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ABSTRACT: The ratio of public debt to gross domestic product is one of the 
most important indicators of fiscal sustainability, and its reduction is a 
central element of the Hungarian public debt rule. Objective: The study 
examines how rising inflation affects the public debt ratio in the short and 
medium term. Method: The article analyses the effect of inflation on nominal 
output, the increase in budget expenditures, and the lagged adjustment of 
the implicit interest rate on public debt, based on Hungarian data between 
2022 and 2025. Results: The surge in inflation temporarily created favorable 
conditions for reducing the public debt ratio, but at the same time increased 
budget expenditures and, with some delay, interest burdens. Conclusions: 
Accelerating inflation cannot be considered a sustainable debt reduction 
tool because its effects on increasing budget expenditures remain persistent, 
making it difficult to reduce the public debt ratio. This may necessitate fiscal 
adjustment, which may also slow down growth.
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Introduction

As one of the consequences of Russia’s aggression against Ukraine, inflation 
increased sharply across Europe from the summer of 2022, and high inflation 
continued into 2023. This was even more typical of Hungary, where other factors 
also contributed to the price explosion. However, starting in the second half of 
2023, the rate of price increases gradually but significantly decreased and barely 
exceeded 3 percent in 2024 and 2025. In 2022, as a result of inflation, the tax 
revenues of the central budget increased dynamically, and the public debt ratio 
improved by 2.1 percentage points. Seeing this, opinions were expressed in various 

1	 xxxxxxxxxxx
2	 xxxxxxxxxxx



35PUBLIC FINANCE QUARTERLY, 2026/3	 STUDIES

media outlets that the state was the winner of inflation. However, after inflation 
was curbed, the public debt ratio also increased in 2024 and 2025. Individual 
factors also played a role in this, but the figures indicate that in the period of 
lower inflation, compliance with the public debt rule requiring a reduction in the 
public debt ratio became more difficult. Once again, the appearance arose that a 
high inflation rate was more favorable for reducing the public debt ratio.

The study refutes this misconception both theoretically and based on Hun-
garian data. It points out that the ease of reducing the public debt ratio is only 
a temporary effect of the soaring inflation, which triggers processes that make 
it more difficult to reduce the public debt ratio in two to three years. The article 
highlights the most important reason for this double effect, namely that the GDP 
deflator, which influences the denominator of the public debt ratio, immedia-
tely reflects the increase in prices, while the implicit interest rate on public debt, 
which largely determines the numerator of the ratio, only follows the develop-
ment of inflation with a time lag. This is partly what makes the article novel. Anot-
her novelty is the discovery that the inflation that soared in 2022 and 2023 prima-
rily increased those budget expenditures (e.g. current production consumption, 
current subsidies) that have a small multiplicative effect, while the reduction of 
the budget deficit that thus increased necessitated the curtailment of investment 
and capital transfer expenditures that serve to dynamize the economy.

The recent inflationary processes and their economic policy consequences 
have also sparked a lively professional discourse in the columns of the Public 
Finance Quarterly. Botos (2023) examined the causes of Hungarian inflation, 
the limitations of its management and its fiscal context, while Kutasi, Czeczeli 
and Szalai (2024) reflected on the relationship between impoverishment, mone-
tary tightening and fiscal sustainability after the end of the inflationary period. 
This study contributes to this professional debate by examining the multi-year 
impact of the 2022 inflation shock on budget revenues, expenditures, deficit, 
public debt and the public debt ratio.

Before we turn to the description of the methodology and database of the 
study, it is useful to explain the analogy in the title in a few sentences. We chose 
such an unusual title to draw the attention of those who are less familiar with 
fiscal policy and therefore overestimate the possibility of “inflating” the pub-
lic debt, i.e. reducing it through inflation, to the long-term negative impact of 
inflation. Procrustes, in Greek mythology, was a notorious robber who robbed 
and tortured his victims. This is what inflation does, and – with some metaphor 
– even its operating mechanism resembles Procrustes’ methods.

Who was Procrustes, and what cruel method is associated with his name? 
According to Ancient Greece Reloaded (n.d.), Procrustes is a well-known figure 
in Greek mythology. He was a blacksmith and innkeeper. He welcomed travel-
ers who passed by his inn on the road between Athens and Eleusis. Procrustes 
had two iron beds, one larger and one smaller. He offered the shorter guests the 
wide and long bed, while the taller guests were placed in the narrow and short 
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bed. He then made sure that his guest could fit into the bed. He stretched out 
the limbs of the shorter people to fill the entire length of the bed. He cut off the 
hands and feet of the taller people so that they could fit in the smaller bed. In 
this way, he killed his guests and stole their luggage.

Why do we compare inflation to Procrustes in terms of the public debt rule? 
Because initially inflation also offers a comfortable place (bed) with a large 
margin for fulfilling the public debt rule. As a result of inflation, GDP at current 
prices grows rapidly, which means that even with a significant increase in pub-
lic debt, the public debt ratio can decrease, i.e. the public debt rule is fulfilled. 
Yes, but inflation also increases budget expenditures, just as Procrustes stret-
ched the limbs of his victims. National economies do not die from the agony of 
inflation, but they suffer severely from it.

The effect of a decline in inflation can be compared to Procrustes putting a 
traveler in a narrow bed. With low inflation, GDP at current prices barely exce-
eds the growth in GDP volume, but interest rates remain high, contributing sig-
nificantly to the growth of public debt. Consequently, it becomes more difficult 
to reduce the public debt ratio. Figure 1 illustrates the two “beds”. 

Figure 1: Development of the implicit interest rate on public debt and the GDP 
deflator between 2020-2025 in percentage  

Source: Own calculation and editing based on Eurostat gov_10dd_edpt1 data

The frames of the “beds” are defined by the GDP deflator, i.e. the average 
index of price increases at the national level, and the implicit interest rate on 
public debt, i.e. the average interest rate on public debt. The figure shows that 
in 2022 and 2023, the GDP deflator significantly exceeded the implicit interest 
rate, i.e. it created a “comfortable” margin for compliance with the public debt 
rule. By “comfortable” we mean that the reduction in the public debt ratio was 
achieved even with a significant primary deficit in the government sector and/
or without significant economic growth.
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In contrast, after 2023, the values ​​of the two factors began to converge, and 
by 2024 the distance between them had already decreased to a minimum, while 
in 2025 the difference between the two indicators increased compared to 2024, 
but they still remained much closer to each other than in the 2020 and 2023 
period. Consequently, the risk of non-compliance with the public debt rule inc-
reased, as a positive primary balance or/and significant real economic growth 
would have been required for the reduction of the public debt ratio.

Theoretical and Literary Background

The public debt/GDP ratio, as the most widely accepted  
indicator of a state’s indebtedness

One of the most important models in relation to the dynamics of public debt was 
created by Evsey Domar. In the 1944 study presenting this model, Domar argued 
that the sustainability of public debt is determined not by the absolute level of debt 
itself, but by its relation to national income. He showed that if the growth rate of the 
economy exceeds the growth rate of the interest burden on public debt, the debt 
ratio can be stabilized over the longer term even in the presence of a persistent 
budget deficit. Domar’s model thus laid the foundation for the later widespread 
approach that examines the development of public debt in the relationship between 
economic growth and financing costs. (Domar, 1944). However, the author assumed 
an unchanged price level in his analysis, so the difference between nominal and 
real growth did not appear as a factor in debt dynamics in his model.

According to the INTOSAI3 guide on debt indicators published in 2020, “the 
most used indicator is the debt-to-GDP ratio. This indicator measures the level 
of indebtedness related to the country’s economic activity.” (INTOSAI, 2020, p. 
33) The OECD publication on public debt indicators also states that public debt-
to-GDP is a key indicator of the sustainability of public finances. (OECD, 2023) 
One of the so-called Maastricht criteria is also based on this, according to which 
public debt should not exceed 60% of GDP. In this context, several EU member 
states have introduced a fiscal rule that focuses on the public debt-to-GDP ratio. 
Hungary is one of them. The ratio of public debt to GDP, i.e. the public debt 
ratio, is at the heart of the Hungarian public debt rule. The national debt rule 
enshrined in the Fundamental Law of Hungary states that the national debt 
ratio must be reduced every year until it falls below 50 percent. (However, the 
Fundamental Law also establishes two exceptions to this.)

After the global financial crisis of 2008-2010, most EU countries were able to 
reduce their debt-to-GDP ratios, at least to some extent, but the COVID pand-

3	  International Organization of Supreme Audit Institutions
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emic had the opposite effect. (Briceño & Perote, 2020) On the one hand, the 
budget deficit soared, causing a significant increase in public debt, and on the 
other hand, real GDP fell. Together, the two factors pushed the debt-to-GDP 
ratio to a peak. The authors also note that deflation in some eurozone count-
ries also increased the public debt ratio. In their article, in the table summari-
zing the factors influencing the public debt ratio, they present inflation as a fac-
tor reducing the public debt ratio. In contrast, this article shows that this effect 
of accelerating inflation only applies in the short term, as the nominal GDP-inc-
reasing effect of inflation is partially or fully offset over time by the increase in 
the implicit interest rate on government debt.

Theoretical correlations between the government debt ratio  
and inflation trends

When interpreting the budgetary effects of high inflation, it is not sufficient 
to examine monetary policy responses alone. Botos (2023) emphasizes that 
Hungarian inflation was the result of a combination of several internal and 
external factors, and monetary policy alone cannot be considered sufficient in 
its management. Kutasi et al. (2024) point out in this connection that managing 
high inflation through monetary tightening may entail significant real economic 
and social costs, while fiscal sustainability considerations also come to the fore. 
Based on these approaches, it is justified to examine inflation not only as an issue 
of price stability, but also as an issue of budgetary and public debt dynamics.

The denominator of the public debt ratio is nominal GDP. Consequently, 
inflation4, or more precisely the average increase in the price level of the natio-
nal economy, which is shown by the so-called GDP deflator, increases the deno-
minator, thereby reducing the value of the ratio. Would it be that simple: if the 
price level increases at a faster rate, the country’s indebtedness will decrease? 
Of course not, since price increases also affect other components of the pub-
lic debt ratio, for example, they can increase public debt through an increase in 
government spending and restrain economic growth.

Several studies have concluded that the effect of reducing the public debt 
ratio is strongest when the increase in the price level is reflected in the nominal 
GDP value faster than in the average financing costs of the public debt (Fuku-
naga, Komatsuzaki and Matsuoka, 2019; IMF, 2013). This mechanism is formu-
lated in international literature as a short-term debt-reducing effect of the inc-
rease in the price level. However, the literature also emphasizes that this effect 
in itself does not mean a lasting improvement in sustainability, since the inc-
rease in the price level sooner or later triggers an increase in interest rates, and 

4	 Inflation expresses the average increase in the price of consumer goods, but it can also increase 
the price of capital goods and community services, and it can also worsen the terms of trade, all 
of which increase the general price level of the national economy.
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the increase in financing costs increases public debt. (Fukunaga, Komatsuzaki 
and Matsuoka, 2019; Blanchard, 2019)

Despite theoretical derivations, in daily practice we can encounter views 
that present inflating away public debt as a real possibility, ignoring the long-
term negative effects of inflation that increase indebtedness. One reason for 
this may be that the rise in the price level influences the development of the 
public debt ratio through several transmissions. We will mention only two of 
these. The first is the increase in primary budget expenditures, which increases 
the budget deficit and thereby the public debt. The second is the increase in the 
interest rate level, which, however, usually only occurs with a time lag. Why?

To better understand the phenomenon, we need to familiarize ourselves 
with the concept of the implicit interest rate of public debt, which is an indi-
cator expressing the average interest burden of the total stock of public debt. 
Literature considers it an indicator that captures the financing burden of pub-
lic debt well because it not only takes into account the current market yield of 
issues related to new debt but also quantifies the actual interest burden on the 
total debt stock in the budget in a given period (Escolano, 2010). Public debt is 
made up of debt elements raised at different times and under different condi-
tions, therefore government securities issued and loans raised at a lower fixed 
interest rate previously reduce the implicit interest rate of public debt until 
their maturity. The longer the maturity of the fixed-interest instruments financ-
ing the public debt, the slower the repricing of the interest rate level of the pub-
lic debt occurs, while the greater weight of shorter-term and variable-interest 
debt elements results in faster repricing5.

The impact of the implicit interest rate on public debt occurs primarily 
through budgetary interest expenditure. An increase in the average interest rate 
increases the budget’s interest expenditure related to debt service and, through 
this, the budget deficit. A higher budget deficit, in turn, leads to an increase in 
the amount of public debt. According to the related literature, therefore, the 
issue of the development of the interest burden is one of the direct determining 
factors of the sustainability of public debt. The yields of new government secu-
rities issues follow the tightening of monetary policy (increase in the key inte-
rest rate), the rise in the price level or the deterioration of investor confidence 
relatively quickly, while the implicit interest rate only gradually adapts to chan-
ges in the monetary environment, since the outstanding debt stock is compo-
sed of elements issued at different times and under different interest conditi-
ons (Abbas et al., 2010; Attinasi and Metelli, 2016). However, the time required 
for repricing also slows down the decline in the implicit interest rate once it 
has increased, as high-yielding government securities issued during periods of 
high inflation raise the average interest rate until their maturity.

5	 In line with this, the IMF, when assessing the sustainability of public debt, also starts from the 
rate and extent to which changes in financing conditions (such as interest rates) increase or 
decrease the budget’s interest expenditure (IMF, 2013).
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Instead of providing a further theoretical explanation of these relationships, 
the study uses the example of Hungary to show how the sharp rise in price 
levels in 2022 facilitated the reduction of the public debt ratio in that year, and 
how the resulting increase in primary expenditure, and especially interest 
expenditure, narrowed the scope for Hungarian fiscal policy to meet the public 
debt rule. The data makes it even more obvious that inflation exacerbates ind-
ebtedness and slows down economic growth in the medium term.

The calculations were performed using Hungarian data, but nevertheless 
the conclusions that can be drawn based on empirical facts are relevant for all 
countries that use the debt/GDP ratio as an indicator of their indebtedness.

Methodology and databases

The starting point of the analysis is Hungary’s Convergence Program for 2022-
26 (hereinafter: CP2022), which was published by the Hungarian Government 
in April 2022. In it, the government forecasted 8.9 percent inflation (HICP) for 
2022, while inflation actually jumped to 15.3 percent in 2022.

In the following, we will capture the budgetary effects of higher-than-expe-
cted, soaring inflation as the deviation of actual budget revenue, expenditure 
and deficit data from the figures forecasted in CP2022. The deviation of actual 
data from the forecast could of course not only be caused by higher-than-expe-
cted inflation, but the surge in inflation directly or indirectly decisively influen-
ced the deviation of budgetary processes from the forecast.

The use of the CP2022 data was justified by several factors. On the one hand, 
these data are determined according to the ESA (European System of Accounts) 
methodology, and therefore they are also suitable for international compari-
son. On the other hand, they contain budget data as a percentage of GDP, so 
they are also easily comparable with each other. To understand them, it is not 
necessary to know the size of the Hungarian public finances or the exchange 
rate of the Hungarian currency, the forint. An additional advantage is that con-
vergence programs are official and public documents of the Hungarian Gover-
nment, so when working with these data, the criticism that the analyst’s own 
estimates contain distortions cannot arise.

Another important methodological element of the study is that it uses the 
GDP deflator, not the consumer price index, to examine the direct impact of 
price increases on the development of the public debt ratio. The methodologi-
cal reason for this is that the denominator of the public debt ratio is nominal 
GDP, to which the directly related price index is the GDP deflator. According 
to Eurostat’s definition, the GDP deflator is an implicit price index that is the 
ratio of the aggregate at current prices to the aggregate at constant prices, i.e. 
it directly expresses the relationship between nominal and real GDP. (Eurostat, 
n.d.). On the other hand, the use of the GDP deflator in the study is also justified 
by the economic content of the indicator. The analysis of the European Cent-
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ral Bank states that the GDP deflator measures the price level change of a wider 
range of domestically produced final goods and services, thus including price 
movements of investments, government consumption and net exports in addi-
tion to household consumption. In contrast, the consumer price index uses a 
narrower, consumer basket-based approach (ECB, 2016).

The difference between the consumer price index and the GDP deflator can 
be particularly significant in periods when the government also uses admi-
nistrative means to curb inflation. Several such measures were in force in Hun-
gary during the period under review, such as price caps on certain foods, fuel 
price caps, and regulation of household energy prices. These measures directly 
mitigated the price increase reflected in the consumer price index but did not 
necessarily fully translate into changes in the price level of the economy as a 
whole. For this reason, the GDP deflator is a more suitable indicator for quan-
tifying how the increase in the price level affects the denominator of the pub-
lic debt ratio.

However, it is still appropriate to discuss the relationship between inflation 
and the public debt ratio in the article, since inflation is the target function of 
both economic policy and monetary policy. For example, the government has 
taken measures to curb inflation, the interest rate on government securities 
for households has been adjusted to inflation, and when determining the key 
interest rate, the Monetary Council has taken inflation and not the GDP defla-
tor into account. Therefore, the study conceptually examines the relationship 
between inflation and the government debt ratio but empirically uses the GDP 
deflator to quantify the direct price effect on nominal GDP.

Results 

Short-term budgetary effects of the sudden price increase

CP2022 contained a forecast of 5.7 percent for the GDP deflator in 2022 and a 
forecast of 7.3 percent for the 2023 value. In contrast, the GDP deflator actually 
jumped to 14.0 percent in 2022 and then rose to 15.0 percent in 2023.

Table 1 summarizes the government forecasts contained in the CP2022 reg-
arding the development of budget processes for 2022 and 2023, and what the 
actual data showed in comparison.
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Table 1: CP2022 forecasts and their actual development in 2022 and 2023  
(data in percentage of GDP)

Appellation 2022. year 2023. year

Forecast Forecast – facts 
for 2022

Forecast Forecast – facts 
for 2022

Total revenue of the 
government sector 41,1 1,8 41,8 1,0

Total expenditure of the 
government sector 46,0 3,1 45,1 4,6

Total deficit of the 
government sector 4,9 1,3 3,5 3,5

Primary deficit of the 
government sector 2,2 1,2 0,5 1,8

Interest expenditure of the 
government sector 2,7 0,1 3,0 1,7

Public debt index % 76,1 -2,0 73,8 -0,5

Source: Own compilation based on KP2022 KSH STADAT 21.1.1.17 and KSH EDP report (2026)

The data in Table 1 clearly show that the budgetary effects of soaring and 
then remaining high price increases can be compared to the atrocities com-
mitted in the large bed of Procrustes. It is true that price increases increased 
budget revenues, but the extent of this did not even come close to the increase 
in expenditures, and consequently the government sector deficit increased sig-
nificantly. In 2022, this was primarily caused by the increase in the primary 
deficit. In 2023, however, the increase in interest expenditures was the main 
reason why the government sector deficit doubled compared to the KP2022 
forecast. The fiscal consolidation outlined in CP2022 (a rapid reduction in the 
government sector deficit) turned into the opposite in 2023, with the govern-
ment sector deficit amounting to 7.0 percent of GDP.

It is useful to review which types of budget expenditure have primarily inc-
reased (in proportion to nominal GDP) as a result of the soaring inflation6. The 
data in Table 2 will help with this. We have also included the actual data for 2024 
and 2025 in the table, because they clearly illustrate that inflation has perman-
ently increased certain types of budget expenditures.

6	 Since nominal GDP grew by 18.7 percent in 2022 and 14.1 percent in 2023, expenditures that did 
not increase in proportion to nominal GDP also increased extremely dynamically in terms of 
amount.
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Table 2: Difference between the Government sector expenditure forecast by 
CP2022 and the actual expenditure, for 2022, 2023, 2024 and 2025 (in % of GDP)

Government 
expenditure 
(% of the GDP)

2022. year 2023. year 2024. year 2025. year

fore-
cast

fact – 
forecast

fore-
cast

fact - 
forecast

fore-
cast

fact - 
forecast

fore-
cast

fact - 
forecast

Compensation 
of employees (D.1) 10,9 -0,6 9,7 0,1 9,5 0,8 8,8 1,9

Intermediate 
consumption (P.2) 7,3 1,3 7,4 1,4 6,8 1,7 6,7 1,8

Social payments 12,5 -0,8 12,1 -0,1 11,7 0,3 11,2 0,8

Subsidies (D.3) 1,1 0,7 1,1 1,6 1,0 1,2 0,9 1,2

Gross fixed capital 
formation (P.51) 5,3 0,0 5,6 -0,2 6,2 -1,8 6,1 -2,3

Capital transfers 
(D.9) 2,8 -0,1 4,1 -2,3 3,6 -2,1 3,3 -1,6

Other 
expenditures 3,5 2,2 2,1 2,5 1,8 1,9 2,0 2,6

Interest 
expenditure (D.41) 2,7 0,1 3,0 1,7 3,0 1,9 2,8 1,0

Total expenditure 46,1 3,0 45,1 4,6 43,6 3,7 41,8 5,5

Source: KP 2022, KSH STADAT 21.1.1.17 and EDP report (2026)

The last row of Table 2 shows that total government expenditure increased 
significantly (by 3.0 percentage points) in 2022, compared to the CP2022 projec-
tions. The positive deviation affected most types of budget expenditure. Gross 
fixed capital formation and capital transfer expenditure remained essentially 
unchanged as a percentage of GDP. Only budget expenditure on employee com-
pensation and social benefits decreased as a percentage of GDP. This can be 
explained by the fact that the budget did not have sufficient revenues to fully 
adjust public sector wage increases and social benefits to inflation. However, 
the lower wage increase was only a temporary saving, as wage increases in the 
private sector followed inflation and sooner or later public sector wages had to 
catch up with private sector wages to avoid aggravating the public sector labor 
shortage. The data in the table show that the correction took place in both 2024 
and 2025. In 2022, interest expenditure barely increased as a percentage of GDP. 
Its growth accelerated in 2023, then increased even further (to 4.9% of GDP) in 
2024, and then decreased to 3.8% of GDP by 2025, but was still 1.0 percentage 
point higher than the level projected by CP2022.
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In 2023, the total expenditure of the government sector as a percentage of 
GDP increased by 4.6 percentage points compared to the CP2022 forecast. Cur-
rent consumption, subsidies, other expenditure and interest costs increased 
significantly as a percentage of GDP. These are the budget expenditures that 
typically have a small multiplicative effect. Their increase was a direct con-
sequence of inflation. In contrast, gross fixed capital formation expenditure 
and capital transfer expenditure, which in principle have a significant multip-
licative effect, decreased significantly as a percentage of GDP. This is mainly 
because the government was forced to restrain these expenditures. Consequ-
ently, the redistribution rate, which increased significantly due to inflation, had 
only a small additive effect on economic growth. The same relationship can 
be observed in 2024 and 2025. In the latter year, the GDP-proportional value of 
gross fixed capital formation was already 2.3 percentage points lower than the 
value forecast in CP2022. The figures indicate that inflation has (in Hungary 
during the analyzed period) a slowing effect on economic growth, which has 
moderated the impact of inflation on nominal GDP growth.

Returning to our analogy, we can say that by 2023, inflation had greatly inc-
reased three types of expenditure (current consumption, subsidies, and inte-
rest payments) as a proportion of GDP, i.e., it had “stretched out these three 
limbs” like a modern Procrustes. In addition, it had “twisted the arm” of a 
fourth (employee wages).

However, the Hungarian economy was still “suffering” in a large Procrus-
tes bed in 2022 and 2023, so the risk of non-compliance with the public debt 
rule, although visible7, still seemed remote. The public debt ratio decreased by 
far more than forecast in 2022, as the value of the GDP deflator became nearly 
three times higher than forecast, and this increased the denominator of the 
public debt ratio by a greater extent than the approximately 25 percent (1.3 per-
centage point) increase in the government sector deficit. In 2023, the high GDP 
deflator made it possible to reduce the public debt ratio despite the fact that the 
government sector deficit doubled compared to what was forecast in CP2022.  

The question arises as to why the price increase in 2022 did not lead to a 
similar increase in the public debt ratio? The data in Table 3 help answer this 
question. In addition to the public debt ratio and the implicit interest rate, the 
table contains data on the two other factors in proportion to GDP that most 
determine the change in the numerator of the public debt ratio. One is the pri-
mary deficit of the government sector, the second is the development of inte-
rest expenditures. (In addition to these, other factors also influence the public 
debt ratio, the most significant of which is the revaluation of foreign currency 
debt due to changes in the exchange rate of the forint, but several other items 
also fall into this category.)

7	 See Pulay (2024), which is an edited version of a conference presentation given on 23 February 
2023. 
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The table shows that in 2022 the primary deficit increased by 1.2 percentage 
points compared to the forecast in CP2022, but the higher-than-planned increase 
in interest expenditure contributed only 0.1 percentage points. Why? Because 
the implicit interest rate on public debt increased only modestly in 2022, from 3.7 
percent to 4.4 percent, despite the soaring inflation. What is behind this?

Table 3: Deviations of the public debt ratio, primary balance and interest 
expenditure from CP2022 forecasts, and the actual implicit interest rate on the 
debt stock, 2022–2025 (percentage points and percent)

Appellation 2022. 2023. 2024. 2025.

forecast 
of CP2022

fact forecast 
of CP2022

fact forecast of 
CP2022

fact forecast of 
CP2022

fact

Change of 
the public 
debt index

-0,7 -2,1 -2,3 -0,8 -3,4 0,2 -3,5 1,1

Primary 
balance -2,2 -3,4 -0,5 -2,3 0,5 -0,2 1,3 -0,9

Interest 
expenditure 2,7 2,8 3,0 4,7 3,0 4,9 2,8 3,8

Implicit 
interest rate 3,7 4,4 4,3 7,2 4,3 7,2 4,3 5,3

Source: Own compilation based on CP2022 and Eurostat gov_10a_main (2026)
Note: the implicit interest rate is own calculation based on Eurostat gov 10a main (2026)

In line with the general points made above the Hungarian public debt is also 
financed by bonds with different maturities, partly fixed and partly variable inte-
rest rates (and to a lesser extent loans). Consequently, during the period of inc-
reasing inflation, the implicit interest rate on public debt rose more slowly than 
inflation, as the interest rate on fixed-interest bonds did not change, and the inte-
rest rate on longer-term bonds typically rose less than inflation. However, gover-
nment bonds issued during times of high inflation had to provide a high yield, 
otherwise no one would have bought them. This was especially the case for retail 
government securities, which the population began to redeem en masse in the 
fall of 2022, as their yield was far below inflation. In parallel with the redemption, 
the population began to buy those series of government securities whose yield 
exceeded the prevailing inflation rate, which significantly increased the budget’s 
interest expenditure over the next three years. The implicit interest rate on Hun-
garian public debt increased by 2.8 percentage points in 2023.

The spillover effects of the 2022 spike in inflation in 2024 and 2025 - How 
does Procrustes shrink his victim to fit into the smaller bed?

In 2024, inflation, and in parallel the GDP deflator, declined extremely 
rapidly, while the implicit interest rate continued to rise. This had two effects 
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that posed a serious challenge for fiscal policy. First, the GDP deflator and the 
implicit interest rate became very close to each other (the GDP deflator was 
only 0.4 percentage points higher than the implicit interest rate), i.e. the com-
fortable situation in which the government debt ratio could be reduced even 
with a significant primary deficit was eliminated. Second, interest expenditure 
continued to increase, significantly worsening the balance of the public sector. 
As a result of these two effects, in order to comply with the public debt rule, the 
primary deficit of the public sector had to be eliminated, and even a positive 
primary balance had to be achieved. In addition, the acceleration of economic 
growth could also have contributed to the reduction of the public debt ratio.

The government was also aware of this challenge. Therefore, in the Conver-
gence Program of Hungary 2023-2027 (CP2023), it expected that the primary 
balance of the government sector would become positive in 2024 and then in 
2025 as well, and that the GDP volume would grow by 4 percent. In the spring 
of 2024, it became clear that the 4 percent GDP growth in 2024 was unrealistic. 
Therefore, in April 2024, in the Convergence Program of Hungary 2024-2028 
(CP2024), the government expected “only” 2.5 percent economic growth for 
2024, but set a positive primary balance target (0.4% of GDP). However, opti-
mism remained regarding 2025, i.e. the forecast of 4.1 percent GDP growth. If 
this had been achieved, a zero primary balance would have been sufficient to 
reduce the government debt ratio.

First, we examine the consequences of efforts to improve the primary 
balance, namely which types of expenditure were reduced in relative terms, as 
a percentage of the GDP in connection with the improvement in the primary 
balance. Table 4 contains the data necessary for this analysis. 

Table 4: Actual general government expenditure in 2023–2025 and changes  
between years (as a percentage of GDP and in percentage points)

Type of expenditure 2023 2024 2025 2024–2023
difference

2025–2024
difference

2025–2023
difference

fact fact fact

Compensation of employees (D.1) 9,8 10,3 10,7 0,6 0,4 0,9

Intermediate consumption (P.2) 8,8 8,5 8,5 -0,3 0,0 -0,3

Social payments 12,0 12,0 12,0 0,0 0,0 0,0

Subsidies (D.3) 2,7 2,2 2,1 -0,6 0,0 -0,6

Gross fixed capital formation 
(P.51) 5,4 4,4 3,8 -1,0 -0,6 -1,6

Capital transfers (D.9) 1,8 1,5 1,7 -0,3 0,3 0,0

Other expenditure 4,6 3,7 4,6 -0,9 1,0 0,0

Primary expenditure total 45,0 42,4 43,5 -2,6 1,0 -1,6
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Type of expenditure 2023 2024 2025 2024–2023
difference

2025–2024
difference

2025–2023
difference

fact fact fact

Interest expenditure (D.41) 4,7 4,9 3,8 0,2 -1,1 -0,9

Total expenditure 49,7 47,3 47,3 -2,4 -0,1 -2,5

Source: KP 2022, KSH STADAT 21.1.1.17 and EDP report (2026)

Table 4 shows that between 2023 and 2024, the primary expenditure of the 
government sector decreased by 2.6 percentage points. The so-called other 
expenditure decreased the most. Little is known about their internal compo-
sition. In addition, the proportional value of expenditure on gross fixed capi-
tal formation and capital transfers to GDP continued to decrease. Thanks to the 
decrease in energy prices, it was possible to reduce the subsidies introduced in 
2022 due to the surge in energy prices.

Subsequently, in 2025, compared to the previous year, the proportional 
value of expenditure on gross fixed capital formation to GDP decreased further, 
while expenditure on capital transfers, employee benefits and other expendi-
ture increased slightly. Overall, in 2025, primary expenditure increased by 1.0 
percentage points, while interest expenditure decreased by the same amount, 
so the proportional value of total expenditure to GDP did not change signifi-
cantly compared to 2024. Unfortunately, however, the failure to further imp-
rove the primary balance meant that - also due to the unfavorable development 
of other factors - the public debt ratio increased significantly in 2025, and the 
public debt rule was not met.

In summary, we can conclude that Procrustes did a thorough job even 
during the period of disinflation, severely cutting their budget expenditures, 
and taking the largest chunks from the very expenditures that could have ser-
ved to accelerate economic growth.

Given the above, it is not surprising that the government’s forecasts of a rapid 
increase in economic growth in 2024 and 2025 did not come true either. We now 
know, what, in 2023 and 2024 could only be described as a risk that the gover-
nment’s expectations regarding economic growth were extremely optimistic8. 
They did not take into account that the 2022-2023 inflation shock forced busines-
ses to cut back on their investments and households to cut back on their consump-
tion, even after inflation had subsided. They also underestimated the impact that 
relatively less was allocated from the state budget for investments and investment 
support. The lack of economic growth, together with other negative factors, led 
to an increase in the public debt ratio in 2024 and 2025. Table 5 summarizes the 
developments in the factors most influencing the public debt ratio.

8	 The Fiscal Council and several think tanks have also warned that there are risks to achieving 
the projected dynamic growth. See the Fiscal Council’s opinion on Hungary’s draft budgets for 
2024 and 2025 (Fiscal Council, 2023, 2024).
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Table 5: Development of the most important factors affecting the public debt 
ratio between 2022–2025

Appellation 2022. year 2023. year 2024. year 2025. year

Real GDP growth % 4,2 -0,8 07 0,4

GDP deflator (%) 14,0 15,0 7,6 6,3

Nominal GDP growth % 18,7 14,1 8,3 6,8

General government primary balance % of GDP -3,4 -2,3 -0,2 -0,9

General government balance % of GDP -6,2 -7,0 -5,1 -4,7

Implicit interest rate (%) 4,4 7,2 7,2 5,3

implicit interest rate /GDP-deflator 0,3 0,5 0,9 0,8

Public debt index % 74,1 73,3 73,5 74,6

Change of the Public debt index compared 
to the previous year (percentage point) -2,1 -0,8 0,2 1,1

Source: KSH STADAT 21.1.1.1., 21.2.1.2., KSH EDP report (2026), own calculation and editing based on 
Eurostat gov_10a_main (2026)
Note: the implicit interest rate is own calculation based on Eurostat gov 10a main (2026)

Based on the data in the table, the following connections can be highlighted.
	► The 2022-2023 inflation shock pushed the Hungarian economy onto a stag-

nant path from 2023.
	► The implicit interest rate on public debt approached the value of the GDP 

deflator by 2024, and as a result, the ratio of the two indicators contributed 
only very modestly to the decrease in the public debt ratio.

	► The primary balance of the government sector showed a serious deficit in 
2022 - primarily due to high inflation. Although the primary balance imp-
roved in the following years, the increase in interest expenditure and its 
subsequent high level led to only a small improvement in the government 
sector balance, and due to the high deficit – and some other factors – in 
2024 and 2025, public debt grew faster than nominal GDP.

Conclusions

Inflation can rightly be compared to Procrustes, as it can present a favorable 
picture of fiscal processes in the short term with the promise of rapid 
debt reduction. Rapid growth in nominal GDP can temporarily reduce the 
government debt-to-GDP ratio, while the budget deficit and nominal levels 
of government debt may continue to increase. However, this effect cannot be 
considered a permanent or cost-free debt reduction mechanism.
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High inflation is reflected in the increase in budget expenditures and, with 
some delay, in the increase in the financing costs of public debt. It is particu-
larly important that not only the increase in inflation, but also its decrease is fol-
lowed by a delayed correction of the implicit interest rate of public debt, which 
is why interest expenses remain persistently high even during the period of 
disinflation. Therefore, further reduction of the public debt ratio increasingly 
requires an improvement in the primary balance, which may also slow down 
economic growth through the reduction of budget expenditures.

It is important to emphasize that it is not that high inflation is conducive 
to reducing the public debt ratio, and low inflation makes this more difficult, 
but that rising inflation temporarily creates relatively favorable conditions for 
reducing the public debt ratio, but the effect of the same rising inflation, which 
worsens the primary balance of the budget, then increases interest expenses 
and restrains economic growth, makes reducing the public debt ratio more 
difficult for years.

Based on the results of the study, inflation cannot be considered a sustai-
nable debt reduction tool. Therefore, for economic policy, and within it, fiscal 
policy, avoiding a spike in inflation is a favorable strategy, as it is futile to rely 
on inflation’s lasting debt-reducing effect.
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