The Széll Kálmán Plan 2.0 is completed
The Széll Kálmán Plan published in Q1 2011 can be considered a success from every aspect. In the period after publication favourable trends began on both the sovereign bond and the currency markets: the amount of government bonds owned by foreigners increased to an unprecedented level which resulted in the decline of yields, too. The implementation of the Széll Kálmán Plan was also carried out optimally, as 458bn HUF of fiscal adjustments have materialized as a consequence of the measures proposed for 2012 and that corresponds to the 83.3 percent of anticipated savings. 
In the second half of last year, however, mostly negative tendencies unfolded in the global economy and the unfavourable cyclical developments which primarily characterized Europe had an adverse impact on the growth prospects of Hungary as well.  Due to shrinking export demand, we had to anticipate a less optimal macro outlook, but the core issue of economic policy discussions has still been sustainable fiscal management. Precisely for the above reasons we consider it crucial that slightly more than one year after the Széll Kálmán Plan was published the government should confirm its commitment to calculable economic policymaking and implement measures which are necessary for sustaining the deficit scenario assumed in the Széll Kálmán Plan and the Convergence Programme.
Via the programme published on 23 April, the Government of Hungary fulfills the request of the EU Council and intends to ensure that the excessive deficit procedure against the country is suspended as soon as possible. The study titled Next Step: Széll Kálmán Plan 2.0 functionally unites the Convergence Programme and the National Reform Programme.
A fiscal trend reversal
After July 2012 when the government had been established it immediately began to tackle the most pressing issues. The fiscal avalanche prompted by previous governments almost buried the country in an era characterized by an ever deepening global economic crisis. The budget of the election year could only be saved by promptly implemented, efficient action plans. As a result of measures, which were at that time considered extraordinary, we managed to avoid a deficit of 7 percent of GDP.  The government did not slacken fiscal rigour in 2011 either. Although in that year the budget was influenced by great one-off impacts, the indicator calculated by excluding these also signals that for the first time since the EU accession Hungary could narrow the gap between the expenditure and revenue sides to below 3 percent. Official statistics report of an even greater breakthrough: The budget recorded a surplus of 4.3 percent which is a result without precedent since the regime change. This has been an outstanding achievement even if it was due also to one-off items. By the analysis of the indicator which is most widely observed in the world we can state that Hungary has carried out a fiscal trend reversal since the government was formed. Similarly to the previous year, the Government of Hungary will conduct a strict fiscal policy and is committed to achieving the assumed deficit target in spite of an uncertain period. The basis of this achievement is that the measures of the Széll Kálmán Plan, which are primarily aimed at reducing and transforming expenditures in a way to boost growth, were incorporated into budget estimates as well as the additional resolutions for fiscal optimization which are envisaged in the Convergence Programme.

As a result of the first and second Széll Kálmán Plans, the government budget deficits of 2.5 percent for 2012 and 2.2 percent for 2013 are safely attainable, and consequently the government debt is set to continue to decline. This programme proves that the government is capable of ensuring fiscal stability and kickstarting growth under the most unfavourable economic circumstances as well.

Macro outlook 
In 2011-2012 the Hungarian economy showed signs of recovery after a period of crisis, however household consumption remained muted and enterprises did not dare to invest in a creditless growth situation. It was mostly the export sector which managed to retain growth, due primarily to industrial exports (which contributed to growth by 2. 8 percent in 2010 and 1.3 percent in 2011), but in 2011 agriculture also played a key role in economic expansion (by adding 0.9 percent to it).

The Hungarian economy expanded by 1.3 percent in 2010 and by a higher than anticipated rate of 1.7 percent in 2011, in spite of an unfavourable external environment. Growth prospects, however, have deteriorated sharply throughout the world and especially in Europe, which due to our close foreign trade relationships and the openness of the economy limits the growth opportunities of Hungary as well.
Under the planned macro outlook, in 2012-2013 GDP growth will still be driven by net exports on the output side, but from 2014, with the fading of the deleveraging process of the domestic economy, domestic components will also significantly contribute to economic expansion: consumption is expected to grow by 2.6 percent and investments by an ever larger extent of 3.5 percent. Foreign trade may signal a trend reversal at the end of 2012, as the debt crisis of the euro zone subsides. The above developments are demonstrated by the following table via figures:
Gross domestic product and its main components
	
	2011
2012
2013
2014
2015

	GDP
Private consumption expenditure Government consumption expenditure Social transfers in-kind

Gross fixed capital formation Exports of goods and services Imports of goods and services
	1.7
0.1
1.6
2.5
2.5
0.0
-1.4
0.7
2.6
2.6

-1.3
-1.0
-0.5
0.0
0.0

0.4
-0.5
-0.7
0.7
0.7

-5.4
-2.3
0.3
3.5
3.5

8.4
4.7
8.8
10.5
10.5

6.3
2.8
8.1
11.0
10.9
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Source: NGM calculations
The measures of the past two years which are aimed at improving competitiveness will facilitate the acceleration of potential growth. In 2013 we expect that GDP growth will exceed the potential growth projection. The majority of government measures influence the labour market, and as a result the growth of the labour component of potential growth will soon exceed the pre-crisis pace of growth and will act as a determining source of domestic economic expansion. The contribution of capital and total factor productivity component to growth in Hungary will remain less significant.
Real and potential growth

	
	2009
2010
2011
2012
2013
2014
2015

	GDP growth Potential growth Factors:

Labour

Capital

Total factor productivity

Output gap
	-6.8
1.3
1.7
0.1
1.6
2.5
2.5

0.4
0.2
0.3
0.8
1.4
1.6
1.8

-0.6
-0.3
0.1
0.6
1.1
1.1
1.3

1.0
0.7
0.5
0.4
0.4
0.5
0.5

0.0
-0.2
-0.2
-0.2
-0.2
0.0
0.0

-4.9
-3.9
-2.6
-3.2
-3.0
-2.1
-1.4
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Some data discrepancies are due to rounding.
Széll Kálmán Plan 2.0
In 2012 the first Széll Kálmán Plan aspired to improve the budget balance by 550bn HUF, and the 83.3 percent of that has been achieved. The measures of the Széll Kálmán Plan 2.0 aspire to improve the fiscal balance by an additional amount of 150bn HUF in 2012. The objectives of the first Széll Kálmán Plan – due to the resolutions of the government – will have been completed by 73 percent in 2013, whereas in the framework of the Széll Kálmán Plan 2.0 the government will improve the budget by altogether 600bn HUF by 2013. Consequently, Hungary carries out fiscal adjustments amounting to 2 percent of GDP in 2012 and 4 percent of GDP in 2013.
As a result of the programmes, expenditures will slightly exceed revenues in 2012 (58 percent) as well as in 2013 (53 percent), which are favourable proportions from the aspect of growth.

In line with the former plans of the government, crisis taxes will be abolished and in accordance with the agreement concluded between the Banking Association and the government the bank taxes levied on banks will be halved. Via the Széll Kálmán Plan 2.0 the government completes the transition to a taxation system which generates resources that enable cutting liabilities on labour by increasing taxes on consumption and sales. The new taxes are structural and therefore the government can secure the long term sustainability of fiscal stability on the revenue side. 
The Széll Kálmán Plan 2.0 includes the National Reform Programme of Hungary for 2012, too. The National Reform Programme introduces measures aimed at achieving the objectives of the Europe 2020 Strategy in the fields of employment, research-development-innovation, climate policy and energy efficiency, education and social inclusion.

Within the framework of fiscal adjustment, the government implements the telecom services tax, from which revenues of 30bn HUF in 2012 and 52bn HUF in 2013 are expected. In addition, the government introduces already in this year reverse charge VAT in agriculture which will tackle tax fraud. Parallel to the above steps, in 2012 further cost-cutting measures will be implemented, such as reducing allocations for central budgetary institutions (44.7bn HUF), trimming subscription drug subsidies (10bn HUF) and fiscal adjustments for local governments (60bn HUF).
Measures aimed at fiscal improvement
	
	2012
2013

	Reduction of expenditures of budgetary institutions, chapter-and other centrally administered appropriations

Reduction of pharmaceutical subsidies Balance improvement of local governments Introduction of a telecommunication services tax Introduction of reverse charge VAT in agriculture Launching the electronic road toll at an increased level

Reduction of central subsidies to metropolitan public transportation

Elimination of central subsidies to the Research and Technological

Innovation Fund

Amendment of public tasks performed by state-owned companies

Introduction of a financial transaction levy

Maintaining and extending the income tax levied on energy providers Merging and transforming current taxes levied on insurance companies Reduction of the number of minor taxes

Total:
	44.7
44.7
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52.0

10.0
15.0

0.0
75.0

0.0
10.0

0.0
25.2

0.0
20.0

0.0
130.0-228.0

0.0
55.0

0.0
15.0

0.0
-5.0

154.7
567-665


Source: NGM 
In 2013 the government anticipates fiscal improvements which surpass the results of the previous year, as a consequence of additional measures. Besides several other items, most of the improvement will originate from the financial transaction levy, the increase of e-road toll as well as the maintained and extended income tax on energy services suppliers.
To sum it up, the government is committed to sustaining the deficit projections and to this end fiscal adjustments required by the European Commission will be implemented and this will be a crucial step toward starting IMF negotiations as well.
