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Honourable National Assembly,
Mr Speaker,

According to the stipulations of the Basic Law diirtgary the Fiscal
Council is an organisation supporting the legis@atwork of the
National Assembly. In this capacity the Councibseris dual: it fulfils
an advisory role in the course of the preparatibthe central budget
bill, just like it is playing this role at the beugiing of the general
debate. On the other hand, it has a strong pubhditence to oversee
the observance of the debt rule, fulfilling thisligation prior to the

final vote on the budget bill.

The Act on the Economic Stability of Hungary autkes the
chairman of the Fiscal Council to attend the meeththe National
Assembly and its respective committees to speal thied express his
opinion when they discuss the budget bill and tmerdment of the
budget bill. Since my initial assignment this ig gecond time when |
avail myself of the opportunity to expound my opmiat the plenary

session that discusses the budget bill.

According to the stipulations of the Stability Atlie Council has
given its opinion on the 2014 central budget of gany that the



Council received on 13th September 2013. When ngettine
foundation for its Opinion, the Council was usihg forecasts of the
State Audit Office of Hungary, the Central BankHiingary as well
as those of various analysing institutions, indelesh experts and
competent international organisations. At its mmgtheld on 23rd
September 2013 the Council formulated its Opinioor fhe
Government on the Draft and forwarded it to themahg Ministry of
National Economy. At the same time the Council glsblished the

said Opinion.

The Council has authorised me to expound its Opioio the Bill for
the National Assembly (and its committees), memtign the
substantial differences between the bill and theftdill as well as
pointing out to what extent has the bill taken ictmsideration the
Council’s opinion. As the Opinion is available dretwebsite of the
House and the press has also dealt with it in ldet@ase, let me now

underline only the most important aspects from thaterial.

Ladies and Gentlemen of the House,

| feel it indispensable to speak first about thpested realisation of
the 2013 budget act.

It seems to be proven that the Fiscal Council was@ with due
responsibility when, in the course of the debat¢hefbill in 2012 as
well as prior to the final vote, it had emphasizibg significant

uncertainty of the macroeconomic forecasts, as wsllthe risk



threatening the realisation of the revenues — du¢hé measures
introduced with the purpose of whitening the ecoynont proved to
be correct that partly as a result of our rematks, Government
submitted a proposal for establishing a large amotifreely useable
reserve and that proposal was accepted by the HalpleuHouse.
After all, this reserve, together with the mid-yeadjustment
measures, made it basically possible to observeatimeial targeted
deficit and the debt rule. We have received justemdly the
information from the Government about the impleragoh of the
latter. According to this information it is expedtehat the GDP
proportionate public debt, calculated accordingtite Stability Act
will decrease by 1, 1 % in 2013. This can be careid as a major

result under the given external and internal caooaist

Let me now turn to the 2014 budget bill. First bf i its Opinion the
Council stated that as regards the authenticity feadibility of the
budget bill it had no such fundamental objectionat twould have
justified the voicing of non-concurrence regardthg document that

was submitted for an opinion.

Here, | should mention that there is a correctiamtivof merely a few
billion HUF plus or minus between the Draft the @Goli has
delivered its opinion on and the bill on your de$¥kese corrections
have not changed essentially the major indicatdrdhe budget.
Accordingly, the findings of the Council regarditige Draft, i.e. the
standpoint concerning the feasibility of the macmw®wmic course

and, at the same time, the necessity of tight irrdmanagement and

3



the risks encompassing the implementation of sjpeagpropriations,
were justified and correct in respect of the hillother words can be

regarded as valid.

The Council considers it a significant result ttreg basis of the 2014
budget planning (the expected realisation of th&32budget) is far
better — both in respect of the revenues and tiperektures — than
what it had to deal with a year before, when disitus the 2013
budget bill. At that time there were far more risktors due, first of
all, to the uncertainties regarding the earlier tosed

macroeconomic indicators and the revenues.

Thanks to the better basis and the improving plamnthe risks

identified for 2014 fall into the domain that cdlr caution.

The recovery of international prosperity and thewsy starting

domestic growth this year, offer a chance for taekper expansion of
the economy next year. In our judgment the 2 % ¢ndareseen by
the Government is valid when considering consurnasemption and

public investments using EU funds.

The Council considers the first and second measfréise Funding
for Growth Scheme that was launched with the ainmafjorating the
economy and the investments, as measures that caide hope.
Namely, it is a warning sign that the share of steeents in our
country continually has lagged behind the samecatdr of the
neighbouring EU countries for years now and ourdi@p is not

insignificant when compared to the average of thk2# countries



either. Investment performance, the starting ofmgincand its recovery
are the preconditions of getting opportunities tfoee domestic small
and medium businesses, and the requirement ofisaista growth

should also be considered.

Although it can be fulfilled the targeted defic#mnains to be ,close to
the ceiling” (barely below the Maastricht criteriafhe foreseen
improvement of the debt indicator is also slightheT Council
considers these indicators risky as, in case ofawer than expected
economic expansion, the lower inflation rate or dhghtly bigger
than estimated amount of the deficit and debt o&llgovernments,
respectively of other organisations classified I tgovernmental
sector, might prevent the prevailing of the debterand the

observance of the targeted deficit.

In its opinion on the Draft the Council indicatdaat it considered
some revenue appropriations over-optimistic — daflgdn case of
the VAT and the revenues from the planned sellinfyemuencies. In
case the conditions at the time of the planningld/aurn out to be
more unfavourable, the joint effect of the above factors also might
result in increasing deficit that would require reation, if the budget
has no appropriate reserves. As regards the expemdside, the
Council found that the proposed appropriations bé thigher
education expenditures, the own contributions eelab EU resources

and the financing of road maintenance were todcstel.

The Council recommended that the Government shoepa@atedly

carry out the analysis of the above mentioned rasid determine the
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measure of the reserves — especially that of Cgufrwtection Fund -
that is decreasing to the quarter of this yeargragiation, by
considering the result of the repeated analysis/oandnake a
recommendation concerning other measures, fit fanaging other
tensions. Among these the Council asked to considén the
framework of a law proposal - the determinatiorrués limiting the

use of appropriations classified in the Investntamid.

We acknowledge with thanks the receipt of the lacogsponse of the
government to the Council’'s Opinion. In this resp®nthe
Government indicated that they have completed thke analysis
regarding the expected macroeconomic processesyelisas the
revenues and expenditures of the budget — withowt detailed
documents — and were of the opinion that the reseave appropriate
to offbeat any possible negative effects. In thes€sement’s opinion
the targeted deficit for 2014 is feasible withoutya significant

revenue arrears or over fulfilment of expenditures.

The Council reserves its opinion that the 2014 letidbgl built on the
concept of an economic performance moving at the é¢dge of
growth is stretched, builds on an economic change ia strongly
exposed to unexpected events that might occur eniriternational
economy. This exposure might be counterbalancethéyadditional
budgetary effect originating from the full utiligat of the Funding for
Growth Scheme. In the long run, this could help theaningful
sustainability of growth exceeding 2 to 2, 5 %. &gting the lower
than that of the year 2013 reserve can be justifigdhe fact that
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when planning the 2014 revenues, the bill shall canisider such,
difficult to quantify the effects of measures thadtified the size of

reserves in 2013.

Apart from the above, we consider it important tpablic finance
financial management were austere and disciplinsed ia the next

budget year.

Honourable National Assembly,

Finally, let me direct your attention to an isstmatt might appear

early, yet it is related to the agenda.

According to the present debt rule that is stipddby the Basic Law
of Hungary, as long as public debt is exceedinghtlé of the total
gross domestic product, the National Assembly adwptonly such
and act on the central budget that contains thégaibon of the
proportion of public debt to the total gross donwegbroduct.
According to our experiences so far, this very s$argnd transparent

rule could keep under control the trend of pubkotd

At the same time, in its Opinion the Council coesatl it justified
already at this stage, to call the attention todmetradictory effect of
the new public debt rule incorporated in the Stgb#ct and valid
from 2015. Now, according to the rule coming inbock in 2015, the
balance of the budget shall be determined so thaitsobasis the

growth rate of public debt compared to the preagdiear shall not



exceed the difference of the half of real growtte raf the inflation

and the gross domestic product, expected for tdgdtuyear.

The problem is that, according to the method ofeeining the
budgetary balance valid from 2015, the observaidheopublic debt
rule — by low rate of inflation and possible lowate of economic
growth — could make it necessary to resort to sbcidgetary
correction that would affect the vulnerable ecormuevelopment in
an extremely unfavourable way. In other wordssitliready visible
that the reviewing and amendment of this constihai rule shall be

necessary prior to the planning of the 2016 cebidpet.

Honourable National Assembly,

Finally, | would like to avail myself of the oppartity and express my
thanks to the Minister of National Economy and siiaff for being
extremely helpful in assisting the work of the Coiliiand, under the
not so easy conditions of the planning, made itsipbs that the

Council completed a substantial job and represatgedpinion.

Similarly, | would like to thank the State Audit fi@e of Hungary, the
Central Bank of Hungary, the commissioned profesdicadvisory
firms and the staff of the specific economic actdos assisting the
varied, professional support of the Council’'s Opmiby alternative
macroeconomic model calculations and sensitivity alyses,

independent from the governmental prognoses.



Thank you for your kind attention and | wish youodgowork for the
discussion of the annual financial plan assistingstanable

development, the budget bill and the related amemdsn



