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This baseline projection is published by the Institute of Fiscal Responsibility Budapest; contributors 

worked mostly on a voluntary basis and, unless indicated otherwise in the Methodological 

Appendices of previous 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 31 May 2012. 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 of 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  

 
It seems that eight months after the first announcement, negotiations on a credit facility with the 

European Commission and the International Monetary Fund are about to start. The Government has 

often stated that a guarantee from the international organisations would be sufficient as it would 

enable Hungary to finance its public debt from the market. This baseline projection, in addition to the 

customary functions of the genre, seeks to determine to what extent the expected development of 

macroeconomic and fiscal processes is explained by factors in external markets, in the international 

money market or in the Hungarian labour market and by other economic policy considerations. The 

separation of the various factors also shows which issues would be solved if the international bodies 

were willing to reinforce the present economic policy, in an unchanged form, with an agreement. 

 

In order to separate fundamental problems from money market issues, our baseline projection relies 

on the assumption that the economic policy of May 2012 can, somehow, be financed in the 

forthcoming years even in the absence of an international agreement, in an unchanged structure and 

at the same interest rates.  

 

Our calculations substantiate the following key statements: 

1. In the base scenario real GDP will decline by 1 percent in 2012 and even though the growth 

rate will turn positive from 2013 on, it cannot stabilise above 1 percent even if no additional 

fiscal measures reducing the trend growth rate are implemented. 

2. In aggregate, Hungarian GDP will grow slower than German GDP in the 2010-2015 period; in 

this sense, Hungary is on a path of divergence rather than convergence. 

3. In the base scenario the fiscal balance in 2013-2015 is 1.3-1.6 percentage points worse than 

the figure proposed in the current Convergence Programme. 

4. Employment in the business sector will drop by a total of 50 thousand persons during the 

period. 

5. This drop may be offset by the continued expansion of public employment schemes but only 

at the expense of other public expenditures or at the cost of more tax increases. 

6. The debt ratio will not decline until 2015; instead, it will level out in the 80-81 percent range. 

 

After the calculation of the base scenario, we will address three topical issues. The first one is the 

expected course of labour market developments as there is general consensus in the profession that, 

on the one hand, this a crucial problem of the Hungarian economy and on the other hand, the 

credibility of any budget is brought into question if its labour market assumptions are not well 

substantiated. On the whole we conclude that the Government’s estimates are acceptable for the 

2012-2014 period, while the sudden spike in the number of active and employed persons in 2015 is 

not a sound expectation. This implies that regular Government adjustment packages seen in the past 

one and a half years are to be expected in subsequent years as well. 

Even the Government’s own figures suggest that in the past months the cost of financing the public 

debt, i.e., long term interest rates came very close to the level where a financial crisis spiral may be 

set in motion at any time. This is partly due to the fact that the adjustment measures of the past year 

demanded a very high output loss, therefore the improvement of long term sustainability was very 
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slight. Unless the direction of economic policy changes substantively, no measure of adjustment will 

be able to move the interest rate of Hungarian government securities from the danger zone. 

The Convergence Programme fails to disclose relevant information in several areas that should have 

been included according to the Commission requirements. That information, for instance the future 

of private pension funds or the expected development of expenditure budgets for education and 

healthcare, would also be important for Hungarian economic agents to make informed decisions. 
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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 31 May 2012 to remain unchanged. We present the base scenario we 

should expect to see if there is no change in economic policy but the public debt can still be financed 

throughout the horizon at interest rates close to the present level.  

Our macroeconomic path takes it into account that economic actors have already incorporated in 

their expectations not only laws already promulgated but also certain proposed legislative changes 

communicated by the Government. Examples include the continuation of the special taxes on 

financial organisations, retail chains, energy and telecommunications companies throughout the 

projection horizon. We have not factored in the effects of the financial transaction tax. 
 

Since our last baseline projection of December 2011, two important changes have occurred and 

another two have failed to materialize. As to the changes that occurred: the situation on Hungary’s 

export markets has improved somewhat both in the short and medium term1, a 1 percent recession 

is no longer imminent; instead, stagnation is assumed. In contrast, the Hungarian economy slid into 

recession slightly faster than we had expected. Changes that did not occur: since December 2011, no 

government measure adopted or announced has improved the willingness of businesses to expand 

employment and no agreement has been reached with the international organisations (that is, we 

were right when we decided not to reckon with such an agreement in our baseline projection last 

December). 

 

1: Macroeconomic trajectory (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. 

 

 

                                                           
1
As previously, we expect the expansion of external demand along the course outlined in the IMF World 

Economic Outlook. 

2011 2012f 2013f 2014f 2015f

GDP 1,7 -1,0 1,3 1,7 1,0

Household consumption expenditure 0,8 -1,2 1,8 1,6 1,9

Social transfers in kind -1,7 -6,2 0,0 0,0 0,0

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

Gross fixed capital formation -5,4 -3,6 1,3 3,3 4,2

Export 8,4 5,6 5,7 6,4 6,7

Import 6,3 4,3 6,2 6,8 8,2

Consumer price index 3,9 3,4 2,9 3,1 2,9

Private sector wages 5,3 6,3 5,7 5,1 5,3

Private sector employee no. 1,2 0,0 -0,4 -0,7 -0,5

Employee no. in national economy 0,8 0,8 -0,3 -0,6 -0,4

Unemployment rate (%) 10,9 11,5 12,8 14,1 15,0

HUF/EUR 290,2 287,5 312,4 316,4 323,9

Three-month interest rate 6,1 7,1 6,6 8,0 7,5
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In the base scenario, the Hungarian economy will sink into a 1 percent recession in 2012 and even in 

the second half of the projection period growth will be very restrained at around the potential level, 

despite the fact that the fiscal balance is substantively looser than what is required by the 

Convergence Programme.   

 

For the entire 2010-2015 period, even the Convergence Programme of 2012 expects no convergence 

to happen in Hungary; under our base scenario decided divergence is to be expected.2 

 

Figure 1: Comparison of the official German and Hungarian growth paths (2010 = 100) 

 
Data are shown in the Annex  

  

The comparison of the German and Hungarian growth paths shows that early in 2010 the Hungarian 

government of the time was expecting cumulative growth to be 10 percent higher. The Budget Bill 

submitted in the autumn of 2010 increased that figure to 14 percent, then the Convergence 

Programme half a year later reckoned with only 8 percent, while the official plans in the spring of 

2012 no longer contained any convergence (both countries expecting to exceed the starting value of 

2010 by 8.7-8.8 percent by 2015). Under our own base scenario, a divergence of close to 4 percent is 

to be expected in 5 years. 

The consumption of households will decline in 2012 but it will increase at a rate exceeding GDP 

growth from 2013 on. On the whole, real GDP will grow by 4.0 percent and household consumption 

by 5.4 percent in the 2012-2015 period.  

                                                           
2
 Unfortunately, no medium term forecasts are prepared for the whole of the EU, that is why we used Germany, 

our most important trading partner, for comparison. 
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Gross fixed capital formation will continue declining in 2012 and it will reach the 5-6 percent growth 

range, which seems to be sustainable in the longer term, by 2013. This is the result of the generally 

inclement economic climate as well as the incorporation of the continuation of the crisis taxes into 

expectations. We should emphasize that from the microeconomic aspect, investment growth is 

extremely fragile as most of it is generated by a few major, mostly ongoing, projects. 

Our calculations continue to show that, mostly as a result of the minimum wage increase and the 

adverse investment climate, the business sector will reduce employment by some 50 thousand 

persons in the 2011-2015 period. This may be offset by the expansion of public work schemes but 

the rising headcount of the active population (mostly due to the increase of the retirement age) will 

result in the growth of the unemployment rate throughout the horizon. 

3 Changes in budget items 

3.1 Mandatory items 
We mostly used the methods applied in December 2011 to forecast the development of mandatory 

items, though we also relied on the actual figures of the first months of 2012 wherever possible. 

Due to the balance of mandatory items, an adjustment requirement of HUF 50 billion arises in 2012; 

this is in addition to the fact that the budget reserves, which are included in the Budget Act but 

blocked because the over-budgeting of mandatory items was already obvious when the law was 

enacted, cannot be spent. 

The overwhelming majority of mandatory revenues consists of taxes and contributions, which, in the 

absence of any legislative changes, develop in line with nominal GDP. The base scenario, which takes 

into account legislation already promulgated, shows the following differences in the 2013-2015 

period: 

1. The crisis taxes will be abolished in 2013. 

2. VAT revenues will increase slightly faster than GDP as the consumer price index is higher 

than the GDP deflator, which takes into account not only the price index of purchased 

consumption but also that of the actual final consumption of the government, investments 

and net exports. Because of the freeze on public wages and the expansion of public work 

programmes, the price index of the actual final consumption of government also reduces the 

GDP deflator considerably. 

3. As the rules of the projection do not allow us to take into account any increase in excise tax 

rates, excise tax revenues grow slower than the GDP growth rate. 

4. The personal income tax will decrease in proportion to GDP due mostly to the abolishment of 

‘supergrossing’ in 2013, while in 2014-2015 most of the shortfall of 2013 will disappear 

because of real wage increases exceeding real GDP growth. 

5. Revenues from employer and employee contributions will increase substantially in all three 

years because of the growth of gross real wages; moreover, in 2013 the recorded growth 

rate of contribution revenues is also boosted by the fact that, as required, we do not reckon 

with the continuation of wage compensation. 

In the case of mandatory expenditures (in particular pensions), economic rationale dictates that the 

point of reference should be indexation to inflation; however, there are some important exceptions, 

namely: 
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1. Family benefits increase at a slower pace as the value of benefits tends to be fixed nominally; 

furthermore, there is no increase in the number of beneficiaries due to the permanently low 

birth rate. 

2. The contribution to the EU budget increases as a result of exchange rate changes and the 

increase of the euro amount. (The exact amount to be paid in 2015 is not yet know; 

consequently, we provided an estimate based on historic trends.) 

3. Following the substantial decline in 2012, passive benefits will also grow in real terms partly 

because of the increase in the number of the unemployed in the base scenario and partly 

due to the wage index (the reference point for benefits) exceeding the inflation rate.   

3.2 The balance of discretionary items and fiscal risks in 2012-2013 
The balance of discretionary items in 2012 is affected by a few major items with opposite effects. The 

balance, as compared to the promulgated Budget Act, is clearly worsened by the loss reimbursement 

given to banks, in the form of government securities, in connection with the prepayment of foreign 

currency loans in 20123, and potentially also by the pharmaceutical subsidy expenditures in excess of 

the budgeted level. On the other hand, the balance is improved by the assets of persons transferring 

back from the private pension system in 2012.  

There are still risks relating to the own revenues of institutions taken over from local governments 

and the national counterpart of their EU projects; the supplementary normative transfers to formerly 

local government maintained schools transferred to church management “in excess of the plan”; the 

relaxation of the borrowing limits applicable to local governments as well as the losses of some state-

owned enterprises (MFB, MVM, BKV), which may over time necessitate direct budgetary 

expenditures. 

Since December 2012 there have been two significant changes in the risks relating to the position of 

the budget. First, the Hungarian airline Malév went bankrupt, which relieves the budget of loss 

reimbursements in the short term but it may have a negative impact on the budget, difficult to 

quantify at this point, through the tax effect of the temporary or permanent loss of passengers and it 

may also give rise to litigations for as yet unknown amounts. These losses may be partly offset by the 

distribution of slots (rights relating to flights). 

The Convergence Programme reckons that from mid-2013 on the e-toll system will be up and 

running, generating budget revenues of around HUF 100 billion a year. There are important issues 

relating to the statistical treatment of the costs of the investment. If the Government wishes to treat 

the entire e-toll as budget revenue (which is likely to be the case), the cost of the investment must be 

recorded among budgetary expenditures. Any arrangement whereby only the revenues are recorded 

in the budget would just add to the list of high-risk fiscal gimmicks that would erode credibility even 

further. If the Government does not seek such an arrangement, the costs of the investment, 

estimated to be above HUF 100 billion, may turn the annual impact on the budget for 2013 into 

negative, at least under the EU accounting methodology.  

On the whole we expect that the Government continues to have the ability to achieve the 

discretionary balance target of 2012. 

                                                           
3
 The government securities thus transferred are not reflected in the accounts prepared under the Hungarian 

methodology (they only increase the public debt directly), while under the ESA95 methodology they also impact 

on the balance. 
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In accordance with the assumption devised by the Fiscal Council that operated until 2010, which we 

also use, the balance of discretionary items expected in the year of the projection (in our case, 2012) 

is fixed in real terms, that is, it is indexed for inflation in subsequent years. In our case the 

discretionary balance, which is the point of reference, needs to be adjusted. That is because, in 

severe violation of the principle of transparency, the Budget Act of 2012 accepted by Parliament 

contained an amount equivalent to the shortfall of mandatory (tax and contribution) revenues in 

2012, already evident at the time of the adoption of the Act, as a discretionary item increasing the 

expenditure side (various reserves). The amount of these “false reserves” is in the range of HUF 225 

billion; therefore we have reduce by that amount the initial balance used for the indexation. 

We should note that in contrast with previous projections, where the balance of discretionary items 

growing at a rate above inflation could be regarded as a potential means of meeting medium term 

balance targets, this is no longer the case in the present environment. This is also indicated by the 

fact that in recent weeks the Government has announced several tax increases specifically aimed at 

providing funding for discretionary expenditures (such as healthcare wages). 

3.3 Interests and NBH loss reimbursement, public debt 
As we noted in the context of the macroeconomic trajectory, this baseline projection relies on the 

assumption that the unchanged economic policy can be financed from the market in forthcoming 

years. That is, the focus is not on whether this is a realistic assumption 4 but on the consequences of 

such a scenario. We do this to highlight that most of the current and medium term economic and 

fiscal problems are not rooted in the financing difficulties caused by the global crisis. 

For the calculation of interest expenditures, we accepted the assumptions of the Convergence 

Programme concerning the expected development of the average interest rate of the public debt; 

the only change we made was to replace the interest rate cut envisaged for 2015 by a constant rate. 

In numerical terms this means that the average interest rate on the public debt rises from 5.25 

percent in 2012 to 5.56 percent. This assumption means not only that expected yields will not 

increase despite the loose fiscal policy in the base scenario but also that the Government would be 

able to issue foreign currency denominated securities at the previous level even in the absence of an 

agreement with the international organisations. 

However, while accepting the average interest rate and funding structure, we departed from the 

Convergence Programme in terms of the primary balance and nominal GDP. Accordingly, in 2012-

2015 net interest expenditures as a percentage of GDP are 0.1, 0.2, 0.4 and eventually 0.8 percent 

higher than envisaged in the Convergence Programme. 

The profits of the MNB contain close to HUF 100 billion of foreign exchange gains relating to the early 

repayment of retail foreign currency loans in the autumn of 2011, spread between 2011 and 2012 

depending on when exactly the commercial bank concerned purchased from the MNB the foreign 

currency it needed to close the transaction. As a result, the MNB ended 2011 in the black, thus no 

budgetary expenditure was incurred due to loss reimbursement. In 2012 some of the profit made on 

the early repayment continues to improve the results; consequently, according to the own estimates 

                                                           
4
 In the current environment there is broad consensus among experts that this is not a realistic assumption; 

however, let us not forget that in the climate of abundant liquidity on the global market, a substantially looser 

fiscal policy could be financed at lower interest rates between 2001 and 2007, that is, for a substantially longer 

time than three years. If for some reason developed countries were to resort again to the unrestrained provision 

of liqudity, such a scenario is not impossible.  
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of the central bank, a loss of HUF 51 billion is to be expected, while no such items are foreseen for 

later years. We have accepted the profit forecasts of the MNB and reckon with loss reimbursement 

by the budget of HUF 4 billion for 2012 and 2013 and HUF 72 billion for 2014 and 2015. The loss 

reimbursement is only HUF 4 billion in 2013 because the retained earnings at the end of 2011 

(including the HUF 13 billion profit of 2011) covers HUF 47 billion.  

We disregarded the effects of exchange rate fluctuations when estimating the development of the 

public debt (see Annex 4), using our own estimates only for the primary balances and the nominal 

GDP. On the whole, in the base scenario the debt ratio will not decline; instead, it will remain in the 

80-81 percent range. 

4 Topical issues 

4.1 Expected developments on the labour market 
Job creation is an important element in the Government’s communication. The time proportionate 

part of the “one million new jobs in ten years” often mentioned in the plans, i.e., 400 thousand new 

jobs are assumed in the Convergence Programme of 2012 by the end of 2015. 

There is broad consensus in the profession that there have been long-standing problems in the 

Hungarian labour market on the demand side, the supply side as well as in the efficiency of the 

system of institutions meant to promote the coordination of the two. That is: few new jobs are 

advertised, few people are able and/or willing to take on employment and the labour exchange 

works at low efficiency. In the past year the situation on the demand side has clearly deteriorated 

due mostly to the minimum wage increase, the legal uncertainty and the weak investment 

environment; no substantive progress has been made on the institution system, whereas the drastic 

tightening of the rules of eligibility for social transfers (mainly the early retirement and disability 

pensions, to a lesser extent the unemployment benefit, etc.) has increase labour supply.  

Statisticians measure labour supply through the headcount of the active population. Active persons 

are those who are either employed or effectively seek employment, i.e, unemployed irrespective of 

whether they are eligible for any aid. The three lines in the figure below show the changes in the 

number of the active population in the three scenarios. 

 

Figure 2: Number of active persons in the three scenarios 
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1. Unchanged participation rates (blue line) 

As the low employment rate is typically a problem in specific labour market segments, first we 

examine the drivers of the total number of active persons in the past 10 years. As in any similar 

instance, the change consists of two parts if we classify every active-age person into categories: 

either the participation rate within the various categories or the distribution of the population 

between the various categories may change.  

In accordance with the labour force survey of the CSO, we formed categories based on four criteria: 

1. Sex (male/female) 

2. Age (16-74, by year) 

3. Region (7 regions) 

4. School qualification (less than elementary, elementary, vocational, secondary, higher 

education) 

We fixed the typical participation rates for each category at the year 2010 level and calculated the 

total number of active persons in the 2000-2010 period assuming that only the distribution of the 

population among the categories had changed. The first, practically horizontal section of the blue line 

shows that in that case the participation rate would have reached the 2010 level already in 2000, 

that is, the growth between 2000 and 2010 was not attributable to the distribution between 

categories but to the change in the willingness to work of the various groups. As most of the change 

occurred in respect of persons above 50 years of age, we should focus on the factors that affected 

the above-50 age group. Clearly, the most notable change is the increase of the retirement age.5 

The section of the blue line after 2010 shows what the number of active persons would have been in 

2011, or would be in subsequent years, if the group specific participation rates were to remain 

constant at the 2010 level.  

For the future number of persons in the various groups by age, sex, region and qualification we have 

used the estimates of the joint research project of the Hungary Academy of Science and the Corvinus 

University6. The second section of the blue curve after 2010 shows that in the event of constant 

participation rates the number of active persons would fall by some 3 percent (by 120-130 thousand 

people) in the 2011-2020 period. 

 

2. Trend according to the baseline projection of the MNB (green line) 

The green line shows the number of active persons according to the MNB’s estimate. The MNB 

analysis “Projection of the Fiscal Balance and Public Debt (2012 – 2026)” shows the trend of labour 

supply adjusted for short term fluctuations up to 2011, then the expected development of the trend 

up to 2026 (the figure in this paper only up to 2020).  

After 2011, the labour supply is affected by three main measures: 

                                                           
5
 The increase in the average activity of persons above 50 can also result from the fact that most of the people 

born between 1940 and 1950 only completed the 8 forms of elementary school, while more of the persons born 

between 1950 and 1960 completed grammar schools or other types of secondary education. Accordingly, in 2000 

much fewer people above 50 had secondary qualifications than in 2010. In theory, fixing the characteristics of 

the group at the 2010 level filters out this effect but more detailed investigation is necessary to establish whether 

there are minor trends behind the unchanged total participation rate that cancel each other out. 
6
 Zoltán Hermann - Júlia Varga: A népesség iskolázottságának előrejelzése 2020-ig, Budapest 

Munkagazdaságtani Füzetek 2012/4;  
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- The gradual increase of the retirement age to 65 years 

- The tightening of the rules for early retirement and disability pensions 

- The possibility for women with 40 years of service to retire 

The MNB paper takes into account all three above-mentioned effects and concludes that the 

increase in the number of active persons will continue in the 2012-2016 period at a more or less 

constant pace, to significantly slow down subsequently. 

 

3. Convergence Programme 2012 (red line) 

The red line shows the actual number of active persons as measured by the CSO for the years up to 

2012 (the MNB trend “smooths” the pattern of this curve) while after 2012 it shows the forecasts of 

the Convergence Programme up to 2016. 

The comparison of the MNB study and the path according to the Convergence Programme reveals 

that for the 2012-2014 period the estimates are not particularly diverging, indeed, the Government’s 

figures are slightly lower, while in 2015 there is suddenly a substantive difference in the opposite 

direction. This is probably attributable to the fact that the Convergence Programme accepts “at face 

value” the Government’s communicated intention that over one hundred thousand beneficiaries will 

effectively lose their benefits and return to the labour market at the end of the three years devoted 

to the review of disability pensions. In agreement with the MNB experts, we see no legislative 

foundation for such an increase in the promulgated laws for the time being. 

Having looked at the factors affecting labour supply, the next question is whether all this will be 

reflected in the actual employment figures of the business sector, that is, whether active persons can 

expect to find jobs. It follows from the general rationale of the market that at a constant level of 

labour demand employment may increase only if the total cost of labour to the employer falls or, if 

labour costs are unchanged, employment may increase if demand for labour increases for some 

other reason. As the problem of low employment affects mostly low-qualification group, the 

reduction of wages close to the minimum wage is effectively prevented by the minimum wage as the 

lower limit.7 This means that the first possibility is effectively unrealistic. The second possibility, at 

least in terms of substantive growth, requires the expansion of the capital stock, i.e., investment in 

excess of depreciation, which even the Convergence Programme does not expect by 2015.8   

The growth of unemployment could be curbed by the Government through expanding public work 

schemes; however, considering that the average benefit of disability pensioners is lower than the 

average wage of public workers, the maintenance of disability benefits may be cheaper for the 

budget than full-time public employment throughout the year. This reinforces our expectation that 

by 2015 the growth in the number of active persons proposed by the Convergence Programme will 

not materialize. 

                                                           
7
 In accordance with the fundamental rules of baseline projections we assumed the nominally fixed level of the 

minimum wage to be constant throughout the horizon. If we take into account the total inflation rate in the 2012-

2015 period (inflation is 17 percent in total), we find that the HUF 93 thousand minimum wage will still be 

higher in 2015 in real terms than the HUF 78 thousand minimum wage effective in 2011. 
8
 According to the estimates of the CSO from 2005 and 2008, the use of fixed capital (effective depreciation) 

was 16.9 and 17.4 percent of GDP, respectively. The maintenance of the capital stock requires at least that rate 

of investment, while the Convergence Programme reckons with lower investment, i.e., the reduction of the 

capital stock. Labour demand could be increased to some extent by the improvement of the business climate 

even in the absence of investment; however, but we do not reckon with such development as it is not supported 

by the facts and not allowed by the rules governing baseline projections. 
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Considering that the fiscal position the Convergence Programme envisages for 2015 relies on the 

important underlying assumption that in that year the number of beneficiaries in the social benefit 

system would drop by more than one hundred thousand, and that the number of active persons as 

well as of persons employed on the market, i.e., taxpayers, would increase by the same magnitude, 

in light of the arguments outlined above we do not consider the fiscal balance of 2015 to be 

substantiated.  

4.2 Will a guarantee by international organisations be sufficient 
We often here these days that all Hungary needs is a guarantee from international organisations. The 

reasoning goes that this would reduce the required yield on Hungarian government securities to such 

a low level that would definitely not endanger the sustainability of fiscal policy. If this were true, then 

loans would not need to be drawn down from international organisations, and no change in 

economic policy would be required as the public debt could be financed from the market. 

The market expects that an agreement with the international organisations would reduce the yield 

required from Hungarian government securities by around 0.75 percentage point. As in the past six 

months the over-one-year interest rates were in the 7.4-8.0 percent band, a yield reduction of 0.75 

percentage point would send the required yield to the 6.7-7.3 percent range. Let us then examine 

whether it is true that interest rates of around 7 percent would no longer jeopardize the 

sustainability of fiscal policy. 

Our answer is clearly no. Below we shall substantiate that claim in three steps. First we shall define 

the concept of an interest rate jeopardizing sustainability, then prove that in the absence of any 

measures, the present interest rate level already threatens sustainability, finally we shall 

demonstrate that the output loss from the present economic policy is so substantial that 

adjustments of practically any magnitude would be unable to move the critical interest rate level 

substantively higher and thus improve sustainability.  

 

First let us then define the concept of the interest rate jeopardizing sustainability. The interest rate 

jeopardizing sustainability cannot be defined in itself, only as a function of the debt ratio, the primary 

fiscal balance and the expected long term growth rate. The lower the current interest rate on 

government securities as compared to the critical level, the more secure the financing. The smaller 

the interest increase sufficient to send the required interest rates above the critical level and thus 

start an unsustainable spiral, the more vulnerable the country.  

The calculation is attached in the Appendix. In summary, the critical interest rate level results as a 

sum of three factors. The first one is the ratio of the primary surplus (fiscal balance net of interest 

expenditures and revenues) and the debt. As the repayment of the principal is made from the 

primary surplus (as the interest expenditures of the budget by definition cover only interest 

payments), the shorter time it would take the state to fully repay its outstanding debt from the 

primary surpluses, the higher the tolerable interest rate. Furthermore, repayment capacity is 

improved if there is economic growth (2nd term in the sum) and inflation (3rd term in the sum) as 

the debt is fixed in nominal terms, while the amount available for repayment increases with nominal 

GDP (all else being equal). Nominal GDP may increase for two reasons. With real growth, the debt 

may be outgrown, with inflation, it can be “inflated away”. The latter solution, however, may work 

only for a short time as inflationary expectations get built into interest rates, and when the maturing 
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government securities are rolled over, higher interest expenditures will be encountered, that is, 

sustainability cannot be improved through inflation for any length of time.  

 

Below, based on this methodology, we shall compare the German, Italian and Hungarian 

convergence and stability programmes for 2011 and 2012.9 We took the estimates for the debt ratio, 

the cyclically adjusted primary balance and potential growth from the programmes. For the long 

term inflation we took the central banks’ inflation target, which is 2 percent for the euro area and 3 

percent for Hungary. The current long term interest rate was taken both in 2011 and 2012 for 11 

May from the website of the European Central Bank10, as in both years these are interest rates from 

after the submission of the convergence programmes, that is, they already incorporate the 

information on the government’s plans.  “Interest headroom” is the difference between the critical 

interest rate and the current long term interest rate as it shows the extent of yield growth above the 

current level the country would be able to bear without entering a financial crisis spiral due to the 

cost of financing its public debt. 

 

Table 3: Comparison of the German, Italian and Hungarian convergence and stability programmes 

 
Note: In the case of Italy, the 2014 figures are used instead of the missing 2015 figures  

 

The table leads to the following conclusions:  

 

1. Based on the comparison of the width of the interest headrooms, the financing position of 

Germany was clearly better already in 2011 and it continued to improve both in itself and in 

particular in comparison with the other two countries. The improvement compared to the 

other countries is partly the effect of a “flight to safety”, that is, the more risky the general 

environment, the more marked the tendency of capital to target lower risk countries; 

consequently, the interest rate required from such countries may decrease despite the 

general rise of risk levels. In recent months Germany has been able to issue its 2-3-year 

government securities at interest rates around 0 percent.  

2. In the case of Italy the calculations underscore the market sentiment that interest rates 

above 7 percent cannot be sustainable; both the market and the political sector saw it as a 

crisis when in November 2011 the interest rate required from Italian government securities 

soared above 7 percent. In this respect the fact that the average interest rate on the 

outstanding public debt was only 4.1 percent played no significant role. 

3. In the past year the interest headroom of Italy narrowed by 0.3 percentage point, but it is 

still close to 2 percent.11 

                                                           
9
 http://ec.europa.eu/economy_finance/economic_governance/sgp/convergence/index_en.htm  

10
 http://www.ecb.int/stats/money/long/html/index.en.html 

11
 The data in the 2011 convergence programme of Italy are to be taken with a pinch of salt as there have been 

repeated transparency issues in connection with the fiscal policy of the previous, Berlusconi government. 

Germany Italy Hungary Germany Italy Hungary Germany Italy Hungary

Debt ratio at beginning of year 79,5 116,1 69,7 77,5 112,3 66,7 78,0 114,5 73,7

cyclically adjusted primary balance 2,5 4,9 2,0 2,5 4,9 1,8 3,0 6,1 2,9

potential GDP growth 1,5 0,8 2,4 1,5 0,8 2,6 1,3 0,4 1,8

long-term inflation 2,0 2,0 3,0 2,0 2,0 3,0 2,0 2,0 3,0

critical interest rate level 6,64 7,02 8,27 6,73 7,16 8,30 7,15 7,73 8,73

current long-term interest rate 3,06 4,76 7,11 3,06 4,76 7,11 1,34 5,78 8,33

interest headroom 3,58 2,26 1,16 3,67 2,40 1,19 5,81 1,95 0,40

In 2011 for 2014 In 2011 for 2015 In 2012 for 2015

http://ec.europa.eu/economy_finance/economic_governance/sgp/convergence/index_en.htm
http://www.ecb.int/stats/money/long/html/index.en.html
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4. In the case of Hungary, a 9 percent interest rate is unsustainable even according to the 

Government; this fits in with the experience that both the market and politicians regarded it 

as a crisis when in January 2012 the interest rate of Hungarian government securities rose 

above 9 percent. In this respect the fact that the average interest rate on the outstanding 

public debt was only 5.1 percent played no significant role. 

5. The interest headroom of Hungary (at barely more than 1 percent) was smaller than that of 

Italy already in 2011, while in the past year it shrank to 0.4 percent even in the opinion of the 

Government. 

6. If the 0.75 percentage point yield reduction market analysts expect from the EU-IMF 

agreement occurs, the interest headroom will merely resume its 2011 level. 

7. In the past year all three countries have improved their fiscal balance in the sense that the 

cyclically adjusted GDP-proportionate balance expected for 2015 has improved in each 

country. However, their cost in terms of the deceleration of long term (potential) growth was 

different.  

 

 

Table 4: Output loss due to the lasting improvement of the primary balance 

as evidenced by the convergence/stability programmes (2011-2012) 

  
 

 

The calculations shown above were based on the official Convergence Programmes of Hungary. 

Unfortunately, the situation is even worse than that. If we substitute our own base scenario into the 

relevant formulae, the debt ratio will be 7 percentage points higher, real GDP growth 0.8 percentage 

point lower, the primary balance 0.8 percentage point worse in 2015 than the corresponding figures 

in the 2012 Convergence Programme.12 This means that in the absence of additional measures, the 

critical interest rate is 6.7 percent, which is below the present interest environment. 

 

As the balance targets set in the convergence programme are not reached in the base scenario, we 

should expect the Government to take additional adjustment measures to improve the primary 

balance.13 

The lasting increase of the primary surplus improves sustainability but if the price to pay is worsening 

growth prospects, sustainability has not been improved after all.  According to the Government’s 

figures, the 1.1 percentage point permanent balance improvement of the past year was achieved at 

the cost of a 0.8 percentage point permanent output loss.  

In our base scenario the fiscal balance is some HUF 450 billion worse than the course outlined in the 

Convergence Programme. The measures the Government intends to take to bridge that gap are not 

                                                           
12

 As explained in the section on the labour market, the Government’s vision for 2015 is extremely optimistic, 

which in itself supports the proposition that the 0.4 percent interest headroom does not exist.   
13

 If we accept the tax increase target figures of the Government published in the Convergence Programme and 

in the submitted Budget Bill, the direct, static effect exceeds 1.5 percent of GDP. 

Germany Italy Hungary

Sustained improvement of primary balance (percent of GDP) 0,5 1,2 1,1

Slowdown of potential growth (percentage point) -0,2 -0,4 -0,8

Conversion rate -0,4 -0,3 -0,7
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yet clear, thus no impact assessment can be performed but the following main measures have been 

mentioned so far: 

- retention of half the bank tax (72 billion) 

- new telecom tax (44 billion) 

- higher tax on insurance companies (52.5 billion) 

- tax on financial transactions (140 billion)14 

- retention of the tax on energy suppliers (“Robin Hood tax”) at twice the current rate (40 

billion) 

- cancellation of reserves 

- excise tax hike 

- raising the balance of discretionary items at a rate above inflation (in the order of HUF 200 

billion, even though there are ever tightening constraints to this because expenditure cuts 

without adequate substantive measures cannot be sound and sustainable)  

 

It is clear that the measures are practically of the same nature as the ones the Government and 

Parliament used to attempt to assure that the 2012 balance target is achieved, therefore a similar 

output loss is to be expected. If the 1.4 percent shortfall from the balance targets as shown in the 

base scenario can be made up only at a conversion rate similar to the past one, then potential 

growth will fall to practically zero and the critical interest rate will drop below the current long term 

interest rate that makes the success of the IMF-EU negotiations the most probable (!). 

   

In three years’ time (after the assumed end of the international agreement) the average interest rate 

of the public debt may still be below the critical level but it will certainly remain in the danger zone. 

And it is in the nature of danger zones that any deterioration of the market sentiment, even 

unconnected to Hungarian economic developments, may temporarily increase the required yields, 

which may tip the scales to launch an unsustainable spiral at any time. 

 

It is no cure if, breaking with what has been communicated by the Government, the state were to 

borrow in euro rather than in Forint because the experience of the past year has shown that in a 

severe crisis the required yield of foreign currency denominated government securities also rises 

practically to the level of Forint security yields. 

 

Naturally, it would be a temporary improvement if the Government were to make use of not only the 

guarantee but also the international credit facility, which is offered much cheaper than the market 

rates, but in the longer term the key to sustainability is improving the conversion rate between the 

fiscal balance and growth, the implementation of adjustment measures to improve potential growth, 

in other words: a turnaround in economic policy. If the nature of balance improving measures does 

not change radically, practically no magnitude of adjustment will improve sustainability to any 

notable extent. 

                                                           
14

 In the case of the transaction tax we disclose the smallest figure because the justification for the higher 

versions was the financing of additional expenditures and revenue shortfalls. 



19 

 

4.3 Some additional aspects of the Convergence Programme of 2012 
We wish to highlight a number of other transparency issues relating to the 2012 Convergence 

Programme based on the content requirements set in the preliminary paper of the European 

Commission15 concerning the national programmes of 2012. 

 

1. The document contains no coherent and unequivocal base scenario that would serve as a 

reference point to compare new measures with. The document practically blurs the adjustment 

programme announced in the spring of 2011 and the Széll Kálmán Plan of spring 2012.16 This has 

the consequence that it envisages such a drop in gross real wages from the base scenario level 

(more than 10 percent) that clearly cannot be explained in light of the measures of the spring 

2012 programme. The absence of a baseline becomes particularly obvious when the Government 

wants to depart from the submitted Convergence Programme in its economic measures (e.g., 

increasing the financial transaction tax from 136 billion to 400 billion, selectively reducing 

employer contributions). 

2. In accordance with the Commission guidelines, the table presenting long term sustainability 

should have stated how much pension payments the Government expects in 2020 from private 

pension fund savings, which would have improved the transparency of the plans of the 

Government concerning pension fund, but the Hungarian document contains no such lines. This 

may possibly, but not definitely, be interpreted as the total elimination of the private pension 

fund system. 

3. The situation has also deteriorated since the 2011 Convergence Programme in terms of long-

term sustainability. As the table below indicates, after the elimination of the bulk of the private 

pension fund system, expenditures increased more than contribution revenues. One important 

cause of this is that persons opting back to the pay-as-you-go pillar have “recovered” the 25 

percent of their pension claims that they had forfeited when they originally transferred into the 

private system (after 1997). 

 

Table 5: Changes in the long term sustainability of the pension system 

 
% of GDP 

 

Thus the elimination of most of the private pension fund system has worsened long term 

sustainability even according to the calculations of the Government. 

 

4. According to the guidelines of the Commission, the Convergence Programme should have 

contained the breakdown of the amount of budgetary expenditures expected for 2015 by 

functional area (Guidelines, p. 21). Transparency would have been improved by such a table on 

                                                           
15

 http://ec.europa.eu/economy_finance/economic_governance/sgp/pdf/coc/code_of_conduct_en.pdf 
16

 CP - 2012, p. 176. 

2020 2030 2040 2060

pension expenditures 8,7 7,8 7,7 7,8

revenue from pensions contributions 8,3 7,7 7,5 7,5

balance -0,4 -0,2 -0,2 -0,3

pension expenditures 10,6 9,8 10,5 12,6

revenue from pensions contributions 9,9 9,9 10 9,9

balance -0,7 0,1 -0,5 -2,7

2011 

Convergence 

Programme.

2012 

Convergence 

Programme.
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expenditures on health care and education, but the official Hungarian document contains no 

such information. The table on long term sustainability discloses the GDP-proportionate amounts 

to be spent on health care and education in 2020 but these are the calculations of the European 

Commission rather than of the Government (accordingly, healthcare, nursing, education and 

other age dependent expenditures will practically remain constant as a proportion of GDP). The 

Hungarian Convergence Programme17 is to some extent in conflict with the Commission’s 

calculations because between 2010 and 2015 social transfers in kind (most of which is education 

and health care) will increase at a rate significantly below GDP growth (at 8 percent in 

aggregate). The expenditure budgets of the Hungarian Government for 2015 would need to be 

known to assess whether the various plans for wage increases, career path models and other 

reforms are substantiated on the financing side.  

 

  

                                                           
17

 CP, p. 210., Table IV.1. 
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1. Annex 1: Key macroeconomic indicators in the base scenario 

 

   

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

NATIONAL ACCOUNTS (current prices, HUF bn)
Nominal GDP 28154 29187 30661 31978 33132

Real GDP (annual % growth) 1,7 -1,0 1,3 1,7 1,0

Household consumption expenditure 14485 15186 15996 16769 17674

Purchased consumption 14290 14981 15780 16543 17436
        purchased consumption (annual % growth) 4,8 4,6 5,8 4,6 6,6
        volume of purchased consumption (annual % real growth) 0,8 -1,2 1,8 1,6 1,9

Collective consumption of government 2761,7 2715,5 2814,2 2901,7 2999,6

Social transfers in kind from government 3136,0 3044,3 3158,3 3241,5 3327,5

Total government consumption at current prices 5897,7 5759,7 5972,5 6143,2 6327,1

Government investment acc. to Nat. Acc. 777,8 786,4 816,3 833,4 853,9

Financial transfers from the government to households 4299,8 4494,9 4494,9 4494,9 4494,9

Import 23905,5 24865,9 27409,5 29433,7 32570,2

Investments of households 1126,5 1261,6 1381,7 1484,2 1484,2

Disposable income of households 15616,6 16541,4 17268,5 17789,3 18446,7

PRICES (annual %)

Inflation rate (CPI) 3,9 5,9 3,6 3,1 3,4

GDP deflator 3,0 4,6 3,7 2,6 2,7

LABOUR MARKET (thousand people)

Number of persons employed in the national economy (LFS, annual average)3 811 947 3 844 149 3 832 592 3 811 084 3 795 611

        of which: Business sector (LFS-budget sector) 3 043 963 3 045 426 3 033 869 3 012 361 2 996 889

                  Budget sector (institutional, technical assumption) 734 556 798 723 798 723 798 723 798 723

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

                 Business sector employment (annual change, %) 1,2 0,0 -0,4 -0,7 -0,5

                 Public sector employment (annual change, %) -4,9 8,7 0,0 0,0 0,0

Number of active persons 4 279 828 4 341 743 4 394 476 4 438 800 4 467 523

Number of unemployed persons in the national economy (annual average) 467 881 497 594 561 884 627 717 671 912

Unemployment rate (LFS) 10,9 11,5 12,8 14,1 15,0

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

Public sector gross average wage (technical assumption) 203 516 197 405 204 580 210 943 218 061

Gross wage and salary bill in the national economy (current prices, HUF million)9752,5 10439,8 10960,0 11412,9 11928,0

Gross wage and salary bill in the national economy (annual growth, %) 1,4 7,0 5,0 4,1 4,5

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

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

Pension indexation rate (annual growth, %) 4,3 4,2 3,6 3,1 3,4

TECHNICAL ASSUMPTIONS

HUF/EUR exchange rate (annual averages) 290,2 287,5 312,4 316,4 323,9

Yield, 3-month benchmark 6,1 7,1 6,6 8,0 7,5

Oil price, HUF/barrel 21215 21661 21810 21883 21980
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2. Annex 2: Changes in mandatory items in the base scenario 

 

Budget item 2011 2012 2013 2014 2015

Payments by economic organisations

Corporate profit tax 316,6 349,1 374,5 397,7 418,3

Fees of financial institutions 9,4 8,1 8,1 8,1 8,1

Special tax on financial institutions 186,5 187,0 0,0 0,0 0,0

Special taxes on certain sectors 156,8 160,6 7,4 0,0 0,0

Company car tax 35,7 36,1 36,6 37,2 37,5

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

Corporate surtax -17,9 0,0 0,0 0,0 0,0

Simplified business tax 172,3 144,1 148,4 152,3 155,6

Eco-taxes 23,5 26,7 27,1 27,5 27,8

Environmental product fee 45,0 47,3 49,3 51,1

Mining rent 111,5 113,9 114,6 115,0 115,5

Gambling tax 51,2 45,3 47,7 50,0 52,7

Other payments 16,1 33,0 34,2 35,3 36,5

Rehabilitation contribution 66,4 67,0 66,8 66,4 66,1

Other centralised revenues (mandatory only!) 22,8 23,0 23,4 23,8 24,3

Consumption related taxes

Value added tax 2 432,0 2 736,5 2 888,0 3 030,9 3 183,0

Excise tax 875,1 890,4 898,3 902,8 908,2

Registration tax 34,5 13,4 14,1 14,7 15,2

Public health product tax 3,3 17,9 18,9 19,8 20,9

Accident tax 27,7 29,1 30,6 32,2

Payments by households

Personal income tax 1 382,9 1 515,8 1 508,5 1 583,1 1 665,3

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

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

Stamp duty payments 75,7 94,6 100,6 104,1 104,6

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

Special tax on private persons rel. to termination of employment 5,5 0,0 0,0 0,0 0,0

Customs duty and sugar industry contribution reimbursement of cost of collection 9,6 9,0 9,9 10,6 11,7

Labour Market Fund

Vocational training contribution 49,2 52,6 55,2 57,5 60,1

Part of health insurance and labour market contribution due to the Labour Market Fund186,6 199,7 209,7 218,4 228,2

Repayment of wage guarantee subsidies 0,8 0,7 0,8 0,9 0,9

National Cultural Fund

Gambling revenue from the 5/90 lottery game 11,3 11,8 12,4 13,0 13,7

Research and Technological Innovation Fund

Innovation contribution 25,2 45,0 47,3 49,3 51,1

Pension Insurance Fund

Employer’s and insured persons’ contribution 2 594,1 2 621,7 2 784,3 2 929,7 3 061,9

Other taxes and contributions (mandatory items only) 22,2 22,8 23,9 24,9 26,0

Health Insurance Fund

Employer’s and insured persons’ contribution 617,6 743,7 780,8 813,0 849,7

Other taxes and contributions (mandatory items only) 17,3 14,3 15,0 15,6 16,3

Healthcare contribution 41,2 101,8 106,8 111,3 116,3

Mandatory revenues total 9 549,6 10 373,0 10 440,4 10 893,2 11 359,5

Budget item 2011 2012 2013 2014 2015

Family benefits, social transfers

Family benefits  (deemed mandatory) 434,7 428,8 424,2 420,7 416,9

Income substitution and supplementary social benefits (deemed mandatory) 30,8 31,0 31,0 31,1 31,1

Contribution to EU budget 233,0 293,6 333,0 355,6 393,6

NBH loss reimbursement 13,6 0,0 3,6 71,9 71,9

LMF

Passive benefits 125,8 65,6 75,4 82,8 88,4

Wage guarantee payments 5,5 5,2 6,1 7,0 7,8

Pension payments 3027,9 3257,7 3314,2 3345,3 3446,2

Health Insurance Fund

Sick pay 61,4 65,7 69,0 71,9 75,1

Childcare benefit 86,6 86,5 90,7 92,6 94,1

Other cash benefits and allowances of the Health Insurance Fund (deemed mandatory, e.g., pregnancy-confinement all.)38,1 43,5 46,4 49,0 51,6

Mandatory expenditures total 4 057,5 4 277,7 4 393,6 4 527,9 4 676,7

Balance of mandatory items 5 492,1 6 095,3 6 046,9 6 365,4 6 682,8

REVENUE SIDE

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

 
 

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

 
 

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

  
Note: the implicit interest rate for 2012-2014 taken from the Convergence Programme 

  

2012 2013 2014 2015

Mandatory items 6095 6047 6365 6683

Discretionary items -5582 -5785 -5965 -6166

Primary balance 513 262 400 516

Interest balance -1235 -1354 -1445 -1499

Balance of the central sub-system -722 -1092 -1045 -983

Balance of the local government system -90 -61 0 0

ESA bridge in the central government 30 0 0 0

General government balance -783 -1153 -1045 -983

Balance target -730 -675 -608 -497

Adjustment required 53 479 437 486

GDP 29187 30661 31978 33132

2012 2013 2014 2015

Mandatory items 20,9% 19,7% 19,9% 20,2%

Discretionary items -19,1% -18,9% -18,7% -18,6%

Primary balance 1,8% 0,9% 1,3% 1,6%

Interest balance -4,2% -4,4% -4,5% -4,5%

Balance of the central sub-system -2,5% -3,6% -3,3% -3,0%

Balance of the local government system -0,3% -0,2% 0,0% 0,0%

ESA bridge in the central government 0,1% 0,0% 0,0% 0,0%

General government balance -2,7% -3,8% -3,3% -3,0%

Balance target -2,5% -2,2% -1,9% -1,5%

Adjustment required 0,2% 1,6% 1,4% 1,5%

2011 2012f 2013f 2014f 2015f

Gross debt of the central government (HUF billion) 21527 22461 23740 24846 25882

Debt of the local government sector (HUF billion) 1165 1165 1165 1165 1165

Nominal GDP 28154 29187 30661 31978 33132

Debt ratio of the general government 80,6% 80,9% 81,2% 81,3% 81,6%

Implicit interest rate 5,25% 5,45% 5,56% 5,56%
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Annex 5: Comparison of the official German and Hungarian growth paths 

 

  

German 

Stability 

Program 

09/02/2010

Hungarian 

Convergence 

Program 

12/02/2010

Hungarian 

Budget Bill 

31/10/2010

German 

Stability 

Program 

27/04/2011

Hungarian 

Convergence 

Program 

15/04/2011

German 

Stability 

Program 

18/04/2012

Hungarian 

Convergence 

Program 

25/04/2012

Baseline 

02/07/2012

2011 2,0 3,7 3,0 1,3 3,1 3,0 1,7 1,7

2012 2,0 3,8 3,5 2,8 3,0 0,7 0,1 -1,0

2013 2,0 3,8 5,0 1,5 3,2 1,6 1,6 1,3

2014 2,0 3,8 5,2 1,5 3,3 1,6 2,5 1,7

2015 2,0 3,8 5,2 1,5 3,5 1,6 2,5 1,0

2010 100,0 100,0 100,0 100,0 100,0 100,0 100,0 100,0

2011 102,0 103,7 103,0 101,3 103,1 103,0 101,7 101,7

2012 104,0 107,6 106,6 104,1 106,2 103,7 101,8 100,7

2013 106,1 111,7 111,9 105,7 109,6 105,4 103,4 102,0

2014 108,2 116,0 117,8 107,3 113,2 107,1 106,0 103,7

2015 110,4 120,4 123,9 108,9 117,2 108,8 108,7 104,7

annual growth rate of real GDP (percent)

real GDP level (2010 = 100)
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5 Appendix: Calculation of the nominal interest rate stabilizing the 

debt ratio 
 

In accordance with the equation determining the development of the level of debt in HUF terms 

 

                        

 

Where D is the nominal value of the debt, i is the nominal interest rate, B is the minimum value of 

the primary balance (surplus), and SF is the resultant of other factors causing changes in stock. 

Consequently, the year-end debt stock is calculated by adding to the opening debt the interest on 

the debt and deducting the amount by which the revenues exceed expenditures in the given year 

(excluding interest payments). In theory, there may be other factors as well (exchange rate changes, 

privatisation, equity purchases, etc.), but these are generally assumed to be zero for the future. 

 

If we disregard the latter factor, that is, we assume in respect of the future no exchange rate change, 

privatisation or any other factor not affecting the fiscal balance but influencing the debt level, the 

GDP proportionate debt ratio is calculated with the reformulation of the above equation: 
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Where Y is the nominal GDP. In this approach, fiscal policy is sustainable if the debt ratio does not 

increase. If the GDP-proportionate variables are indicated with lower case letters, this is conditional 

on 

 

(  
    
  
)
    
  

      

 

In case of a small primary surplus in relation to the debt ratio and low inflation, we can take the 

logarithm of both sides and exploit the fact that if x is close to zero, ln(1+x)~x. 

    
  

            
  

 

Considering that sustainability is not meaningful in the short term, we must use the appropriate 

variables adjusted for cyclical effects (potential and structural). As most of the public debt is 

embodied in over-one-year securities, if the interest rate changes, it takes time for that change to 

affect the entire debt stock. Based on the maturity structure of the Hungarian public debt, most of 

that change occurs in approximately three years.  

In view of this, sustainability is calculated based on the debt ratio expected for the beginning of the 

third year after the analysis is prepared, the cyclically adjusted primary balance, potential growth and 

inflation target forecast for that year. 

   
 ̅   

    
  ̅+ ̅ 
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One possible measure of the sustainability and security of the financing of debt is to compare the 

yield required by the market of long term government securities to the critical interest rate level 

calculated above (  
 ).  

    
    

  

To take a specific example, the critical interest rate for Germany is somewhat lower than for Italy but 

the current market interest rate of Italian government securities is very close to the critical level 

while German government securities are taken up at interest rates close to zero. The interest 

headroom for Italy is less than 2 percent, and for Germany, almost 6 percent. 


