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THE FORECAST OF THE GKI ECONOMIC RESEARCH LTD. FOR 2004-2005

Hungarian economy is progressing in 2004 slightly more dynamically than had earlier been expected. External and internal balance is improving: state budget deficit will be smaller than during the previous year (but will exceed the estimated amount); the amount of the external financial deficit in euro will approximately conform to that of last year, but will decrease in comparison with the GDP. Previous non-confidence toward Hungarian economy has eased, since neither the change of the head of government (and the partial change of government), nor the announcement of the state budget deficit being greater than estimated has resulted in significant market swings. Becoming an EU member has played here a significant role.

When judging the state of economy, state budget has obtained a much more considerable role than it actually plays. The so-called ESA-deficit, which is so important from the point of view of investients’ judgment, amounts to 4,8% of the GDP without municipal authorities, around 5% with municipal authorities, slightly higher than the planned 4,6%, but substantially lower than last year’s 6,2%. This constitutes the lower border of the band of fluctuations stipulated in the present government forecast. 

The increase in consumer income is significantly braking this year. Gross incomes are increasing by 9% on the average. One-figured nominal income increase is a good mark concerning inflation during further years (there has been no example of that since the change of the political system). Real wages are only increasing in the business sphere, if only to a slight degree. Households, however, abandon the rapid quickening of their consumption only with difficulty: increase will amount to 3% during the whole of the year. The range of housing credits is increasing, but the demand for new credits is slowing down, and the net financial saving of the population (in contrast to last year’s amount of almost zero) reaches 1,5% of the GDP. As compared to previous years, investments are dynamically accelerating. Apart from developments in the business sphere, highway construction and investments related to EU-projects are developing the most dynamically. 

GDP is increasing by 4%, as compared to 3% last year. This value is similar to that of Central European EU member states, and is still exceeding the EU average by  2 percentage points. Increase is mainly driven by constructional engineering, the logistical sector, the estates sector and the building trade. Agricultural production is also significantly advancing. Employment is slightly mounting, unemployment is stagnating. External deficit remains fundamentally the same. The exchange ratio  is slightly deteriorating (slightly, because the high world market price is reflected in the price of the imported natural gas only with a delay). The deficit of the current account balance of payments is estimated at about 6,6 billion EUR. This amounts to 8,2% of the GDP (as contrasted to 9,2% last year). The net amount of foreign debt is increasing, but that of the state, included in this amount, only to a lesser degree. The inflow of operating capital is substantially accruing.

As a result of the abolishment of the previous artificial barriers, increasing the goods and services related taxes and the mounting of world market energy prices, inflation started to accrete. Its peak amounted to 7,5%, since then it has been easing. By the end of the year it will have been below 6,5%, its average during the year is estimated to be around 6,9%. The confidence in Forint and Hungarian economy on the money and capital market has unequivocally ameliorated during spring. Since the middle of May, however, the controlling members of monetary policy are calling attention almost only to risks, whereby they may contribute to sustaining the uncertainty of bond investients. They were, on the other hand, right, claiming that state budget deficit will exceed the amount „promised” in March, but did not employ their own real opportunities to strengthen market confidence and to ease the interest burdens of the state budget. Monetary policy, instead of decreasing extremely high short-term interest rates so that they would approach long-term ones, facilitated the increase in the proceeds of bonds for 3-10 years. GKI Ltd. is expecting 253 Ft-euro rates for the whole of the year, from the middle of October decreasing interest rate level, and at the end of the year an issue bank base rate around 9,5%. Concerning the whole of the year, the increase of real Forint rate is around 4%, the real interest rate is around 4%, so exceedingly high.

By the autumn of 2004, Hungarian economy has largely got over the consequences of the „political (electional) economy” of the years 2001-2003, and is on its return to the course that can be sustained for a longer term. State budget is still, however, under serious pressures: the level of secondary offering and taxation is high, deficit is great. There is, on the other hand, no time for overall reforms. Therefore, in this way it is very difficult to decrease deficit, especially under the pressure of continuous additional expenditures.

World economy and global trade are rising next year, but forecasts have recently become more prudential, especially regarding the USA. European recuperation is, however, strengthening. The tensions of world politics are nevertheless not easing, energy prices are particularly high. The world market price of mineral oil has permanently advanced above 40 Dollars: for the present year the yearly average is 37 dollars, in 2005 even the best prospect is around 35 Dollars/barrel. This exceeds the upper border of the scale of prices of 20-25 Dollars previously forecasted for a longer term to a great extent. The weak Dollar is unable to counterbalance it, so the high price of the energy sources increases inflation worldwide, and possibly keeps down economic growth. International interest rate trends have turned about, during the next one and a half year there is a general interest rate increase to be expected. GKI Ltd. is expecting a euro/dollar rate at about 1,20 for both 2004 and 2005 on the average. 

Based on the surveys of GKI Ltd., companies consider their own developmental prospects and those of the whole of national economy much more favourable than during the previous years. The intentions of the companies to extend production are slightly rising, their investment plans are dynamic, they are expecting accelerating export sale, but do not anticipate a substantial change in the area of employment. On the whole, Hungarian economy is likely to follow the exiguous rise of European conjuncture in 2005. Export activities and investments are most presumably accelerating, the tempo of household consumption growth remains largely the same, so rise (although its tempo will not be spectacular) will affect almost the whole economy.

Besides the exceedingly high (but probably slightly decreasing) world market oil prices, the conditions of the significant slowing down of inflation in 2005 are coming into being. (The outflow of personal income is slowing down to a reasonable degree, there is no substantial tax increase, the extent of the state budget is decreasing.) The price index is decreasing quickly at the beginning of the year, when not affected by the tax increases in January 2004, the monthly index will have become lower than 5% by the middle of the year, then will be further slowly decreasing until the end of the year. Inflation is expected to be around 5% during the whole of the year, and around 4,5% at the end of the year. GKI Ltd. reckons with the mass consumer price of natural gas increasing by approximately 20%, its consumer price by about 10%, and the price of electricity is expected to become about 7% higher at the beginning of 2005. The increase in the price of district-heating, city public transport and medicines has also been taken into account.

The forecast of GKI Ltd. for 2005
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	105,4

109,3
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	Foreign trade turnover

  Export

  Import
	105,9

105,1
	108,8

110,1
	113

112
	115

116

	Consumer price index

(previous year= 100)
	105,3
	104,7
	106,9
	105

	Co-balance of current accounting balance of payments and of capital balance 
	
	
	
	

	· Billion euro
	-4,9
	-6,6
	-6,6
	-6,9

	· Percentage of the GDP 
	-7,1
	-9,2
	-8,2
	-7,8

	Rate of unemployment (at the end of the period, percentage of the people economically active)
	5,9
	5,5
	6,0
	6,0

	Consolidated deficit of the state budget, in the percentage of the GDP

(in accord with the EU-methodology)
	9,3
	6,2
	5,0
	4,5


The tempo of growth of consumer income is nominally further slowing down, gross incomes by about 6-7%, net incomes, due to the lowering of taxation, somewhat more dynamically, the average real wages are increasing by 3%, more quickly than this year, but behind the GDP. The extending of the range of housing credits is further slowing down. The net financial saving of the population is approaching 2% of the GDP. The extension of the consumption of households persists at least in the same tempo as during the present year. The significant rise in investments is proceeding. The production of industry and building trade is increasing by about 10%. Logistical, business consultancy and estate market activities are quickening onwards. The growth of GDP is likely to be about 4,3%. Employment is decreasing in the budgetary sector (mainly in the sphere of central and local administration) in a perceivable way, but is increasing in business services and in the aggregate.

The change in the volume and equilibrium of the state budget – without knowing the budget proposal – is difficult to anticipate. Tax burdens are, on the whole, likely  to reduce somewhat. There is no time left for great rearrangements on the expenditure side (it is rewarding to draw up such proposals for the years of 2007-2009), but at the same time economizations are expectable in public administration. As a result of the various austerity measures, expenditures will prospectively increase to a lesser extent than the nominal GDP, secondary offering is reducing. Interest expenses are also decreasing. Instead of the 4,1% state budget deficit fixed in the convergence programme for 2005 (ESA), the realization of about 4,5% seems probable, even this will be realised by increasing quasi fiscal costs, booked in accordance with the EU methodology, that also facilitate investments. Public debt has grown considerably in 2002-2003, as a result of the fiscal policy carried on from 2001 onward, has approached 60% of the GDP. According to the calculations of GKI Ltd., the debt rate, partly because of the genuine privatizations incomes, partly because of the firming of Forint, remains largely the same in 2004 and 2005.

The increase in Hungarian export on the growing European markets will be very swift, around 15%. The real rate indicators designating competitiveness forespeak only slight strengthening, around 2,5-5% for 2004 and 2005; this will not be a barrier to extending the export. The dynamic growth of investments and exports, and the strengthening of market competition in connection with EU-membership draws along the dynamic extending of import activities, probably more quickly than those of the export. The impairment of the ratio of exchange is going on (due to the delayed effect of gas prices). The revenue surplus of tourism, on the other hand, will hopefully be improving. Consequently, the external balance position will substantially not change. Commodity trade deficit and the deficit of the balance on current account will nominally grow (this latter – together with the capital balance – will reach 6,9 billion euro), but its rate compared to the GDP will further decrease, below 8%.

On the money and capital markets there is a square position likely to be expected. Provided monetary policy facilitates it by continuous and perceivable indications (by the balanced evaluations of economic processes and interest rate cuts), the reference yields of the one-year bond will have been between 7-8% by the end of 2005. (However, doubts are not unfounded in this respect.) The average euro rate is to be expected around 250 Fts for next year. The stock exchange prices are becoming higher more slowly, but this process is still going on.

