The Hungarian Government's evaluation of the current fiscal situation and measures aimed at achieving the abrogation of the EDP 
The Government of Hungary has studied the Spring Forecast of the European Commission, published on 3 May, on the country’s economic and fiscal processes. The Government believes it necessary to make the following comment with regard to this prognosis and the Commission’s view on the country’s current situation. 

The Government’s evaluation – although the predictions of Brussels have come closer to those of the Government’s – still differs to a significant extent from the Commission’s. The European Commission expects – having revised its former forecast upward – growth of 0.2 percent in Hungary for 2013. In contrast, the Hungarian Government believes that the expansion rate of 0.7 percent assumed in the Convergence Programme is a realistic figure. This more optimistic view is also justified as several domestic and foreign analysts are prognosticating growth to be around 1 percent, while several international institutions have also improved their prognoses in recent weeks.

Furthermore, the fiscal prognosis of the European Commission fails to take a number of facts and processes into consideration, which must not be overlooked:

1. In accordance with former practise, in 2014 – as in 2013 – the Government is keeping cash allowances that are not subject to statutory changes at nominal value.

2. As of 2013, several measures and tax authority tools are available which can be reasonably anticipated to be effective in combating the grey and black economies. The higher number of potential sanctions, reporting requirements and their more efficient application will result in a higher tax base and, at the same time, will serve social justice and broaden burden sharing.

3. The Government is convinced that the European Commission does not take fully into account the historic reform that Hungary has implemented with regard to local governments, including

· the takeover of local governments’ public services by the state and their more cost-effective management;

· the better-regulated financial management at local governments within a system that is more well-organized and better disciplined than its predecessor;

· the partial relieving of municipal institutions from tax-related administrative tasks.

As far as fiscal deficit estimates are concerned, a false presumption may have grave consequences. In 2012, despite progressively introduced measures, the European Commission forecast deficit to be above 3 percent of GDP, thus forcing the implementation of repeated adjustments in order to allow exit from the EDP. The final deficit figure in fact turned out to be 1.9 percent, well below the Commission’s forecast. The past years bear witness to the routinely erroneous predictions of the Commission: in autumn 2011, the Commission anticipated a surplus of 3.6 percent of GDP, 0.7 percent below the actual figure of 4.3 percent, and in autumn 2012, its estimate was a deficit of 2.5 percent, which was 0.6 percent worse than the actual deficit figure of 1.9 percent.

The Hungarian Government has elaborated and pursued an economic policy that aims not only to bring down the deficits of individual years to a desired level, but it is composed is systematic, interacting elements. The key pillars of this economic policy are proportionate social burden-sharing, an economic structural reform aimed at enhancing competitiveness as well as the overhaul of economic systems that generate increasingly high government debt to enable a reversal of the debt spiral. Consequently, the mere implementation of reform measures did not suffice and more had to be done: the failed and outdated structures had to be rejuvenated. Therefore, the Government introduced

· a new taxation system;

· a new industrial policy;

· a new energy policy;

· a new pension system;

· a new welfare system and

· a new task performance system to redistribute burdens among the state and local governments 

The Government formulated and submitted, and the National Assembly subsequently adopted, annual budgets in line with these guidelines, and adjustment measures ensuring steady fiscal improvement shall, naturally, also fit into this new framework.

As of the middle of 2012 – compared to other EU countries – Hungary has completed one of the most comprehensive fiscal consolidations. Whereas in the middle of the 2000s Hungary was lagging being compared to other EU member states concerning deficit figures, in light of 2010-2012 data it is now among the top ten performers. The 1.9 percent deficit figure for 2012 put Hungary in 7th place among the 27 member states, while the deficit exceeded 3 percent in 17 of them. General government debt decreased significantly without any external assistance: last year; only one member state was capable of improving its government debt-to-GDP ratio by more than 2.2 percent, and only four countries were able to reduce their debts at all, while in 21 of them the level of debt increased.

Based on the aforementioned facts it can be concluded that further adjustment measures requested by the European Commission are totally unnecessary, and the already adopted 2013 Budget could, with its substantial contingency funds, is certainly capable of achieving the 2.7 percent deficit target.

Hungarian people have made strenuous efforts to assist the country’s exit from the EDP. The Government believes that this goal is now within reach; one more step and Hungary will cross the finish line to success, which is also the success of the European Union. Therefore, although the Government does not believe that the European Commission's latest push for fiscal adjustment is reasonable, even-handed and necessary, a decision has been made to introduce fiscal adjustment measures with regard to the Budgets of 2013 and 2014.

For 2013, the Government has ordered the freezing of current expenditures totalling 0.3 percent of GDP at budgetary chapters under its control, which will also improve the current deficit prognosis by 0.3 percent according to the Commission’s calculations. The decision on freezing funds has already been made by the Government, and the relevant Government Decree will be published on 13 May in the Hungarian Gazette.

In case the European Commission deemed this measure to be insufficient, the Government would go ahead with government investments amounting to 0.2 percent of GDP if and only if these costs can be covered by one-off revenue resulting from the sale of state property. Should this step be still considered unsatisfactory, the Government is ready to secure the balance improvement required by the Commission via increasing the rate of the extra tax on financial institutions, the income tax of energy service providers and the financial transaction fee.

There is also significant discrepancy between the forecasts of the Government and the European Commission on Hungarian economic growth in 2014. The Government expects GDP growth to be 1.9 percent, while the Commission puts this figure at 1.4 percent. In case macroeconomic circumstances make it necessary, the freezing of funds for 2013 would be continued and incorporated into the projections of the 2014 Budget. Should the deficit figure make it necessary, the Government will freeze 2014 spending on large state investment projects financed by current revenues. Finally, the same conditions apply for this year as well: in case the Commission is of the opinion that these measures are inefficient for keeping the deficit safely and steadily below 3 percent, the Government is willing and ready to achieve the desired level by increasing the extra tax on financial institutions, the income tax on energy service providers and the financial transaction fee. 

The Government of Hungary expresses its hope that the developments of recent years, the converging estimates and the latest decisions will together prompt the Council of Europe to abrogate the EDP against Hungary this summer on the recommendation of the European Commission. 

	Measure
	Gross effect

2013
	Gross effect 

2014

	Freezing of funds at budgetary institutions and professional chapter administered appropriations
	68,9
	68,9

	Freezing of funds related to state assets
	3,0
	3,0

	Obligation to improve balance at extra-budgetary state funds
	14,5
	14,5

	Payment obligation of the Hungarian Financial Supervisory Authority
	1,5
	1,5

	Obligation of higher reserves at budgetary chapters not under Government control, lower subsidies for media services
	5,0
	5,0

	Nominal freezing of cash benefits
	-
	20,0

	Modification of work and disbursement  schedule for state investments and renovations; cutting back of informatics and information-communication expenditures; lower subsidies for business organizations 
	-
	60,0

	Adjustments, total
	92,9
	172,9



The above figures are given in billions of forints.
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