Comment on the steps that countries such as Hungary may take to reduce their large current account deficits. [10]

The best way to reduce imports is to reduce consumer spending and boost the savings ratio. The Government could increase taxes and reduce government spending (deflationary fiscal policy). This will reduce consumer spending. However, to reduce consumer spending will cause a fall in economic growth and higher unemployment. So it is rather a drastic policy. The government may not need to reduce consumer spending as the economy is predicted to slowdown in 2008. This slowdown should reduce the current account deficit.  The credit crunch should have reduced the deficit anyway as recessions meant that consumer spending fell anyway. 
In the Long term the government could try and increase the productivity of industry. This will enable UK exports to become more competitive helping to increase exports and reduce the attractiveness of imports. To increase productivity the government can implement supply side policies such as: 
1. Better education and training 

2. Privatisation 

3. Investment in transport / infrastructure

Of course supply side policies are easier to say than do. Every government will say they are trying to increase productivity. But, in reality there is only so much government policy can do to increase productivity of industry. Even successful supply side policies will take a long time to have any effect.  Supply side policy will also have a longer time lag. Training schemes to try to fulfill skills shortages may have a shorter time lag, but investment on infrastructure may take years before the benefits are truly felt. 

The obvious solution for a current account deficit is to devalue the currency. This makes exports cheaper and imports more expensive. This should improve the current account deficit. However, in EU countries the exchange rate is determined by market forces not the government. Lower interest rates would weaken the currency, but in the case of the UK interest rates can go no lower. Furthermore demand for UK exports has become more inelastic therefore the boost in export value may be quite limited.

Note:  This will be effective in reducing the current account deficit because the UK has a high propensity to import. (about 40% goes on imports).
