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December spending on one-off items raises 2016 deficit, but 
the underlying fiscal position remains favourable: similar 
year-end spending run may come in 2017 as well 
 

 New ESA data until Q3 confirm strong underlying budget position 

 Spending rose massively in December as expected: the central government 
registered a record high 907 bn HUF deficit in the last month of 2016 alone; the 
full-year cash deficit could be 2.4% of GDP 

 Due to expected strong tax revenues at year-end and accounting uncertainties, the 
ESA deficit could remain below 2% in 2016 (we maintain our expectation of 1.6%) 

 Year-end spending in 2016 included mostly one-offs and could have brought 
forward some spending commitments from 2017; thus the underlying budget 
position remains favourable in 2017 and we see potential for a similar end-year 
spending spree in 2017 
 
 

Chart 1 – Consolidated general government balance 
(ESA) and central government cash balance 
(4Q rolling, as % of GDP) 

 

 
Sources: KSH, OTP Research 

 
Impressive Q3 budget data  

At the end of Q3 2016, Hungary’s general government accrual-basis 4Q rolling 
budget balance stood at +0.2% of GDP, fresh statistics reveal. The cumulated surplus 
in the first three quarters was as high as 0.6% of GDP; total revenues rose 1.4% YTD 
while expenditures fell 5.7% YTD. A combination of strong underlying tax collection, 
one-off revenues and low investment expenditures were responsible for the surplus: 

1. Strong wage and consumption growth fuelled tax revenues. Underlying taxes 
on income and wealth rose 5.9%; social security contributions were up 7% 
YTD. Even with last year’s VAT cuts (pork, new housing), VAT revenues rose 
0.6% YTD. 

2. One-off revenues under the growth tax credit scheme and income from land 
sales amounted to ~0.8% of GDP in the four quarters up to Q3. 

3. General government expenditures excluding EU-related items remained flat in 
Q3 YTD. However, public investments fell 46.6% YTD due to the lower 
absorption of EU funds in the first nine months of 2016. 
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The government managed to speed up spending in December 

Recognizing the strong underlying position of the budget, and the weakness in public investments, the 
government decided to speed up public spending at the end of 2016. After a cumulated surplus of 59 bn 
HUF by November, the central government registered a record high, 907 bn HUF deficit in December. 
As a result, the cash flow based deficit of the central government reached 2.4% of GDP in 2016. 

The year-end spending spree consisted of one-offs, for example handouts to pensioners (48 bn HUF); 
capital transfers, including debt relief of hospitals (70 bn HUF); a capital injection into Eximbank (47 bn 
HUF); some asset acquisitions and transfers to NGOs. Pre-financing of EU funds also rose significantly: 
it totalled 1,460 bn HUF in 2016 (2,100 bn HUF EU funds were distributed in 2016) and over one-third of 
this expenditure may have been realized in December.  

 

The 2016 ESA deficit could still remain below 2% of GDP 

The 2016 ESA deficit could be near 2% of GDP in 2016 according to the Minister for National Economy, 
Mihály Varga. In our view, it could remain below this level (our forecast is 1.6%), for the following 
reasons: 

1. Accrual-based revenues in December could surprise on the upside. It appears that the economy 
ended 2016 strongly: tellingly, online retailers and delivery services collapsed under the volume 
of Christmas orders. The Ministry noted that cash-flow-based revenues exceeded their 
expectations by 30 bn HUF in December. We think the accrual-based figures could be even 
stronger. 

2. Some central government spending (e.g. transfers to municipalities) may not increase the 
general government ESA deficit. This might be reflected in the upward revision of the planned 
surplus of local governments, which was raised by 370 bn HUF in the December forecast of the 
Ministry compared to the October EDP report. 

 
The underlying fiscal position remains strong in 2017; more one-off 
spending could come in 17Q4 

Whatever the budget outturn in 2016, the underlying fiscal position will remain favourable in 2017. 
The 2016 deficit target was only approximated through massive end-year spending on one-off items. 
Furthermore, some expenditure (e.g. capital transfers and EU pre-financing) may have been brought 
forward from later years. Meanwhile, revenue collection was robust and current spending remained 
restrained. Thus, even after taking into account 2017 tax cuts, the 2017 deficit could remain as low as 
1.1% of GDP. 

We maintain our view that there remains room for manoeuvre in the 2017 budget. With 2018 elections 
on the horizon, it is likely that the government will resort to last-minute spending in 17Q4 again. Thus, 
the 2017 ESA deficit could eventually turn out near the government target of 2.4% in 2017. 
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Disclaimer 

 
OTP Bank Plc (in Hungarian: OTP Bank Nyrt.) (“OTP Bank”) does not intend to present this document as an objective or independent 
explanation of the matters contained therein. This document (a) has not been prepared in accordance with legal requirements 
designed to promote the independence of investment research, and (b) is not subject to any prohibition on dealing ahead of the 
dissemination of investment research. OTP Bank may hold a position or act as market maker in the financial instrument of any issuer 
discussed herein or act as advisor or lender to such issuer. 
 
Although the information in this document has been prepared in good faith from sources, which OTP Bank reasonably believes to be reliable, 
we do not represent or warrant its accuracy and such information may be incomplete or condensed. Opinions and estimates constitute our 
judgment only and are subject to change without notice. 
 
This communication does not contain a comprehensive analysis of the described issues. This material is for informational purposes only.  This 
document is not intended to provide the basis for any evaluation of the financial instruments discussed herein. In particular, information in this 
document regarding any issue of new financial instruments should be regarded as indicative, preliminary and for illustrative purposes only, and 
evaluation of any such financial instruments is made solely on the basis of information contained in the relevant offering circular and pricing 
supplement when available. OTP Bank does not act as a fiduciary for or an advisor to any prospective purchaser of the financial instruments 
discussed herein and is not responsible for determining the legality or suitability of an investment in the financial instruments by any prospective 
purchaser. This communication is not intended as investment advice, an offer or solicitation for the purchase or sale of any financial instrument, 
and it does not constitute legal, tax or accounting advice. 
 
Information herein reflects the market situation at the time of writing. It provides only momentary information and may change as market 
conditions and circumstances develop. Additional information may be available on request. Where a figure relates to a period on or before the 
date of communication, the figure relates to the past and indicates a historic data. Past performance is not a reliable indicator of future results 
and shall be not treated as such. OTP Bank makes no representation or warranty, express or implied, is made regarding future performance of 
any financial instrument mentioned in this communication. OTP Bank shall have no liability for the information contained in this for any loss or 
damage whether direct, indirect, financial, economic, or consequential, whether or not caused by the negligent act or omission of OTP Bank, 
provided that such limitation of liability shall not apply to any liability which cannot be excluded or limited under the applicable law. 
 
Before purchasing or selling financial instruments or engaging investment services, please examine the prospectuses, regulations, terms, 
agreements, notices, fee letters, and any other relevant documents regarding financial instruments or investment services described herein in 
order to be capable of making a well-advised investment decision.  Please also speak to a competent financial adviser for advice on the risks, 
fees, taxes, potential losses and any other relevant conditions before you make your investment decision regarding financial instruments or 
investment services described herein. The financial instruments mentioned in this communication may not be suitable for all types of investors.  
This communication does not take into account the investment objectives, financial situation or specific needs of any specific client.  This 
communication and any of the financial instruments and information contained herein are not intended for the use of private investors in the UK.  
Any individual decision or investment made based on this publication is made solely at the risk of the client and OTP Bank shall not be held 
responsible for the success of the investment decisions or for attaining the Client's target. 
 
OTP Bank Plc. (registered seat: Nádor utca 16., Budapest H-1051, Hungary; authorised by the Hungarian Financial Supervisory Authority 
(Pénzügyi Szervezetek Állami Felügyelete; (the “PSZÁF”), with PSZÁF licence numbers: III/41.003-22/2002 and E-III/456/2008. Supervisory 
authority: Magyar Nemzeti Bank (National Bank of Hungary – H-1013 Budapest, Krisztina krt. 39.sz. For more information, please refer to the 
website: https://www.otpbank.hu/portal/hu/Megtakaritas/Ertekpapir/MIFID). All rights reserved. The copyright of this publication is exclusively 
owned by OTP Bank Plc and no part of this material can be reproduced, re-used or disseminated without the prior written consent of OTP Bank 
Plc. The terms and conditions of this disclaimer shall be governed by and construed in accordance with English law.  
 
If you received this document from OTP Bank Plc, then it was sent to you with your previous consent. You may withdraw this permission by 
sending an e-mail to research@otpbank.hu or writing a letter addressed to "Research Center”, Hungary 1051, Budapest Nádor utca 21. Please 
refer to your name and e-mail address in both cases. 
 
 


