ANNEX 4 IMPACT OF LAGGING MACROECONOMIC PERFORMANCE
ON BUDGET
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Two risks may cause

lower than forecasted

GDP nominal level in

2016:

e Lower real GDP
growth rate in 2016;

o Lower inflation rate
for 2016 than
forecasted.

Nominal GDP level,
generally speaking, is
the most direct
indicator for the
potential levels of
bases for most tax
revenues.
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Consequently,
assuming no changes in
tax policy (tax rates), if
the GDP for 2016 does
not reach the estimated
nominal level, tax
revenues would fall
short of the planned
amounts as well.

In case budget expenditure
is not cut to compensate for
the insufficient revenue and
no additional income is
raised, the ultimate outcome
is exceeded budget deficit.

Stipulated in the FDL: exceeded budget deficit may lead to the automatic correction mechanism

coming into force (in line with article 11 of the FDL), which foresees budget balance adjustment in further

years up to 0.5% of GDP.
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