deficit procedure are different in terms of the rules of recognition of the derivative 

financial instruments (swaps) relating to the public debt. This divergence is estimated by the 

Government in the March notification to be HUF 70 billion in 2014, that is, the expected balance for 

the purposes of the EDP is determined to be HUF 70 billion better than what would result from the 

ESA’95 methodology. However, the EDP rules will change at the end of this year in this respect as 

well: the indicator calculated with the ESA’95 (and later the ESA’2010) methodology will be 

considered under the EDP as well. This means that the HUF 70 billion adjustment cannot be used to 

improve the balance indicator. 

Integration Fund of Cooperative Credit Institutions 

In 2013 the Integration Fund of Cooperative Credit Institutions received a capital injection of HUF 135 

billion from the state. The Eurostat decided that the Fund was part of the government sector, 

therefore the capital injection did not affect the Maastricht balance in 2013. For the time being, the 

Government’s intentions concerning the actual final use of this sum are not known, but if the Fund 

itself spends this money, government expenditures will increase by the corresponding amount. This 

may occur already in 2014. 

Methodology of the recognition of EU financed projects 

The cash balance of the budget and the ESA95 balance may differ for three main reasons. First, under 

the ESA methodology some of the tax revenues and the interest items are recognised when the 

payment obligation arises rather than at the time of cash movement. Second, some transactions 

involving no cash movement are treated as financial transactions not affecting the fiscal balance 

under the ESA system. Third, the government sector within the meaning of the ESA methodology 

covers a broader range of organisations than the general government in Hungarian legal regulations. 

We have prepared our own estimate for accrual-based tax revenues and interest items throughout 

the projection horizon. In the case of several diverging items we accept the Government’s estimates 

disclosed in the EDP report of March 2014. As one major item, the Government expects adjustments 

of HUF 66 billion improving the Maastricht balance in connection with the EU funds. Essentially, 

under the standard EU rules, the last 5 percent of the EU funds for project finance is disbursed from 

Brussels only after the ex post verification of the project is completed, which may take years. Under 

the former arrangement, Hungarian statistics recognised these final payments only after the 

Commission had actually disbursed them. From 2014 on, however, the Government decided to 

recognise this 5 percent in the accrual based accounts when the project is closed but the fund is not 



13 

 

yet received. EU rules allow this, but it brings about a risk: if irregularities are revealed later and 

therefore the entire 5 percent is not disbursed, the missing part must be recognised as expenditure 

in the year of the Commission decision on the retention of the funds. 

Sale of mobile frequencies 

The Budget Act of 2014 envisages receipts of HUF 120 billion from the sale of mobile frequency 

rights. Following consultations with potential bidders, the invitation to tender issued in May reckons 

with revenues of only HUF 104 billion, but experts foresee a realistic risk of several of the frequencies 

offered for sale finding no takers. This may cause tens of billions of forints shortfall even relative to 

the plans already cut by HUF 16 billion. 

Paks II 

In our baseline projection we did not reckon with expenditures and borrowing relating to the Paks II 

project, but the Government has declared its intentions to start construction in 2017; thus, it may 

affect fiscal developments on the horizon of our projection. 

5. Comments on the April 2014 convergence programme  
The convergence programme published at end-April discloses the Government’s ideas about the 

macro-fiscal path for 2014-2017. The credibility and feasibility of the programme determines 

whether economic policy will be more predictable in the next government cycle. Below we argue 

that the Government ideas for the macro-fiscal trends of 2013-2017 show much similarity to the 

convergence programme of the spring of 2011: (1) unrealistically high growth path, (2) a matching 

fiscal path, (3) lack of ideas for the sustainable reduction of budgetary expenditures and the pro-

growth transformation of the tax regime. Consequently, we expect real developments to show 

similarities as well: (1) growth falling short of expectations, (2) need for ad hoc fiscal adjustment, (3) 

more growth sacrifice. 

Compared with the convergence programme in the spring of 2011, the main difference is the smaller 

size of the problem encoded in the budgeted figures. 

Just as we broke down the growth rate of our base scenario to the effects of one-off measures and 

growth adjusted for the one-offs, we have done the same for the figures in the convergence 

programme. The main feature of the path outlined by the Government is the assumption that the 

underlying growth rate adjusted for one-off measures, which is below 0.5 percent in 2014 even 

according to official figures, suddenly soars to around 2.5 by 2015 for reasons not explained in the 

programme, then levels out above 3 percent in 2016-2017. 
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Figure 2: Effect of one-off factors on the growth path of the convergence programme 

 
 

One of the most importation assumptions of the convergence programme is that in 2013 the output 

gap reached -4.6 percent, because the gradual narrowing of this gap in the 2014-2018 period can 

increase the growth rate by 1 percentage point on average – on paper. Even though the estimation 

of the real value of the output gap is known to be highly uncertain no matter which of the existing 

methods is used, our reasoning that the output gap will close by the end of 2014 can be supported 

from two angles. First, according to the questionnaire-based survey of Eurostat, the utilisation of the 

capital stock of corporations reached the multi-year average by the second quarter after a period of 

fast growth. This is clearly related to election spending and the accelerated draw-down of EU funds, 

therefore we expect the growth rate to slow down in the second half of the year, but the value of the 

gap around 4 percent cannot be justified even in light of these factors. Second, the core inflation 

could clearly not increase from the current 1–1.5 percent range to the level close to 3 percent 

assumed by the Government if the negative output gap were to remain significant for years to come. 

The communication of the Monetary Council on 24 May also indicates a significantly lower value 

(around 1–2 percent) than the 4 percent assumed by the Government; the Monetary Council stated 

that “the negative output gap will gradually close on the horizon of monetary policy”, that is, the 

NBH thinks that the output gap will close by the end of 2015, much sooner than the Government 

assumed in the convergence programme. 

In the absence of any substantive output gap, the cyclically adjusted deficit is likely to exceed 2.5 

percent. This is significantly higher than the 1.6 percent prescribed for Hungary by the relevant EU 

rules. It follows that if the Commission wants to enforce the provisions relating to the structural 

balance, it may demand additional fiscal austerity measures and in general a fiscal path substantively 

reducing the debt ratio, which clearly does not allow the Government to attempt to raise the lower 

growth rate through a new round of fiscal relaxation. This stance of the Commission is rendered 

more likely by the fact that in the forthcoming years the debt ratio is likely to continue climbing 

slowly rather than falling, even though it is supposed to decrease in accordance with Hungarian 

legislation as well as EU rules. 

As an important improvement over the convergence programme of spring 2011, the Government 

does not propose any drastic expenditure cuts in real terms. The fiscal path in 2014–2017 keeps 

expenditures constant in real terms with good approximation, but it expects that as a result of the 
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cumulative growth of 10.5 percent in the 2013–2017 period the expenditure-to-GDP ratio will fall 

from the present 50 percent to below 47 percent. Considering that according to our calculations the 

growth achievable in 4 years will not exceed 5.5 percent, the preservation of the real value of 

expenditures will not result in the expected decline in the expenditure rate. This, in turn, means a 

need for adjustments unless balance targets are changed. In view of this very likely scenario, it would 

be important for the Government to devise well-considered plans for sustainable adjustment 

measures. The convergence programme contains no such plans.  
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Annex 1: Key macroeconomic indicators in the baseline scenario 

 
 

2011 2012 2013 2014f 2015f 2016f 2017f

NATIONAL ACCOUNTS (current prices, HUF bn)
Nominal GDP 27635 28048 29114 30387 31701 33089 34323

Real GDP (annual % growth) 1,6 -1,7 1,2 2,7 1,1 0,8 0,8

Household consumption expenditure 14287 14903 15167 15832 16500 17125 17741

Purchased consumption (estimate) 13061 13670 13918 14375 14949 15509 16059

        purchased consumption (annual % growth) 4,7 4,7 1,8 4,4 4,2 3,8 3,6

        volume of purchased consumption (annual % real growth) 1,0 -0,8 0,2 2,9 1,2 0,7 0,5

Collective consumption of government 2824,3 2782,0 2913,6 2961,3 3022,5 3117,3 3209,1

Social transfers in kind from government 2991,1 2938,1 3063,1 3113,3 3177,7 3277,3 3373,8

Total government consumption at current prices 5815,4 5720,1 5976,7 6074,5 6200,2 6394,7 6582,9

Government investment acc. to Nat. Acc. 844,7 961,9 1105,4 1132,2 1160,9 1202,9 1227,9

Financial transfers from the government to households 4311,3 4346,2 4461,8 4465,6 4564,6 4652,7 4837,1

Import 23535,2 24490,8 25634,5 26857,9 27895,8 29024,8 30945,4

Investments of households 848,1 800,0 770,8 784,5 797,8 813,9 838,9

Disposable income of households 15421,4 15596,1 16178,4 16507,5 17382,1 18194,5 19209,1

PRICES (annual %)

Inflation rate (CPI) 3,7 5,5 1,6 0,4 2,7 3,0 3,0

GDP deflator 2,6 3,2 2,7 1,5 3,2 3,6 2,9

Consumption expenditure deflator 4,2 6,1 1,6 1,5 3,0 3,1 3,1

Actual final consumption of government deflator -0,1 -1,6 0,4 1,4 2,1 3,2 2,9

Social transfers in k ind from government deflator -0,2 0,8 5,9 1,4 2,1 3,2 2,9

Investment deflator 7,0 2,4 2,2 2,2 2,5 3,6 2,1

Export deflator 3,6 3,1 0,0 0,5 1,4 1,9 2,3

Import deflátor 5,1 4,1 -0,6 0,5 0,8 1,4 2,3

LABOUR MARKET (thousand people)

Number of persons employed in the national economy (LFS, annual average) 3 811,9 3 877,9 3 938,4 3 991,4 4 012,0 4 030,1 4 045,2

        of which:  Business sector (LFS-institutional state)??? 2 930,4 2 970,3 2 993,4 3 027,7 3 047,3 3 064,4 3 078,8

                  Budget sector (institutional, technical assumption) 734,6 751,3 786,0 806,7 806,7 806,7 806,7

Number of persons employed in the national economy (annual change %) 0,8 1,7 1,6 1,3 0,5 0,4 0,4

                 Business sector employment (annual change, %) 1,4 1,4 0,8 1,1 0,6 0,6 0,5

                 Public sector employment (annual change, %) -4,9 2,3 4,6 2,6 0,0 0,0 0,0

Number of active persons 4 279,8 4 353,4 4 387,4 4 378,3 4 387,0 4 393,1 4 396,7

Number of unemployed persons in the national economy (annual average) 467,9 475,6 448,9 386,8 375,0 363,0 351,4

Unemployment rate (LFS) 10,9 10,9 10,2 8,8 8,5 8,3 8,0

Business sector gross nominal average wage (annual growth, %) 5,4 7,3 3,6 1,7 2,4 2,6 2,7

Public sector gross average wage (technical assumption) 203 531 200 029 207 168 218 198 212 566 218 053 224 030

Gross wage and salary bill in the national economy (current prices, HUF million)10 074 10 377 10 855 11 273 11 499 11 850 12 222

Gross wage and salary bill in the national economy (annual growth, %) 3,4 3,0 4,6 3,9 2,0 3,1 3,1

“HCSO headcount and earnings” gross wage (annual growth, %) 5,2 2,7 3,0 2,5 1,5 2,6 2,8

“HCSO headcount and earnings” net wage (annual growth, %) 6,4 1,2 3,0 2,5 1,5 2,6 2,8

Pension indexation rate (annual growth, %) 4,3 5,5 5,2 2,4 2,7 3,0 3,0

TECHNICAL ASSUMPTIONS

HUF/EUR exchange rate (annual averages) 279,3 289,3 297,0 305,4 306,0 307,3 310,1

Yield, 3-month benchmark 6,1 6,7 4,0 2,3 3,5 5,1 5,6

Oil price, HUF/barrel 22557 22774 23169 23848 22462 21426 20920
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Annex 2: Changes in mandatory items in the base scenario 

  

Budget item 2012 2013 2014f 2015f 2016f 2017f

Payments by economic organisations

Corporate profit tax 322,5 349,1 365,4 382,8 395,9 408,4

Fees of financial institutions 17,5 18,1 17,8 17,4 17,1 2,7

Special tax on financial institutions 139,1 141,1 141,2 141,2 141,2 141,2

Financial transaction tax 278,7 276,7 276,7 299,8 305,9

Insurance tax 27,9 28,6 29,7 31,0 32,4

Telecommunications tax 47,0 55,1 55,0 55,0 55,0 55,0

Special taxes on certain sectors 9,8 0,0 0,0 0,0 0,0 0,0

Company car tax 33,1 32,3 32,7 33,2 33,7 34,4

Income tax of energy suppliers 54,1 49,5 50,6 52,8 54,8 56,7

Simplified business tax 110,0 108,8 113,8 118,8 123,2 127,7

Small business tax (KIVA) 13,1 13,6 14,2 14,8 15,3

Itemized tax of small businesses (KATA) 36,2 37,8 39,5 41,0 42,4

Utilities tax 59,4 59,4 59,4 59,4 59,4

Energy tax 16,3 15,2 16,0 16,7 17,3 17,9

Environmental load charge 6,2 5,4 5,8 5,9 5,9 6,0

Environmental product fee 48,2 49,5 50,0 50,4 50,8 51,2

Mining rent 63,2 67,1 61,7 58,8 57,3 56,5

Innovation contribution 62,0 65,6 68,4 71,4 74,1 76,8

Other payments 18,7 19,5 20,3 21,2 22,0 22,8

Other centralised revenues (mandatory only!) 47,2 38,3 66,0 72,8 73,2 73,9

Consumption related taxes

Value added tax 2 809,6 2 808,5 2 928,2 3 029,4 3 174,1 3 251,2

Excise tax 897,3 906,6 940,4 946,8 955,3 959,5

Gambling tax 41,8 43,9 45,7 47,4 49,1 50,8

Cultural tax 0,1 0,1 0,1 0,1 0,2 0,2

Registration tax 15,6 18,6 20,0 21,0 22,0 22,9

Vehicle tax 41,2 43,1 43,7 44,4 45,2 46,0

Public health product tax 18,9 19,5 19,8 20,0 20,1 20,2

Accident tax 22,5 23,1 24,0 24,9 25,8 26,7

Payments by households

Personal income tax 1 504,6 1 553,3 1 591,0 1 653,7 1 718,2 1 784,1

Tax payments 0,2 0,2 0,2 0,2 0,2 0,2

Stamp duty payments 107,4 110,2 110,5 111,8 113,3 114,0

Special tax on private persons rel. to termination of employment 0,0 0,0 0,0 0,0 0,0 0,0

Customs duty and sugar industry contribution reimbursement of cost of collection9,2 10,1 10,5 10,9 11,6 12,4

Taxes on labour

Employer’s and insured persons’ contribution (PFund, HFund and LMF) and per capita health contribution3 795,6 3 899,8 3 980,3 4 098,7 4 227,0 4 373,0

Rehabilitation contribution 64,1 65,6 66,0 66,3 66,6 66,8

Vocational training contribution 60,3 62,1 63,4 65,3 67,3 69,6

SS funds and other mandatory contribution revenues 23,8 41,6 42,5 46,9 50,8 52,7

Repayment of wage guarantee subsidies 1,0 0,8 0,8 0,8 0,7 0,7

Mandatory revenues total 10 408,0 11 037,1 11 367,9 11 706,3 12 114,6 12 437,6

Budget item 2012 2013f 2014f 2015f 2016f 2017f

Pension payments 3412,7 3418,6 3504,8 3577,9 3747,1 3893,8

Family benefits

Family allowance 334,8 335,4 331,0 327,7 325,8 324,5

   Maternity benefit 6,5 5,9 5,6 5,5 10,9 10,5

   Repayment of time off available to fathers 2,1 2,7 2,7 2,8 2,9 3,0

   Pregnancy-confinement all. 38,2 39,4 40,0 41,0 42,1 43,5

   Child care benefit 94,0 105,4 105,8 106,7 107,8 109,0

   Child care allowance 58,4 50,7 50,9 50,8 50,8 50,8

   Child raising support 13,0 11,7 11,5 11,2 11,1 10,9

Social transfers

Passive benefits 50,8 39,8 42,6 42,3 42,0 42,0

Wage guarantee payments 5,5 5,1 4,9 4,8 4,8 4,8

Sick pay 59,8 63,1 64,4 66,3 68,4 70,7

Benefits to blind and disabled persons 31,3 31,5 32,3 33,3 34,4 35,4

Other mandatory expenditures

Contribution to EU budget 272,3 288,7 280,2 297,7 291,9 293,9

NBH loss reimbursement 0,0 0,0 0,0 0,0 40,5 84,4

Mandatory expenditures total 4 379,3 4 397,9 4 476,8 4 568,2 4 780,5 4 977,2

Balance of mandatory items 6 028,7 6 639,2 6 891,1 7 138,2 7 334,2 7 460,4

REVENUE SIDE

EXPENDITURE SIDE
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Annex 3/a: Various balance indicators in the base scenario (HUF bn) 

 
 

Annex 3/b: Various balance indicators in the base scenario (% of GDP) 

 
 

Annex 4: Gross debt of the government sector in the base scenario 

 
  

2012 2013 2014f 2015f 2016f 2017f

Mandatory items 6138 6408 6639 6891 7138 7334

Discretionary items -5689 -6192 -6717 -6900 -7109 -7323

Primary balance 449 216 -78 -9 30 11

Interest balance -1056 -1145 -1101 -1033 -1098 -1182

Balance of the central sub-system -607 -929 -1178 -1041 -1068 -1171

Balance of the local government system 140 174 60 0 0 0

ESA bridge in the central government -112 128 65 -43 -35 -79

General government balance -579 -627 -1053 -1084 -1103 -1250

Balance target (as per effective convergence programme) -757 -786 -881 -893 -824 -642

Difference -179 -159 172 191 279 608

Unallocated central reserves 0 0 100 107 119 137

Required measures additional to blocking of reserves -159 72 84 160 471

GDP 28048 29114 30387 31701 33089 34323

2012 2013 2014f 2015f 2016f 2017f

Mandatory items 21,9% 22,0% 21,8% 21,7% 21,6% 21,4%

Discretionary items -20,3% -21,3% -22,1% -21,8% -21,5% -21,3%

Primary balance 1,6% 0,7% -0,3% 0,0% 0,1% 0,0%

Interest balance -3,8% -3,9% -3,6% -3,3% -3,3% -3,4%

Balance of the central sub-system -2,2% -3,2% -3,9% -3,3% -3,2% -3,4%

Balance of the local government system 0,5% 0,6% 0,2% 0,0% 0,0% 0,0%

ESA bridge in the central government -0,4% 0,4% 0,2% -0,1% -0,1% -0,2%

General government balance -2,1% -2,2% -3,5% -3,4% -3,3% -3,6%

Balance target (as per effective convergence programme) -2,7% -2,7% -2,9% -2,8% -2,5% -1,9%

Difference -0,6% -0,5% 0,6% 0,6% 0,8% 1,8%

Unallocated central reserves 0,0% 0,0% 0,3% 0,3% 0,4% 0,4%

Required measures additional to blocking of reserves 0,0% -0,5% 0,2% 0,3% 0,5% 1,4%

2012 2013 2014f 2015f 2016f 2017f

Gross debt of the central government (HUF billion) 21362 22634 24604 25849 26964 28266

Debt of the local government sector (HUF billion) 1031 434 0 0 0 0

Gross debt of the general government 22393 23068 24604 25849 26964 28266

Nominal GDP 28048 29114 30387 31701 33089 34323

Debt ratio of the general government 79,8% 79,2% 81,0% 81,5% 81,5% 82,4%

Implicit interest rate 4,83% 5,02% 4,93% 4,11% 4,23% 4,48%
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Annex 5: Year-end balance of the single treasury account (STA) 

 

The single treasury account is the current account of the government. Its aim is to maintain liquidity 

to cover expenditures irrespective of the distribution of revenues over time. Of course in this sense 

revenues and expenditures include not only tax revenues and budgetary expenditures but all cash 

transactions including the value at which government securities are sold and repaid. Under uncertain 

market conditions it is advisable to maintain a higher account balance while in less volatile periods it 

is rational to reduce the value of the STA, thereby reducing the level of gross government debt, an 

indicator usually monitored by market participants. In the years between 2002 and 2010 ÁKK already 

had the habit of lowering the year-end level of the gross debt ratio by reducing the STA balance to a 

level otherwise not warranted by market circumstances, but in 2013 the size of that artificial 

reduction exceeded all previous levels. We quantified the size of the artificial reduction by first 

calculating (relying on MNB data) for each year-end the average of the end-of-month STA balances 

for the nearest October, November, January and February, then subtracting the balance for the end 

of December. As the chart below shows, in 2011 the STA balance at the end of December was only 

HUF 150 billion lower than the month-end averages of the previous and subsequent two months, 

while the artificial reduction rose to HUF 270 billion in 2012 and HUF 425 billion in 2013 (the 

government bond issuance in March 2014 has not entered the calculations yet). This also means that 

out of the debt reduction between the end of 2012 and the end of 2013, HUF 160 billion was 

attributable only to this gimmick, which had not been unknown in previous years but its size has 

increased substantially. 

 

Figure 1: Year-end reduction of the STA balance 

 
 


