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This fiscal impact assessment is published by the Fiscal Responsibility Institute; contributors worked 

mostly on a voluntary basis and, unless indicated otherwise, relying on methodologies developed by 

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

According to the preliminary fiscal impact assessment of Bill No. T/11563 ‘on the Amendment of 

Certain Acts on Tax Obligations’ and Bill No. T/11564 ‘on the amendment of Act CCIV of 2012 on the 

Central Budget of Hungary in 2013’, the bills will improve the fiscal balance by HUF 70 billion in both 

2013 and 2014. We have disregarded the effects of the altered macroeconomic path in our 

calculations. Second-round effects worth noting include a decline in bank lending, in the willingness 

to invest and in household consumption; however, these factors in themselves are not substantial 

enough to cause any major deterioration in the fiscal balance either in 2013 or in 2014. 

 

 
 

In contravention of Sections 17 and 18 of Act CXXX of 2010 on Legislation, the Minister failed to 

attach a fiscal impact assessment to the bills submitted. According to the explanation to the bill, the 

measures are required to achieve the fiscal deficit target, which is in stark contrast with the 

Government’s communication in the past month claiming that, as evidenced by their own 

calculations, the even measures announced in May (blocking of reserves, suspension of government 

investments and the possible imposition of an advertising tax) would not have been necessary to 

keep the deficit below 3 percent of GDP. 

 

The impact assessment of the transaction tax is particularly difficult as the financial government is 

unwilling to publish detailed actual figures, in particular the breakdown of tax payments between the 

public and private sectors. On 26 April the Fiscal Responsibility Institute requested Attila Péterfalvy, 

President of the Hungarian National Authority for Data Protection and Freedom of Information to 

adopt a resolution concerning this issue. As the resolution has not been issued to this date, it is 

practically certain that Members of Parliament will make their decision in the absence of the 

essential information required. 

Households Corporations Banks

General 

government Total Households Corporations Banks

General 

government Total

Transaction tax 3,7 14,7 1,0 2,2 21,5 8,8 35,3 2,3 5,2 51,6

Telecommunications tax 3,9 3,9 9,3 9,3

Health contribution on interest income 4,0 4,0 19,9 19,9

Mining rent 5,2 5,2 12,0 12,0

Tax on local government debt assumption 47,9 47,9 0,0

Direct effects total 7,7 23,8 48,9 2,2 82,5 28,7 56,6 2,3 5,2 92,8

Consumption taxes -2,3 -0,6 -2,3 -8,6 -1,5 -8,6

Corporate profit tax -3,0 -6,1 -9,1 -7,1 -3,4 -10,5

Income tax on energy suppliers -2,6 -2,6 -6,0 -6,0

Corporate profit tax effect of release of provisions 0,8 0,8 0,4 0,4

Approximation of total effect 5,4 18,2 43,5 1,5 69,3 20,1 43,5 -0,7 3,6 68,1

2013 2014
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2 Direct effects of the measures 
2.1 Transaction tax 

The following changes to the transaction tax are proposed: 

  Current Proposed 

Cash transactions 
Rate 0.3 percent 0.6 percent 

Cap HUF 6000 none 

Credit transfers 
Rate 0.2 percent 0.3 percent 

Cap HUF 6000 HUF 6000 

 

In the absence of detailed actual figures we assume that the shortfall of tax revenues is evenly 

distributed, that is, 142.3/301.1 of the original estimate is the currently expected value for each sub-

item. When the transaction tax was introduced, we estimated the revenue from the tax on cash use 

to be HUF 13 billion. This estimate has now been revised to HUF 6.1 billion. The doubling of the tax 

rate is likely to trigger additional behavioural effects; consequently, our expert estimate for the 

annual increase is HUF 4 billion rather than HUF 6 billion. If the measure enters into force on 1 

August 2013, the effect for 2013 will be HUF 1.7 billion on accrual basis and HUF 1.3 billion on cash 

basis. We attribute no substantive effect to the abolition of the HUF 6000 cap per transaction; the 

primary effect of that measure may be to reduce the use of cash.  

For credit transfers, the tax rate will increase by 50 percent. Originally we estimate an aggregate 

revenue of HUF 288 billion from the transactions of the Treasury and of banks. Based on the actual 

figures of the first four months of the year, we implemented a reduction at the rate of 142.3/301.1; 

consequently, our updated estimate is HUF 136.1 billion. As an expert estimate, we reckon with an 

additional 10 percent decrease in the total volume of transactions as a result of the 50 percent tax 

increase; consequently, tax revenues will increase by 35 percent rather than 50 percent, 

corresponding to an annual growth of HUF 47.6 billion. Because of the entry into force of the 

measure on 1 August, the effect for 2013 will be HUF 19.8 billion on accrual basis and HUF 15.9 

billion on cash basis. 

Hence the increase of the transaction tax rate will have the following direct fiscal effects in 

aggregate:  

 2013 2014 

Accrual basis 21.5 51.6 

Cash basis 17.2 51.6 

2.2 Telecommunications tax 

The Bill proposes to raise the rate of the telecommunications tax from the current HUF 2 to HUF 3 for 

corporate clients. The available data show that businesses have a 45 percent share in 

telecommunications services.1 In our base scenario we expect revenues of HUF 41.4 billion from the 

telecom tax in 2013; 45 percent of this is HUF 18.6 billion, and a 50 percent increase of this generates 

HUF 9.3 billion additional revenue annually. Because of the entry into force of the measure on 1 

August, the additional revenue for the year will be HUF 3.9 billion on accrual basis and HUF 3.1 billion 

on cash basis. 

                                                           
1
 According to the 2008 input-output table (CSO), the value of telecommunications services at basic prices was HUF 942.8 

billion. Of this, the consumption of households represented HUF 516.7 billion while the remaining 45 percent is not related 

to private persons.  
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2.3 Expansion of the health contribution to interest income 

At present, interest income is subject only to a 16 percent ‘interest tax’ (tax on income from savings) 

payable when the interest is disbursed. The rate of the health contribution is 6 percent, thus the 

measure is equivalent to raising the rate of the interest tax to 22 percent. Even though the tax on 

interest income is lower in the case of deposits with maturities over 3 and 5 years and of interest 

bearing securities, we expect the expansion of the health contribution to have no substantive 

behavioural effect (e.g. lengthening of the term of time deposits). 

In the baseline scenario we reckon with interest tax revenues of HUF 72 billion in 2013 and HUF 53 in 

2014. The reason for the decrease is the decline of short-term interest rates. The expansion of the 

health contribution will yield HUF 19.9 billion in 2014. For the calculation of the effect in 2013 we 

need to consider that, pursuant to the bill, the tax is payable only on interest accrued after the 

effective date of the Act but not on interest accrued before that date but as yet unpaid. Assuming an 

even distribution of tenors between 3, 6, 9 and 12 months, the impact calculated for 2013 is HUF 4 

billion. 

2.4 Mining rent 

The standard rate of the mining rent will increase by 4 percentage points to 16 percent. In our base 

scenario we assume oil prices to be above 90 USD/barrel. As above that price level the rate of the 

mining rent is 6 percentage points higher than the standard rate, the proposed 4-percentage-point 

increase over the 18 percent mining rent rate corresponds to 22 percent. For the whole of 2014 this 

represents HUF 12 billion additional revenue over and above the HUF 54 billion expected in the base 

scenario. Assuming the effective date of 1 August, the increment is HUF 5.2 billion for 2013. 

2.5 Tax relating to the assumption of local government debt 

According to Bill No. T/11563, by 20 December 2013 commercial banks must pay as tax 7 percent of 

the amount by which their portfolio of local government loans and bonds decreases as a result of the 

early repayments of 2012 and the government debt assumption to be implemented in 2013. At the 

end of 2012 local governments of settlements with fewer than 5000 inhabitants repaid debt of HUF 

74 billion in aggregate; 7 percent of that sum is HUF 5.2 billion. The assumption of HUF 610.3 billion 

of the debt of local governments with fewer than 5000 inhabitants is in progress. 7 percent of the 

amount to be assumed this year is HUF 42.7 billion, that is, the direct effect of the measure will be 

HUF 47.9 billion. 

3 Indirect effects of the measures 
The tax raises directly reduce either the disposable income of households or the profits of businesses 

and banks. Indirect effects consist in declining consumption and dwindling consumption tax revenues 

in the case of households and decreasing corporate profit tax base and tax receipts in the case of 

businesses and banks. The aggregate average rate of the various consumption taxes is approximately 

30 percent, while we chose 16 percent for the average marginal rate of the corporate profit tax, 

assuming a two thirds/one third distribution between the 10 and 19 percent rates. To be able to 

estimate indirect effects, the various items had to be allocated to key sectors.  

We expect 10 percent of the transaction tax to come from budgetary institutions. According to the 

relevant analysis of the MNB, banks will pass through 95 percent of the remaining part to households 

and businesses. An MNB study from 20112 found that within the private sector, over 80 percent of 

                                                           
2 http://english.mnb.hu/Root/Dokumentumtar/ENMNB/Kiadvanyok/mnben_muhelytanulmanyok/mnben-
op93/op93_FMTK.pdf 

http://www.mnb.hu/Root/Dokumentumtar/MNB/Kiadvanyok/mnbhu_mnbtanulmanyok/MT93.pdf
http://www.mnb.hu/Root/Dokumentumtar/MNB/Kiadvanyok/mnbhu_mnbtanulmanyok/MT93.pdf
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credit transfers are between businesses, households being directly involved in no more than 20 

percent. 

The telecom tax will increase only for entities other than private individuals; within this category we 

have disregarded the shares of budgetary institutions and banks. 

Naturally, the expansion of the health contribution to the interest income of households will have 

only an indirect effect through the decrease of household consumption. We do not reckon with 

banks paying perceivably higher interest on household deposits, that is, that the required yield of 

government securities held by households would increase. 

The overwhelming majority of mining rent is paid by companies (primarily the MOL) that are subject 

not only to the corporate profit tax but also to the income tax of energy suppliers, consequently, 

indirect effects reduce the direct effect of this tax hike by 50 percent. 

As a direct effect of the tax relating to the assumption of local government debt, banks may release 

the provisions they had set up, which increases their corporate profit tax base, while the tax itself is 

deductible from the tax base. Naturally, these effects will be present for banks that make a profit in 

2013. We expect banks in the red in 2013 to turn a profit in 2014, therefore any effect on the 

accrued losses of 2013 will be reflected in tax revenues when the time comes to pay taxes on 2014. 

The profit-making OTP has a relative weight of one third in local government lending, and we assume 

that half of the other financial institutions will make profits, the other half losses in 2013. 

We have disregarded the effects of the altered macroeconomic path in our calculations. Second-

round effects worth noting include a decline in bank lending, in the willingness to invest and in 

household consumption; however, these factors in themselves are not substantial enough to cause 

any major deterioration in the fiscal balance either in 2013 or in 2014. 

4 Interpretation of the tax relating to the assumption of local 

government debt  
In the context of the tax on the assumption of local government debt non-fiscal impacts are also 

worth noting. According to the Government’s explanation, the economic basis of the tax is the profit 

that the banks make because they now have a claim on the relatively lower-risk central government 

instead of relatively higher-risk local governments. In accounting terms this means that they may 

release any provisions that they may have set aside. We should highlight three important messages 

of this measure: 

1. It does not differentiate between local governments in different financial positions, applying 

the same discount rate to the debt assumed from local governments in the worst and best 

positions. This may put better local governments in a difficult position in the future, when 

they would like to set themselves apart from their lower-credit-quality peers in the context 

of refinancing their remaining debt. 

2. Because of the identical treatment of claims on debtors of different quality, the responsible 

lending policies of more conservative banks make no sense in retrospect, which provides an 

incentive for more risky behaviour. 

3. Our illustrative calculations indicate (4 percent market interest rate3, 5-year term, 25 percent 

recovery in case of bankruptcies) that the 7 percent tax is equivalent to a scenario where as 

opposed to the current 283 basis point CDS spread of the government, the CDS spread of an 

                                                                                                                                                                                     
 
3
 The calculation results are not sensitive to the interest rate. 
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average Hungarian local government would be 440 basis points (157 basis points above the 

central government). From another angle, a spread of 440 basis points means that the 

Government estimates the probability of the bankruptcy of an average Hungarian local 

government within 5 years to be 24 percent in the absence of the debt assumption. As the 

283-basis-point spread means a probability of a state bankruptcy of approximately 16 

percent, and if the state goes bankrupt, local governments are practically certain to follow 

suit, the Government places a probability of 10 percent on a scenario that the central 

government does not go bankrupt but individual local governments do. Another way of 

looking at this 10 percent would be to say that in the Government’s opinion, 200-300 local 

governments would go bankrupt within 5 years in the absence of the debt assumption.  


