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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 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 30 January 2013. 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. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The publication was sponsored by the Haza és Haladás Közpolitikai Alapítvány (Patriotism and 

Progress Public Policy Foundation). 



3 

 

Table of Contents 

 

1 Summary.......................................................................................................................................... 4 

2 Analysis of macroeconomic developments ..................................................................................... 6 

3 Changes in budget items ................................................................................................................. 7 

Mandatory items ................................................................................................................................. 8 

Balance of discretionary items ............................................................................................................ 8 

Interests and public debt................................................................................................................... 10 

 



4 

 

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 2 percent in aggregate between 2013 and 

2016. Due to the very limited success of the social contribution rate cut programme and the 

detrimental effect of the utility price reduction on investment in the utility sector we no longer 

assume even a slight upturn in investment. Even though we expect a minor increase in nominal 

wages because of the non-implementation of a significant part of the contribution rate cut 

programme, the decline in the price index attributable to the utility rate cuts will offset the effects of 

these factors on real wages. It is mostly because of these two factors that we continue to expect 

consumption to decline by around 1 percent. The only component that has a positive contribution to 

growth is export; however, because of the high import ratio, net exports can only partially offset the 

negative effects of domestic demand factors. 

The effect of the consumption tax rate hikes that enter into force in 2013 will be conducive to a 

higher inflation rate but this is partly offset by the rate reduction of utility services with regulated 

prices (‘utility rate cuts’) The above factors in combination have an effect of approximately 4.1 

percent, excluding other comparable measures already announced but not yet promulgated in law. 

In the absence of demand growth, the consumer price index will fall below 3 percent from 2014 on 

despite falling interest rates. The euro exchange rate would be around HUF 283 as an annual average 

in 2013, assuming away all non-economic factors. 

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

employed in the private sector will increase by approximately 10 thousand in aggregate until 2016. 

Unless measures are taken, the reported unemployment rate will stabilise around 11 percent. 

Of the factors affecting the budget, the outlook for consumption tax revenues has clearly worsened, 

whereas the financing cost of the public debt has decreased. The partial failure of social contribution 

rate reduction measures is unfavourable for growth and employment but advantageous for the 

short-term fiscal balance. 

We estimate the Maastricht deficit for 2012 to be between the 2.7 percent target and the 3 percent 

threshold as long as the deficit of local governments and the losses of state-owned companies do not 

exceed the levels assumed by the Government in the October EDP Report.  

On the whole, the fiscal balance would not exceed 3 percent of GDP in 2013 only if the Government 

refrained from spending HUF 350 billion of the reserve built into the Budget Act. If the 2.7 percent 

target is to be met, HUF 90 billion worth of additional reserves would need to be blocked, which 

necessitates HUF 40 billion of the general reserves to be blocked as well. If this were to happen, 

another 0.5 percent adjustment would be called for in 2014 to reduce the deficit to the 2.2 percent 

level proposed for that year in the current Convergence Programme. We should emphasise that this 

projection would be valid only if no additional risks or promises not reflected in the Budget Act were 

to be reckoned with. 

Relative to our projection of December 2012, revenue prospects have been worsened by the 

deterioration of macroeconomic indicators while the revenue reducing effects of the social 

contribution rate reduction programme that entered into force in January have been mitigated by 
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the considerably lower-than-envisaged take-up of the programme while interest expenditures have 

been reduced by HUF interest rates declining more persistently than expected. 
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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 GDP will remain practically stagnant while the real consumption of 

households will decline by 2 percent in aggregate. Even a modest investment growth over the 

extremely low base is still to come as the contribution rate cut programme meant to improve the 

situation of small enterprises has not proved successful so far. Due to the partial failure of the social 

contribution rate cut programme and the detrimental effect of the utility price reduction on 

investment in the utility sector we no longer assume even a slight upturn in investment. Even though 

we expect a minor increase in nominal wages because of the non-implementation of a significant 

part of the contribution rate cut programme, the decline in the price index attributable to the utility 

rate cuts will offset the effects of these factors on real wages. It is mostly because of these two 

factors that we continue to expect consumption to decline by around 1 percent. The only component 

that has a positive contribution to growth is export; however, because of the high import ratio, net 

exports can only partially offset the negative effects of domestic demand factors. 

 

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. 

 

The effect of the consumption tax rate hikes that enter into force in 2013 will be conducive to a 

higher inflation rate but this is partly offset by the rate reduction of utility services with regulated 

prices (‘utility rate cuts’) The above factors in combination have an effect of approximately 4.1 

percent, excluding other comparable measures already announced but not yet promulgated in law. 

In the absence of demand growth, the consumer price index will fall below 3 percent from 2014 on 

2011 2012f 2013f 2014f 2015f 2016f

GDP 1,7 -1,5 -0,5 0,0 0,1 0,3

Purchased consumption 0,5 -1,2 -1,1 -0,7 -0,3 0,0

Social transfers in kind -4,8 -4,4 -1,4 0,0 0,0 0,0

Actual final consumption of government -0,3 -1,8 -0,8 0,0 0,0 0,0

Gross fixed capital formation -3,6 -4,3 -0,1 0,1 0,8 1,1

Export 6,3 4,2 4,0 4,8 5,2 5,3

Import 5,0 3,6 3,8 4,6 5,4 5,5

Consumer price index 3,8 5,7 4,1 2,8 2,4 2,3

Private sector - average gross real wage 1,5 -0,3 -0,1 -2,3 -0,4 -0,5

Private sector employee no. 2,3 1,6 -0,1 0,2 0,0 0,2

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

Unemployment rate 10,9 10,9 10,8 11,0 11,2 11,2

HUF/EUR exchange rate 279,3 289,1 283,9 293,3 295,4 290,4

Three-month interest rate 6,1 7,1 5,5 4,8 4,4 4,3
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despite falling interest rates. The euro exchange rate would be around HUF 283 as an annual average 

in 2013, assuming away all non-economic factors. The exchange rate will also weaken slightly in 2014 

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 increase by approximately 10 thousand in aggregate until 2016. 

Unless measures are taken, the reported unemployment rate will stabilise around 11 percent.1 

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

could comply with the overall discretionary items figures in the approved Budget Act and refrained 

from spending HUF 35 

                                                           
1
 Naturally, persons working abroad are not considered in the official unemployment rate but they are included 

in one of the indicators measuring employment (LFS). 
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0 billion of the reserve built into the budget. If the 2.7 percent target is to be met, HUF 90 billion 

worth of additional reserves would need to be blocked. If this were to happen, in 2014 another 0.4 

percent adjustment would be called for to reduce the deficit to the 2.2 percent level proposed for 

2014 in the current Convergence Programme. We should emphasise that this projection would be 

valid only if no additional risks or promises not reflected in the Budget Act were to be reckoned with. 

We have prepared a separate study on these factors. 

We estimate the Maastricht deficit for 2012 to be between the 2.7 percent target and the 3 percent 

threshold as long as the deficit of local governments and the losses of state-owned companies do not 

exceed the levels assumed by the Government in the October EDP Report. 

Mandatory items 
In respect of mandatory items, the negative trends in consumption tax revenues that we discussed in 

our December projection have strengthened in the past month. On the other hand, the limited 

uptake of the social contribution rate cut programme that was to promote job creation and growth 

will improve the fiscal balance in the short term.  

The GDP proportionate balance of mandatory items shows a deterioration of 0.5 percentage point 

between 2013 and 2014; the largest item within this is the reimbursement for the year 2013 loss of 

the MNB, which our calculation show to be HUF 120 billion. The appearance of this budgetary 

expenditure is in part attributable to the fact that the 2012 loss is covered by the accumulated 

retained earnings of the central bank while that reserve will be depleted in 2013, consequently, the 

loss that is to be expected in 2013 unless measures are taken 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 similar item 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 reasons 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. 

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 

pursuant to the Gripen contracts and the yields achieved on the Pension Reform and Debt Reduction 

Fund. 
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For the calculation of the 2013 balance of discretionary items we started from the Act as adopted 

and adjusted it for three items: 

 

Pharmaceutical subsidy budget 

In 2012 the balance of the pharmaceutical subsidy budget turned out to be HUF 15 billion worse than 

budgeted. HUF 10 billion of the shortfall is attributable to the fact that, pursuant to a decision 

adopted on 27 December 2012, Hungarian pharmaceutical producers were allowed to deduct some 

of their R&D expenditures from their payments to be made. As the budgeted figures for 2013 contain 

HUF 35 billion less expenditures and HUF 26 billion less revenues than the actual figures for 2012, we 

accept the assumption that the HUF 5 billion balance deterioration of 2012 that had not been 

planned will not be repeated in 2013; nevertheless, we have incorporated the HUF 10 billion drop in 

producer payments.  

 
 

Higher transfers to district heating companies 

The government intends to compensate local government owned district heating companies for the 

rate cut required by the government from the 1.2 HUF/kWh charge that consumers have been billed 

for years under the heading of ‘financial support for restructuring cogeneration’. As this revenue has 

been a stable HUF 42-43 billion a year, in reality there is no funding available for increasing the 

transfers to district heating providers by HUF 10 billion to HUF 52 billion.2 

 

Co-financing of EU funds 

Following the fiscal adjustments announced in October 2012, the sums included in the EU projects 

chapter of the budget were reduced from HUF 1535 billion to HUF 1390 billion. Within this, the 

funding provided by the Government declined by some HUF 38 billion from HUF 165.4 billion to HUF 

127.6 billion. As part of the EU-IMF agreement that was on the agenda at the time, the Government 

would have provided 5 % rather than 15 % own funds, which was incorporated in the Budget Bill in 

                                                           
2
 Universal service prices from 1 January 2013, Hungarian Energy Office, URL: 

http://www.eh.gov.hu/gcpdocs/68/Prices%20in%20universal%20service%20Jan%202013.xlsx and HCSO: 3.8.2. Energy balance (1990-), 

URL: http://www.ksh.hu/docs/eng/xstadat/xstadat_annual/i_qe001.html 

budgeted actual submitted approved FRIB

Pharmaceutical subsidy expenditure 219,0 296,0 158,0 221,0 221,0

Expenditures for special procurement of pharmaceuticals10,0 10,0 10,0 10,0 10,0

Specific reserve for pharmaceutical subsidies 43,0 0,0 30,0 49,0 49,0

Expenditures for pharmaceutical subsidies granted on the basis of equity3,0 6,5 0,0 0,0 0,0

Compensation for pharmacies under the generic programme2,7 2,7 0,0 0,0 0,0

Total expenditure 277,7 315,2 198,0 280,0 280,0

Contractual payments by pharmaceutical 

producers and distributors 16,0 18,4 9,0 9,0 9,0

Payments by pharmaceutical producers 

and distributors to assure continuity of 

supply and other payments 36,0 56,6 21,0 40,0 30,0

Total revenue 52,0 75,0 30,0 49,0 39,0

Balance 225,7 240,2 168,0 231,0 241,0

of which: Estimated effect of deduction for R&D -10 0 0 -10

2012 2013

http://www.eh.gov.hu/gcpdocs/51/ESZ%20%C3%A1rak%202013%20janu%C3%A1rt%C3%B3l.xlsx
http://www.ksh.hu/docs/hun/xstadat/xstadat_eves/i_qe002.html
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the form of a motion for amendment before the final vote. In the absence of an agreement, 

however, we reckon with the own funding part to remain unchanged, which means that the 

Hungarian own funds need to be increased by a sum in the order of HUF 20 billion to be able to call 

down the available EU funds. 

 

These three items in aggregate worsen the balance by HUF 40 billion. In accordance with the 

principles of baseline projection, we fixed the value expected for 2013 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 fiscal balance may improve over the base scenario outlined 

here. 

The balance of discretionary items to GDP ratio will deteriorate by 0.1 percentage point a year due to 

the different growth rates of nominal GDP and consumer prices. 

Interests and public debt 
By end-2012 the debt ratio of the government sector is likely to have fallen 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, declined in forint terms because of the 

weakening of the exchange rate by 6 percent since the end of 2011. On the other hand, the implicit 

interest rate of the public debt (5.1 percent) was below the rate of inflation (5.7%). No similar effect 

is to be expected in 2013 even though HUF interest rates have declined significantly in recent 

months. 

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. In particular, we assumed that future interest rates will develop in line with the yield curve of 

January 2013 and that in 2013 the Government will not issue FX bonds to non-residents other than 

the bond issue of USD 3.25 billion on 12 February while it maintains its foreign exchange deposits in 

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

foreign currency bonds again in 2015. As a result, net interest expenditures as a proportion of GDP 

will start rising again after the substantial decline expected for 2013. 
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Annex 1: Key macroeconomic indicators in the baseline scenario 

 

2011 2012f 2013f 2014f 2015f 2016f

NATIONAL ACCOUNTS (current prices, HUF bn)
Nominal GDP 27886 28897 29753 30464 31107 31518

Real GDP (annual % growth) 1,7 -1,5 -0,5 0,0 0,1 0,3

Household consumption expenditure 14360 14995 15446 15767 16104 16477

Purchased consumption 14356 14990 15441 15762 16099 16472
        purchased consumption (annual % growth) 4,3 4,4 3,0 2,1 2,1 2,3
        volume of purchased consumption (annual % real growth) 0,5 -1,2 -1,1 -0,7 -0,3 0,0

Collective consumption of government 2823,0 2855,4 2957,1 3060,9 3159,5 3221,7

Social transfers in kind from government 2974,8 3005,9 3086,0 3173,0 3249,2 3323,6

Total government consumption at current prices 5797,8 5861,3 6043,1 6233,9 6408,6 6545,3

Government investment acc. to Nat. Acc. 847,6 876,7 912,6 938,4 960,9 982,9

Financial transfers from the government to households 4311,3 4507,0 4713,5 4787,3 4841,6 4952,1

Import 23601,1 25145,2 25638,6 27695,1 29400,8 30505,2

Investments of households 800,0 857,5 863,9 897,6 920,4 940,6

Disposable income of households 15888,3 16127,9 16643,1 17003,6 17304,7 17579,4

PRICES (annual %)

Inflation rate (CPI) 3,8 5,7 4,1 2,8 2,4 2,3

GDP deflator 3,1 6,0 3,5 2,4 2,0 1,1

Consumption expenditure deflator 4,6 5,7 4,1 2,8 2,4 2,3

Government consumption deflator 0,0 3,0 4,4 3,5 3,2 2,0

Social transfers in k ind from government deflator 3,8 5,7 4,1 2,8 2,4 2,3

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

Export deflator 3,5 4,1 -1,8 3,3 0,7 -1,7

Import deflator 5,1 2,9 -1,8 3,3 0,7 -1,7

LABOUR MARKET (thousand people)

Number of persons employed in the national economy (LFS, annual average) 3 811,9 3 877,9 3 891,3 3 896,7 3 897,3 3 902,0

        of which: Business sector (LFS-budget sector) 3 077,4 3 126,0 3 124,4 3 129,8 3 130,4 3 135,1

                  Budget sector (institutional, technical assumption) 734,6 751,8 766,8 766,8 766,8 766,8

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

                 Business sector employment (annual change, %) 2,3 1,6 -0,1 0,2 0,0 0,2

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

Number of active persons 4 279,8 4 353,4 4 360,8 4 378,3 4 387,0 4 393,1

Number of unemployed persons in the national economy (annual average) 467,9 475,6 469,6 481,6 489,8 491,1

Unemployment rate (LFS) 10,9 10,9 10,8 11,0 11,2 11,2

Business sector gross nominal average wage (annual growth, %) 5,4 5,4 4,0 0,4 2,0 1,8

Public sector gross average wage (technical assumption) 203 516 197 007 201 069 201 898 205 989 209 616

Gross wage and salary bill in the national economy (current prices, HUF million)10 011 10 543 10 964 11 024 11 250 11 462

Gross wage and salary bill in the national economy (annual growth, %) 2,8 5,3 4,0 0,6 2,0 1,9

“HCSO headcount and earnings” gross wage (annual growth, %) 5,2 0,7 3,6 0,4 2,0 1,8

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

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

TECHNICAL ASSUMPTIONS

HUF/EUR exchange rate (annual averages) 279,3 289,1 283,9 293,3 295,4 290,4

Yield, 3-month benchmark 6,1 7,1 5,5 4,8 4,4 4,3

Oil price, HUF/barrel 22556 22924 22537 23438 23697 23361
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Annex 2: Changes in mandatory items in the base scenario 

 

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

Payments by economic organisations

Corporate profit tax 342,3 308,2 311,5 313,0 309,5

Fees of financial institutions 9,7 37,0 30,1 24,1 19,3

Special tax on financial institutions 84,9 144,0 144,0 144,0 144,0

Part of financial transaction tax payable by financial service providers 0,0 221,9 225,6 228,9 231,0

Insurance tax 0,0 29,2 28,8 28,8 29,1

Telecommunications tax 12,2 37,0 37,0 37,0 37,0

Special taxes on certain sectors 164,7 3,3 0,0 0,0 0,0

Company car tax 32,3 34,4 34,2 34,1 34,0

Income tax of energy suppliers 5,6 40,2 40,8 41,6 42,2

Simplified business tax 146,5 109,7 112,7 115,1 116,6

Small business tax (KIVA) 48,8 54,6 55,7 56,4

Itemized tax of small businesses (KATA) 49,0 54,7 55,8 56,6

Utilities tax 45,0 45,0 45,0 45,0

Energy tax 16,9 17,4 17,8 18,2 18,4

Environmental load charge 7,3 6,9 7,0 7,0 7,0

Environmental product fee 51,2 51,0 51,0 51,0 51,1

Mining rent 103,6 100,1 103,6 105,0 103,8

Innovation contribution 58,1 62,8 64,3 65,7 66,6

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

Other centralised revenues (mandatory only!) 58,1 38,8 51,9 51,9 52,0

Consumption related taxes

Value added tax 2 747,0 2 804,6 2 857,7 2 929,8 2 998,2

Excise tax 929,4 958,3 960,5 956,8 965,2

Gambling tax 52,4 26,1 26,7 27,3 27,9

Gambling revenue from the 5/90 lottery game 12,5 13,1 13,3 13,6 13,9

Registration tax 13,7 12,6 12,5 12,6 12,8

Vehicle tax 24,9 42,0 41,8 41,6 41,5

Public health product tax 20,1 20,3 20,1 20,1 20,1

Accident tax 25,2 27,3 27,8 28,4 29,1

Payments by households

Personal income tax (PIT) (incl. special tax and local government portion) 1 550,6 1 514,1 1 513,3 1 538,2 1 568,2

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

Stamp duty payments 99,7 95,1 90,6 87,0 84,5

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 collection9,2 9,3 10,0 10,6 11,0

Taxes on labour

Employer’s and insured persons’ contribution (PFund, HFund and LMF) and per capita health contribution3 625,3 3 601,7 3 616,2 3 685,3 3 755,3

Rehabilitation contribution 62,7 64,0 63,5 63,5 63,6

Vocational training contribution 78,7 80,7 81,1 82,6 84,2

SS funds and other mandatory contribution revenues 39,2 21,8 21,9 22,4 22,8

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

Mandatory revenues total 10 417,9 10 710,8 10 807,3 10 978,4 11 155,0

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

Pension payments 3284,4 3460,7 3516,6 3552,6 3647,9

Family benefits

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

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

   Repayment of time off available to fathers 1,7 1,7 1,7 1,7 1,8

   Pregnancy-confinement all. 36,4 37,5 37,5 38,0 38,5

   Child care benefit 84,0 89,4 89,1 89,2 89,2

   Child care allowance 61,5 60,5 60,5 60,2 59,9

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

Social transfers

Passive benefits 65,0 66,2 68,1 70,6 72,2

Wage guarantee payments 6,6 6,1 6,4 6,6 6,7

Sick pay 56,5 58,3 58,7 59,9 61,0

Benefits to blind and disabled persons 30,5 30,5 31,4 32,2 33,0

Other mandatory expenditures

Contribution to EU budget 234,9 268,9 281,5 304,8 289,6

NBH loss reimbursement 0,0 0,0 -120,5 -96,9 -72,0

Mandatory expenditures total 4 225,0 4 445,0 4 393,9 4 479,6 4 587,3

Balance of mandatory items 6 192,9 6 265,9 6 413,4 6 498,7 6 567,7

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 government sector in the base scenario 

 
 

  

2012f 2013f 2014f 2015f 2016f

Mandatory items 6193 6266 6413 6499 6568

Discretionary items -5744 -6320 -6498 -6654 -6806

Primary balance 449 -54 -84 -155 -238

Interest balance -1056 -958 -1149 -1256 -1345

Balance of the central sub-system -607 -1012 -1234 -1411 -1583

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

ESA bridge in the central government -191 -172 -39 4 -4

General government balance -821 -1244 -1273 -1408 -1587

Balance target -780 -803 -731 -467 -473

Difference 41 440 542 941 1114

Unallocated central reserves 0 400 411 421 431

Required measures additional to blocking of reserves 40 131 520 684

GDP 28897 29753 30464 31107 31518

2012f 2013f 2014f 2015f 2016f

Mandatory items 21,4% 21,1% 21,1% 20,9% 20,8%

Discretionary items -19,9% -21,2% -21,3% -21,4% -21,6%

Primary balance 1,6% -0,2% -0,3% -0,5% -0,8%

Interest balance -3,7% -3,2% -3,8% -4,0% -4,3%

Balance of the central sub-system -2,1% -3,4% -4,0% -4,5% -5,0%

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

ESA bridge in the central government -0,7% -0,6% -0,1% 0,0% 0,0%

General government balance -2,8% -4,2% -4,2% -4,5% -5,0%

Balance target -2,7% -2,7% -2,4% -1,5% -1,5%

Difference 0,1% 1,5% 1,8% 3,0% 3,5%

Unallocated central reserves 0,0% 1,3% 1,4% 1,4% 1,4%

Required measures additional to blocking of reserves 0,0% 0,1% 0,4% 1,7% 2,2%

2012f 2013f 2014f 2015f 2016f

Gross debt of the central government (HUF billion) 20720 21165 22241 23326 23788

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

Nominal GDP 28897 29753 30464 31107 31518

Debt ratio of the general government 75,8% 75,3% 77,1% 79,0% 79,4%

Implicit interest rate 5,10% 5,60% 5,80% 5,80% 6,00%
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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. As new lending was fixed at the mid-2012 nominal level, we examined whether the 

desired consumption level can be maintained based with the current trend of lending. 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. (For a more detailed methodological description see the Appendix.) 

As the changes in the free cash flow of households is forecast consistently with macroeconomic 

variables, additional conclusions may also be drawn from the data. First, whether the consumption 

expenditure of households is sustainable at the given growth rate of incomes and the given lending 

trend. In our forecast we assumed that new lending will continue at its mid-2012 level.3 In this 

scenario, households need not deplete their savings in 2013 and 2014 but they will have to do so 

afterwards to be able to increase their consumption expenditures at the 2% rate envisaged in the 

macroeconomic trajectory. In other words, the year 2015 consumption level cannot be achieved 

without net borrowing. 

The gradually increasing amount of the repayments to be made by households is another conclusion. 

Because of the new lending being fixed around the year 2012 level, the debt stock of households is 

gradually “ageing”, that is, existing loans expire in the absence of new lending. In case of the annuity-

type loans we assume, the share of the principal repayment increases within the instalments as the 

loan approaches its maturity while the share of interest payments decreases. Furthermore, the ratios 

change dynamically in that the change accelerates as maturity draws closer. Accordingly, as new 

lending has only a modest effect on the outstanding loan portfolio, the existing portfolio ages 

continuously, thus the amount of principal repayments increases, that is, households can repay their 

outstanding debt at an accelerating pace. 

                                                           
3
 New lending is somewhat higher for the whole of 2012 as there was significant new borrowing in Q1 to fund 

the early repayment of foreign currency loans. 
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The strategy of the government in respect of government securities is an important factor for the 

free cash flow of households. In accordance with its declared objective, the government strives to 

increase the volume of government securities sold to households, thereby absorbing a significant 

portion of the free cash. According to the information published by the ÁKK (Debt Management 

Agency), the stock of government securities held by households increased by close to HUF 300 billion 

in the first 7 months of the year, which means that the growth of household savings estimated at 

HUF 472 billion in nominal terms for 2012 will be taken up almost in its entirety by the government.4 

 

 

                                                           
4
 ÁKK: Közel 300 milliárd az idei lakossági állomány [This year’s household portfolio is close to HUF 300 

billion]; 

http://www.akk.hu//kepek/upload/2012/K%C3%B6zel%20300%20milli%C3%A1rd%20az%20idei%20alloman

y.pdf 

2010 2011 2012 (f) 2013 (f) 2014 (f) 2015 (f) 2016 (f)

(1) Wages, salaries 9891,9 10190,9 10542,6 10963,6 11024,4 11249,6 11461,8

(2) Employers’ social contribution 2311,3 2429,5 2347,0 2297,1 2310,9 2358,1 2402,3

(3) = (1) + (2) Compensation of employees 12203,2 12620,4 12889,6 13260,7 13335,3 13607,7 13864,1

(4) Other household income 4197,0 4473,9 4585,4 4357,9 4550,6 4618,5 4628,7

(5) = (3) + (4) Balance of primary incomes 16400,2 17094,3 17475,0 17618,6 17885,9 18226,2 18492,8

(6) Current transfers received 4803,5 4867,6 5092,4 5324,0 5411,9 5478,0 5603,1

(7) Current transfers paid 6326,4 6073,6 6439,5 6299,5 6294,2 6399,5 6516,5

(8) = (5) + (6) - (7) Disposable income 14877,3 15888,3 16127,9 16643,1 17003,6 17304,7 17579,4

(9) Adjustment for private pension fund real return and capital transfers 497,7 148,8 -53,6 10,0 10,0 10,0 10,0

(10) = (8) + (9) Cash income adjusted for real return and capital transfers 15375,0 16037,1 16074,3 16653,1 17013,6 17314,7 17589,4

(11) Essential consumption 7601,2 7979,8 8419,2 8756,0 9012,7 9265,8 9532,9

(12) = (10) - (11) Margin 7773,7 8057,2 7655,2 7897,0 8000,9 8049,0 8056,5

(13) Loan repayment 1294,9 1356,6 1431,2 1396,9 1450,1 1520,2 1540,3

(13) = (8) - (9) - (10) Discretionary income 6478,8 6700,7 6224,0 6500,1 6550,8 6528,8 6516,2

(14) “Luxury" consumption and investment 7101,8 7190,6 7433,5 7553,9 7652,1 7758,3 7885,0

(15) = (14) - (13) Borrowing requirement 623,0 490,0 1209,5 1053,8 1101,3 1229,6 1368,8

(16) New  lending 1087,2 981,4 765,6 765,6 765,6 765,6 765,6

(17) = (16) - (15) Change in savings / Free cash flow of households 464,2 491,4 -443,9 -288,2 -335,7 -464,0 -603,2

http://www.akk.hu/kepek/upload/2012/K%C3%B6zel%20300%20milli%C3%A1rd%20az%20idei%20allomany.pdf
http://www.akk.hu/kepek/upload/2012/K%C3%B6zel%20300%20milli%C3%A1rd%20az%20idei%20allomany.pdf

