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1. Summary 

In 2012 we expect GDP to decrease by 1.1. percent in real terms, partly due to the 1 percent decline 

projected in our external markets and partly because of the growth-stifling effects of the economic 

policy measures of the Hungarian government. This also means that in 2012 the Hungarian economy 

will grow 0.1 percent slower than our external markets.  

In the 2008-2015 period a slightly W-shaped growth path emerges, with two notable differences to 

the baseline projection calculated at the end of September 2011. On the one hand, the expected real 

output has fallen by almost 3 percentage points, and on the other hand, the growth rate attainable in 

the medium term has slowed by more than half a percent. 

If the present economic policy prevails, employment in the private sector will fall. One of the main 

reasons for the declining trend growth rate is the 19 percent increase of the minimum wage and the 

15 percent increase of the guaranteed wage minimum, particularly after the phase-out of the tempo-

rary wage compensation, resulting in a fall in employment in the business sector. The baseline pro-

jections prepared in the past one and a half years showed that until the end of this government term, 

the number of employees in the private sector may increase by some 90 thousand over the end-2010 

level. The most recent trends, however, indicate that this is no longer the case; unless a change in 

policies is implemented, employment will fall. 

As an important development in the area of monetary policy, in 2012 the central bank will be unable 

to cut interest rates because of the increased risk premia. The 6.5-7 percent base rate, taking into 

account the 4.1 percent inflation rate, means a real interest rate of over 2.5 percent, while the real 

economy will shrink by 1.1 percent. As a medium term result, a 1 percent inflation rate is to be ex-

pected in 2013, which is considerably lower than the 3 percent target. Inflation may reach the target 

level only in 2014-15. 

Figure 1: GDP at constant prices (2007=100) 

 

 

Naturally, the higher growth path in the baseline projection relied on the assumption of an unsus-

tainable fiscal path, which called for significant measures to be taken. Some of the measures an-

nounced since the baseline projection contribute substantially to the achievement of the balance 
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target set out in the convergence programme while also curbing growth, which, indirectly, eats into 

their balance improving effect. 

Special mention should be made of the measure to facilitate early repayment of foreign currency 

loans, which, through the losses caused to commercial banks, will lead to the contractions of lending, 

the slow-down of economic growth and the deterioration of the budget balance. As it curbs invest-

ment as well as consumption, it has a lasting decelerating effect on growth even though we assume 

that credit supply would contract only in the single year after the measure is adopted. According to 

our calculations, the net effect of this measure alone on the budget in the 2012-2014 period is com-

parable to the losses the banks will record in 2011. 

Figure 2: Required and projected budget balance 

 

As Figure 2 indicates, after the first phase of the budget debate ended in end-November the remain-

ing required adjustment is as high as 1.3 percent of GDP, or close to HUF 400 billion in absolute 

terms. Comparing this to the plans announced by the Government to date, to the effect that over 

and above the HUF 200 billion reserves, the Government intends to adopt measures amounting to a 

mere HUF 120 billion gross, in 2012 the budget deficit may exceed not only the original target of 2.5 

percent but also the 3 percent Maastricht threshold. The latter is because the cost cutting measures 

also have a revenue decreasing impact; furthermore, there are risks not allowed for in the 2012 

budget that will no longer be covered after the cancellation of the reserves.  

Based on the medium term fiscal path, the attainment of the targets set in the convergence pro-

gramme cannot be assured even if the Government achieves the adjustment necessary in 2012 

through measures with lasting effects. In 2013 additional adjustments of HUF 350 billion will be re-

quired. Of the measures implemented in 2012, the ones with one-off effect will naturally leave be-

hind problems to be solved from 2013 on. 

Our baseline scenario does not reckon with a number of risks that are difficult to estimate in terms of 

amount and/or probability. Examples include the legal risk relating to the special taxes, the losses of 

state-owned enterprises, the cost-efficient management of centralised local government institutions, 
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the shortfall in corporate profit tax revenues due to the tax relief on sports sponsorship. There is 

considerable probability that in the forthcoming 2-3 years these factors in aggregate will worsen the 

budget balance by more than HUF 100 billion per year on average. 

2. Key assumptions 

To be able to assess the soundness of the 2012 budget bill and the likelihood of achieving the bal-

ance target set therein after the conclusion of phase 1 of the parliamentary debate, we must take 

into account the following factors: 

1. in the past three months new information came to light on the state and expected develop-

ment of the Hungarian economy and our external markets alike; 

2. for the calculation of the macroeconomic trajectory, the assumption on government con-

sumption has been harmonized with the bill submitted to Parliament (which, of course, was 

not possible before its submission at end-September); 

3. since our baseline projection with the cut-off date of 8 September, a number of acts and leg-

islative amendments have been adopted; 

4. the motions for amendment accepted in the first phase of the budget debate (before 30 No-

vember) have an impact on the budget balance. 

In our macroeconomic trajectory, we assume the output of the Euro area to shrink by 1 percent in 

2012. In other words, we reckon with a recession but not with the collapse of the euro zone. 

In response to the significant increase of the minimum wage and of the guaranteed wage minimum 

and the wage compensation in the private sector, companies will implement the required increases, 

make full use of the wage compensation and increase employment only slightly in 2012, while from 

2013 on, due to the gradual phaseout of the wage compensation, a significant drop in the number of 

persons employed is to be expected. 

The impacts of the talks between the IMF/EU and Hungary, to start in theory in December and in 

practice only in January 2012 (and a potential standby credit facility) are not considered when pro-

jecting interest premia, financing or real economic developments. 

The early repayment of foreign currency loans at reduced exchange rates will cut into the capital of 

the banking system. We assume that banks will not raise new capital; instead, they will hold back 

lending, which will reinforce the GDP decline.  

In our calculations, we have disregarded the agreement between the state and commercial banks on 

assisting foreign currency borrowers concluded on 15 December 2011, which on the one hand entails 

additional expenditures for the budget due to the interest subsidy to the “buffer accounts”, while on 

the other hand, it may be advantageous for the consumption of households and at the same time it 

may reduce the likelihood of an action for damages by the commercial banks against the state. 

3. Macroeconomic trajectory 

On the external markets of Hungary, growth will be slower than envisaged earlier, with the output of 

the euro area shrinking by as much as 1 percent. As a result, Hungarian growth, already extremely 

poor for internal reasons, will turn into a 1.1 percent recession, which means that we shall slowly be 



7 
 

left behind by our foreign trading partners. Growth will remain below 1 percent even in 2013 and it 

will not stabilise above 1.5 percent even in the medium term. 

In the business sector, in 2012 gross wages will increase at a rate exceeding inflation by 2.8 percent 

due to the raise of the minimum wage and of the guaranteed wage minimum. The growth rate of the 

gross average wages in the national economy is considerably slower as in the public sector the higher 

number of public workers and their decreasing average wages in combination will bring about a gross 

average wage drop of 6.5 percent. As a result of the changes in the tax regime, net average wages 

will remain level in nominal terms (which is in line with the Government’s intention declared in the 

context of wage compensation). The increase in the number of persons employed can only partly 

offset the effect of the real wage decrease per person; consequently, the entire net wage and salary 

bill will drop by almost 1 percent in real terms. The lowering of net real wages and cash transfers by 

the Government will result in an over 1.5 percent real drop in household consumption. 

In 2012 the number of employees will remain stagnant in the business sector while in the public sec-

tor it will increase due to the rise in the number of public workers. In the medium term, it no longer 

appears possible for the business sector to expand its employment by the formerly envisaged 90 

thousand persons by the end of the government term; on the contrary, parallel with the phaseout of 

the wage compensation, the effect of the minimum wage increase in itself will bring about a lay-off 

in the order of 50 thousand persons, which can be only partially offset by the growth of export de-

mand. 

In the uncertain environment, given the subdued medium-term growth prospects, investment 

growth is also low, remaining below 1 percent in 2012 and fluctuating below the 5 percent line even 

in the medium term. In the weak external market environment, the growth rate of exports remains 

below that of imports, that is, the foreign trade surplus will also shrink. 

Inflation would be slowed by falling demand but the offsetting effect of tax increases will prove 

stronger in 2012. In 2012 overall price levels will increase by 4.1 percent. In 2013, when the regulato-

ry effects peter out, inflation will fall considerably below the 3 percent target; in anticipation of this, 

the central bank should cut rates already in 2012 but the rise of the risk premium due to the uncer-

tainties in the global economy and concerns about the sustainability of the Hungarian fiscal policy 

will prevent this. Under our technical assumption, the inflation rate will be around the target from 

2014 on. 

In our calculations we took into account the expected effects of the early repayment of foreign cur-

rency denominated loans to some extent. Essentially, the assumed impact works as follows: the early 

repayment at a discounted exchange rate will cause losses in the order of HUF 150-200 billion to 

commercial banks, which will lose some of their own funds as a result. The restoration of the former 

level of capital adequacy will necessitate the contraction of lending. As a low estimate we assume 

that the loan portfolio will shrink by 10 percent as a result. According to empirical studies of the 

Hungarian economy1, a 10 percent drop in credit supply causes a 1 percent decline in GDP. We split 

this loss equally between two years and, also equally, between consumption and investment.   

                                                           
1
 Bálint Tamási, Balázs Világi: Identification of credit supply shocks in a Bayesian SVAR model of the Hungarian 

Economy (NBH Working Papers 2011/7) 
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Table 1: Expected development of key macroeconomic indicators in 2012-2015 

  2012 (f) 2013 (f) 2014 (f) 2015 (f) 

GDP -1,1 0,8 1,9 1,5 

Consumption expenditure -1,6 1,5 1,2 1,1 

Transfers in kind -2,8 0,0 0,0 0,0 

Actual final consumption of the government -1,6 0,0 0,0 0,0 

Export 4,3 6,7 9,2 7,6 

Import 4,6 8,1 9,7 8,1 

Gross fixed capital formation 0,9 3,4 5,0 4,8 

Consumer price index 4,1 1,0 2,5 2,8 

Private sector wage index 6,9 2,9 4,4 5,2 

Private sector employee no. -0,1 -0,5 -0,4 -0,1 

Short-term interest rate 7,0 3,9 5,8 5,8 

 

4. Direct fiscal impact of legislative changes adopted and other infor-

mation disclosed since our baseline projection 

Legislative changes are divided into three groups. We disclosed direct impact assessments of some of 

them already in our baseline projection of September; for others, we accept the estimates of the 

Government or of the NBH, while for a third category, we have performed calculations for this publi-

cation. The estimated value of direct effects is disclosed in Annex 3. 

Changes already quantified in the baseline projection: 

1. VAT increase from 25 percent to 27 percent 

2. excise tax raises 

3. 1-percentage-point increase of employee health contribution 

4. company car tax 

5. purely inflation-linked pension indexation 

We accept the direct effect proposed by the Government in the following cases: 

1. introduction of the public health product tax 

2. introduction of the accident tax 

3. reduction of the registration tax 

4. wage compensation to employers 

5. wage compensation to employees 

We accept the estimates of the NBH in the following cases: 

1. limited deductibility of deferred losses from the corporate profit tax base 

2. reduction of NBH losses due to early repayment of foreign currency loans 

We use our own estimates for the direct effects of the following measures: 

1. raise of simplified business tax rate and turnover ceiling 

2. partial elimination of PIT supergrossing, elimination of the tax credit 

3. full-time sole entrepreneurs paying health and labour market contributions in respect of one 

and a half times the new minimum wage; 

4. 400 (in some cases 500) percent hike of the tax on slot machines; 
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5. 19 percent increase of the minimum wage, 15 percent increase of the guaranteed wage min-

imum.  

 

5. Changes in budget items 

Mandatory revenues: 

In the present situation, the estimation of the corporate profit tax revenue would require access to 

company-level data that the FRIB is not entitled to have, thus we have used the NBH estimate for 

2012 with the difference that we do not reckon with the behavioural effect of the simplified business 

tax rate hike.  

We estimate that the raise of the simplified business tax rate to 37 percent and the increase of the 

eligibility ceiling to HUF 30 million will have direct effects of HUF 43.5 billion in aggregate. In the base 

scenario, with a 30 percent rate and 25 million ceiling, the simplified business tax revenue would 

have been HUF 184.5 billion in 2012. If the scope and turnover of entities under the simplified busi-

ness tax regime did not change, the 7-percentage-point rate hike would have a static effect of addi-

tional revenues of HUF 43.5 billion. This estimate may be modified by two contrary effects: on the 

one hand, due to the increased ceiling, entities already in this tax regime may report higher tax base 

(“whitening”), and on the other hand, new businesses may switch into this tax scheme. An argument 

against the whitening proposition is that assuming the same scope of taxpayers, experience shows 

that any rate hike is conducive to “blackening” rather than whitening. There are two factors working 

against the substantive expansion of the scope of entities under the simplified business tax regime. 

First, the Government has declared its objective to terminate this tax regime, thus the administrative 

burden of a double switch would be worth undertaking only if significant savings could be achieved, 

which is less than evident given the higher rate. Second, most of the entities that would consider 

such a switch could have done so earlier as it would have been worth their while to earn only HUF 25 

million and pay the simplified business tax because under the simplified business tax regime they 

would have retained more net profit of the HUF 25 million income in that regime than from HUF 30 

million after the payment of the corporate profit tax and VAT. Thus, on the whole, we consider the 

HUF 43.5 billion additional revenue to be the static impact estimate; 

We consider the approx. HUF 10 billion shortfall in the simplified business tax revenue in 2011 to be 

here to stay. 

In the case of VAT we assume that the 2012 budget will have to bear no additional expenditure due 

to the loss of litigation relating to the reimbursement as payments will have been made in full in 

2011. 

Changes in the PIT system are to be considered in aggregate. In addition to the total phase out of 

supergrossing below a monthly income of HUF 202 thousand, the retention of supergrossing of 

monthly income in excess of HUF 202 thousand (instead of the halving for both categories as ac-

counted for in the baseline scenario) and the total elimination of tax credits, the family tax benefit 

system must also be taken into account as the effects of the termination of the tax credit are sub-

stantially mitigated by the fact that a significant part of employees have been unable to make full use 
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of the family tax benefit due to the tax credit while in the new system they will claim the total bene-

fit. 

A 400-500 percent hike of the tax on slot machines: according to information available at this time, 

operators will withdraw a significant part of the slot machines. We assume that their numbers will 

plummet by as much as 70 percent, a drop from 23 thousand to 7 thousand; 

Full-time sole entrepreneurs will pay health and labour market contributions in respect of one and a 

half times the new minimum wage. As the new rule will affect 150 thousand persons at most, who 

pay the 8.5 percent contribution in total on the HUF 60 thousand difference between 150 percent of 

the new minimum wage of HUF 93 thousand and the current minimum wage of HUF 78 thousand, 

the estimated impact is HUF 8 billion; 

We first estimated the direct effect of the 19 percent increase of the minimum wage and 15 percent 

increase of the guaranteed wage minimum disregarding the wage compensation system, based on 

the wage tariff increase. With the average gross wage index in the baseline projection as the base 

scenario, we brought the 2008 wages to the 2012 level, then we increased the wage of every em-

ployee by an amount to reach the minimum applicable to that employee, which is the minimum 

wage in case of persons without qualifications and the guaranteed wage minimum in case of quali-

fied persons, ensuring that the raise is no less than 5 percent. Based on the study of Gábor Kertesi 

and János Köllő published in 2004 examining the effects of the minimum wage increase of 2001-

2002, we made the assumption that the probability of loss of employment is proportionate to the 

required wage increase. Elasticity is 0.4 for unqualified and 0.2 for qualified persons. Accordingly, we 

reached the conclusion that as a result of the increase of the minimum wage to HUF 92,500 and of 

the guaranteed wage minimum to HUF 108,000, some 48 thousand persons will lose their jobs, 

whose aggregate gross wage bill would be HUF 72 billion. In contrast, the total wage bill for those 

who can retain their jobs and receive the required wage increase will grow by HUF 298 billion. On the 

whole, the gross wage and salary bill in the national economy will increase by HUF 226 billion, or 2 

percent, while the number of persons employed will fall by 48 thousand. 

We accept the assumption that the HUF 84.6 billion net sum earmarked in the budget bill may be 

sufficient to prevent the lay-off of the 48 thousand persons and enforce the required wage increases. 

As a result, the gross wage bill in the national economy will increase by almost 3 percentage points, 

of which some two thirds will be financed by businesses and one third by the state. The exact terms 

of eligibility for the wage compensation after 2012 are as yet unknown. The employee wage com-

pensation, estimated to be HUF 21 billion by the relevant motion for amendment, will also take the 

form of a shortfall in contribution revenues. 

For “other payments”, we accept the estimate of the Government for 2012. 

Mandatory expenditures: 

The purely inflation-linked pension indexation represents a change in the rules compared to the 

baseline projection, but it has no substantive effect. In 2012, we indexed pension expenditures based 

on the inflation envisaged by the Government rather than using our own forecast, as the act requires 

the use of the inflation rate set out in the budget act. In view of the transitory rules, no substantive 

budget savings are expected in 2012 from the overhaul of the system of early retirement pensions. 
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The wage and headcount effects in the labour market are reflected in the jobseekers' allowance and 

sick pay but their sum is not substantial as the benefits themselves have been reduced significantly 

as compared to prior years.  

The reimbursement of the losses of the NBH, according to our own calculations, would increase ex-

penditures by HUF 14 billion in 2012. That is because the net interest losses of the NBH are mostly 

offset by the fact that in the context of the early repayment of foreign currency loans, the NBH will 

sell close to EUR 2 billion of the foreign currency reserves at exchange rates above 300 HUF/EUR, 

which was obtained, on average, for less than HUF 270. Our own calculations have been adjusted 

with the NBH estimate for 2012 by accepting the NBH estimate of HUF 34 billion for 2012 while re-

ducing our estimate for 2013 by HUF 20 billion. This is because some of the foreign exchange gain on 

the currency sold to commercial banks may be carried over to 2012 for administrative reasons, but 

obviously the NBH would have more information on this issue. 

We assume that in 2012 the Government will use the foreign currency deposits held at the NBH to 

repay loans taken from the EU and the IMF in 2008-2009, and the NBH will put the incoming EU 

funds on the market in such manner as to maintain the present reserve level of around EUR 35 bil-

lion. 

Discretionary items:  

In the course of the budget debate, substantive decisions are taken on discretionary items. Accord-

ingly, we took into account only the impact of the motions for amendment accepted in phase 1 of 

the debate on discretionary items, disregarding their probable impact on mandatory items. We also 

made adjustments for the unfounded decrease of the exercise of various guarantees envisaged in 

motions for amendment. On the whole, the accepted motions for amendment have worsened (or 

only seemingly improved) the balance of discretionary items by HUF 101 billion compared to the bill 

as originally submitted. The effect of the additional expenditures on the budget balance is somewhat 

mitigated by the tax content of the expenditures. Furthermore, we have made adjustments for the 

part of the availability fees payable pursuant to PPP contracts in foreign currency as the higher EUR 

exchange rate increases this item. Thus the balance of discretionary items is HUF -5842 billion, which 

is HUF 484 billion worse than the balance requirement set in the Budget act of 2011 pursuant to the 

Act on Fiscal responsibility in force. In the 2013-15 period, we keep the discretionary balance at the 

2012 level in real terms. 

Interest expenditures: 

To estimate interest expenditures, we used the average yield curve of November as a technical as-

sumption, which also partly reflects the increase of the required interest premium at the end of the 

month. The premium increase halted upon the announcement of the approach to the IMF, even re-

versing in certain maturities, but interest rates continued to be 150-200 basis points above the Sep-

tember level. The yield forecasts derived from the yield curve show, as compared to our September 

calculations, a significant increase for 2012 and more modest rises for later years.  

In the period of rising interest rates, cash-based interest expenditures tend to exceed the accrual-

based values as on a cash basis, the exchange rate losses incurred at auctions must be recorded as 

losses immediately and in full, while in a more accrual-based approached the difference of the nomi-
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nal value of the government securities issued and their auction value must be spread evenly across 

the remaining maturity. As the changes of the public debt at nominal value are affected by cash-

based interest expenditures, the expected growth of the debt exceeds the value that would follow 

from the accrual-based figure. We estimate that the difference of the cash and accrual based figures 

would be in the order of HUF 100 billion.  

6. Medium term outlook 

Our calculations indicate that the budget position will continue deteriorating after 2012. The attain-

ment of the balance target set in the convergence programme (-2.2 percent of GDP) would require a 

balance improvement in excess of HUF 700 billion. Even if the Government were to achieve the HUF 

386 billion adjustment required for 2012 entirely through permanent measures (which is not the 

case with the blocking of reserves), an additional HUF 350 billion of required adjustment would still 

remain. Of this, HUF 50 billion (60 gross) can be assured by the nominal fixing of the balance of dis-

cretionary items, less than optimal from the economic policy angle, (as opposed to maintaining level 

in real terms as assumed here), another 70-80 billion (90 gross) through the introduction of the tax 

on banks at a rate reduced by 50 percent; even so, a discrepancy corresponding to some 0.6 percent 

of GDP still remains. In terms of substance, this discrepancy arises due to the elimination of the sec-

toral special taxes (HUF 150 billion) and the reduction of the corporate profit tax rate on profits in 

excess of HUF 500 billion from 19 to 10 percent, but naturally the problem cannot be addressed 

simply by postponing these measures as the tax raise compared to the base scenario would clearly 

further undermine confidence and curb growth both in the short and medium term, which would 

significantly erode the fiscal effect. 

Table 2: Expected development of key budget balance indicators in 2012-2015 

 

Public debt (the debt of the central subsystem at nominal value) increases throughout the forecast-

ing horizon both in real terms and as a percentage of GDP. 

2012 (f) 2013 (f) 2014 (f) 2015 (f)

Mandatory items 5951 5785 6072 6633

Discretionary items -5848 -5906 -6054 -6226

Primary balance 103 -121 18 407

Interest balance on cash basis -1213 -1308 -1446 -1610,07

Balance of the central sub-system -1110 -1429 -1428 -1203

Local governments -121 -96 -68 -40

ESA bridge (due to the recording of interest) 100 130 120 110

General government balance -1131 -1395 -1375 -1133

   as % of GDP -3,9% -4,7% -4,5% -3,6%

Difference 408 746 793 657

   as % of GDP 1,4% 2,5% 2,6% 2,1%

Balance target -723 -649 -582 -476

   as % of GDP -2,5% -2,2% -1,9% -1,5%

GDP 28921 29505 30630 31763
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Table 3: Development of public debt 

 

7. Short and medium term risks disregarded in the calculations 

There are a number of known risks the budgetary impacts of which are not included in the calcula-

tions above. Nevertheless, these risks in aggregate are very likely to cause a substantial deterioration 

in the balance in the forthcoming 2-3 years. 

1. In 2011, the profits of MVM may come close to HUF 60 billion, of which dividends in excess 

of the HUF 10 billion featured in the budget may be distributed. This is an upside risk for the 

budget balance. In contrast, based on the 2009-2010 data, the Hungarian airline Malév is ex-

pected to produce losses of HUF 24-25 billion in 2011, which loss will be recurring annually 

until the company is sold and/or its efficiency improved, which requires the state owner to 

increase its equity regularly (and record such increase in the Maastricht balance). According 

to the Government’s announced plans, the MFB will receive an equity injection of HUF 180 

billion in total, which worsens the net balance of interest payments by an amount in the or-

der of HUF 10 billion. From the aspect of the fiscal deficit, this could be offset if the MFB 

were able to pay a similar magnitude of additional dividends as a result of its expanded op-

erations, but the bank already made losses in 2010 due to its provisioning requirements, 

which can be expected to increase with the deepening of the economic crisis. The MFB equi-

ty increase represents a separate accounting risk for the Maastricht balance as under ESA95, 

an equity increase in a loss-making company is to be recorded as an expenditure. 

2. There are legal risks on the EU level in case of several taxes. The issue of the special tax on 

telecommunications companies (telecom tax) is already in litigation; if the Hungarian State 

loses in court (which is extremely likely), it will incur a payment obligation in the order of 

HUF 200 billion (including interest). Another notable risk is the probability of the abolition of 

the special tax on retail chains, mostly foreign owned, and the imposition of a reimburse-

ment obligation, which may also be as high as HUF 200 billion. If the competent court rules 

that the imposition of the early repayment arrangement of foreign currency loans on com-

mercial banks is contrary to the EU Treaty, the state may be obliged to recompense the 

banks. The sum concerned may be around HUF 150-200 billion.2 

3. Under the effective legal regulations, certain sports sponsorship payments are deductible 

from the corporate profit tax. As opposed to the estimated impact of HUF 15-20 billion used 

in the 2011 budget (though not substantiated by any data or argument), there is information 

to indicate that this amount may be as high as HUF 70 billion. At this point, the status of do-

nations (promise, concluded sponsorship agreement, de facto payment, etc.) is as yet un-

known but some of the impacts may be present at the tax payments in December 2011 while 

another part may materialise at the time of tax reimbursements in June 2012. 

                                                           
2
The probability and amount in dispute of this litigation may be affected by the agreement concluded between 

some commercial banks and the Government on 15 December 2011. 

2010 2011(f) 2012(f) 2013(f) 2014(f) 2015(f)

Public debt in nominal terms (HUF Bn) 20 041 20 297 21 305 22 696 24 130 25 305

Public debt to GDP 73,9% 71,5% 73,7% 76,9% 78,8% 79,7%

Public debt at year 2010 real value 20 041 19 516 19 682 20 759 21 532 21 956

Implicit interest rate of public debt 4,5% 5,4% 5,6% 5,7% 6,0% 6,3%
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4. Risks in the public sector include control over the operating expenditures of institutions tak-

en over from the local governments and assuring their own revenues in a partly restructured 

governance system; in the same institutions, the provision for the own funds for on-going or 

proposed EU projects instead of the previous local government operator; the potential trans-

fer of increasing numbers of local government maintained schools to churches, which may 

pose fiscal risks in the amount of the supplementary normative transfers; the proposal com-

municated on the financial support to public sector employees in their early repayment of 

foreign currency loans. 

5. Due to the shrinkage of central transfers and other funding sources of local governments, 

their financial position is expected to worsen.  

6. There is considerable uncertainty as to the response of businesses to the wage increases ex-

pected from them by the Government. Due to the wage compensation, this uncertainty has 

only a limited effect on the budget balance of 2012 as a lower wage increase would also re-

duce the sum of wage compensation. However, any wage increases foregone in 2012 will re-

duce the tax base for labour taxes directly and for consumption taxes indirectly in the entire 

medium term path; while the offsetting item from the aspect of the balance will be gradually 

phased out.  

These risks have not been taken into account during the calculations; nevertheless, despite the un-

certainties, there is a high probability of the deterioration of the balance. According to our own, sub-

jective assessment, in the 2012-13 period there is a 90 percent probability of a balance deterioration 

by 0.25 percent of GDP, and the likelihood of a balance worsening in excess of 0.5 percent of GDP is 

also above 50%. 

Table 4: Extra-budgetary risks 

 
 

Amount Probability

Repayment of the telecom tax 200 0,8

Compensation to banks for the early repayment of FX loans 170 0,4

Loss of Malév 2011 25 0,8

Loss of Malév 2012 25 0,6

Loss of Malév 2013 25 0,4

MFB provision for loss 2011 24 0,7

MFB provision for loss 2012 35 0,5

MFB provision for loss 2013 35 0,3

Profit of MVM above the planned value 2011 -50 0,8

Profit of MVM above the planned value 2012 -50 0,5

Profit of MVM above the planned value 2013 -50 0,2

Repayment of the special tax on retail chains 200 0,2

Corporate tax credit for sponsors of sport organizations 2011 50 0,4

Own revenues in 2012 of former loc. gov. inst. centralized in 2012 20 0,5

Own revenues in 2013 of former loc. gov. inst. centralized in 2012 20 0,2

Supplementary central subsidy to schools handed over to churches 1 0,5

Private sector wage increase in 2013 falls short by 1 % point of the plan 70 0,5

Source of risk
Subjective expectation



15 
 

 

Figure 3: Aggregate distribution of medium term fiscal risks based on our subjective assessment 
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1. Annex 1: Key macroeconomic indicators in the base scenario  

   

2010 2011 (f) 2012 (f) 2013 (f) 2014 (f) 2015 (f)

NATIONAL ACCOUNTS (current prices, HUF bn)
Nominal GDP 27120 28385 28921 29505 30630 31763

Real GDP (annual % growth) 1,2 1,6 -1,1 0,8 1,9 1,5

Household consumption expenditure 13880 14332 14699 15057 15638 16273

Purchased consumption 13632 14142 14440 14810 15317 16082

        purchased consumption (annual % growth) 2,7 3,7 2,2 3,0 3,8 4,1

        volume of purchased consumption (annual % real growth) -2,1 -0,3 -1,8 2,0 1,3 1,3

Collective consumption of government 2603 2762 2715 2743 2811 2891

Social transfers in kind from government 2996 3136 3044 3083 3143 3208

Total government consumption at current prices 5599 5898 5760 5825 5955 6099

Government investment acc. to Nat. Acc. 729 778 776 789 799 813

Financial transfers from the government to households 4188 4300 4376 4377 4474 4605

Import 21462 23663 24485 27090 29532 32094

Investments of households 1024 1127 1262 1382 1484 1484

Disposable income of households 14679 15617 16645 17143 17725 18330

PRICES (annual %)

Inflation rate (CPI) 4,9 4,0 4,1 1,0 2,5 2,8

GDP deflator 2,8 3,0 3,0 1,3 2,0 2,1

Consumption expenditure deflator 5,1 4,0 4,3 0,9 2,6 2,9

Government consumption deflator 0,1 1,8 3,5 0,9 2,1 0,8

Social transfers in k ind from government deflator 3,8 2,3 3,6 0,9 2,2 1,3

Investment deflator -2,0 3,3 2,0 1,6 1,3 1,7

Export deflator 1,9 2,1 -1,2 2,7 -0,5 0,1

Import deflator 1,8 2,4 -1,0 2,6 -0,4 1,7

LABOUR MARKET (thousand people)

Number of persons employed in the national economy (LFS, annual average) 3 781 801 3 780 563 3 901 773 3 889 441 3 877 457 3 874 577

        of which: Business sector (LFS-budget sector) 3 008 300 3 043 963 3 044 290 3 031 958 3 019 974 3 017 093

                  Budget sector (institutional, technical assumption) 773 500 736 600 857 483 857 483 857 483 857 483

Number of persons employed in the national economy (annual change %) 0,0 0,0 3,2 -0,3 -0,3 -0,1

                 Business sector employment (annual change, %) -0,8 1,2 0,0 -0,4 -0,4 -0,1

                 Public sector employment (annual change, %) 3,4 -4,8 16,4 0,0 0,0 0,0

Number of unemployed persons in the national economy (annual average) 474 199 504 936 464 886 501 671 538 246 565 854

Unemployment rate (LFS) 11,1 11,8 10,6 11,4 12,2 12,7

Business sector gross nominal average wage (annual growth, %) 3,3 5,0 6,9 2,9 4,4 5,2

Public sector gross average wage (technical assumption) 195 833 193 763 181 138 182 951 187 534 192 860

Gross wage and salary bill in the national economy (current prices, HUF million) 9621,61 10014,43 10715,32 10954,23 11364,63 11904,26

Gross wage and salary bill in the national economy (annual growth, %) 2,4 4,1 7,0 2,2 3,7 4,7

“HCSO headcount and earnings” gross wage (annual growth, %) 2,0 4,1 3,7 2,6 4,1 4,8

“HCSO headcount and earnings” net wage (annual growth, %) 7,2 5,7 0,0 2,6 4,1 4,8

Pension indexation rate (annual growth, %) 4,7 4,3 4,2 1,0 2,5 2,8

TECHNICAL ASSUMPTIONS

HUF/EUR exchange rate (annual averages) 279,2 290,2 298,3 298,3 295,2 296,0

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

Oil price, HUF/barrel 16481,0 21215,2 21661,5 21810,2 21882,8 21979,8
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2. Annex 2: Changes in mandatory items in the base scenario 

 

Budget item 2012 2013 2014 2015

Payments by economic organisations

Corporate profit tax 273,6 223,4 206,5 252,9

Fees of financial institutions 8,7 8,7 8,7 8,7

Special tax on financial institutions 187,0 0,0 0,0 0,0

Special taxes on certain sectors 157,2 7,4 0,0 0,0

Company car tax 34,4 34,8 35,4 36,1

Income tax of energy suppliers 14,0 1,2 0,0 0,0

Corporate surtax 0,0 0,0 0,0 0,0

Simplified business tax 215,1 218,3 223,5 228,6

Eco-taxes 23,0 23,2 23,6 24,0

Environmental product fee 38,0 38,8 40,2 41,7

Mining rent 111,3 112,1 112,4 112,9

Gambling tax 69,9 68,3 66,7 65,1

Other payments 32,9 33,3 34,1 35,1

Rehabilitation contribution 66,6 66,6 66,6 66,6

Other mandatory centralized revenues 0,8 1,2 1,5 1,8

Consumption related taxes

Value added tax 2 630,1 2 713,4 2 817,1 2 949,2

Excise tax 909,1 914,7 918,6 922,5

Registration tax 13,7 15,8 19,2 -57,2

Public health product tax 20,0 21,2 22,4 23,5

Accident tax 24,0 56,5 56,9 57,3

Payments by households

Personal income tax 1 559,3 1 463,1 1 519,7 1 911,8

Special tax on private persons 0,0 0,0 0,0 0,0

Tax payments 0,6 0,6 0,6 0,6

Stamp duty payments 90,2 94,5 97,2 97,6

Tax on certain property items 0,0 0,0 0,0 0,0

Special tax on certain incomes of private persons relating to termination of employment 0,0 0,0 0,0 0,0

Customs duty and sugar industry contribution reimbursement of cost of collection 9,8 10,9 11,8 12,9

Labour Market Fund

Vocational training contribution 51,0 52,2 54,1 56,7

Part of health insurance and labour market contribution due to the Labour Market Fund 179,0 183,4 191,0 201,0

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

National Cultural Fund

Gambling revenue from the 5/90 lottery game 9,6 10,0 10,5 11,0

Research and Technological Innovation Fund

Innovation contribution 46,9 48,5 50,6 52,7

Pension Insurance Fund

Employer’s and insured persons’ contribution 2 551,7 2 694,2 2 878,6 3 016,6

Other taxes and contributions (mandatory items only) 24,4 25,0 25,9 27,1

Health Insurance Fund

Employer’s and insured persons’ contribution * 710,0 727,7 755,9 792,2

Other taxes and contributions (mandatory items only) * 35,4 36,2 37,6 39,4

Healthcare contribution 74,4 76,8 80,1 84,1

Mandatory revenues total 10 172,7 9 982,7 10 368,2 11 073,5

Budget item 2012 2013 2014 2015

Family benefits, welfare benefits

Family benefits (deemed mandatory) * 428,9 424,1 420,3 410,4

Income substitution and supplementary social benefits (deemed mandatory) * 31,0 31,0 31,1 31,1

Contribution to EU budget 304,6 317,9 331,8 359,6

NBH loss reimbursement 34,3 1,6 0,0 0,0

LMF

Passive benefits 70,5 44,3 40,7 39,3

Wage guarantee payments 4,8 4,8 4,9 4,9

Pension payments 3 150,6 3 170,7 3 254,8 3 374,1

Health Insurance Fund

Sick pay 70,1 71,9 74,9 78,4

Childcare benefit 85,3 88,6 91,2 93,2

Other cash benefits and allowances of the Health Insurance Fund (deemed mandatory, e.g., pregnancy-confinement all.)42,0 44,1 46,5 49,0

Mandatory expenditures total 4 222,1 4 199,1 4 296,2 4 440,1

Balance of mandatory items 5 950,7 5 783,6 6 072,0 6 633,4

REVENUE SIDE

EXPENDITURE SIDE
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3. Annex 3. Indirect effects of the various measures on mandatory items

  

Budget item 2012 2013 2014 2015

Payments by economic organisations

Corporate profit tax -50,0 -43,1 -40,6 -44,6

Fees of financial institutions

Special tax on financial institutions 187,0

Special taxes on certain sectors

Company car tax 10,0 10,2 10,4 10,7

Income tax of energy suppliers

Corporate surtax

Simplified business tax 33,5 34,5 35,5 36,4

Eco-taxes

Environmental product fee 38,0 38,8 40,2 41,7

Mining rent

Gambling tax 22,0 21,5 21,0 20,5

Other payments

Rehabilitation contribution

Other mandatory centralized revenues -21,6 -21,6 -21,6 -21,6

Consumption related taxes

Value added tax 166,3 175,9 186,0 195,8

Excise tax 64,3 64,8 65,3 65,8

Registration tax -28,5 -35,8 -45,0 -57,2

Public health product tax 20,0 21,2 22,4 23,5

Accident tax 24,0 56,5 56,9 57,3

Payments by households

Personal income tax 311,0 288,5 307,3 387,9

Special tax on private persons

Tax payments

Stamp duty payments

Tax on certain property items

Special tax on certain incomes of private persons relating to termination of employment

Customs duty and sugar industry contribution reimbursement of cost of collection

Labour Market Fund

Vocational training contribution

Part of health insurance and labour market contribution due to the Labour Market Fund -19,0 -19,0 -19,0 -19,0

Repayment of wage guarantee subsidies

National Cultural Fund

Gambling revenue from the 5/90 lottery game

Research and Technological Innovation Fund

Innovation contribution 22,0 23,1 24,2 25,3

Pension Insurance Fund

Employer’s and insured persons’ contribution -184,4 -102,9 -23,3 -23,0

Other taxes and contributions (mandatory items only)

Health Insurance Fund

Employer’s and insured persons’ contribution * 73,0 76,5 80,3 84,5

Other taxes and contributions (mandatory items only) *

Healthcare contribution 30,0 31,4 33,0 34,7

Mandatory revenues total 697,6 620,4 733,0 818,7

Budget item 2012 2013 2014 2015

Family benefits, welfare benefits

Family benefits (deemed mandatory) *

Income substitution and supplementary social benefits (deemed mandatory) *

Contribution to EU budget

NBH loss reimbursement 34,3 1,6

LMF

Passive benefits

Wage guarantee payments

Pension payments -5,0 -45,0 -65,0 -85,0

Health Insurance Fund

Sick pay

Childcare benefit

Other cash benefits and allowances of the Health Ins.Fund (only mandatory, e.g., pregnancy-confinement all.)

Mandatory expenditures total 29,3 -43,4 -65,0 -85,0

* In the absence of public information, own estimates for 2010 (based on Treasury data)

REVENUE SIDE

EXPENDITURE SIDE


