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"Hungary Pledges Cuts Aimed at EU Demands"

    by Gordon Fairclough and Gergo Racz

Hungary's government promised Monday to impose new taxes and make deep spending cuts this year and next, as it tries to persuade the European Union—and jittery debt markets—that it can meet fiscal targets despite slowing economic growth.

The most indebted of the former communist states of Central Europe now in the EU, Hungary has unsettled investors and the EU's finance mandarins by pursuing unorthodox short-term measures, such as a temporary windfall tax on banks, to shore up the government budget.

EU finance ministers, who are trying to hold the line on austerity as the Continent's economy struggles, voted earlier this year to withhold €495 million ($655 million) in development aid to Hungary in 2013 unless the country took deficit-shrinking steps that they consider more enduring.

With the new measures in place, Hungary said it would be able to hold its budget deficit to 2.5% of gross domestic product this year and 2.2% next year—well below the 3% limit set by the EU.

The steps are intended to show Hungary "is capable of producing stable budgetary conditions and can maintain them with structural measures," said Zoltan Csefalvay, a senior Economy Ministry official.

Hungarian Prime Minister Viktor Orban is expected to discuss the new fiscal plans with José Manuel Barroso, the president of the European Commission, the EU's executive arm, during a meeting in Brussels on Tuesday to lobby for financial backing.

Budapest is eager to have the EU funds restored for next year. It also wants to start negotiations with the EU and the International Monetary Fund on a precautionary standby loan that could help control Hungary's borrowing costs and shore up its fragile currency, the forint.

The EU has insisted it won't start any loan talks until Hungary changes laws on the central bank and judiciary that the EU says threaten the independence of those institutions and undermine investor confidence in the economy. The two sides have been locked in a tug-of-war for months.

"We are looking for compromises and we are losing time," Mr. Orban said Monday.

Hungary's new fiscal plan calls for cuts in spending at central-government ministries, large reductions in subsidies for medication and reduced budgets for local municipalities, combined with new levies on financial transactions and telecommunications services and electronically collected highway tolls.

"It seems they are making some more realistic assumptions, but are still relying on fairly piecemeal austerity measures to rein in the deficit," said William Jackson, an emerging-markets economist at Capital Economics in London.

There has been no change to a new personal income-tax regime, which started in 2011 and levies a flat tax of 16% on most earners. The tax cut led to a drop in personal income-tax revenue of more than 20%, the equivalent of about 1.5% of gross domestic product, according to Capital Economics.

Mr. Orban has made the flat tax a cornerstone of his economic policy, which he says is aimed at bolstering entrepreneurs and encouraging work in a country that has the second-lowest rate of work-force participation in the EU, after the tiny island state of Malta.

If loan negotiations do start between Hungary and the EU and IMF on a standby loan, changes to the tax code are likely to be high on the agenda. In December, the EU and IMF both asked Budapest to delay passage of a law that makes it more difficult for future governments to change the flat tax.

—Veronika Gulyas, Marton Eder and Clare Connaghan contributed to this article.
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