Open Letter
to Istvan Kapitany, Minister of Economy and Energy
on fuel prices

Dear Minister,

We, the undersigned, consider it essential to immediately inform the population that the
continued maintenance of current fuel prices may lead to serious economic problems in the
foreseeable future.! Therefore, it is necessary to phase out the so-called protected fuel prices as
soon as possible, and to increase the excise duty on fuels to at least the level before the
introduction of the protected price, and at the same time provide social compensation® for the
broad layers of the population.

The main problem with the protected price is that it encourages the increase of the consumption
of petrol and diesel oil precisely when it should be reduced. Namely, “Europeans should be
‘under no illusion’ that the impact of the Iran war on energy prices will be short-lived” — as the
European Commission has stated.!* The continuation and eventual expansion of the Iranian war
could lead to further shortages and up to $200 per barrel of oil (compared to around $60 before
the war).* Therefore, the Commission®, the International Energy Agency® and the International
Monetary Fund’, among others, are asking governments not to take measures that encourage
fuel consumption.

The problem is further compounded by the fact that imports have largely stopped in Hungary,
due to the low domestic wholesale price.® Because of the very low price margins required for
gas stations and deteriorating supply of fuel, it is also expected that more and more gas stations
will close, just as it happened in 2022.° Moreover, after the gasoline price cap was phased out
at the end of 2022, fuel cost more in Hungary than it would have cost if the gasoline price cap
had not been introduced.!® A similar case can be expected now if the protected price remains in
place.

It is important to point out that this type of fuel price subsidy primarily benefits the rich: the
richest 10 percent of the Hungarian population consumes about ten times as much fuel as the
poorest 10 percent, and thus, with the price kept artificially low, the former receive ten times
as much subsidy as the latter.!! So the support is mainly provided to those who do not need it
at all.

Government intervention in fuel prices is also not justified because fuel prices have essentially
remained unchanged in real terms since 1995, while average earnings have increased by 180
percent. This means that today one can buy almost three times as much gasoline from an average
income as 30 years ago.'? Furthermore, car users in Hungary currently pay on average only
one-third of the costs they cause to society (according to an analysis on the European
Commission's website '®).
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This type of price support is also unacceptable from an environmental point of view because if
fuel prices rise, fuel consumption will decrease, and thus emissions of gases that cause climate
change, so it will be easier for us to meet the EU’s climate requirements, which are also
mandatory for Hungary. Air pollution would decrease, too, which is in the interest of all
Hungarian citizens, as polluted air leads to diseases and premature death. In addition, the
improvement of air quality in Hungary is also necessary because the European Court of Justice
has already condemned Hungary for air pollution exceeding the limit values and may soon
impose a serious fine on Hungary.!4

The protected price only seemingly helps the population and businesses, as in the end, everyone
pays the real cost of fuel in some way: in the form of a shortage of goods, higher prices, polluted
air or even lower state welfare expenditures, as it can result in a loss of revenue of up to
hundreds of billions of Forints for the State budget, which is already struggling with a brutal
deficit'. This also entails the risk that the EU may suspend all EU funds for us due to the
excessive deficit.!®

The fuel price cap and tax reduction mislead the population, as they give the impression that
the state always stops international processes at the national border, no matter what happens.
This makes it very difficult to adapt to the inevitable transformation of the world economy,
which could cause a much more serious crisis in the not-too-distant future.

We are convinced that if the government makes the Hungarian population aware of the above
facts, the abolition of the protected fuel price and the increase in the excise tax on fuels will
become acceptable to the vast majority, especially if these are accompanied by certain social
compensation measures, such as the increase of family allowances and low pensions. Such a
tax and subsidy reform could also receive significant international recognition.
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The contents of the letter reflect the position of the Clean Air Action Group and the personal position of the
signatories. The workplace and position of the latter are indicated solely for easier identification.
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