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

worked to a large extent on a voluntary basis and, unless indicated otherwise in the Methodological 

Appendices of more recent projections, relying on methodologies developed by the Office of the 

Fiscal Council, which was disbanded at the end of 2010. 

 

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

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

legislation promulgated by 10 December 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 

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

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

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

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

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

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

officially promulgated.  
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1 Summary  
 

In our medium term macro-fiscal scenario a recession is to be expected in 2013; moreover, the 

average GDP growth rate will be only 0.4 percent for the entire 2013-2016 period. Household 

consumption will decline by 1.1 percent in 2013 and by 1.7 percent in aggregate between 2013 and 

2016. Investments will pick up slightly over the extremely low base, mainly because of the targeted 

social contribution rate cuts, while growth will continue to be driven mostly by exports, the 

expansion of which will slow down. 

Inflation will fall from the high level of around 5 percent, induced by the consumption tax hikes 

entering into force in 2013, to around 3 percent from 2014 on, assuming that no more tax increases 

are implemented. The exchange rate will weaken slightly with interest rates declining gradually. 

In the labour market, employment growth will come to a halt and the number of persons employed 

in the private sector will not exceed the year 2011 level even in 2016. Unless measures are taken, the 

unemployment rate will reach 13.1 percent by 2015, with a slow decrease starting only in 2016. 

It is no longer obvious that the 2012 deficit will remain below 3 percent even though appropriate 

government measures could still assure that outcome. The achievement of the deficit target in 2013 

would require the cancellation of all the budgeted reserves as well as additional balance improving 

measures of HUF 30 billion, while in 2014 there is another close to 1.6 percent gap between the 

forecast and the official fiscal deficit to GDP ratio target. If reserves are cancelled, the debt ratio will 

continue falling in 2013 but it will resume its growth path in 2014. All this means that fiscal policy has 

still not been steered onto a sustainable path, with additional measures in excess of 1 percent of GDP 

required even to stabilise the debt ratio. 
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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 10 December 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.  
 

After the 1.5 percent recession expected for 2012, we forecast the continuation of recession for 

2013. In the 2013-2016 period the average GDP growth rate will be only 0.4 percent while the real 

consumption of households will decline at a similar rate. Investments will pick up slightly over the 

extremely low base while growth will continue to be driven only by exports, the expansion of which 

will slow down. 

 

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

 

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

where the table contains annual average levels. 

 

Inflation will fall from the high level of around 5 percent, induced by the consumption tax hikes 

entering into force in 2013, to around 3 percent from 2014 on, assuming that no more tax increases 

are implemented. The exchange rate will weaken slightly with interest rates declining gradually. 

In the labour market, employment growth will effectively come to a halt, and the number of persons 

employed in the private sector will not rise above the year 2011 level until 2016 (3077 thousand 

persons). Unless measures are taken, the unemployment rate will reach 13.1 percent by 2015. 

3 Changes in budget items 
On the whole, the fiscal balance will not exceed 3 percent of GDP in 2013 only if the Government 

refrains from spending HUF 460 billion of the HUF 500 billion reserve featured in the Budget Act. If 

the 2.7 percent target is to be met, the blocking of the entire HUF 500 billion reserve plus HUF 30 

2012f 2013f 2014f 2015f 2016f

GDP -1,5 -0,2 0,6 0,4 0,8

Purchased consumption -1,2 -1,1 -0,9 0,0 0,3

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

Actual final consumption of government -6,8 -3,1 0,2 0,4 0,3

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

Export 5,6 6,0 6,4 6,6 6,6

Import 4,3 6,0 6,9 8,2 8,2

Consumer price index 5,9 5,1 3,5 2,6 1,8

Private sector - average gross real wage -0,5 1,0 -0,3 0,8 0,6

Private sector employee no. -0,3 0,1 -0,1 0,0 0,3

Employee no. in national economy 1,5 0,6 -0,1 0,0 0,2

Unemployment rate 10,9 11,4 12,5 13,1 13,0

HUF/EUR exchange rate (average) 289,1 284,8 294,2 294,0 291,5

Three-month interest rate 7,1 6,4 5,7 4,5 4,2



6 

 

billion worth of additional balance improving measures are required. If this happens, in 2014 another 

1.1 percent adjustment will be called for to maintain the deficit/GDP ratio at the year 2013 level, and 

yet another 0.5 percent to reduce the deficit to the 2.2 percent level proposed for 2014 in the 

current Convergence Programme. 

Mandatory items 
In respect of mandatory items, important negative data have come to light in the past month. The 

increase of the time limit available for the VAT reimbursement to 75 days means that the 

reimbursement figure of October in effect reflects the economic trends of the first half of the year. 

This figure exceeds the average of previous months by some HUF 70 billion, which indicates a 

problem of twice the current size when projected to the entire year. According to the figures of the 

HCSO, the decline of consumption, which is the basis of net VAT revenues, accelerated to 3.9 percent 

in Q3. As a result, it is no longer obvious that the 2012 deficit will remain below 3 percent, though 

appropriate government measures could still assure that outcome.  

The GDP proportionate balance of mandatory items shows a deterioration of 0.9 percentage point 

between 2013 and 2014. This is attributable to four key factors. The largest item is the 

reimbursement for the year 2013 loss of the MNB; our calculations show this to be HUF 130 billion 

higher than the amount payable in 2013 on account of the loss made in 2012. The sharp rise in this 

budgetary expenditure is in part attributable to the fact that some of the 2012 loss is covered by the 

accumulated retained earnings of the central bank; however, as that reserve will be depleted in 

2013, the entire loss of 2013 will have to be covered by the government. Furthermore, while in 2012 

the MNB realized exchange rate gains on the early repayment of foreign currency loans, no such 

effect is expected for 2013. 

The second reason for the deterioration of the balance of mandatory items is the growth rate of 

labour tax revenues (social contributions, small business tax (KIVA), PIT) lagging behind the rate of 

nominal GDP growth due to the decrease of real wages. 

The third reason is partly technical in nature: in accordance with the rules applicable to baseline 

projections, we did not reckon with the taxes set in nominal terms (mainly the excise tax but also the 

ceiling on the transaction tax, the telecom tax, the itemized tax of small businesses (KATA) and the 

public utility tax) being valorised by the legislator. 

The fourth factor is the increase of pension expenditures in proportion with GDP growth, which 

mainly reflects the gradual retirement of women with 40 years of service. 

In the case of payments to the EU, information from the ministry indicates that repayment in the 

order of HUF 40 billion is to be expected in December 2012. 

Balance of discretionary items 
For the calculation of the discretionary balance of 2012 we took into account the decisions set out in 

Government Resolution No. 1428/2012 on the blocking of reserves, and we assumed no change in 

the stock of unspent appropriations from the level at the start of the year. For the calculation of the 

ESA’95 general government balance we accepted the HUF 22 billion aggregate deficit of local 

governments (though we consider this to be a risk). In the so-called ESA bridge, which causes the 

discrepancy between the cash based and accruals based balances, we took into account the accruals 

based figures of tax revenues and interest expenditures as well as the government bond issues due 

to the early repayment of foreign currency loans, the profits of enterprises classified in the 

government sector, the government surety provided to the loss-making MÁV, the payments made 
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pursuant to the Gripen contracts and the yields achieved on the Pension Reform and Debt Reduction 

Fund. 

From 2013 on we calculated the balance of discretionary items based on the motions for amendment 

in the final round of voting on the Budget Act, then, in accordance with the principles of baseline 

projection, we fixed its value in real terms (indexed it with inflation) for the 2014-2016 period. If 

budget acts of later years require that nominal expenditures increase at a rate below inflation, the 

budget balance would improve over the base scenario outlined here. 

The balance of discretionary items to GDP ratio will deteriorate by 0.4 percentage point between 

2013 and 2014 because the overall level of inflation (used for indexing the balance of discretionary 

items) is higher than the rate of nominal GDP growth.  

Interests and public debt 
By end-2012 the debt ratio is expected to fall by several percentage points from the end-2011 level. 

This is attributable to two factors: on the one hand the foreign currency debt, which represents 42 

percent of the total debt, has been declining in Forint terms because of the weakening of the 

exchange rate since the end of 2011. This explains a decrease of approximately 2.3 percentage 

points. As the second factor, the close to 6 percent inflation increases nominal GDP but not the 

nominal value of the debt. This is generally known as inflating the debt away. A similar effect is to be 

expected again in 2013 because of the high inflation rate. 

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. Within this, we assumed that in 2013 the Government would not issue substantive amounts of 

foreign currency bonds while it would maintain the foreign currency deposits held with the central 

bank. The Government will use the foreign currency deposits in 2014 and start issuing foreign 

currency bonds in 2015. As a result, the GDP-proportionate net interest expenditure will temporarily 

stabilize around 3.6 percent of GDP but it sill start rising again towards the end of the projection 

horizon. 
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1. Annex 1: Key macroeconomic indicators in the baseline scenario 

 

 

2012 (f) 2013 (f) 2014 (f) 2015 (f) 2016 (f)

NATIONAL ACCOUNTS (current prices, HUF bn)
Nominal GDP 28897 30356 31057 31621 32200

Real GDP (annual % growth) -1,5 -0,2 0,6 0,4 0,8

Household consumption expenditure 14788 15372 15775 16173 16510

Purchased consumption 15133 15731 16138 16547 16892
        purchased consumption (annual % growth) 4,6 4,0 2,6 2,5 2,1
        volume of purchased consumption (annual % real growth) -1,2 -1,1 -0,9 0,0 0,3

Collective consumption of government 2710,4 2702,3 2801,1 2891,4 2956,2

Social transfers in kind from government 3011,6 3120,0 3260,3 3381,7 3481,1

Total government consumption at current prices 5722,1 5822,4 6061,4 6273,1 6437,4

Government investment acc. to Nat. Acc. 876,7 921,3 965,5 988,4 1005,3

Financial transfers from the government to households 4503,3 4727,5 4879,3 4950,2 5059,4

Import 24911,2 25147,5 26359,3 28187,8 29399,5

Investments of households 857,5 826,1 867,6 905,8 924,7

Disposable income of households 16063,3 17186,6 17876,4 18285,7 18715,0

PRICES (annual %)

Inflation rate (CPI) 5,9 5,1 3,5 2,6 1,8

GDP deflator 2,5 5,2 1,7 1,4 1,1

Consumption expenditure deflator 4,2 5,1 3,5 2,6 1,8

Government consumption deflator 3,0 2,8 3,4 2,8 1,9

Social transfers in k ind from government deflator 5,9 5,1 3,5 2,6 1,8

Investment deflator 0,9 5,1 4,8 2,4 1,7

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

Import deflator 3,8 -2,4 3,2 0,0 -0,8

LABOUR MARKET (thousand people)

Number of persons employed in the national economy (LFS, annual average) 3 867 911 3 891 892 3 889 331 3 887 918 3 896 172

        of which: Business sector (LFS-budget sector) 3 069 188 3 072 245 3 069 684 3 068 270 3 076 525

                  Budget sector (institutional, technical assumption) 798 723 819 648 819 648 819 648 819 648

Number of persons employed in the national economy (annual change %) 1,5 0,6 -0,1 0,0 0,2

                 Business sector employment (annual change, %) -0,3 0,1 -0,1 0,0 0,3

                 Public sector employment (annual change, %) 8,7 2,6 0,0 0,0 0,0

Number of active persons 4 341 743 4 394 476 4 447 459 4 474 466 4 480 644

Number of unemployed persons in the national economy (annual average) 473 832 502 584 558 128 586 548 584 472

Unemployment rate (LFS) 10,9 11,4 12,5 13,1 13,0

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

Public sector gross average wage (technical assumption) 197 007 201 746 207 765 214 245 218 945

Gross wage and salary bill in the national economy (current prices, HUF million) 10522,7 11156,9 11501,9 11877,1 12179,2

Gross wage and salary bill in the national economy (annual growth, %) 5,1 6,0 3,1 3,3 2,5

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

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

Pension indexation rate (annual growth, %) 5,8 5,2 3,5 2,6 1,8

TECHNICAL ASSUMPTIONS

HUF/EUR exchange rate (annual averages) 289,1 284,8 294,2 294,0 291,5

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

Oil price, HUF/barrel 22924 22609 23507 23583 23444
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2. Annex 2: Changes in mandatory items in the base scenario 

 

 
 

 

 

 

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

Budget item 2012 2013 2014 2015 2016

Payments by economic organisations

Corporate profit tax 303,7 272,9 275,1 274,3 273,7

Fees of financial institutions 9,0 37,4 30,0 24,0 19,2

Special tax on financial institutions 73,2 144,0 147,3 150,0 152,7

Part of financial transaction tax payable by financial service providers 223,4 227,0 229,8 232,8

Insurance tax 29,4 28,7 28,6 28,7

Telecommunications tax 12,0 35,5 35,5 35,5 35,5

Special taxes on certain sectors 163,7 3,3 0,0 0,0 0,0

Company car tax 32,3 34,0 33,5 33,0 32,5

Income tax of energy suppliers 9,3 56,6 57,3 58,3 59,4

Simplified business tax 145,5 13,0 11,4 11,6 11,8

Small business tax (KIVA) 244,2 272,6 277,5 282,6

Itemized tax of small businesses (KATA) 122,6 136,5 139,1 141,6

Energy tax 17,2 18,0 18,5 18,8 19,2

Environmental load charge 7,3 7,3 7,3 7,4 7,4

Environmental product fee 51,2 51,1 51,4 51,6 52,0

Mining rent 109,1 106,5 110,1 110,9 110,3

Innovation contribution 32,5 34,2 35,1 35,8 36,4

Other payments 33,0 34,7 35,5 36,1 36,8

Other centralised revenues (mandatory only!) 43,4 52,1 52,2 52,5 52,8

Consumption related taxes

Value added tax 2 789,1 2 987,3 3 000,2 3 060,3 3 128,5

Excise tax 931,0 969,0 979,7 982,3 990,4

Gambling tax 55,2 29,8 30,7 31,4 32,1

Gambling revenue from the 5/90 lottery game 13,7 14,4 14,8 15,2 15,5

Registration tax 13,4 12,5 12,9 13,2 13,8

Vehicle tax 24,6 40,9 40,3 39,7 39,2

Public health product tax 19,8 19,9 19,8 19,7 19,8

Accident tax 25,4 27,3 28,0 28,7 29,3

Payments by households

Personal income tax (PIT) (incl. special tax and local government portion) 1 548,1 1 548,5 1 586,7 1 613,9 1 650,9

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

Stamp duty payments 99,7 100,8 97,4 93,5 91,9

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

Customs duty and sugar industry contribution reimbursement of cost of collection 9,6 9,7 10,2 10,8 11,3

Taxes on labour

Employer’s and insured persons’ contribution (PFund, HFund and LMF) and per capita health contribution 3 626,7 3 282,3 3 338,9 3 447,3 3 537,1

Rehabilitation contribution 63,4 62,0 62,0 61,9 62,1

Vocational training contribution 72,7 64,1 65,2 67,4 69,1

SS funds and other mandatory contribution revenues 39,0 21,1 21,8 22,5 23,1

Repayment of wage guarantee subsidies 0,8 0,9 1,0 1,1 1,2

Mandatory revenues total 10 374,8 10 710,7 10 874,6 11 083,9 11 301,0

Budget item 2012 2013 2014 2015 2016

Pension payments 3279,0 3457,0 3575,9 3620,4 3716,5

Family benefits

Family allowance 344,9 346,4 344,0 341,9 340,8

   Maternity benefit 5,6 5,6 5,7 5,7 5,6

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

   Pregnancy-confinement all. 39,0 41,0 42,0 43,2 43,9

   Child care benefit 86,0 93,6 94,1 94,7 94,9

   Child care allowance 61,5 61,1 61,5 61,1 60,8

   Child raising support 13,0 13,1 13,2 13,2 13,2

Social transfers

Passive benefits 61,1 65,7 75,0 81,7 83,7

Wage guarantee payments 6,4 6,8 7,9 8,6 8,9

Sick pay 56,0 58,7 60,6 62,6 64,2

Benefits to blind and disabled persons 30,5 30,5 31,6 32,5 33,1

Other mandatory expenditures

Contribution to EU budget 248,4 269,8 282,4 303,4 290,4

NBH loss reimbursement 0,0 32,5 158,4 130,1 80,9

Mandatory expenditures total 4 233,3 4 483,8 4 754,4 4 801,1 4 839,1

Balance of mandatory items 6 141,5 6 226,9 6 120,2 6 282,8 6 461,9

REVENUE SIDE

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

 
 

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

 

 
 

2012 2013 2014 2015 2016

Mandatory items 6142 6287 6180 6343 6522

Discretionary items -5759 -6394 -6676 -6899 -7078

Primary balance 383 -107 -496 -556 -556

Interest balance -1065 -1087 -1118 -1200 -1362

Balance of the central sub-system -683 -1194 -1614 -1756 -1918

Balance of the local government system -22 -60 0 0 0

ESA bridge in the central government -205 -77 -80 -40 -84

General government balance -910 -1331 -1694 -1796 -2002

Balance target -780 -820 -683 -474 -483

Adjustment required 129 512 1011 1322 1519

GDP 28897 30356 31057 31621 32200

2012 2013 2014 2015 2016

Mandatory items 21,3% 20,7% 19,9% 20,1% 20,3%

Discretionary items -19,9% -21,1% -21,5% -21,8% -22,0%

Primary balance 1,3% -0,4% -1,6% -1,8% -1,7%

Interest balance -3,7% -3,6% -3,6% -3,8% -4,2%

Balance of the central sub-system -2,4% -3,9% -5,2% -5,6% -6,0%

Balance of the local government system -0,1% -0,2% 0,0% 0,0% 0,0%

ESA bridge in the central government -0,7% -0,3% -0,3% -0,1% -0,3%

General government balance -3,1% -4,4% -5,5% -5,7% -6,2%

Balance target -2,7% -2,7% -2,2% -1,5% -1,5%

Adjustment required 0,4% 1,7% 3,3% 4,2% 4,7%

2012 2013 2014 2015 2015

Gross debt of the central government (HUF billion) 20626 21761 22913 24711 26617

Debt of the local government sector (HUF billion) 1187 1247 1247 1247 1247

Nominal GDP 28897 30356 31057 31621 32200

Debt ratio of the general government 75,5% 75,8% 77,8% 82,1% 86,5%

Implicit interest rate 4,85% 5,22% 5,52% 5,44% 5,85%


