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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 that entered into force by 15 January 2015. 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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The publication was sponsored by the Haza és Haladás Közpolitikai Alapítvány (Patriotism and 

Progress Public Policy Foundation). 
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1. Summary 
 

Our baseline projection re-assesses, based on the most recent statistical figures and other 

information available to us, the macroeconomic path published in December 2014. Assuming the 

legislation promulgated before mid-January 2015 to remain unchanged, we present the baseline 

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

The drastic changes in oil prices, which are apparently here to stay, have significantly altered the 

external environment assumed in the December baseline projection. As in our previous projection, 

we continue to expect modest economic performance in countries of the euro area, while the 

growth prospects for the member countries of the Eurasian Union have deteriorated significantly as 

evidenced by the free-fall of the rouble and the depreciation of emerging market currencies. 

Developments on the oil market have significantly redefined our view of external inflation as well, 

thus slow growth is accompanied by an inflationary environment that is subdued even relative to our 

earlier expectations. Against the environment of sluggish external demand and lower external 

inflation, the monetary policy of the European Central Bank remains extremely loose, which widens 

the margin of discretion of Hungarian monetary policy. 

As a result of the disappearance of a number of one-off or transitory items we expect the 3.2% GDP 

growth envisaged for 2014 to drop to 2.1% in 2015 in the base case. 

We estimate that the closure of stores on Sundays, the increase of the food chain supervision fee and 

the announced one-off special tax on tobacco companies in aggregate will result in the temporary 

drop of employment of 6–8 thousand persons; of these, a few hundred may join the ranks of the 

long-term unemployed. 

The approximately 50 per cent drop in oil prices will improve the fiscal balance by close to HUF 20 

billion directly through taxes on fuels. 

We accepted the value of discretionary items, which are determined in the budget debate, as stated 

in the Budget Act for 2015, though we amended receipts from the road toll and property income by 

HUF 174 billion in aggregate. 

In the medium term, net interest expenditures will decline from 3.3 percent of GDP to 2.9 per cent 

on a cash basis because the effect of the gradual repricing of the debt stock will be greater than the 

effect of the slight increase in yields. 

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

reach 2.8 per cent of GDP in 2015 if the Government refrains from spending the HUF 30 billion 

reserve known as the Country Protection Fund. 

Unless additional measures are implemented, the Maastricht balance will gradually improve 

between 2016 and 2018; if reserves are maintained, it will decrease to 1.8 per cent of GDP by 2018. If 

the balance envisaged in the Budget Act is to be achieved, sustainable adjustments of around 0.3–0.4 

per cent of GDP are required, and even if the budgeted property income is somehow realised, 

adjustments remain necessary in 2016. 

Even though the fiscal deficit will be below 3 per cent, the public debt/GDP ratio will not start 

declining substantively before 2018; we should emphasise, however, that this calculation does not 

reckon with the costs of implementation of the Paks project, which is to start in 2018. In the base 

scenario the debt ratio is around 77–78 per cent, which indicates that the expected fiscal deficit is 

not low enough to reduce the debt ratio given the current growth outlook and inflation prospects. 
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Consequently, this fiscal path is definitely not in line with the spirit of the effective Hungarian 

regulations or, in all likelihood, with the letter of EU law. 
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2. Analysis of macroeconomic developments 
Our baseline projection re-assesses, based on the most recent statistical figures and other 

information available to us, the macroeconomic path published in December 2014. Assuming the 

legislation promulgated before mid-January 2015 to remain unchanged, we present the baseline 

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

The drastic changes in oil prices, which are apparently here to stay, have significantly altered the 

external environment assumed in the December baseline projection. As in our previous projection, 

we continue to expect modest economic performance in countries of the euro area, while the 

growth prospects for the member countries of the Eurasian Union have deteriorated significantly as 

evidenced by the free-fall of the rouble and the depreciation of emerging market currencies. 

Developments on the oil market have significantly redefined our view of external inflation as well, 

thus slow growth is accompanied by an inflationary environment that is subdued even relative to our 

earlier expectations. Against the environment of sluggish external demand and lower external 

inflation, the monetary policy of the European Central Bank remains extremely loose, which widens 

the margin of discretion of Hungarian monetary policy. 

 

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

 
* 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 opinion, the Q1–Q3 2014 GDP data indicate, in line with our December projection, the one-off 

character of growth and poor economic fundamentals (low potential growth). Even though the 2014 

GDP growth is exceptional in European comparison, this favourable figure is attributable mostly to 

temporary factors such as government-generated investment projects (typical in election periods), 

the more intensive draw-down of EU funds, the output of agriculture, which was even higher than in 

the above-average year of 2013, the utility rate cuts and capacity expansions in the automotive 

industry. As a result of the disappearance of a number of one-off or transitory items we expect the 

3.2% GDP growth envisaged for 2014 to drop to 2.1% in 2015 in the base case.  

In our projection we reckoned with the effects of the conversion of foreign currency loans into 

forints, the measures affecting the retail sector and the second-round macroeconomic effects of the 

2011 2012 2013 2014f 2015f 2016f 2017f 2018f

GDP 1,6 -1,7 1,2 3,2 2,1 1,3 1,4 1,4

Purchased consumption 0,7 -0,9 0,9 1,4 1,8 0,7 0,8 1,1

Social transfers in kind -0,5 -0,4 0,4 2,0 3,2 1,5 1,2 1,0

Actual final consumption of government 0,5 -2,2 6,2 2,0 1,2 1,5 1,2 1,0

Gross fixed capital formation -2,2 -4,2 5,2 14,4 -0,3 2,4 3,5 2,2

Export 6,6 1,7 5,3 7,5 3,9 4,2 4,4 4,4

Import 4,5 -0,1 5,3 9,6 3,6 4,0 4,5 4,2

Consumer price index 3,7 5,5 1,6 -0,2 0,8 3,2 3,3 3,1

Private sector - average gross real wage 1,6 1,7 2,0 3,8 1,7 -0,9 0,5 1,4

Private sector employee no. 1,7 1,2 0,4 4,3 1,1 1,4 1,4 0,3

Employee no. in national economy 0,7 1,8 1,7 5,3 1,7 1,0 1,0 0,2

Unemployment rate 11,0 11,0 10,2 7,7 6,7 6,1 5,5 5,5

HUF/EUR exchange rate 279,3 289,3 297,0 309,7 317,1 324,4 331,1 335,7

Three-month interest rate 6,1 6,7 4,0 2,1 2,8 4,3 5,0 5,7
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favourable inflation trends. In line with our projection of December1, we took into consideration the 

effects of the conversion into forints of mortgage-backed and housing loans as approved by the 

Government as well as the reimbursement of exchange rate and interest spreads. We adjusted the 

short- and medium-term growth of consumption accordingly. However, the improvement is to some 

extent offset by the substantial and, in our view, lasting appreciation of the Swiss franc. Due to car 

loans and personal loans, which are not covered by the conversion arrangement, households will 

face an additional burden of HUF 10–15 billion and 8–10 billion, respectively. The additional burden 

arising from car lease contracts is HUF 20–30 billion but we assume that only half of this amount 

(HUF 10–15 billion) relates directly to households2.  

We estimate that the significant restriction of retail trade on Sundays, which will become effective in 

mid-March 2015, will have a noticeable but mostly temporary effect on employment. The length of 

the temporary period will depend primarily on the efficiency of labour market institutions. We 

estimate that the closure of stores on Sundays, the increase of the food chain supervision fee and the 

special tax on tobacco companies announced as a one-off measure in aggregate will result in a 

temporary drop of employment of 6–8 thousand persons. 

For the period after 2016, we expect the EU-funded projects covered under the programming period 

of 2007–2013 to end; as a result, economic growth and the increase of employment may slow down 

even further. Considering that after the series of utility rate cuts and the settlement of foreign 

currency loans the Government will be unable to improve the income position of households any 

further, consumption growth may also decelerate after 2016. In addition to deteriorating 

employment prospects, we also took into account the effects on consumption of the temporary 

increase in real wages resulting from the favourable inflation trends and the lasting increase of 

pensions in real terms. 

 

As indicated in our December projection, despite the Funding for Growth scheme we continue to see 

no substantive reversal in lending trends in Hungary; indeed, according to the statistics published by 

the Magyar Nemzeti Bank, the net borrowing of non-financial enterprises continued to shrink despite 

the Funding for Growth scheme. Consequently, after 2014, when the EU-funded projects end, the 

rate of investment growth will also decline substantially. We think that, with the exception of 

projects financed by the Government or the EU, neither businesses nor households will embark on 

substantive investments due to the extremely unpredictable economic environment, thus 

investment will continue to lag behind the pre-crisis levels. As a result, we continue to expect 

potential growth to be modest in the long term.  

 

The considerable growth in the output of the automotive industry contributed significantly to export 

growth this year. Considering that similar capacity expansion is not to be expected in forthcoming 

years and as a result of shrinking external demand, this year’s output may be followed by more 

modest growth in the years to come. 

 

Declining oil and food prices have significantly overruled our expectation for inflation in 2015. The 

closing of the cyclical position of the Hungarian economy and the substantial weakening of the 

                                                           
1
 http://kfib.hu/uploads/Technikai_kivetites_20141210.pdf 

2
 We have not taken into consideration the effect of the increase of instalment payments on the borrowings of 

SMEs (HUF 35–40 billion) 
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nominal exchange rate made a positive contribution to price increases, while decreasing imported 

inflation and declining raw material prices offset the inflationary pressures. After the stabilisation of 

raw material prices we expect inflation to start rising rapidly, then to stabilise around the central 

bank’s target rate. Relative to our December projection, the more favourable inflation figures both in 

Hungary and internationally and the loose monetary conditions announced by the ECB broadened 

the margin of discretion of Hungarian monetary policy and postponed the start of a tightening cycle. 

Our calculations indicate that the central bank must start a tightening cycle in the second half of 

2015 if it is to reach and maintain the inflation target. This follows from our assumption that the 

inflationary outlook for mid-2016 will be close to the target. Furthermore, the gradually tightening 

international interest environment (rate hike by the FED expected at end-2015) necessitates the 

gradual tightening of monetary conditions in Hungary, so that monetary policy can prevent such a 

weakening in the nominal exchange rate that would trigger a significant acceleration of inflation 

through second-round channels. On the other hand, in the present international environment the 

scenario may be changed radically by the quantitative easing recently announced by the ECB.  

3. Fiscal developments 

Mandatory items 

The acts passed in the autumn of 2014 affect a number of mandatory items but they mostly relate to 

small amounts. The largest such items are the excise tax,3 the environmental product fee, the public 

health product tax and the fees of financial institutions.4 This also has a non-negligible effect on VAT 

revenues. We reckon with no whitening in the case of VAT revenues. 

The approximately 50 per cent drop in oil prices will improve the fiscal balance by close to HUF 20 

billion directly through taxes on fuels. This is because, on the one hand, the highly price-elastic 

demand for petrol will increase significantly, therefore the increase of excise tax revenues through 

higher sales is greater than the VAT revenue decrease due to the lower prices. On the other hand, 

demand for diesel oil, used mostly by freighters and agricultural producers, is significantly less price-

elastic, while the net VAT loss is much lower due to VAT reimbursements. 

Balance of discretionary items 

For the year 2015 balance of discretionary items we started from the statutory target, which we 

adjusted on the two lines of road toll and property income, by HUF 174 billion in aggregate. 

According to our technical assumption, the discretionary balances of 2016–2018 are derived by 

indexing the balance expected for 2015 by inflation. This means that the purchase of goods and 

services and labour costs at budgetary organisations, and transfers to chapter managed 

appropriations, may remain level in real terms each year. If, however, the Government wants to see 

higher increases in certain areas, for instance because of the introduction of the career path model 

for teachers or the expansion of public work schemes, this must be offset in other areas (e.g. by 

freezing wages). 

                                                           
3
 Unfortunately, in our paper analysing the Budget Act of 2015, which was published in December 2014, we 

significantly overestimated the direct effect of excise tax raises due to a calculation error. The corrected estimate 

is HUF 20 billion for 2015 and HUF 32–33 billion for the subsequent years. 
4
 The fees of financial institutions, together with housing subsidies, are reduced due to the removal of the 

exchange rate cap. Naturally, the measure has a positive net fiscal effect as the fees of financial institutions 

decline only by half of the decrease of housing subsidies. 
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Electronic road toll and vignette 

We assume that revenues from the e-toll will be raised above the 2014 level only due to the 6 per 

cent rate increase, that is, we expect the HUF 128.2 billion toll revenue earned in 2014 to increase by 

HUF 7.7 billion. On a cash basis, only 11/12th of this amount, or HUF 7 billion, will improve the 2015 

balance relative to the base scenario. 

Even though behaviour effects are still very difficult to estimate, under our best case assumption the 

sales of existing types of vignettes will remain substantively unchanged while annual county-level 

vignettes may generate substantial sales in Q1 (analogously with the annual national vignettes); as 

many as 800 thousand pieces per year may be sold based on the figures of the first three weeks. This 

will generate additional revenues of HUF 4 billion gross or HUF 3.2 billion net relative to the total toll 

revenues of HUF 36.7 billion in 2014. 

We expect less than HUF 1 billion additional annual revenue from the double toll requirement 

introduced for some categories of vehicles below the weight of 3.5 tonnes. 

In aggregate, we expect revenues of HUF 137.4 billion from the e-toll and HUF 41.6 billion from 

vignettes, which is HUF 4.5 billion lower than the figures in the Budget Act (HUF 149 billion and 

HUF 34.5 billion, respectively). 

Property income 

Considering that the Government has to this day failed to give any meaningful explanation, either 

verbally or in writing, on the transaction that would generate the ‘Other revenues from sale and use’ 

budgeted to be HUF 169 billion, we do not reckon with this item in our projection. 

Interest rates and the profit of the MNB 

In our base-case scenario we expect short-term interest rates to have reached their minimum by 

mid-2014, and further increases are to be expected in the second half of 2015. Consequently, longer-

term yields, which are relevant for the financing of the public debt, are also expected to rise slightly. 

We calculated our yield assumptions based on the average market yields in December 2014. 

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 closing stock of the single treasury account (HUF and FOREX in 

aggregate) will remain at the year 2014 level at each year-end. In the medium term, net interest 

expenditures will decline from 3.3 percent of GDP to 2.9 per cent on a cash basis because the effect 

of the gradual repricing of the debt stock will be greater than the effect of the slight increase in 

yields. This is a significant improvement over our previous projections and means that for the deficit-

to-GDP ratio to remain below 3 per cent, the yield curve needs to stay at a low level, the probability 

of which is low in the medium term.  

We assume that in the 2015–2018 period the state will have no payment obligation due to the losses 

of the MNB as sufficient retained earnings will be generated from the foreign exchange gains 

achieved on foreign exchange reserves. However, we do not assume that the MNB would pay any 

dividends, even though laws clearly allow this to happen and the netting of the foreign exchange 

gains of the MNB against the foreign exchange losses realised gradually on the public debt would 

certainly improve transparency and the sustainability of the public debt.  
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Fiscal balance and public debt 

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

reach 2.8 per cent of GDP in 2015 if the Government refrains from spending the HUF 30 billion 

reserve known as the Country Protection Fund. 

Unless additional measures are implemented, the Maastricht balance will gradually improve 

between 2016 and 2018; if reserves are maintained, it will decrease to 1.8 per cent of GDP by 2018. If 

the balance envisaged in the Budget Act is to be achieved, sustainable adjustments of around 0.3–0.4 

per cent of GDP are required, and even if the budgeted property income is somehow realised, 

adjustments remain necessary in 2016. 

Even though the fiscal deficit will be below 3 per cent, the public debt/GDP ratio will not start 

declining substantively before 2018; we should emphasise, however, that this calculation does not 

reckon with the costs of implementation of the Paks project, which is to start in 2018. In the base 

scenario the debt ratio is around 77–78 per cent, which indicates that the expected fiscal deficit is 

not low enough to reduce the debt ratio given the current growth outlook and inflation prospects. 

Consequently, this fiscal path is definitely not in line with the spirit of the effective Hungarian 

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

  



 

12 

 

4. Methodological Annex: Effects of the shop closures on Sundays 
1. Our starting point was retail trade turnover (HUF 7200 billion without fuels in 2014).  

2. There have been two Sundays (Easter and Whitsun) each year when shops remained closed. In 

the future they may open their doors on 5 Sunday a year, that is, the number of Sundays with 

shops open will be reduced from 50 to 5 a year.  

3. We assume that 4 of the 5 Sundays will be concentrated in the Christmas season (December), 

thus the measure will have no effect on the December turnover.  

4. As December produces more than 1/12th of the time proportionate part of retail trade turnover 

(8.3%), at 10.9 per cent, the measure may have an effect only on the remaining 89.1 per cent. 

5. The total period affected is 365–31=334 days, of which shops were closed on 7 holidays. Thus 

shops have been open for 327 days. This will be reduced by 45 days, or 13.8 per cent.  

6. Based on the weekly distribution of turnover, less than 1/7th (14.28%) of the total turnover is 

generated on Sundays (12 per cent); therefore sales would drop by 11.6 per cent if none of them 

were to be diverted to other days. 

7. We assume that 80 per cent of the relevant turnover will be shifted to other days of the week, 

thus the drop in retail trade turnover would be only 2.3 per cent of the annual figure, or HUF 165 

billion. 

8. Naturally, this amount will not be lost, most of it can be used for other purchases. We assume 

that households would in any event spend one third of the HUF 165 billion retail purchases (HUF 

55 billion) on imported articles, thus this has no indirect effect on the Hungarian economy 

beyond the retail sector. All of this amount can be used towards other purchases (which also 

have some import content). The other two thirds, some HUF 110 billion, or rather the figure net 

of VAT (HUF 90 billion) will be missing from the direct retail demand for domestic products. This 

will trigger dismissals in some sectors.  

9. Most of the demand disappearing from retail trade will resurface in other forms of consumption, 

thus employment growth is to be expected in the substitute sectors.  

10. The time required for persons affected in the first round (not individually, but in terms of the 

total headcount) to find work in sectors benefiting from the increased demand depends on the 

situation of the relevant labour market segment (urban employees with medium level 

qualifications) and the efficiency of the system of institutions assisting in the switch. At present 

the labour market is relatively loose: employees similar to those who may be directly affected by 

the measure seek employment in relatively high numbers. On the other hand, the most affected 

retail outlets tend not to be located in the settlements and regions that have the works 

employment situation, which improves the potential for finding employment. The switch-over is 

hindered by the worse-than-average state of the system of labour market institutions. According 

to conservative (optimistic) expert estimates, 90 per cent of the persons affected may find new 

jobs in half a year; that is, in 2015 the annual average number of employees will temporarily 

decline by 20–25 per cent of the persons directly affected. In addition, 10 per cent of these 

persons will become long-term unemployed. 
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1. Annex 1: Key macroeconomic indicators in the baseline scenario 

 

2011 2012 2013 2014f 2015f 2016f 2017f 2018f

NATIONAL ACCOUNTS (current prices, HUF bn)
Nominal GDP 28035 28549 29846 31639 32564 34021 35481 36971

Real GDP (annual % growth) 1,6 -1,7 1,2 3,2 2,1 1,3 1,4 1,4

Household consumption expenditure 14292 14880 15254 15634 16053 16768 17475 18222

Purchased consumption (estimate) 13036 13629 13972 14141 14502 15070 15691 16356

        purchased consumption (annual % growth) 4,5 4,6 2,5 2,5 2,7 4,5 4,2 4,3

        volume of purchased consumption (annual % real growth) 0,7 -0,9 0,9 1,4 1,8 0,7 0,8 1,1

Collective consumption of government 2848,0 2811,7 2968,7 3068,1 3069,2 3186,9 3320,0 3447,8

Social transfers in kind from government 2990,7 2941,5 2969,1 3180,5 3299,7 3425,9 3568,3 3705,3

Total government consumption at current prices 5838,8 5753,2 5937,8 6248,7 6369,0 6612,8 6888,3 7153,1

Government investment acc. to Nat. Acc. 946,8 1066,5 1307,8 1507,2 1658,4 1732,6 1805,7 1866,0

Financial transfers from the government to households 4311,3 4346,9 4451,0 4474,7 4528,8 4619,9 4806,0 4973,0

Import 22812,9 22998,4 24225,5 26739,3 28434,3 30376,5 32767,7 35155,8

Investments of households 871,3 833,1 840,3 910,6 938,9 971,6 997,2 1021,3
Disposable income of households 15671,5 16063,3 16537,2 17279,2 18065,9 18847,6 20052,5 21352,3

PRICES (annual %)

Inflation rate (CPI) 3,7 5,5 1,6 -0,2 0,8 3,2 3,3 3,1

GDP deflator 2,2 3,4 3,0 2,7 0,9 3,2 2,9 2,8

Consumption expenditure deflator 3,6 6,2 2,4 1,1 0,9 3,8 3,4 3,2

Actual final consumption of government deflator -0,5 0,9 -0,6 1,3 -1,2 2,3 2,9 2,8

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

Investment deflator 3,4 2,6 3,6 3,7 3,7 2,8 2,5 2,1

Export deflator 3,4 3,2 0,3 1,3 2,2 2,7 2,9 2,9
Import deflátor 4,9 4,2 -0,5 0,7 2,7 2,7 3,2 3,0

LABOUR MARKET (thousand people)

Number of persons employed in the national economy (LFS, annual average) 3 759,0 3 827,2 3 892,8 4 100,8 4 171,7 4 215,0 4 257,7 4 267,1

        of which:  Business sector (LFS-institutional state)??? 2 857,4 2 890,8 2 901,2 3 025,3 3 059,5 3 102,8 3 145,5 3 154,9

                  Budget sector (institutional, technical assumption) 734,6 751,3 786,0 849,7 881,7 881,7 881,7 881,7

Number of persons employed in the national economy (annual change %) 0,7 1,8 1,7 5,3 1,7 1,0 1,0 0,2

                 Business sector employment (annual change, %) 1,7 1,2 0,4 4,3 1,1 1,4 1,4 0,3

                 Public sector employment (annual change, %) -4,9 2,3 4,6 8,1 3,8 0,0 0,0 0,0

Number of active persons 4 225,0 4 300,4 4 333,8 4 444,2 4 469,2 4 489,2 4 504,2 4 514,2

Number of unemployed persons in the national economy (annual average) 466,0 473,2 441,0 343,3 297,5 274,2 246,4 247,0

Unemployment rate (LFS) 11,0 11,0 10,2 7,7 6,7 6,1 5,5 5,5

Business sector gross nominal average wage (annual growth, %) 5,4 7,3 3,6 3,6 2,5 2,2 3,8 4,5

Public sector gross average wage (technical assumption) 203 496 200 010 207 169 209 343 209 300 216 031 223 152 230 157

Gross wage and salary bill in the national economy (current prices, HUF million)10 074 10 342 10 727 11 604 12 026 12 444 13 025 13 604

Gross wage and salary bill in the national economy (annual growth, %) 3,4 2,7 3,7 8,2 3,6 3,5 4,7 4,4

“HCSO headcount and earnings” gross wage (annual growth, %) 5,2 4,6 3,5 2,7 1,9 2,4 3,6 4,2

“HCSO headcount and earnings” net wage (annual growth, %) 6,4 1,2 3,5 2,7 1,9 2,4 3,6 4,2
Pension indexation rate (annual growth, %) 4,3 5,5 5,2 2,4 0,8 3,2 3,3 3,1

TECHNICAL ASSUMPTIONS

HUF/EUR exchange rate (annual averages) 279,3 289,3 297,0 309,7 317,1 324,4 331,1 335,7

Yield, 3-month benchmark 6,1 6,7 4,0 2,1 2,8 4,3 5,0 5,7
Oil price, HUF/barrel 22558 22774 23169 22283 12218 14308 13369 13937
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2. Annex 2: Changes in mandatory items in the base scenario 

  

Budget item 2012 2013 2014f 2015f 2016f 2017f 2018f

Payments by economic organisations

Corporate profit tax 322,5 394,8 401,6 422,5 442,7 462,9 480,5

Fees of financial institutions 17,5 20,6 11,0 5,2 4,7 4,2 3,8

Special tax on financial institutions 139,1 148,6 148,7 148,7 148,7 148,7 148,7

Financial transaction tax 277,9 208,4 203,0 214,5 221,3 227,4

Insurance tax 28,7 29,1 30,3 31,8 33,6 35,6

Telecommunications tax 47,0 56,0 56,0 56,0 56,0 56,0 56,0

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

Company car tax 33,1 31,7 32,3 33,0 33,9 35,0 36,2

Income tax of energy suppliers 54,1 35,0 45,6 47,7 49,7 51,8 53,8

Simplified business tax 110,0 96,8 99,7 104,1 108,6 113,1 117,5

Small business tax (KIVA) 12,7 13,1 13,7 14,3 14,9 15,4

Itemized tax of small businesses (KATA) 42,2 43,5 45,4 47,4 49,4 51,3

Utilities tax 55,0 55,0 55,0 55,0 55,0 55,0

Advertising tax 6,9 7,2 7,5 7,8 8,1

Energy tax 16,3 14,6 15,2 15,3 15,2 15,1 14,9

Environmental load charge 6,2 5,5 5,0 5,6 5,7 5,7 5,8

Environmental product fee 48,2 49,8 58,5 59,8 60,6 61,5 62,2

Landfill tax 7,6 7,8 7,9 8,0 8,1 8,2

Mining rent 63,2 63,0 45,0 47,4 49,1 49,5 49,9

Innovation contribution 62,0 68,9 71,2 74,3 77,5 80,8 83,9

Other payments 22,9 24,2 23,1 22,2 22,0 21,7 21,4

Other centralised revenues (mandatory only!) 0,0 20,2 1,5 0,0 0,0 0,0 0,0

Consumption related taxes

Value added tax 2 809,6 3 035,6 3 082,2 3 197,9 3 335,6 3 478,3 3 598,5

Excise tax 897,3 918,9 978,9 1 000,6 1 012,6 1 014,5 1 015,1

Gambling tax 41,8 45,6 46,7 48,5 50,5 52,6 54,8

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

Registration tax 15,6 18,8 21,1 22,7 24,6 26,6 28,5

Vehicle tax 41,2 42,4 43,3 44,3 45,6 47,0 48,7

Public health product tax 18,9 20,0 30,7 31,9 32,2 32,5 32,9

Accident tax 22,5 23,8 24,4 25,3 26,4 27,5 28,6

Payments by households

Personal income tax 1 505,5 1 590,6 1 646,9 1 724,4 1 818,0 1 909,5 1 993,9

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

Stamp duty payments 107,4 120,3 119,9 121,9 124,9 128,8 132,9

Special tax on private persons rel. to termination of employment 0,9 1,5 1,6 1,6 1,7 1,8 1,8

Customs duty and sugar industry contribution reimbursement of cost of collection9,2 11,2 11,9 12,7 13,7 14,7 15,8

Taxes on labour

Employer’s and insured persons’ contribution (PFund, HFund and LMF) and per capita health contribution3 795,6 4 076,4 4 249,2 4 389,8 4 588,6 4 793,4 4 991,9

Rehabilitation contribution 64,1 66,0 66,5 66,7 67,3 67,5 67,6

Vocational training contribution 60,3 60,9 63,4 65,6 68,6 71,6 74,6

SS funds and other mandatory contribution revenues 61,5 43,4 41,3 48,6 53,4 57,2 59,3

Repayment of wage guarantee subsidies 1,0 0,8 0,6 0,6 0,5 0,5 0,5

Mandatory revenues total 10 404,5 11 530,2 11 807,1 12 207,7 12 717,3 13 220,3 13 681,4

Budget item 2012 2013f 2014f 2015f 2016f 2017f 2018f

Pension payments 3412,7 3425,2 3486,9 3564,8 3740,9 3889,2 3967,3

Family benefits

Family allowance 334,8 328,1 323,8 320,5 318,6 317,4 316,7

   Maternity benefit 6,1 5,4 5,4 5,4 5,4 5,4 5,4

   Repayment of time off available to fathers 2,1 4,4 4,5 4,6 4,8 5,0 5,1

   Pregnancy-confinement all. 38,2 41,3 42,1 43,1 44,6 46,5 48,4

   Child care benefit 94,0 104,5 105,0 105,9 107,3 108,8 110,3

   Child care allowance 58,4 57,6 57,9 57,8 57,8 57,8 57,8

   Child raising support 13,0 12,1 11,9 11,7 11,5 11,3 11,1

Social transfers

Passive benefits 50,8 49,7 43,8 41,4 38,5 40,3 42,0

Wage guarantee payments 5,5 4,2 3,6 3,5 3,2 3,3 3,4

Sick pay 59,9 68,1 70,5 73,0 76,4 79,8 83,1

Benefits to blind and disabled persons 30,4 32,9 33,2 34,2 35,3 36,4 37,4

Other mandatory expenditures

Contribution to EU budget 272,3 290,9 295,6 301,6 307,9 312,4 328,2

NBH loss reimbursement 0,0 0,0 0,0 0,0 0,0 0,0 0,0

Mandatory expenditures total 4 378,1 4 424,2 4 484,1 4 567,2 4 752,2 4 913,5 5 016,1

Balance of mandatory items 6 026,5 7 106,0 7 323,0 7 640,4 7 965,1 8 306,9 8 665,3

EXPENDITURE SIDE

REVENUE 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) 

 
 

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

 
  

2012 2013 2014f 2015f 2016f 2017f 2018f

Mandatory items 6103 6412 7109 7323 7640 7965 8307

Discretionary items -5645 -6200 -6925 -7295 -7530 -7778 -8022

Primary balance 458 212 184 28 111 187 285

Interest balance -1056 -1145 -1011 -1061 -1062 -1094 -1079

Balance of the central sub-system -599 -933 -827 -1033 -951 -907 -794

Balance of the local government system 90 115 30 -25 -26 -27 -27

ESA bridge in the central government -154 94 -28 118 137 151 127

General government balance -663 -724 -825 -940 -840 -782 -695

Balance target (as per 2015 budget bill) -771 -806 -917 -789 -721 -640 -567

Difference -108 -81 -92 152 119 142 128

Unallocated central reserves 0 0 0 30 31 32 33

Required measures additional to blocking of reserves -81 -92 122 88 110 95

GDP 28549 29846 31639 32564 34021 35481 36971

2012 2013 2014f 2015f 2016f 2017f 2018f

Mandatory items 21,4% 21,5% 22,5% 22,5% 22,5% 22,4% 22,5%

Discretionary items -19,8% -20,8% -21,9% -22,4% -22,1% -21,9% -21,7%

Primary balance 1,6% 0,7% 0,6% 0,1% 0,3% 0,5% 0,8%

Interest balance -3,7% -3,8% -3,2% -3,3% -3,1% -3,1% -2,9%

Balance of the central sub-system -2,1% -3,1% -2,6% -3,2% -2,8% -2,6% -2,1%

Balance of the local government system 0,3% 0,4% 0,1% -0,1% -0,1% -0,1% -0,1%

ESA bridge in the central government -0,5% 0,3% -0,1% 0,4% 0,4% 0,4% 0,3%

General government balance -2,3% -2,4% -2,6% -2,9% -2,5% -2,2% -1,9%

Balance target (as per 2015 budget bill) -2,7% -2,7% -2,9% -2,4% -2,1% -1,8% -1,5%

Difference -0,4% -0,3% -0,3% 0,5% 0,3% 0,4% 0,3%

Unallocated central reserves 0,0% 0,0% 0,0% 0,1% 0,1% 0,1% 0,1%

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

2012 2013 2014f 2015f 2016f 2017f 2018f

Gross debt of the central government (HUF billion) 21378 22648 24427 25321 26466 27559 28338

Debt of the local government sector (HUF billion) 1031 434 -12 13 39 65 93

Gross debt of the general government 22408 23082 24415 25333 26505 27624 28431

Nominal GDP 28549 29846 31639 32564 34021 35481 36971

Debt ratio of the general government 78,5% 77,3% 77,2% 77,8% 77,9% 77,9% 76,9%

Implicit interest rate 4,82% 4,92% 4,60% 4,30% 4,30% 4,30% 4,20%
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5. Annex 5: The free cash flow of households 

 

The debt servicing discipline of households depends not only on the incentive system but to a large 

extent also on the amount of income available after paying for all the goods and services that they 

consider more important than avoiding a default to their bank. Obviously, people will pay the 

January heating bill or school meals before they service the mortgage but if a basic level of 

consumption is assured, few people will chose to go skiing instead of paying the instalment. 

We forecast the free cash flow of households in line with the macroeconomic path described in the 

baseline projection. The forecast is based on the disposable income of households, which contains 

income from labour, property income, mixed income as well as current transfers received (pensions, 

family support, sick pay, unemployment benefit etc.) and paid (taxes, contribution etc.).  

Consumption was deducted from the disposable income in two steps: first we identified ‘essential 

consumption’ expenditures, which are priorities for households. These are the goods and services 

the share of which within consumption increases at times of recession and decreases at times of 

economic upturns. The other category of consumption is ‘luxury goods’; households have more 

discretion to decide about such expenditures. Their ratio within consumption goes up at times of 

economic upturns and declines when the economy is in recession. The sum spent on loan repayment 

is between these two consumption categories; we assume that this precedes the consumption of 

luxury goods but comes after essential consumption expenditures. Taking into account consumption 

and gross investments, we get the financing requirement of households, which shows how much 

new lending the banking system would need to provide to achieve the given level of consumption 

and investment. We assume that the disbursement of new loans will stabilise in nominal terms in the 

2015–2018 period, after the conversion of foreign currency loans into forints is over. The expected 

changes in the free cash flow of households can be calculated as a function of new lending. This is 

the ‘fresh money’ (deposits, debt securities, investment units) that financial service providers may 

compete for with each other and, in particular, with the government. 

 

2010 2011 2012 2013 2014 (F) 2015 (F) 2016 (F) 2017 (F) 2018 (F)

(1) Wages, salaries 9873,5 10289,0 10725,9 11251,5 12149,7 12583,8 13015,1 13610,1 14202,1

(2) Employers’ social contribution 2287,0 2411,4 2407,1 2485,7 2689,2 2786,4 2882,6 3013,5 3142,9

(3) = (1) + (2) Compensation of employees 12160,5 12700,4 13133,0 13737,3 14838,9 15370,2 15897,7 16623,6 17345,0

(4) Other household income 4315,0 4562,3 4758,8 4739,7 4208,8 4670,2 5156,5 5781,0 6515,1

(5) = (3) + (4) Balance of primary incomes 16475,5 17262,7 17891,7 18477,0 19047,8 20040,3 21054,2 22404,6 23860,1

(6) Current transfers received 4822,4 4929,1 5007,9 5142,3 5166,8 5227,4 5337,6 5549,4 5740,8

(7) Current transfers paid 6261,3 6032,5 6339,8 6577,8 6935,3 7201,8 7544,2 7901,5 8248,7

(8) = (5) + (6) - (7) Disposable income 15036,6 16159,2 16559,8 17041,5 17279,2 18065,9 18847,6 20052,5 21352,3

(9) Adjustment for private pension fund real return and capital transfers 497,7 148,2 66,7 76,3 10,0 10,0 10,0 10,0 10,0

(10) = (8) + (9) Cash income adjusted for real return and capital transfers 15534,2 16307,4 16626,5 17117,9 17289,2 18075,9 18857,6 20062,5 21362,3

(11) Essential consumption 6300,0 6549,6 6858,4 6994,0 7172,3 7356,8 7715,1 8067,3 8430,5

(12) = (10) - (11) Margin 9234,3 9757,8 9768,1 10123,9 10116,9 10719,1 11142,5 11995,2 12931,8

(13) Loan repayment 1065,0 1254,9 1022,6 1061,0 1093,7 4023,1 1139,9 1244,4 1297,3

(13) = (8) - (9) - (10) Discretionary income 8169,2 8503,0 8745,5 9062,9 9023,2 6696,0 10002,6 10750,8 11634,5

(14) “Luxury" consumption and investment 8439,1 8574,4 8809,2 9065,1 9372,6 9635,3 10025,0 10404,8 10812,4

(15) = (14) - (13) Borrowing requirement 269,8 71,4 63,7 2,3 349,4 2939,3 22,4 -346,0 -822,1

(16) New  lending 1087,2 981,4 780,0 747,7 710,1 2921,7 782,6 802,0 806,8

(17) = (16) - (15) Change in savings / Free cash flow of households 817,3 910,0 716,3 745,5 360,8 -17,6 760,2 1148,0 1628,9


