Press release

World Economic Outlook and the Situation of the Hungarian Economy

In the last few months of 2007 world economic outlook became less favorable and imply far bigger uncertainty than even a few months ago.  Growth risks increase: volatility of financial markets haven’t decreased, whereas decline in inter-bank trade and short term interest rates implies shaking of confidence.  This forces National Banks to embark on a cautious interest rate policies.  In December the USD/Euro exchange rate was close to 1.46 and on average we expect a rate of about 1.37-1.38 UDS/Euro, with a good chance of appreciation next year.

Growth of the US economy slowed down to about 2% this year and is expected to stay about this same rate next year.  It is still difficult to judge how much the sub-prime crisis affected the US economy and what world economic consequences this would imply.  In Europe there are unmistakable signs of a slow-down: this year’s growth rate of 2.7% is expected to decrease to 2.1% next year.  However, dynamic growth continues to prevail in China, where attempts to cool down an overheated economy were unsuccessful.  In 2007 growth rate is expected to exceed 11%, and it is not likely to be smaller next year, either.  The roughly 7% GDP increase in Russia continues to rely on oil and natural gas exports.  Along with a slowing down of the world economy world trade would grow at a slower pace of 6-6.5%.
Increase of oil prices continue and the current 73 USD /barrel might reach 80 USD/barrel.  Oil and food price increase impose an increasing pressure of consumer prices: in the US we foresee 3%, and in the EU a somewhat more moderate, but still about 2% or higher price increase. In China and Russia the rate of inflation is much higher: 4% and 10%, respectively.
In newly acceded EU member states growth rate definitely slowed down following the record height in 2006 and the first half of 2007, but is still robust: following 5.9% this year, in 2008we expect a growth rate of about 5.3%.  In Slovenia and in the Visegrad countries having a balanced growth structure slow-down would be moderate, whereas it is expected to be more radical in the Baltic countries, which are fuelled by an unsustainably high expansion of private consumption. Parallel to this, the rate of inflation increases at a higher pace than in West-European countries.  In the Balkan countries with a lower price level and in the Baltic’s inflation pressure would increase particularly.  Consumer price indexes of about 5-10% next year would obviously delay their adapting the Euro.  Improving labor market trends continue but increase in employment and decrease in unemployment perceivably slows down, whereas lack of trained work force is characteristic in more and more places.  Nevertheless, the average rate of employment is expected to decline to 7.3% next year form the current 10%.  
In the Hungarian economy both the favorable and the unfavorable effects of the corrective program exceeded expectations.  Budget deficit declined more radically than the ambitious target of 6.8% in the Convergence Program and would be about 6.2% of the GDP by the end of the year.

At the same time growth sacrifice is also bigger than expected: though the figure for the first quarter is not yet released, based on the first three quarter data, in 2007 growth rate would barely exceed 1.7% and is more likely to be about 1.5%.  
The other inconvenient side effect is inflation, also exceeding expectations.  Though we expected government measures to result in strong price increase (increase in VAT, regulated prices) other unforeseeable factors would result in a price increase 1-1.5% higher than we could expect in the beginning of the year.

Budget deficit below the target is due to revenues exceeding the target.  However, this tempted the government to embark on increasing expenditure above the target, too.  Especially at the end of the year economic policy turned away from tight savings policy characteristic in the first half of the year.  During the entire year expenditures are likely to exceed the target by about HUF 350 billion.

The biggest looser of the correction – in addition to services – are those sectors whose sales are directed to the domestic market: their output is limited by declining domestic (public and private) demand.  The biggest looser in construction, beyond doubt, which established significant capacities over the past few years, partly based on huge public infrastructure investments.   


On the consumption side of GDP as a result of lowering real wages we expected a decline in household consumption.  Stagnation of investments was an unpleasant surprise: private investments somewhat increased, in line with expectations, but by far not so much as to compensate for the negative consequences of the decline in public investments.  Consequently, the fact that in 2007 in Hungary there is economic growth at all can be attributed to the absorbing capacity of external market increase.  The success area of the Hungarian economy is manufacturing, recording a growth rate of 8% in 2007, and exports, increasing at a rate of 15%.  External financial situation is thereby improving, despite the fact that balance of trade in services would be worse than that projected.


In 2008 we do not expect considerable increase of the economy.  Current negative tendencies would typically prevail in 32008, too.  However, some structural changes can be predicted.  Is would be mainly due to the base effect that the economy would grow at 2.5% following the 2007 growth rate of 1.5%.  

