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DEAR READER

The Hungarian Central Statistical Office has been providing its readers with the publication se-
ries entitled Hungary already for 18 years with the purpose of informing the Parliament and the
Government in line with Section 6, paragraph (1), article h) of Act XLVI of 1993 on Statistics on the
socio-economic and demographic situation of the country.

This volume, entitled Hungary 2011,

* presents the major characteristics of the society, the demographic situation, the most important
facts and trends in the labour market in 2011 and the changes in living conditions;

* provides a picture of the domestic and international macro-economic and financial trends, as well
as of the performance of the principal branches in the national economy;

* gives a short review of the state of environment and the changes in the production and use of
energy.

This year the last chapter in the volume is devoted to the following three themes:

* the impact of the international economic sentiment,

* trends in the manufacture of transport equipment in the world and in Hungary, and
* some important aspects of the cultural consumption of households.

Analyses focus on trends observed in 2011; however, the interpretation of 2011 data is promoted
by a comparison with the recent past and an international outlook. In order to give an as nuanced
picture of the society and economy in Hungary as possible, in addition to data of Hungarian and
international statistical services, results of professional and scientific analyses of other organizations
and research institutes have been used as well.

On the attached CD-ROM, the publication in PDF format, the figures in PDF and Excel format,
as well as the recently published Statistical Pocket-book of Hungary, 2011 in PDF and Excel format
are available.

Since the publication aimed at presenting year 2011, events, processes and data of the current year
(2012) are not included in this analysis. Those interested in the most recent data are encouraged to
consult publications and tables downloadable from the renewed website of HCSO (www.ksh.hu), as
well as the dissemination database allowing for downloads according to users’ needs.

I do hope that the volume Hungary 2011, similarly to our other publications, will provide a useful
basis both for decision-makers and the citizens interested in socio-economic processes to assess the
state of the country.

Dr. Gabriella Vukovich
President






1. POPULATION,
LABOUR MARKET CONDITIONS,
EDUCATION

* According to preliminary results of the census in October 2011, the
population number of the country was 9,982 thousand, 216 thousand
fewer than a decade earlier. The population of the country has been
continuously declining for three decades,and, since the latest observations,
the pace of decrease has further accelerated, which has been somewhat
restrained by the positive balance of international migration.

* Compared to the census ten years ago, the proportion of people living
in villages fell, that of inhabitants of towns slightly rose, while the
proportion of the population in the capital did not essentially change.
The population number diminished in each area of the country except
tor Pest and Gy6r-Moson-Sopron counties.

* As a consequence of the measures on the restrictions of child-care
allowance and child-care benefit, the number of live births has been
decreasing again since 2009. The only change brought by the recent years
in basic demographic trends was that along with the lessening number
of live births the number of deaths fell as well. Over the year, 88,050
children were born and 128,700 people deceased. This number of births,
low in international comparison as well, hit a new low, while the number
of deaths fell below 130 thousand for the first time after 37 years.

* The total fertility rate showing the natural reproduction of the
population sank to 1.24 in 2011, which was below both the level of 2.1,
ensuring the reproduction of generations and the EU average of around
1.6. Although the size of children’s generations is 25-40% smaller than
that of the parents’generations nearly all over Europe, the indicator in our
country differs even from the one in our closer environment, in the Vi-
segrad countries. This process is the result of numerous socio-economic
problems, which were remedied the most successfully by the social policy
in Ireland and France up to now. In Hungary, a new personal income
tax system was introduced in 2011 in order to promote the willingness
to have and raise children. The sensitive nature of the issue is shown by
the fact that, in case of negative changes, the number of births dwindles
rapidly, while the positive changes in the family policy take effect on
having children only slowly.

* The possibilities of young people for learning, having a job and start-
ing life, as well as their changing preferences gradually transformed the
patterns of starting a family and having children. All these can be traced
in the change of demographic and other social indicators. Most of the
couples plan to have their first child after having created safe living
conditions. Although few young people imagine their lives without
children, and most people even wish to have more than one child, due
to the delayed fertility, families are smaller and fewer children are born
on the whole. In 2011, fertility decreased among women younger than
35 years of age, while it increased among women older than that, but
this growth did not compensate the fall in the number of births among




the more fertile age-groups. Due to the low and diminishing number of
births, the demographic disequilibrium keeps on deteriorating.

* The decreasing number of births and the aging population make
the sustainability of education and social and health-care system more
difficult. The most urgent challenge is the sustainability of the pension
scheme, since the more populous generation born in the 1950s will
approach retirement age in the near future. The decrease in the number
of people of active age means a narrowing labour force potential and a
weaker ability of the society to support its members at the same time.
This process is shown by the aging index over a very short period as well:
on 1* January 2012, the number of elderly people per 100 children was
nearly 117, while it had been 115 a year earlier.

* The labour market situation is characterized by a low employment
level, hardly changed since the last third of the 1990s, as well as by high
unemployment and inactivity. Employment, already low anyway declined
turther over the years of the crisis, it was stagnant in 2010, and 2011
was the first year when a slight improvement occurred. The number of
unemployed people, following the rise in the former years, diminished by
1.5% in 2011, and the population inactive in economic terms narrowed.

* In 2011 the headcount in the private sector grew by 1.3%, while that
of employees in budgetary institutions dropped by 4.9%.

* The fact that atypical forms of employment have not become general
yet also contributes to the low level of employment. The role of atypical,
and within that, of part-time employment strengthened somewhat in
the years of the crisis, resulting partly from the more frequent fixed-term
jobs.

* The employment rate of young people with a university or college
degree fell considerably in the last ten years, in which, naturally, the crisis
played a role as well, but this process dates back to earlier times. The risk
of unemployment began to grow at the beginning of the last decade, and
it has hardly changed since 2009. In addition to other educational levels,
the unemployment of career starters with a university or college degree
in the age-group 20-24 years is high as well.

* The educational attainment of the population has improved further;
the proportion of those with G.C.S.E. or with tertiary educational
attainment has gone up, while that of people having completed 8 grades
of primary school at most has diminished.

* Along with the cut in the number of kindergartens, the number of
places in kindergartens and enrolled children increased in the last years.
Significant regional differences can be observed in the provision system.

* In line with demographic processes, the number of primary school
students is shrinking, among them the proportion of those receiving
day-care provision and catering grew considerably between 2005 and
2011. Due to the longer duration of education, the number of secondary
school students did not diminish until the end of the last decade despite
the fall in the number of children. However, by 2011, the decline in
the number of children could be observed in these schools as well. The
proportion of students in apprentice schools has been rising again since
2007; that of students in secondary grammar schools has been stagnant,
while the popularity of secondary vocational schools has declined further



to a small extent, although the majority of students still choose this type
of secondary school.

* The upsurge in the number of students in tertiary education stopped
in the second half of the last decade, and, with some fluctuation, it
has been stagnant since that time (in 2011, it went up slightly). The
slowdown of the expansion of tertiary education resulted from the
significant drop in the number of applicants between 2005 and 2008.
In part-time education, the number of students has already been falling
since 2005. The number of students having completed tertiary education
increased at a lower pace than that of those admitted; one of the reasons
for that is the lack of state examination in foreign language(s) necessary
for obtaining a degree.

* The structure of tertiary education by fields of training did not remain
unchanged in the past years; the weight of technological and natural
sciences, health, as well as services strengthened, while the proportion of
teacher training and agricultural science diminished.

Summary data
Denomination 2009 2010 2011
Po§:lmsg;23 number, thousand 10,014 9,986 9,962
Distribution of population
by main age groups, %
0-14 15 15 15
15-64 69 69 69
65— 17 17 17
Live births per thousand inhabitants 9.6 9.0 8.8
Deaths per thousand inhabitants 13.0 13.0 12.9
Nomand e 4 40 41
Employment rate, %" 55.4 55.4 55.8
Unemployment rate, %" 10.1 11.2 11.0
Number of students having passed

vocational examination, total 51,085 52,597 55,888

in apprentice schools 22,319 23,507 23,812

in secondary vocational schools 28,766 29,090 32,076
Students in full-time tertiary

education as a percentage of

population aged 18-22 years 38.3 38.2 38.9

¥ 31 December.
YWithin the population aged 15-64 years.




Demographic snapshot

The population number sank below ten million

In October 2011, in line with the EU legislation and
taking into consideration national traditions, the
population of the country was enumerated already
for the fifteenth time in the history of censuses in
Hungary. According to preliminary data®, 9 million
982 thousand people live on the 93 thousand square
kilometres territory of the country, 216 thousand —
the population number of a city — fewer than ten years
earlier. The decrease in the number of the population
lasting for three decades accelerated further, and
only less than a half of this was compensated by the
positive balance of international migration. By 2011,
the population number sank below ten million, to
the level observed in the 1960s.

Since the previous census, the population number
has declined in almost each area of the country
except for Pest and Gyér-Moson-Sopron counties.

Hunecary, 2011

Out of these two latter counties, Pest county is
outstanding in respect of population attraction
(12.8%) due to the direct boundary with the capital
city. The attractiveness of Gydr-Moson-Sopron
county is more moderate (2.4%). Among counties,

Figure 1.1

Resident population of Hungary
(on the reference date of the census)
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Figure 1.2

Number and change of resident population by counties between 1* February 2001 and 1** October 2011

Komdrom-Esztergom
Gy6r-Moson-Sopron -3.3

Y Based on information prior to detailed processing.

Huncarian CENTRAL StaTIsTICAL OFFICE, 2012

Borsod-Abatj-Zemplén

Szabolcs-Szatmar-Bereg
-3.5

Hajda-Bihar
—0.8

Change
in population
number, %

Csongrad
-3.5




POPULATION, LABOUR MARKET CONDITIONS, EDUCATION

the population number of Békés county diminished
to the largest extent (by 9.0%).

In 2010, among the 27 member states of the Eu-
ropean Union, the population number dwindled
in six countries as a result of the balance of natural
demographic processes and international migration.
Out of them, five countries accessed the EU in 2004
or later,and, among old member states, only Germany
belonged here. All of them are characterized by
the natural decrease in the population, which is
strengthened further by the negative international net

B

migration in Lithuania, Latvia and Bulgaria, while
this process is moderated by the positive balance of
international migration in Germany and Hungary.

The proportion of urban population is the highest in
Central Hungary

In Hungary, the urbanization process accelerated
significantly after the change of regime, but it did
not automatically mean the qualitative improvement
of urbanization, i.e. modernization. The system of

STAGES OF URBANIZATION

The migration of the population between different types of settlements — towns and villages —
shows a specific cyclical model. The censuses after the 1960s drew the attention to the fact that the
population of most cities in developed countries does not rise further, on the contrary, it is decreasing
in some places. After about two decades, a stronger urbanization was observed again in North
America, Western Europe and Japan?; the theory of the cyclical model of urbanization was based on
this observation.

The four stages of urbanization® are: urbanization, suburbanization, de-urbanization and re-
urbanization. The first stage is the urban explosion, which is connected to the industrial revolution,
the development of the modern economy. This started at the turn of the 18" and 19" century in
Western Europe, later to the east of it and in the 1870s-1880s in Hungary. The second stage is
the so-called relative de-concentration or suburbanization, which means the out-migration from
towns and cities to their outskirts or the neighbouring agglomerations. Its precondition is the ra-
pid and flexible transport system, which allows the new lifestyle resulting from moving out.
Suburbanization refers first of all to the moving out of more well-to-do people living in city centres
to the neighbouring areas with detached houses, but, for example in Hungary, other strata were
concerned as well. Suburbanization, involving the stop in the increase of urban population or the
decrease of it, started after the 2" World War in Western Europe and from the 1970s in the Eastern
European countries. The third and the fourth stages (de-urbanization means the increase in the
proportion of rural and the decrease in that of urban population, while re-urbanization is the flow
of the population and enterprises in better financial situation back to the city centres) appeared in
Hungary together with the second stage. The reasons for this are the delayed development of towns,
the specific town planning development in the socialist era, then, the relatively rapid socio-economic
changes accompanying the change of regime and, as a result, the amplification of social inequalities.

In the last 10-15 years, not only did the population of rural settlements grow in the direct
neighbourhood of large towns, but the decline in the population of the wider catchment area also
stopped. The composition of out-migrants is quite heterogeneous. Among them there are people
who chose deliberately the better life quality and also those who made their decision under structural
pressures. The middle and the marginalized strata mainly look for lower property prices and try to
avoid high overhead costs. The agglomeration of Budapest is the largest, consisting of 81 settlements.
However, the prestige of the settlements is very different, which is well reflected in property prices.
The western part of the ring road is rather chosen by people with higher income, while the eastern part
of it by the lower and middle or poorer strata. The poorest people do not move to the agglomeration
but back to the settlements where, in the 1950s and 1960s, their families moved out from.

2)
3)

Source: Andorka Rudolf 2006. Bevezetés a szociolégidba (Introduction to sociology), Osiris, Budapest.

Source: Enyedi Gyorgy 1984. Az urbanizicids ciklus és a magyar telepiiléshalézat dtalakuldsa (Cycle of urbanization and the transformation of the settlement
network in Hungary), Akadémiai Kiad6, Budapest.
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Figure 1.3

Population density and its change by counties between 1** February 2001 and 1+ October 2011

Komédrom-Esztergom

Gy6r-Moson-Sopron 135 Bp

3,307

Biécs-Kiskun

conditions for receiving town rank became less strict
than earlier, which, in itself, increased the proportion
of urban population. In Hungary, the number of
settlements of town rank is 328 at present, while
that of villages is 2,826. However, the majority of
new towns do not have a central function through
which they could exert a perceptible influence on
the region and their infrastructure, socio-economic
and income conditions hardly differ from those in
villages.

The most urbanized region is Central Hun-
gary. 17.4% of the population lives in the capital,
52.1% in other towns and 30.5% in villages. The
distribution of the population among the different
types of settlements changed so far as the proportion
of people living in villages decreased, that of those
in towns grew slightly, while the proportion of
the population living in the capital city did not
essentially change.

The population decrease affected each type of

settlement, but it was stronger in villages. Natural
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Borsod-Abatj-Zemplén
95
Szabolcs-Szatmér-Bereg

95

Population
density, 2011,
persons per
sq. km

Csongrad

98

population decrease played a basic role in this

fall; however, it was compensated by the positive
balance of international migration more strongly
than in towns. In this latter case, the outstanding
immigration surplus in the villages of Pest county had
a significant role. The most attractive region of the
country is Central Hungary, where the proportion of
the population to the total population went up from
28.1% to 29.6% between the two censuses.
Population density — the number of population
per square km — lessened from 110 ten years ago
to 107, and this indicator is of a medium level in
EU comparison. The very high population density
of Budapest cannot be compared with that of the
counties. The most sparsely populated counties of
Hungary are Somogy, Bacs-Kiskun, Tolna and Bé-
kés, while the most densely populated ones are Pest,
Komirom-Esztergom and Gyé6r-Moson-Sopron
counties. The indicator of Pest county is much above
the average, while in Somogy county it is hardly
more than one-fourth of the one in Pest county.
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CENSUSES

A census is a historical snapshot of a given era and forms a basis for economic, health, educational, social
and cultural developments. This is the only method which allows obtaining a detailed picture of the
people and the dwellings in the country, and, moreover, in the deepest possible regional breakdown.

In Hungary, the first full-scope population survey in the present-day sense was ordered by Maria
Theresa 28 years after the first European census, and it took place between 1784 and 1787. The first
Hungarian census conducted by the official statistical service was organized in 1869, and has been
generally organized in every ten years since that time. The results of the 1920 census allowed not only
obtaining information on the number and composition of the population and the dwelling stock but
assessing exactly the losses of the 1st World War and the conditions after Trianon as well. During the
1930 census, the first attempts at the mechanization of data processing were made. The first census after
the 2" World War, was held in Hungary in 1949. The reason for advancing the census, originally planned
for 1950, was that in addition to the assessment of losses of the war, only estimations were available
about the very significant migration (caused by forced deportations and voluntary population movements
together). The data of the censuses in 1960 and later have already been processed electronically. By
the end of the 1980s, the roots of the economic and political change of regime were formed, and the
programme of the 1990 census reflected the special features of this transition era and the connected social
demands. The novelty of the 2011 census was that it was for the first time possible to choose among
three opportunities, i.e. the online completion of the internet questionnaire and the self completion or
the traditional, interview-based completion of paper questionnaires. The online completion proved to be

popular with its proportion of 18.6%.

The natural decrease of the population was somewhat
mitigated by international migration processes

Hungary is a country with aging and decreasing
population, where fertility, meaning a natural
reproduction, does not reach permanently the
level of replacement. This is high in international
comparison and is accompanied by a mortality which
is improving only very slowly. These processes are
decisively influenced by the aging age-composition
of the population, the lifestyle, as well as the change
in the value system worsened by the mortality of
middle-aged men, which is high in international
comparison as well, although improving. Natural
decrease is moderated by international migration
processes.

In the Europe of the early 1980s, it was considered
a unique phenomenon if the number of newborn
children over the year was fewer than the number of
deaths. However, it is worth mentioning as well that
the low number of births in 1981 was more than
one and a half times as many as the number in 2011.

As the balance of births and deaths, the population

Huncarian CentraL StaTisTicaL OFFICE, 2012

number fell by 916 thousand from the beginning of
the 1980s until these days. International migration
lessened natural decrease by one-fifth.

In 2011, the only change in basic demographic
trends was that, along with the declining number of
births, the number of deaths fell as well. However,
the natural decrease of the population, compensated
by more than 40% by the positive balance of

international migration, accelerated.

Low and decreasing number of births — slightly
improving but still high mortality

The change in the number of births in the last six
decades was essentially determined by the 193-
223 thousand births in the years of 1953-1956
(in the ‘Ratké era’) and by the 178-194 thousand
births in the second half of the 1970s. This high
number did not appear again in the years around
the turn of the millennium, since generations born
in the abovementioned eras did not want to have
near as many children as their parents did. In this,
the postponement of age of motherhood plays a
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Figure 1.4

Natural demographic processes
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significant role, as a result of which the actual number
of children is often lower than the planned number.
The number of births fell below 100 thousand in
1998 for the first time, and it has always been below
this level since then. Following the fluctuation and
the low-level stagnation after the turn of the mil-
lennium, a drop occurred in 2010 and 2011. Family
planning decisions were unambiguously negatively
influenced by the deteriorating living standards
resulting from the crisis. The positive family policies
could not counterbalance this, either. According to
preliminary, partly estimated data, 88,050 children
were born in 2011, 2,285 fewer than in the previous
year and fewer than the half of the high generation
numbers in the 1970s. Number of deaths, declining
in the past one and a half decades continued to
decrease again in 2011, following a stop in the last
few years. 128,700 people deceased over the year,
1,756 fewer than a year ago. The birth rate has been
around 9-10 per mille for one and a half decades,
while the death rate has varied between 13 and 14
per mille for more than three decades. The only
change in the birth and the death rates in 2011
was that the birth rate, already low in international
comparison, continued to fall, while the death
rate reached again for the first time the level three
decades earlier (12.9 per mille). The mortality of

Hunecary, 2011

men remained unchanged or lessened in each age-
group, and within this, the improvement is the most
spectacular in the age-group 35-44.

Infant mortality fell to the lowest level in our
demographic history so far; in 2011, out of ten
thousand newborn children, 49 deceased before
one year of age. Based on this indicator, Hungary
belongs to the lower middle rank of the EU.

Decreasing fertility — European snapshot

Fertility is one of the most important indicators of
demographic processes. In the history of fertility
in Hungary over the past 50 years, the natural
reproduction of the population was ensured only
in the mid-1970s. The fertility rate exceeded the
level of 2.0 only in a few years, between 1967 and
1969 and between 1974 and 1979. The total fertility
rate?; low in international comparison, has been
declining again since 2009, and it was 1.24 in 2011.
The EU average is around 1.6, and within this,
the level of population replacement is approached
only in Ireland and France.® Apart from these two
countries, fertility in the EU is the highest in the
United Kingdom and in the Scandinavian countries,
while it is the lowest in Latvia, Hungary and
Portugal. Fertility rate is lower in Southern, Eastern
and Central Europe than in Northern and Western
Europe.

From the 1990s until the turn of the millennium,
there was a significant drop in fertility in each Vi-
segrad country, while, except for Hungary, a rise has
been observed since that time. The largest growth
occurred in the Czech Republic and the lowest in
Poland. In Hungary, not only did the growth fail to
tollow, but in the last years, even stagnation changed
to a decrease.

In most European countries, the number of
the future (child) generations is 25-40% lower
than that of their parents, a problem that could
be remedied to some extent only in Ireland and
France. This process is the source of numerous
new socio-economic problems.

9 Total fertility rate expresses how many children a female would give birth to during her lifetime, if the birth frequency by age of the given year prevailed.

5 The natural reproduction of the population would be ensured, if hundred women gave births to 210 children on the average.
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Figure 1.5
Total fertility rate in the Visegrad countries
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Women have children at a higher and higher age

The size of young generations, their proportion
to the population, their objectives, opportunities
and ideas influence decisively the future changes
in the population number. The new opportunities
of learning, having a job and ‘starting life’ after the
change of regime transformed the society’s way of
thinking about the frames of cohabitation, about
having children and many other issues.

The fall in the number of births is not a specific
feature of Hungary, but a process influenced by
historical and social factors. The fertility rate, still high
in Europe at the turn of the 20" century, fell to the half
or one-third (1.6-2.1) in many countries by the 1930s,
and then, after the 2nd World War, went up again
(2.3-2.8) due to the baby-boom in Western Europe
lasting until the mid-1960s. In Eastern Europe, for
historical and social reasons, this boom failed to occur,
and the repeated turn in trend started in the second
half of the 1950s, while it started in the mid-1960s
in Western Europe. The indicator fell to between
2.1 and 2.2 by the mid-1970s all over Europe, and
later it sank lastingly to a level around 1.2-2.0. By the
practice of birth control having spread since the 1960s,
in the developed countries, having children is mainly
a conscious decision. Many attempts were made to
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slow down or to turn the decrease of fertility. First
unpaid and then paid maternity leave was introduced,
which, with different duration and conditions, is in
force in each country of the continent, and its amount
is between 55% and 100% of the prevailing average
earnings. The first allowances and benefits helping
the willingness to have children and the financial
situation of families, and the family allowance were
introduced later. The network of infant nurseries
and kindergartens supporting the employment of
women has been more significantly developed since
the 1950s and 1960s. The new personal income
tax system introduced in 2011 aims at encouraging
people to have and raise children with a tax allowance
depending on the number of children raised. The
consolidated tax base can be reduced by HUF 62,500
in case of one or two and by HUF 206,250 in case
of three or more dependants in each month and per
dependant. Dependants are children, the foetus from
the 91+ day after conception as well as those receiving
family allowance by own right or disability allowance.

Among factors influencing the number of births,
when examining the stratum of women in childbearing
age, it is striking that their number decreased by 6.1%
between 1990 and 2011, while the number of live
births fell by 30%. Within this period, the decline was
especially considerable in the last two years.
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Figure 1.6
Number of 15-49 year-old women and live birth rates in Hungary
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According to surveys®, the society is invariably child-
loving, but, despite this, people have children at a higher
and higher age, which points to the fact that families
wait for the new family member in well-established
and safer living conditions. Expressing this in numbers,
mothers gave birth to their first child most frequently
at the age of 20-24 years until the mid-1990s, then at
the age of 25-29 years up to 2009 and at the age of
30-34 since 2010. However, the growth in the number
of births in this age-group could compensate only
40% of the fall in births among younger women. The
continuation of this trend is shown by the fact that in
2011, the frequency of births diminished in each age-
group of women younger than 35, while it rose in the
age-group 35—44. All these can be described with a
single indicator, the mean age of women at childbirth
as well, which grew from 25.7 years in 1990 to 29.8
years by 2010. Despite this growth, the indicator in
Hungary is still below the European average.

When examining childbearing by the educational
attainment of the mother, the year-on-year decline was

the largest among those having completed apprentice
or vocational school, but it was above the average
among those having completed 8 grades of primary
school at most as well, while an increase was observed
in case of women with a college or university degree.

Both the number of marriages and the proportion of
people living in marriage have been decreasing for years

The background of couple relationship and the
habits of starting a family have undergone a change.
The earlier close connection between marriages and
having children has weakened, but the fertility of
women living in marriage is still the double of those
who are not married.

In 2011, the proportion of extramarital births
grew from 40.8 to 42.3% year-on-year. In the
background of this growth is that the number of
births within marriages decreased above the average,
while the number of extramarital births went up.
The transformation in lifestyle is shown by the fact

9 Source: Demogrifiai Portré 2009 (Demographic Portrait 2009), retrieved from the website of the Demographic Research Institute
According to the survey of the Eurobarometer, the 'ideal average number of children’ is higher than the actual number. This is true for Hungary as well.

Source: Special Eurobarometer 253., 2006
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that this proportion has more than trebled since
1990, and has risen five and half times since 1980.

The former role of marriage in raising children
has also diminished among young people, since
the willingness of married women younger than
35 years of age to have children lessened, while
among 35-44 year-old women, a significant part
of the surplus in the number of births was marital
births. In international comparison, the proportion
of extramarital births in Hungary is in the middle
rank. In 2010, the proportion of extramarital births
was the lowest in Greece (7.3%) and the highest
in Estonia (59.1%), but it was quite high in the
majority of the Scandinavian countries, in Bulgaria,
France and Slovenia as well.

Figure 1.7
Live births by the marital status of the mother
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In public opinion in Hungary, marriage is invariably
the most proper form of cohabitation, but, in parallel
with this, cohabitation before marriage became accepted
as well. The number of marriages in Hungary has seen
a decreasing trend for a long time. In the years after the
turn of the millennium, the number of new marriages
was 44—46 thousand, and this low number continued to
fall in the last three years to 36-37 thousand. In 2011,
35,750 marriages were registered, slightly more than a
year before. Within this, the number of marriages rose
only among the 35-49 year-old population. Women
get married most frequently in the second half of their
twenties, while men in their thirties.
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Registered cohabiting partnerships” have been
introduced on 1st July 2009. In the second half of 2009,
67,while in 2010, 80 such partnerships were recorded in
the registers. Last year the number of newly registered
cohabiting partnerships was nearly halved. The average
age of starting the official procedure was 37.7 years in
case of men and 34.2 years in case of women.

The dissolution of legally sound relationships
can be expressed by the number and proportion
of divorces. The number of divorces, stagnating
at a high level in the last decade and then slightly
increasing from 2004, diminished in the last few
years, while the number of marriages and the
proportion of those living in marriage dropped
significantly as well. In 2011, 23,200 marriages were
dissolved by courts, about 670 fewer than in 2010.

More and more singles

The long-lasting negative balance of marriages has
modified the composition of the population by mar-
ital status significantly. The proportion of people
living in marriage has decreased considerably since
1990 from 61.2% to 44.3%. In parallel with this, the
share of single and divorced people has risen. Since
2004, married people have formed a minority in the
population aged 15 years and older.

Figure 1.8

Distribution of the population aged 15 years and
older by marital status, 1** January
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7 Act XXIX of 2009 on Registered Partnerships and Related Legislation, which regulates the establishment and termination of same-sex

partnerships, entered into force on 1% July 2009.
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The largest problem of the aging society is
sustainability

The change in the number of births and deaths,
as well as the continuous rise of life expectancy
transformed the age structure of the population
significantly. In the last decades, the share of the
elderly age groups continued to grow, while that of
children fell, and since 2005, the proportion of 65-

year-old or older people has always exceeded that of
children.

Figure 1.9
Age composition of the population, 1* January
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The unevenness of the age structure modified the
general trends from time to time. In the retrospect
of three decades, the share of children® diminished
from 21.9 to 14.5%, while there were significant
changes at the top of the population pyramid as
well, where the proportion of people aged 55 years
and older grew from 23.3 to 30.9%. Within the
more mature generations, the rise was especially
considerable among the age-groups of high birth
numbers born after the war and the so-called Ratké
generations born in the 1950s, i.e. the 55-64-year-
olds, as well as among those aged 75 years or older.

Over six decades, the life expectancy at birth
improved on the average by 11.2 years for men and
14.7 years for women, and in 2011 a newborn boy
could expect to live 70.5 years, while a newborn

9 0-14 year-olds.
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girl 78.1 years. The improvement of life expectancy
was not continuous at all; in case of men, since the
1960s there have been deteriorating and improving
periods. The shock caused by the change of regime
can be traced back until 1993, and since that time
life expectancies at birth have been ameliorating. In
respect of life expectancy at birth, Hungary is in the
last third of the EU ranking in case of both sexes,
and the lag behind the EU average is 6.4 years for
men and 4.2 years for women.

Demographic changes raise the question of
sustainability at the different levels of education, in
the labour market and the social and health-care
system. The greatest challenge at present is in the
pension scheme, since the generation born in the
1950s will approach retirement age in the near future.
One of the most sensitive problems of the smaller
generations born around the turn of the millenni-
um and later is how large the burden on people of
economically active age as a result of the solidarity and
cooperation between generations will be. The drop in
the number of people of active age means a narrowing
labour force potential and a weaker ability of the
society to support its members as well. According
to the aging index, i.e. the indicator showing the
demographic disequilibrium, on 1% January 2012, the
number of elderly, i.e. more than 65-year-old people
per 100 children was nearly 117, as opposed to the
115 a year earlier. The dependency ratio of the elderly
population, expressing the number of the old-age
population as a percentage of the 15-64-year-olds, is
24.6%, which according to forecasts will have more
than doubled by 2050. According to calculations,
the indicator in Hungary will nearly equal the EU
average by that time, though at present it is more
unfavourable in the EU than in Hungary.

From the less developed regions the population
migrated to the central and western regions

In 2011, the number of internal migrations was 461
thousand, 21% higher than in 2010. The number

of permanent migrations was characterized by a
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slight reduction, while that of temporary migrations
increased nearly 1.5-fold.

One of the determinant elements of migration
processes in the earlier period was the out-migration
from Budapest, which stopped in 2007, and since that
time, the total net migration of the capital has been
continuously positive. The population number of Bu-
dapest expanded by more than 7 thousand in 2011.
The population in other towns shrank, while the out-
migration from villages diminished significantly.

Over the year, net internal migration was positive
in Central Hungary, as well as in Western and
Central Transdanubia. The other regions suffered a
net internal migration loss; the population-retaining
capacity of Northern Hungary and Northern Great

Plain having weakened the most.

The majority of immigrants are Hungarians having
lived outside the borders

The most characteristic feature of immigration to
our country is that immigrants are first of all citizens
of the neighbouring countries who are ethnic
Hungarians. Within the EU, Hungary belongs to

the countries with low, but positive international

B

net migration. In 2011, the population gain from
international net migration slightly exceeded the
one in the previous year (1.7 per mille). In the labour
market of the country, immigrants frequently find
jobs in fields with shortage of professionals, where
the native population cannot or does not want to
work. The loss of health professionals who take a job
abroad is an increasingly serious problem for Hun-
gary, and their replacement is a great burden on the
Hungarian health-care system.In 2011,1,901 highly
qualified health professionals received a certificate
notifying the intention to work abroad, their number
rose by 7% year on year. Mainly physicians decide
to take a job abroad, and the destination country is
most frequently the United Kingdom or Germany. ?

On 1 January 2012, more than 200 thousand
foreign citizens resided in Hungary, the over-
whelming majority of them were Romanian,
Ukrainian, Serbian and German. 2.1% of the
population are foreigners. The proportion of foreign
labour force is lower than in most of the other
EU member states, they account for less than 4%
of all employees. This proportion is nearly 15% in
neighbouring Austria and over 5% in the Czech
Republic and Slovakia. 1%

‘WHO CAN ACQUIRE HUNGARIAN CITIZENSHIP?

By Act XLIV 0f 2010, the regulation on Hungarian citizenship was amended. The Act introduced the
simplified naturalization, allowing those with Hungarian ancestors to acquire Hungarian citizenship
without having an address in Hungary.

Since the beginning of 2011 applicants who have a clean criminal record, whose naturalization does
not violate the public security and national security of Hungary, whose ascendant was a Hungarian
or who demonstrate the plausibility of their descent from Hungary and who provide proof of their
knowledge of the Hungarian language, can be preferentially naturalized. The new regulation deleted
the examination in basic constitutional studies among those who fall under preferential naturalization
procedure, changed the way of determining the level of language skill, furthermore, there is no need
to certify a registered address and subsistence in Hungary.

In2011,186,267 applications for simplified naturalization were received, and more than 94 thousand
people took the citizenship oath over the year here and beyond the border. In 45% of the cases, the
name was changed, if the application for naturalization was made with Hungarian forename, locality

name, or by applying Hungarian spelling rules.

9 Source: Website of the Office of Health Authorisation and Administrative Procedures.

10 Source: World Migration Report 2010 — The Future of Migration: Building Capacities for Change, International Organization for Migration, Geneva 2010.
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In 2010, 6,086 people acquired Hungarian
citizenship, 4.9% more than in the previous year.
Nearly half of the new citizens were 25-29 or 30~
39 years old. As in previous years, the proportion
of women is higher among them. A larger share
(65%) of them were former Romanian citizens.
On 1st January 2011, the new Act on Hungarian
Nationality'” about simplified naturalization came
into force. Due to the changes in regulations, the
number of those acquiring Hungarian citizenship
went up significantly in 2011; among them, more
than 20 thousand people have an address in Hun-
gary. In 2011, 186,267 applications for simplified
naturalization were received, citizenship oath was
taken by nearly 100 thousand people within and
beyond our borders over the year.

Labour market situation

The level of employment in Hungary is one of the
lowest in the EU

One of the main characteristics of the labour
market situation in Hungary is the low level of
employment, which is, inter alia, an obstacle to a
more rapid economic growth, as well as more stable
state budget and income conditions. The low level
of employment is coupled with high unemployment
and inactivity. The long-lasting low employment,
having hardly changed since 2000 is uncommon
among the transition countries with similar
historical traditions as well. The economic crisis,
which evolved at the end of 2008, has amplified the
negative processes engendered formerly. Countries
handled the shocks on the labour market in
different ways, but all these resulted in a decreasing
employment and an increasing unemployment
in other countries as well. In 2010, the signs of
recovery already appeared, and in 2011 a slow
reconstruction occurred. After the stagnation in
the previous two years, the level of employment
improved in our country along with the slight
growth in the number of the 15-64-year-old
population, while unemployment, following the
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upsurge in the former years, diminished somewhat
and the population inactive in economic terms
narrowed. It is remarkable that it was after 2009
that this stratum decreased for the first time so that
the number of those appearing in the labour mar-
ket increased the number of the unemployed and
not that of the employed. The fall in the number
of employed persons was mitigated mainly by the
public work programme in 2010, although the
number of people employed in this framework
went down in 2011 year on year due to the
transformation of the system.

Figure 1.10
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In international comparison, the employment
rate in Hungary is one of the lowest in the EU, and
is coupled with an above-average unemployment
rate; so, one of the "Achilles’ heels’ of the Hungarian
economy is the labour market. Among the 15-64
year-old population, 55.8% were employed in 2011.
In employment, our backlog compared to the EU
average has widened further since the turn of the mil-
lennium, and it has grown from 6—7 percentage points
at the beginning of the 2000s to about 9 percentage
points.

1 Act LV of 1993 was amended by Act XLVT of 2010 which must be enforced since 2011. The rules of procedure for applying the Act are laid down in Government

Decree N° 224/2010. (VIII. 4.).
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HIGH-LEVEL EMPLOYMENT AND SOCIAL INTEGRATION ARE THE OBJECTIVES

In the 1990s and also later, after the turn of the millennium, the economic results were achieved
in the OECD member states by an average employment of 65% among the 15-64-year-old
population. In the retrospect of ten years, employment rate improved in the majority of countries.
Among countries at different economic stages, there are and there were some where the indicator
was about 80%, while in others it is or it was roughly the half of that; it is traditionally the highest
in Northern Europe and in Switzerland, while it is the lowest in Turkey, Italy and Hungary. In
the course of the economic recession, mass dismissals were effectuated in most of the countries. In
order to handle the problems of employment originating from the macroeconomic shock, developed
countries applied different techniques for preserving the earlier level of employment, and among
the forms of employment, atypical forms'? became more significant, especially in Europe. The EU
adopted a medium-term economic programme in 2010, the basis of which is knowledge, high-level
employment and environment-friendly economy. Augmenting employment levels is supposed to be
achieved by the more active involvement of women, young and elderly people in the labour market, a
better labour market integration of immigrants as well as by the higher level of employment among
people with low educational attainment. Hungary, in line with EU objectives, set the aim to raise the

employment rate of the 20—-64-year-old population to 75% by 2020. Last year, the employment rate

of this age group was 60.7% in Hungary, slightly more than a year earlier.

The number of employed people is invariably below

the one before the crisis

The long-lasting low employment rate, having hardly
changed since 2000, shows the disequilibrium between
the supply and demand sides of the labour market and
the problems in its operation, as well as the weak labour
absorption capacity of the economy. This process was
formed by the shock of the change of regime, the
inherited structure of economy, the external recession,
the demographic processes and the intentions and
concepts in economic policy. Among others, the longer
duration of education, the retirement conditions in
force, the less widespread atypical employment, as well
as the difficulties of reconciliation between work and
tamily responsibilities, such as child raising, nursing
ill and elderly people etc., contribute to the low level
of employment. Furthermore, public education, the
state of the infrastructure and the costs imposed
on labour are of decisive significance in respect of
employment. The system of institutions, financial and
social supports helping the withdrawal or absence
from the labour market, which was established at the

12) Source: OECD Employment Outlook 2011, OECD Publishing 2011.
13) Source: N i é
1990-2010), 2012, Budapest Institute, Budapest.

dij, segély, kozmunka — A foglalkoztatdspolitika két évtizede, 1990-2010 (Pension, support, public work. Two decades of Hungarian employment polic
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time of the change of regime, is relatively extensive
and generous compared to the development level of
the economy, and it does not encourage people to
take an active role in the labour market. It has not
been managed to essentially improve the employment
situation for two decades; within this period, the
importance of increasing employment and handling
the inner structural failures of the labour market, in
addition to the problem of unemployment, came
into the limelight in the last few years. A clearly
visible sign of the problems in the labour market is
that, along with the decelerating but continuous rise
in production, employment rate grew in the period
of the boom between the two recessions, 1997 and
2007 by hardly 5 percentage points, and the major
part of this rise took place between 1997 and 2000.
According to calculations, 70% of the total growth
observed over ten years was connected to the change
of the workforce composition, while there was hardly
any change within the different age groups and
educational levels. This implies that even the slight
increase was connected first of all to the rise in the
educational level.'¥
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The situation temporarily deteriorated further
due to the global crisis having broken out in the
second half of 2008. From 2004, the growth of
employment in Hungary was smaller than in
the Visegrad countries in general, and the crisis
affected our country more (Figure 1.11). On the
supply side, our backlog can be connected to four
groups: young people, people nearing retirement
age, those with low educational attainment and
women with small children.

Figure 1.11
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The decline of employment in Hungary stopped
by the end of 2010, and in 2011, the stagnation was
followed by a slight increase. Despite the rise in the
previous year, the number of employed people was
still below the level before the crisis. Employment
rate improved somewhat, and rose to 55.8% in the
age group of 15-64, but it has not yet reached the
level of 2000.

Figure 1.12
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Following a decline in 2009, the headcount in the
private sector stagnated in 2010, and then increased

by 1.3% in 2011. In budgetary institutions, after the

LABOUR MARKET SOLUTIONS

Working time reduction and/or wage cut were less frequently applied by Hungarian corporations
for moderating the negative effects of the crisis instead of more serious tools, such as mass
dismissals. Employment policy was aimed at minimizing job losses, which involved the protection
of employees in the public sector, the support of public work programmes, as well as programmes
for job preservation and creation. All these left their mark on the real value of earnings as well:
employees in the budgetary sector suffered a fall of 8.2% in real wages between 2008 and 2010, while
in the private sector the purchasing power of earnings went up by 2.8%. On the whole, real wages
fell by a half percent in the national economy. In 2011, employment was influenced mainly by the
fall in the number of people employed in public work programmes and by the transformation of
the unemployment benefit system; in addition to that, there were measures which influenced the
labour market indirectly: the transformation of the tax system, the introduction of a new public work
programme and the transformation of institutions.'¥
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ASPECTS OF PUBLIC EMPLOYMENT

In order to alleviate the negative consequences of the crisis on the labour market, the public work
system as one of the most determinant tools of employment policy was extended, which brought a
change in the more effective employment of long-term unemployed people. Public workers perform
local public tasks, such as afforestation, repair of water facilities, drainage of inland waters and
precipitation, maintenance of agricultural dirt roads, public roads, motorways, railways, renovation of
police stations, biomass Start work programme (replacing gas with alternative heating methods) and
care of cultural heritage properties etc.!

According to the data of institutional labour statistics, the average number of people in public work
was 61 thousand in 2011, 30% fewer than in the previous year. The reduction resulted mainly from
the transformation of the public work system. As opposed to the earlier years, the overwhelming
majority of public workers worked part-time and only during a shorter period of the year.

Table 1.1
Public employment in Hungary
Of which:
Headcount Average monthly gross
Year full-time part-time earnings of full-time employees,
thousand HUF
thousand people
2007 29.8 19.3 10.4 68.1
2008 31.1 222 8.9 71.1
2009 61.0 429 18.1 73.0
2010 87.3 67.9 19.5 75.4
2011 60.9 20.3 40.6 78.4

Average monthly gross earnings of people working full-time equalled the minimum wage, HUF
78 thousand.

The demographic composition of those concerned is more unfavourable than that of long-term
unemployed persons: the proportion of older people and of those with low educational attainment
is higher. The nature of public work is in most cases physical activity, which does not require any
qualification. According to surveys, the overwhelming majority of people who, after public employment,
become inactive do not endeavour to do public work again in the near future, and they are not motivated
by the supply and prestige of jobs in public employment or by the income which can be earned.'”

The proportion of public workers is the highest in Northern Great Plain and Central Transdanubia
(25.0 and 28.0%, respectively), while it is the lowest in Central Hungary, Western Transdanubia
and Southern Great Plain (6.4-6.6%). Among counties, Veszprém and Hajdd-Bihar counties were
remarkable, where nearly one third of public workers were employed, while this proportion hardly
exceeded 1% in Zala and B4cs-Kiskun counties.'”

According to OECD, public work programmes are not the most adequate tools for alleviating
poverty in general, but, at the time of a crisis, they may promote social inclusion, they provide income
for the most destitute people, and in some countries, especially where there are no unemployment
provisions, they have the role of insurance and social safety net as well. They can be applied as
active employment policy measures only under special conditions. No country has exploited the

15 Source: A kézfoglalkoztatds frissitett adatai (Updated data of public employment), retrieved from the website of the Hungarian Government, 11 November 2011.

1) Data refer to June 2011.
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opportunities offered by the programmes yet, and a priority task is to improve the qualification of the
participants. In the absence of this, the chances for actual employment do not improve, and they can
be a lasting but not cost-effective solution for a narrow stratum in a given period.’®

OECD member states spent' on the average approximately 0.05% of their GDP on similar
programmes, which improved the living conditions of 0.6% of the labour force. The success is
basically influenced by the duration, type and timing of the job as well as the available earnings.
The most significant programmes are operated in France, Ireland, Spain and Slovakia, and they
affect 1.1-2.7% of the labour force. In 2000, Slovakia introduced the programme of employment
for public benefit, which provided a nearly half-year-long unqualified job opportunity with a near
minimum wage salary for about 12% of unemployed people. The actual projects were organized
by local governments in the frame of a programme financed by the government, and the people
concerned became eligible again for unemployment benefit after a three-month-long participation in
the programme. The system introduced in March 2008 in the Czech Republic is remarkable as well;
here tailor-made activity plans were prepared for those having received social support for at least six

months, and a voluntary work of 20 hours per month was ordered.

3.6% and 3.3% growth in the previous two years,
the headcount went down by 4.9% in 2011. In the
headcount changes of budgetary institutions in the
last three years, the changes of public employment,
and in 2011 the measures aiming at cutting costs and
downsizing which covered nearly all fields of public
administration, played a significant role. 61.7% of
employees are public employees, 14.9% are public
or government officials, 8% are public workers and
15.4% are other employees (judges, prosecutors,armed
forces and those falling under the Labour Code). The
headcount of the non-profit sector — representing a
relatively low proportion — expanded by 3.1%.

The negative shocks caused by the crisis, the
economic slowdown and the tightening of the
market had formerly first of all afflicted the
sections construction and manufacturing, where
predominantly men are employed. However, in
2011 the labour market position of men improved,
while that of women did not essentially change. The
employment rate of 15—-64-year-old men was 61.2%,
while that of women of the same age was 50.6%.

Last year, 6% of employed people were young (15—
24 years old), while 81% of them belonged to the age
group 25-54 (the best working age) and 13% to the
older, 55—64-year-old generation. (Ten years before,
these indicators were 11, 82 and 7%, respectively.) In
the background of the less intensive labour market

18 Source: Kézmunka finanszirozds (Public work financin
9 2007.

2011, retrieved from the website of the Ministry for National Economy.
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participation of young people is that the number of
people in their generations is declining, they study
for a longer time, it is more difficult for them to start
a career and they become independent later. Elderly
people work for a longer time, since retirement age is
continuously raised, and for pensioners the rules of
taking a job were modified as well.

Labour market selects essentially from the more
qualified applicants. The chances of those with lower
educational attainment to find a job are more limi-
ted than those of people with a university or college
degree. In Hungary, the proportion of people with
the lowest educational attainment to all employed
decreased significantly in the last ten years: while
in 2001 one in six, in 2011 one in ten employees
belonged to this category. The proportion of people
with secondary education slightly moderated,
while that of those with tertiary education grew
considerably, and last year one in four employed
persons had a university or college degree.

Among people aged 25-64 years, employment
rates are below the EU average in case of each
educational attainment, the difference diminishing
along with the rise of educational attainment.
In 2011, the indicator of men approached the
EU average in case of each level of educational
attainment, while that of women improved only in
case of those having a university or college degree.
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Table 1.2
Employment rate of the population aged 25-64 years by educational attainment and sex, 2011

(%)
Hungary EU-27 average
Educational attainment
men women together men women together
8 grades of primary school or lower 46.5 31.5 37.7 64.5 43.3 53.5
Secondary education 71.8 60.0 66.3 79.3 66.7 73.2
University, college 84.7 75.2 79.3 87.4 80.4 83.7
Total 70.4 57.6 63.9 77.5 64.1 70.8

In HUNGARY, FEW EMPLOYED PEOPLE WORK A LOT

According to data of the time use survey, in Hungary, the daily average time spent on income-
generating work amounted to 374 minutes, i.e. 6 hours and 23 minutes in 2010, the same as a decade
earlier. This is not surprising if we consider how few people worked at that time and work at present
in Hungary, and, moreover, the number of unemployed people is 1.8 times as many as in 2000. At
the turn of the millennium, only 56.0% of people in working age (15-64 years old) were employed,
and ten years later this proportion was even lower, 55.4%. The overwhelming majority of employees
(93.2%) work full-time, and both the supply of and the demand for part-time jobs is low.

After Romania and Poland, the number of hours spent on work is the highest in our country
together with Bulgaria, Estonia and Slovenia. It also reveals much about the features of the working
time regulations in Central and Eastern Europe that former socialist countries are in the first eight
places of the ranking. Employees in the 12 new EU member states work 1,829 hours per year on
the average, 143 hours more than citizens of the old member states. Several of the most competitive
countries of Europe, e.g. Germany, Sweden and Denmark, are at the end of the second half of the
ranking, in which widespread part-time employment plays a role. Furthermore, the annual number
of working hours is not higher even in former socialist countries considered more successful than in

Hungary.
Table 1.3
Estimated annual number of hours spent on work in the EU, 2010
(with reference to industrial sections)
Annual Annual
Chsitisy number of ity number of
hours spent hours spent
on work on work
Romania 1,864 Belgium 1,730
Poland 1,856 Spain 1,729
Bulgaria, Estonia, Hungary, Slovenia 1,848 Cyprus, Netherlands 1,725
Latvia, Lithuania 1,832 United Kingdom 1,705
Greece 1,816 Czech Republic 1,702
Luxembourg 1,800 Finland, Italy 1,695
Malta 1,784 Sweden 1,681
Ireland 1,778 Germany 1,659
Slovakia 1,757 Denmark 1,628
Austria 1,736 France 1,602
Portugal 1,734 EU-27 average 1,715
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When comparing statutory working time, overtime, paid leaves and the number of public holidays
with those in other countries, working time corresponds to the European trends. In respect of
overtime, employers have a disproportionately wide room, while annual leave is relatively short, which
cannot be compensated by the number of public holidays.?”

Atypical forms of employment are less widespread in
Hungary

The socio-economic conditions of Hungary in the
last more than two decades were not favourable to the
wider spread of atypical forms of employment, such
as fixed-term and part-time employment, telework,
employment via temporary staffing agencies, self-
employment etc. At the same time, as a result of
the difficult situation caused by the economic crisis,
employers employ workforce less dependent on place
or company. On the whole, the number of people
working in atypical forms of employment was more
than 550 thousand in 2011. Employers tended to
conclude more and more fixed-term contracts with
employees, the proportion of people working with
such contracts rose from 7.8 to 9.6% between 2008
and 2010, and then, it fell to 8.9% last year. (The EU
average is 14.0%.)

Part-time employment is invariably at a low
level, although its share rose from 4.3% to 6.4% in
the last three years. Nevertheless, this proportion is
among the lowest ones in the EU (the EU average is
18.8%). On the whole, the growth in the number of

part-time employees between 2008 and 2011 could
compensate only half of the fall in the number of
tull-time employees.

Figure 1.13

Number of part-time employees by sex
(within the population aged 15-64 years)
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probably part-time. The proportion of part-time
employment among those receiving transfers is many

WHAT IS NOT VISIBLE

The labour force survey covers a large part of actual employment, but the size of the hidden economy,
and, within this, the black (or unreported) employment can only be concluded on the basis of collating
the different information. According to research estimates, the proportion of black employment is

18%, which corresponds to nearly 660 thousand employees. The proportion of men is above average.

Black employment concerns many people and is frequent in structural architecture, personal services,

among drivers, machine operators and technicians.?? Unreported wage received directly into one’s
pocket is generally characteristic of those on the periphery of the labour market, the majority of
whom have lower educational attainment, are young, casual workers or unemployed and have not

been able to find a job for a longer time.

29 Source: Jorge Cabrita-Mannel Ortigao: Working time developments — 2010, European Foundation for the Improvement of Living Conditions, Dublin, 2011.

2D Source: Elek=Scharle-Szabo-Szabé: A feketefoglalkoztatds mértéke Magyarorszigon (Elek—Scharle~Szab6—Szabé: Reducing undeclared employment in Hungary),
2007. The first version of the study was prepared in the frame of the Prime Minister’s Office and the World Bank project entitled Reducing undeclared employment

and informal economy in Hungary.
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times as much as the average. The costs of their
employment are lower, and they are ready to take
such jobs for significantly lower wages. According
to estimations, at the smallest (5-10 employees)
(50-300

corporations, part-time employment is higher.

and medium-sized-large employees)
Among economic sections, part-time employment is
the most intensive in the fields of accommodation and
food service activities, personal, business and financial
services, as well as (private) health and private or
general education. The high proportion of part-time
employment in Hungarian-owned corporations
which are smaller and/or are outside collective
bargaining agreements indicates that these jobs are
initiated by corporations rather than by employees.??

More than 16% of Hungarian children live in jobless
households

The deteriorating or uncertain prospects in
employment, the tightening social and social
insurance provisions, the rise of retirement age and
the stricter rules of eligibility for disability benefits,
as well as the transformation of unemployment
benefit system encouraged non-employed people
to take a more active role in the labour market.
Active employment policy measures — jobseeking

B

consultation, public purpose employment, training
programmes, employment support programmes
etc. — enable to support those who lost their jobs
and dropped out of the labour market and to
help them find a permanent job, thus improving
their opportunities for employment. The effective
operation of the system may enhance the growth
of employment, and, at the same time, reduce
the disadvantages of our country. Otherwise, it
will divert financial and human resources from
other activities having a larger social benefit. In
international comparison, in respect of both GDP-
proportionate expenditures and complex labour
market programmes, Hungary is in the lower
middle-rank, much below the OECD-average,
but precedes the majority of the Anglo-Saxon
countries, i.e. the United Kingdom, the United
States and Australia.2?After the crisis, the number
and proportion of unemployed people increased
to an extent which has been unknown since the
beginning or middle of the 1990s. In the last
three years, their number went up by nearly 140
thousand, and in 2011, the average number of
unemployed people according to the definition of
the International Labour Organization (ILO)*
was 468 thousand. The unemployment rate rose
over this period by 3.1 percentage points to 11.0%.

WORK, KNOWLEDGE, OPPORTUNITIES

Starting production on new technological bases and in new structure, which demands a workforce
qualified according to the new conditions, might open up a way out from the crisis. This process can
be tracked well in the course of the market economy transition in Hungary, when, similarly to other
former socialist countries, uneducated people dropped out of employment to a significant extent.?”
Their lag in employment kept rising in the last one and a half decades, while their disadvantage
in wages nearly doubled compared to the level before the change of regime. Job losses due to the
liquidation or rapid privatization of state companies during the transformational decline contributed
to the soaring unemployment and economic inactivity for many years, while the considerably
lower reservation wages in the private sector strongly restrained the possibilities of people with
low productivity to become employed again. Low reservation wages were parallel to relatively high
unemployment income supports and a narrow range of employment promoting supports.

2) Source: N s
1990-2010), 2012, Budapest Institute, Budapest.

2) Source: OECD, Employment Outlook, 2011, OECD Publishing, 2011.
29 Does not work, is actively seeking work and is available.

2 Source: Kol Janos—Na;
X1I1, 1995/4, pp. 325-357.

Gyula: Bérek a munkanélkiiliség el6tt és utdn (Wages before and after unemployment), in: Kézgazdasigi Szemle
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Compared to the previous year, the number of
unemployed people diminished by 1.5%. Within
the year, the level of unemployment was essentially
unchanged, and the indicator was the lowest in
quarter 4. More than 16% of children live in jobless
households. This proportion in Hungary is the
double of that in the Czech Republic and Poland,
and exceeds significantly the similar indicators
of Slovakia and Romania, and the EU average
(10.6%) as well.

The unemployment rates of men and women were
equal (11.0%) in 2011, though the rate decreased
among men and increased among women.

The unemployment of young people as well as of
people of the so-called ‘best working age’, the most
numerous group among the unemployed, lessened
last year, while that of people belonging to older
generations grew. Both the raising of retirement
age and the stricter conditions of disability pension
contributed to the deteriorating indicators of the
older population. The unemployment rate of young
people is the highest; it was 26.1% in 2011, while
the rate was 10.1% in the age group 25-54 and 8.7%
in the age group 55-64.

Figure 1.14

Number of unemployed people by age groups
(within the population aged 15-64 years)
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The average duration of job seeking did not
change, it was 18 months. While in 2009 the
proportion of newly unemployed people increased
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and that of long-term unemployed people, who
had been searching for a job for at least one
year, fell, in 2010 the proportion of the former
diminished and that of the latter group rose. In
2011, nearly half of unemployed people (48.9%)
were long-term unemployed, slightly fewer than
a year earlier.

In addition to the data from the Labour Force
Survey of the Hungarian Central Statistical Office,
the data of the National Employment Service from
administrative sources are available as well. The number
of unemployed people follows the same trend in the
two systems of different concepts. In 2010-2011, the
difference diminished compared to the previous two
years, and stabilized at about 115 thousand. Last year,
the annual average number of registered jobseekers
was 583 thousand, the same as a year earlier.

In the past years,unemployment grew significantly
in the EU and in the surrounding countries as
well. In 2011, the indicator was the highest (12.8—
21.8%) in Spain, Greece, the Baltic States, Ireland,
Portugal and Slovakia, while the EU average was
9.7%. In 2011, the unemployment rate of young
people (15-24 years old), exposed the most to the
negative effects of the labour market, was 21.3%
on the average in the EU, which slightly exceeded
the level in 2010. The indicator is above 40% in
Spain and Greece, above 30% in Slovakia, Lithuania
and Portugal, while unemployment affects Dutch,
Austrian, German and Norwegian young people the
least (7.6-8.7%). The 26.1% unemployment rate in
Hungary is similar to the ones in the neighbouring
countries, and, according to this, we belong to the
upper middle-rank in the EU.

The connection between opportunities to find
a job and educational attainment is close, but the
problems in the structure and quality of education
come perceptibly into the limelight. Although
in the past decades employment indicators of
young people were below the EU average in al-
most all respects (and the gaps were widening
continuously), the employment of young people
with a university or college degree was above the
EU-average until 2009. The expansion of tertiary
education is shown by the fact that while between
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1970 and 1990, among the much larger age groups,
24.4 thousand young people had graduated from
university or college every year, in the last two
decades 1.7 times as many people obtained a dip-
loma on the average each year, and nearly two-
thirds of them studied in full-time education. The
employment rate of 20-24-year-old young people
with a university or college degree dropped from
78.6% at the turn of the millennium to 61.4% by
2009 and then to 57.6% in 2011, that is the earlier
advantage in employment, when the rate in Hun-
gary was 18.1 percentage points higher than the
EU-average, diminished. This means at the same
time that people with tertiary education also have
to take more and more into account the risk of
unemployment. Unemployment is especially high
(19.8%) among the 20-24-year-old people with
a university or college degree, this rate was 7.0%
among the 25-29-year-olds in 2011. The labour
market differentiates more and more between
university and college degrees: in the age-group
25-29, unemployment rate was 7.4% among
people with a college and 6.5% among those
with a university degree. On the supply side, the
increasing number of graduates is shown by the
fact that the so-called graduates’ wage advantage
(the rate of wages of people with tertiary education
to those of people with primary education®”)
decreased. At the same time, in the second half

B

of the past decade, the proportion of those hol-
ding a degree increased among young people in
occupations demanding a lower qualification
(e.g. assistants). The changes in the employment
and unemployment of young people point to the
permanent problems in the supply and demand.
Calculated in Purchasing Power Standard (PPS),
which filters out price level differences, Hunga-
ry*” spends about 5 thousand PPS per year on
the tertiary education of a full-time student. This
amount does not reach 60% of the EU-average,
but equals the level in Slovakia and exceeds the
one in Poland. The amount spent on tertiary
education is the highest in Sweden and in the
United Kingdom, and is nearly three times as
much as in Hungary.

Eurostat published three new indicators of the
potential additional labour force at the end of 2011.
In Hungary, within the population aged 15-74
years, 229 thousand people belonged to the ‘reserve’
segment of the category, close to the notion of
unemployment; 95% of them wanted to work and
would have been able to, but did not search for a
job. Another 5% searched for a job but were not
available. The number of people belonging to the
additional labour force went up by 9% compared to
the previous years. The number of underemployed
part-time employees was 69 thousand, and it grew
continuously in the past years.

YOUNG PEOPLE AND THEIR EMPLOYMENT

The social integration of young people, the smooth transition from school to work is one of the most
important issues. In 2011, the number of 15-24-year-old people was nearly 1.2 million in Hungary;
this accounted for 17.6% of people in working age who make up the potential labour force supply in
the labour market. According to educational attainment indicators, their qualification is much above
that of older generations due to the expansion of education. However, it is essential in both economic
and social aspects that they should enter the labour market well-prepared, with a qualification and
knowledge meeting market demands and in possession of appropriate technological knowledge.

In EU comparison, employment rate is one of the lowest in Hungary, and this is true for
young people as well. Among them, 218 thousand were employed, i.e. approximately one in
five of them had a job. The low employment rate reflects the longer education process, which is
not supplemented by working. Nearly 8% of young people were present in the labour market as
unemployed, their unemployment rate slightly improved in the past two years.

2 Source: Education at a Glance 2011: OECD Indicators, OECD Publishing, 2011.
) From the budget and private sources.
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Figure 1.15

Labour market situation of young people aged 15-24 years
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First of all, language skills, professional training and computer skills help young people in finding a
job. Among young people, the proportion of those with languages skills (and within them those with
a language exam) increased significantly. Among the 15-29-year-old people with language skills,
more than the half of the employed and one-third of the unemployed were assisted by their language
skills in obtaining their current or last job. The computer culture and IT skills of young people
improved considerably. Access to computers was facilitated both in households and in education.
Only one-fifth of young people with work experience do not have any computer skills. I'T knowledge
helped nearly two-thirds of employed and about half of unemployed people with computer skills in
obtaining their current or last job. 55% of young people with work experience could obtain their job
through interpersonal connection, with the help of parents, relatives, friends or acquaintances. One
in five of them could find a job via advertisements, internet, while 7% through an employment office.
The joint proportion of other methods of obtaining a job (private employment agencies, ex-school or
organization providing professional training etc.) was 18%.

Labour market activity is invariably much more
fafvourable in the central and the western regions

The regional polarization of the society and the
economy slightly moderated during the crisis. After
a long time, the situation of Western Transdanubia
became the most advantageous in respect of
employment and unemployment. Though the position
of Central Hungary was essentially unchanged, the
opposite changes in Budapest and in Pest county
are remarkable. A rise in employment and a decline
of unemployment was characteristic in Central and
Western Transdanubia, while the situation did not
practically change in Southern Great Plain.

Besides the practically unchanged level of
unemployment, the number and proportion of
employed people exceeded the level of the previous
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year in Northern Great Plain, while in Sout-
hern Transdanubia and Northern Hungary, the
number and proportion of unemployed people
grew and employment diminished or stagnated.
The employment rate is invariably the lowest and
the unemployment rate is invariably the highest in
this latter region. However, the regional picture of
the labour market hardly changed on the whole, and
inequalities were again generated.

the different economic
potentials of the regions, according to the employment

In connection with

rates, two well-distinguishable groups were formed.
Besides low employment, characteristic of the whole
country, the labour market activity of Central Hun-
gary as well as of Central and Western Transdanubia
is much more intensive than that of Southern
Transdanubia and the eastern parts of the country.
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Table 1.4
Employment and unemployment in Hungary
(among the population aged 15-64 years)
(%)
Employment rate Unemployment rate
Region

2000 2010 2011 2000 2010 2011

Central Hungary 53.4 60.3 60.2 52 9.0 8.9
Of which: Budapest 53.9 54.7 54.9 5.2 9.1 9.6
Central Transdanubia 52.3 57.3 59.9 4.8 10.3 9.4
Western Transdanubia 55.9 59.0 60.2 4.2 9.2 7.4
Southern Transdanubia 46.9 53.1 51.8 7.8 12.2 12.8
Northern Hungary 43.7 48.7 48.7 10.1 16.1 16.8
Northern Great Plain 43.6 49.3 50.3 9.2 14.6 14.6
Southern Great Plain 48.7 54.6 54.5 52 10.7 10.7
Country, total 49.6 55.4 55.8 6.4 11.2 11.0

Job vacancies were dwindling in the private
sector, while they were on the rise in the
public sector

The number of job vacancies to be filled, as a
leading economic indicator, shows the current
workforce demand, and responds sensitively to the
changes in the economic situation. The indicator
decreased from the end of 2008 hitting its low in
quarter 3 of 2009, and it has slightly increased
since that time. In 2011, the rate of job vacancies
was 1.1%, 0.1 percentage point higher than in
the previous year. The average number of job
vacancies was 28.7 thousand, 5.7% more than a
year before. 55% of jobs to be filled were available
at corporations, 41% at budgetary institutions, and
the remaining ones at non-profit organizations. It
is an unfavourable phenomenon in respect of the
labour market that the number of job vacancies
in the private sector slightly decreased year on
year, while there was a more significant increase
at budgetary institutions (21%) and a more
moderate one in the non-profit sector (3.3%).
The high number of job vacancies announced
in the public sector is the consequence of the
accelerated generation change, accompanied by
a further 5 thousand vacancies at armed forces.
More than one-fourth of job vacancies were to be
filled in in manufacturing and 15% each in public
administration and in health services.
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The number of people absent from the labour market

decreased

The majority of the potential labour force reserve
does not perform paid economic activity with
the approval and agreeing support of the society.
Their number is different by age-groups, and age
is a significant distinctive feature in their case. The
deteriorating prospects of employment during the
crisis, the narrowing range of social security provisions
encouraged people who had not been present in the
labour market either as employed or as unemployed
to take a more active role. In 2011, out of hundred
15-64-year-old people more than 37 studied, lived on
some kind of pension, raised children on child-care
leave, cared for relatives in need or neither studied nor
worked. Their proportion diminished by more than
2 percentage points, but even so it exceeded the EU-
average by more than 8 percentage points. Over the
year, the drop affected first of all the largest group of
inactive people, the pensioners, which resulted mainly
from the stricter rules of eligibility for disability
benefits and the continuous rise of retirement age. The
demographic characteristics of economically inactive
people differ significantly from those of the total
population. Among them, the proportion of women
is higher than the average (59%), which is mainly
connected to making use of child-care benefits, having
other family responsibilities (care for sick or old family
members etc.) as well as to the lower exit age from the
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WHAT DO INACTIVE PEOPLE THINK ABOUT FINDING A JOB?

Among 15-64-year-old inactive people, the most frequent reason for not looking for a job is studying
or retirement. Both in Hungary and the EU 90% of young people think that searching for a job
during studies is of secondary significance. 70% of the surveyed older (55—-64-year-old) age group
did not see the point in having a job while receiving a pension. Bad health condition or some kind
of family responsibility — supervision of children or handicapped family members, care for sick or
old people — may hinder the search for a job. Although only one in seventeen of the surveyed people
indicated the lack of jobs in reachable distance, a quite significant share of inactive people deem that
it is pointless to search for a job, as, due to their weak position in the labour market, they would not

get one anyway.

labour market of women than that of men. The highest
inactivity is characteristic of the younger and the older
age groups. The former group comprises mainly full-
time (in very small proportion part-time) students,
while the latter group receives some kind of pension.
A significant part of the inactive population can
be considered as potential additional labour force,
but many of them have much difficulty in returning
to the labour market. Their opportunities to find a
job are deteriorated by low educational attainment,

Figure 1.16

Number and composition of the economically
inactive population aged 15-64 years
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lack of professional qualification or out-of-date
qualification, health impairment, disability or any
other social disadvantage, not to mention that working
after a long period of inactivity is often possible only
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following rehabilitation. It is remarkable that, despite
these deficiencies, the proportion of those who intend
to perform regular, paid work climbed from 12.6% in
2008 to 15.3% by 2011.

55% of the inactive population aged 15-64 years
had a regular, reported income. The remaining people
having no source of regular income are the dependants.
The source of income is mostly pension or some kind
of social provision — child-care or unemployment
benefit, orphan’s or nursing allowance. Full-time
students belong to the category of dependants, but
no more detailed information is available on the
costs of living of one in 7 or 8 dependants. This latter
group represents a large number of people within the
inactive. The reason for their absence from the labour
market is unknown, but presumably they are not only
dependants but are present in the labour market as
occasional workers. The shares of the different groups
did not change in the past three years, except for that
of pensioners, whose proportion lessened by more
than 3 percentage points.

Educational attainment, education and
training

The problems of employment and education are
closely connected. Schools have to ensure first of all
the attainment of basic skills, but, at the same time,
they have to provide a knowledge which is saleable
in the market economy and meets the present (or
rather the presumed future) demands of employers.
Finally, their task is to develop the non-cognitive
knowledge, to enhance the socialization of children
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and to educate them as well. A part of this latter
is the endeavour to mitigate family socialization
deficits, especially cultural inequalities. The present
education system cannot really fulfil this function.
There are exceptionally good schools in Hungary,
but the reproduction of inequalities is practically
palpable. According to competence assessments
(PISA) in OECD member states, the effect of the
parental background on the performance of students
is one of the strongest in Hungary. At the same time,
it can be appreciated that the proportion of early
school-leavers is lower than the EU average and it
improved by 2.6 percentage points in the past ten
years. Early school-leavers are young people aged
18-24 years who do not have secondary educational
attainment or vocational qualification and do not
take part in any kind of education or training.

The educational attainment of the population
improved further in the past years. According to the data
of the labour force survey, more than one-fifth of the
population aged 25—64 years had a college or university
degree in 2011, the highest educational attainment
of 31% was G.C.S.E, while the proportion of those
having completed vocational or apprentice school was
somewhat lower (29%). 18% of the population had low
educational attainment, i.e. 8 grades of primary school
at most. Between 2005 and 2010, the proportion of
those with tertiary educational attainment grew by
4 percentage points. The proportion of those with
G.C.S.E. increased somewhat as well, but to a smaller
extent than that of the former group. A significant
change is that the proportion of those with 8 grades
of primary school at most shrank by more than 5
percentage points over six years.

During compulsory education, the number
of students in the education system is basically
The
dwindling number of school-age children affects the

determined by demographic processes.
sustainability of educational institutions negatively.
As a consequence of the descending number of
children, the possibilities for economical operation
are deteriorating in a number of small settlements.
Before the change of regime, the number of students

s

in tertiary education was regulated by admission
quotas, thus, at the end of the 1980s, the proportion
of people with a college or university degree was far
below the level in the developed Western European
countries. Among the population, the demand for
tertiary education became more and more significant,
and at the same time, the transforming economy also
needed more professionals with a college or university
degree and much fewer skilled or semi-skilled
workers. The sudden fall in the number of employed
people also gave a reason for the longer education of
young people. Consequently, at the beginning of the
1990s, tertiary educational institutions obtained the
possibility to expand the number of students, and later
they also became interested in this through the new
system of financing. As a consequence of this process,
secondary education with G.C.S.E. has significantly
expanded as well, and fewer and fewer students
chose apprentice schools. The structure of tertiary
education was transformed as well, and, especially
in the mid-2000s, fee-paying training played a more
and more significant role. It became again a timely
issue whether a harmony between the structure of
education and the labour market demands can be
created or not. The new National Public Education
Act, adopted at the end of 2011 and entering into
force in the autumn of 2012, is going to entail many
changes in the education system. Some of them will
already be realized this year, while the others only in
the following years.

Fewer kindergartens, more places

Kindergarten education can simultaneously help
parents in having a job and, especially in case of
disadvantaged families, the socialization of small
children. In the past decade, the total number
of kindergarteners decreased to a much smaller
extent than that of the total age group concerned.
Compared to infant nursery care, kindergarten
education is relatively well developed, partly for
historical reasons and partly due to the fact that
kindergarten education is compulsory?®.

2) Kindergarten education is compulsory from the age of five for at least 4 hours a day, so, it is a part of public education in this respect. The kindergarten designated by

the place of residence is obliged to admit the children who turned 5 years of age.
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In the first half of the last decade, the number of
kindergarteners diminished, then it stagnated, while
it has been increasing since 2008. In 2011, the total
number of kindergarteners was 341 thousand. The
uniform kindergarten-créche groups® introduced
in 2008, which can be attended by children from
the age of two (524 children in 2011), as well as the
fact that from September 2010, children under three
years of age are admitted to kindergarten if they are
to turn three years of age within half a year®® also
contributed somewhat to this latter increase. These
two changes resulted in the emergence of children
under three years of age among kindergarteners.
Since 2010, their number has grown considerably,
and in 2011 there were nearly 7,000 kindergarteners
younger than three years. At the same time, there
were significant capacity developments as well.
Until 2007, the number of kindergarten task units
and places had changed more or less parallelly, i.e.
they had been reduced. After that time, in parallel
with a decrease in the number of kindergartens, the
number of places expanded. On the whole, in the
past half decade, the concentration of kindergarten
education could be observed.

Figure 1.17
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The demand for kindergarten education in the
different regions of the country depends on the
number of small children and the local labour
market opportunities, since families where the
parents found a job or could return to their earlier
work after the period of child-care leave are more
forced to enrol their children younger than 5
years in kindergarten. In case of over-application,
theoretically it is not compulsory to admit children
under 5 years of age to the kindergarten, but quite a
few exceptions are stipulated by law when children
have to be admitted by all means (e.g. children of
disadvantaged, large or single-parent families etc.).
The regional inequalities of the provision system
are shown by the fact that in Northern Hunga-
ry the proportion of children who spent three or
more years in kindergarten is lower, while that of
those who attended large groups with more than
25 children is higher. The demand for kindergarten
places exceeded the supply in Pest county
considerably, where kindergarten groups were the
most crowded in 2010.

In 2011, the number of students decreased both in
primary and secondary education

The number of primary school students was 750
thousand in 2011, and nearly 748 thousand of
them attended full-time education. Along with
the fall in the number of children of schooling
age, the number of those starting the first class
continued to lessen (by 3% since 2005). In 2011,
98 thousand first-year pupils began the first class.
In the observed period, the proportion of students
in daytime care went up from 41 to 46.5%, while
that of students receiving school catering grew
even more considerably, by 9 percentage points
to 73% (in lower primary education it is much
higher, with nearly full coverage). The proportion
of students taking advantage of daytime care

and daytime study is by far the highest in the

) Uniform kindergarten-créches may be established if the municipal council is not obliged to operate a créche and the number of children does not allow the separate
establishment of a kindergarten group and a créche group, also provided that the applications of all the children having a domicile or, in default of that, a place of
residence in the town or village for admission to kindergarten can be granted. Act LXXIX of 1993 on Public Education, Article 33.

39 I case if the kindergarten admission of all children aged three years or older living in the municipality (in districts of the capital city, in the municipality concerned
if the admission district is in more than one municipality) is fulfilled. Act LXXIX of 1993 on Public Education, Article 24.
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capital city. The number of students with special
educational needs was 52 thousand; out of them
nearly 19 thousand attended education of the
handicapped. Their proportion has been shrinking
since the turn of the millennium, as, in compliance
with the education policy objectives, more and
more children participate in integrated education.
The number of teachers is diminishing, but not to
a larger extent than that of students. The number
of students per teacher has been practically
unchanged for years.

B

Despite the fall in the number of children in the
age-group concerned, the number of students in
secondary education had grown or stagnated until
the end of the last decade, which can be attributed
somewhat to the increasing demands but mainly to
the longer duration of education. However, in 2011
already 2% fewer students participated in full-time
education than a year earlier, and their total number
was 567 thousand. In the last six years, the proportion
of students in apprentice schools, following a

temporary decline between 2005 and 2006, began to

EDUCATIONAL ATTAINMENT AND FINDING EMPLOYMENT

In respect of employment, our backlog is the largest among people with the lowest educational
attainment. In addition to vocational trainings, the qualitative reform of primary education can provide
a possibility to reduce the proportion of unqualified people. However, the higher level of educational
attainment in itself, without creating new jobs, does not ensure the decrease of unemployment. It
has to be undoubtedly taken into account as well that unemployment is rising among people with
a college or university degree (especially among young professionals) as well, although to a smaller
extent than the national average.

Theoretically, adult education provides an opportunity to lower the number of unskilled people.
Nevertheless, in international comparison, adult education is at quite a low level in Hungary; 2.8% of
the population aged 25-64 years participates in some kind of training, while this proportion is 9.1% in
the EU.

An adequate transformation of vocational education may also cut the number of unskilled people,
and so contribute to the growth of employment. In the interest of a better adjustment between
vocational education and the labour market, since 2008, associations of vocational training institutions,
so-called Regional Integrated Vocational Training Centres have been established in order to develop
the infrastructure of vocational trainings. Their role is partly the regional organization of the training
structure and partly the strengthening of the level of training with the help of institutional cooperation.

Figure 1.18
Employment rate by educational attainment, 2011
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Secondary education
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LONGER DURATION OF EDUCATION

The prolongation of the duration of education affected first vocational training. In the 1990s, by
reforming the formal vocational education, the duration of education lengthened. Since that time,
students have participated first in general education, and then in vocational training from the 11th
class in apprentice schools and from the 13th class in secondary vocational schools. Since 2004 it has
been possible to launch a’YILL — Year of Intensive Language Learning’in the 9th class of secondary
schools, which increased the duration of education in secondary grammar schools and affected again
some secondary vocational schools as well. Already in the first year, 400 schools have taken advantage
of this opportunity. All these contributed to the growth in the number of students in secondary

education.

rise again, while the share of students in secondary
grammar schools essentially stagnated or began to
lessen slightly. The decrease in the high popularity
of secondary vocational schools, achieved earlier, in
the 1990s, continued, but this type of school is still
chosen by the most students at present. In 2011,
among students in secondary education, nearly
25% attended apprentice schools, 41% secondary
vocational schools and 34% secondary grammar
schools. In secondary education, the number of
students per teacher was the most favourable (11) in
secondary grammar schools and it was the highest
(13) in apprentice schools. At the same time, the
number of students per class showed an opposite
order, the classes were the smallest in apprentice
schools.

Number of applicants and those admitted to tertiary
education at the peak in 2011

In the past decade, a much larger proportion of
students with G.C.S.E. studied further than earlier.
The expansion of tertiary education started at the
beginning of the 1990s, but it is less apparent how far
this process has gone up to now. The phenomenon
can be estimated by the number of applicants,
the number and proportion of those admitted as
well as by the number of students, and it shows a
different picture by the type of education. In full-
time education, this process continued, although
unambiguously decelerated, while in part-time
education it reached its peak, and the number of
students has been decreasing since 2005. By 2009,

Huncarian CentraL StaTisTicAL OFFICE, 2012

the distribution of full-time and part-time students
returned to the level observed before the change of
regime.

The number of applicants for full-time education
fell considerably between 2005 and 2008, then it
rose again significantly in 2009-2010. In 2011,
both the number of applicants and the number
of those admitted went up only slightly, however,
both reached the highest level of the last twenty
years in 2011. The proportion of students admitted
to full-time education was the highest in 2008,
when 78% of the applicants were admitted. After
that time, this share dwindled significantly; it was
65% in 2010, but in 2011 it rose slightly again.
The number of students was the largest in 2008
and 2009, when 243 thousand students attended
full-time education, and this number has hardly
changed since that time.

Table 1.5
Data of full-time tertiary education
Number of Proportion Total number
Year applicants, of those of students,
thousand admitted, % thousand
2005 91.7 57.8 2315
2006 84.3 64.1 238.7
2007 74.8 68.1 242.9
2008 67.0 77.8 242.9
2009 90.9 67.4 242.7
2010 100.8 65.0 240.7
2011 101.8 65.6 241.6
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However, the rate of growth in the number of
those having successfully graduated did not follow
the increase in the number of students admitted. The
difficulties in passing a language exam necessary for
acquiring a degree were mostly in the background
of the delay or failure of obtaining a diploma. The
number of students who did not obtain a diploma
due to the lack of a language exam equalled 22
thousand in 2010 (among them, 12 thousand were
full-time students).

One of the Europe 2020 indicators shows the
proportion of people with tertiary educational
attainment among the population aged 30-34 years.
The targets set for the member states are different,
it is 30% for Hungary. This proportion was 26% in
2010 and it rose by 11 percentage points over ten
years.

Table 1.6

Distribution of college and university students by
fields of training, full-time education

(%)

Field of training 2005 2008 2011
Teacher training and
education science 11.8 7.0 4.7
Arts 2.2 2.7 29
Humanities 9.6 10.4 8.5
Social sciences 13.8 9.4 10.2
Business and administration 14.9 19.7 17.8
Law 4.5 4.2 4.0
Natural sciences 32 4.8 53
Computing 4.4 4.3 35
Engineering, manufacturing 16.8 17.3 20.2
and construction
Agriculture 3.1 2.5 2.4
Health and welfare 8.9 10.1 11.5
Services 6.6 7.8 8.6
Total 100.0 100.0 100.0
Since 2006, tertiary education has been

transformed from the earlier dual system to the Bo-
logna (multi-cycle) degree system. Higher vocational
education and PhD training fitting into this system
were already launched earlier, in the 1990s, and the
number of applicants and those admitted to these
courses was growing dynamically.
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Since 2005, there have been many smaller and
some significant shifts in the number of students
of the different fields of training. The proportion
of students in teacher training and agricultural
sciences continued to decrease, in the former one
it fell to less than the half of the earlier. The share
of those studying engineering, manufacturing and
construction as well as natural sciences, health and
welfare and services rose. Some fields of training,
which had had an increasing weight earlier, had
fewer students last year (social and human sciences),
thus, some kind of correction in the education
structure occurred in the past years.

Figure 1.19
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On the government expenditure on education,
data of 2010 are available. That year, the total
expenditure spent on education amounted to HUF
1,263 billion, 2% more at current prices than in the
previous year, but less than two years earlier. Educa-
tion expenditure as a proportion of GDP was already
decreasing before the spread of the world economic
crisis, and it has not fallen much since that time
(5.3% in 2005, 4.8% in 2008 and 4.7% in 2010).

In international comparison, education expen-
diture in Hungary as a proportion of GDP is in
the middle rank, although in earlier years our
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position in the ranking was more illustrious. In
respect of expenditure on kindergarten education,
i.e. the lowest level of the education system, as a
proportion of GDP, we belong to the top of the
ranking, but at the other levels of education less
is spent than the international average. Among
education expenditures in Hungary, the proportion
of expenditure spent on public education, except for
kindergarten education, declined in the observed
period, while that of expenditure on tertiary
education rose until 2009, but it diminished again

in 2010.




2. LIVING CONDITIONS

* The rise in real wages due to personal income tax changes as well as the
payment of pension fund real returns affected incomes and consumption
favourably in 2011. In spite of that, the income status of the population
did not improve, as the unfavourable labour market situation, the higher
amount of instalments and the rise of consumer prices neutralized the
above positive effects.

* In respect of earnings, the most important change was the introduction
of the flat rate of 16% on personal incomes, which was coupled with a
family tax benefit aimed at encouraging having more children as well.
Formerly Hungary was one of the OECD member states with the high-
est level of taxes and contributions, which subserved black employment.
In 2011, the rise of real earnings taking into account family tax benefit
was 5.8%. The effect of tax cut on employment can be judged only in the
long run.

* The income disadvantage of families with children against childless fam-
ilies is moderated by the family support system. Among supports, there
are benefits paid on a universal basis, insurance-based benefits and sup-
ports provided through the tax system as well. In 2011, the real value of the
insurance-based pregnancy and confinement benefit as well as child-care
benefit increased, while that of benefits paid on a universal basis, such as
tamily allowance decreased. Over the year, a regulation concerning a new
tax allowance depending on the number of children was built into the
income tax system. As a result, the real value of earnings in families with
children, especially with three or more children increased considerably
compared to those in childless families: compared to the previous year, real
wages rose by 6.4%, 12.0% and 19.0% in families raising one child, two
children and three or more children, respectively, while they went up by
1.3% in childless families.

* For nearly one-third of the population, the regular source of living is
pension. The increasing proportion of social income within the income
of households — compared to the paid wage block — can be explained
by the rising pension expenditure. In the recent years, the number of
pensioners fell again significantly, and, among them, the proportion of
disability pensioners below retirement age lessened. After a decrease in
the previous two years, the real value of pensions increased slightly in

2011, and their average monthly amount per recipient was HUF 91,292.

» At the end of 2011, the net financial assets of households amount-
ed to HUF 16.1 trillion, 8.8% less than a year earlier. This fall resulted
from the 5.9% decrease in gross financial assets and the 1.3% decline in
liabilities. Over one year, due to early repayments and fixing the rate of
exchange, the proportion of foreign currency loans, accounting for six-
tenths of liabilities, decreased by 3 percentage points, while that of HUF
loans went up to the same degree.

households
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* In 2011, the diminishment of household consumption, having last-
ed for years, stopped. The volume of household consumption expendi-
ture did not change in 2011, while the volume of transfers in kind from
the general government increased slightly and that of transfers received
from non-profit institutions serving households decreased compared to
the previous year. Government measures on incomes encouraging con-
sumption were essentially eroded by negative effects (the considerable
indebtedness of the population, the forint’s weakening exchange rate, the
continuation of the crisis).

* The three items having the largest proportion in the consumption
structure of households are food, housing and transport. In internation-
al comparison, the proportion of expenditure spent on food is relative-
ly high, similarly to the other new EU member states. Until 2005, this
proportion had fallen considerably, and it has been essentially stagnant
since that time. The proportion of housing was continuously increasing
in the past years, and since 2009 this has been the largest item of house-
hold expenditure. The share of expenditure spent on transport has been
decreasing since 2006.

* Income inequalities engender significant differences in consumption.
The difference in the consumption of the top and the lowest income de-
ciles is invariably considerable, although it decreased somewhat in 2010.
People in the top income decile spend on the average four times as much
on consumption as those in the lowest income decile. The difference is
below the average in food expenditure, while it is significant in expendi-
tures connected with culture, transport and restaurants and hotels.

* Three-tenths of the Hungarian population were threatened by income
poverty or social exclusion. Compared to 2009, this proportion slightly
deteriorated, and in 2010 we were the fifth in the ranking of poverty in
the member states of the European Union. The difficult financial situ-
ation of the population is reflected by the fact that in 2010 more than
one-fourth of households declared that they could meet their expenses
only with great difficulties, while this proportion had been only one-
tenth in 2005.

* Out of the average daily four and a half hours of free time, about three
hours are spent on some kind of cultural activities, nearly three-fourths
of which are spent on watching television. Although internet became
a detectable part of everyday life, on the whole it cannot compete with
television. Hungarian people spend on the average 20 minutes per day on
reading, and about 26% of the population are regular readers. Both the
number of readers and the time spent on reading decreased compared to
the results of the time use survey ten years before. In the past few years,
the use of different cultural services changed differently. Attendance rose
at libraries and concerts, and fell at museums and cinemas.

* The past few years saw a relatively wide range of inflation figures. In
2011, consumer prices increased by an average of 3.9% year on year, the
last time when the inflation was so low was five years earlier, in 2006.
In 2011, changes in food, fuel and household energy prices exerted a
significant influence on the change of consumer prices. Similarly to the
previous years, lower-income and pensioner households had a higher
rate of price change, while active and higher-income households saw a
lower-than-average inflation rate. Since our EU-accession the annual
consumer price index, based on harmonized methodology, has exceeded



the EU-average each year. 2011 saw an acceleration in most of the EU
countries, only 4 member states — including our country — observed an
annual slowdown in inflation.

* The crisis is detrimental to the home market. Not even in the years
of the interwar economic crisis or in the strained circumstances in the
period after the 2" World War were fewer dwellings built. In this un-
dercapitalized branch, dwelling construction had to cope with market
saturation, the tightening of credit subsidies and foreign currency credit
restrictions. According to the preliminary data of the census of 2011,
there were 4 million 383 thousand dwellings in the country, 318 thou-
sand more than in 2001. Central Hungary and Western Transdanubia
saw the sharpest increase in the housing stock. Occupied dwellings ac-
counted for 89% of the stock, while a rise took place in the number of
vacant or under-occupied (seasonal or otherwise used) homes during the
last ten years.

* According to public health data, the health status of the population
impaired in a number of areas. Although life expectancy at birth has
slightly risen since the change of regime, life chances in Hungary are
worse than in our narrower environment and than the EU average. One
of the main reasons for that is the unhealthy lifestyle of the population
(inappropriate nutrition, addictions, inactivity). Access to treatment by
physicians is in the middle rank in international comparison. Physician
shortage is higher in the fields of rescue (26%) and blood supply (20%),
but it exceeds the national average in inpatient services (7%) as well.
Larger regional inequalities can be observed in the latter one as well.

* Social protection expenditure in Hungary accounted for 23.4% of the
GDP according to the recent international comparative data. Expendi-
ture on pensions represents the largest item of expenditure. Within total
provisions, the proportion of benefits in cash has been increasing in Hun-
gary since 2005, while in the EU it has been decreasing. In the practice of
support, the process of centralizing the originally relatively decentralized
system in Hungary and tightening the locally regulated benefits or sup-
ports based on equity has been lasting for a longer time. The number of
support recipients is significantly different by regions. In the poorer parts
of the country, the number of support recipients per thousand inhabit-
ants may be several times as many as that in the capital city.

* Despite the considerable capacity developments in the middle of the
last decade, the availability of social services does not reach the level
stipulated by law. At the same time, even the maintenance of the current
provision system causes serious problems. Despite this fact, the devel-
opment of the more cost-effective provisions near home stopped or re-
gressed in the last four or five years, and the number of people living in
residential social institutions continued to increase.

* Analyzing the issue of public security from the side of crimes, the num-
ber of registered crimes, after a fall in the preceding period, increased
again. It mainly resulted from a rise in the number of crimes against
law and order and economic crimes. An increase in the number of drug
abuses and misuses of documents is the backdrop to the rise in the num-
ber of crimes against law and public order. Crimes are similar in volume
and structure to those of the Western European countries. The number
of prison population continued to rise during the last years to 17,200 in
2011.

security



Summary data

Denomination 2009 2010 2011

Average earnings of employees, HUF/month

gross 199,837 202,525 213,054

net 124,116 132,604 141,127
Real wage index, previous year=100.0 97.7 101.8 102.4
Expenditure on pensions as a percentage of GDP 11.5 11.2 11.3
Average monthly amount of old-age pensions,
HUF/capita 98,804 104,014 104,571
Number of books published 12,841 12,480 11,821
Cinema attendance per hundred inhabitants 107 112 .
Theatre attendance per hundred inhabitants 45 46 45
Consumer price index, previous year=100.0 104.2 104.9 103.9
Number of dwellings built per ten

thousand inhabitants 31.9 20.8 12.7
Total value of home loans as a percentage of GDP 15.3 16.0 15.0
Registered crimes per hundred thousand

inhabitants 3,928 4,465 4,520
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Income

The income level of the population is largely deter-
mined by the state of development of the country
and the size of income available for distribution.
The rise in real wages due to personal income tax
changes, as well as the payment of pension fund
real returns favourably affected the changes in the
disposable income of households in 2011. Howev-
er, since the income situation of the population did
not improve, the unfavourable changes in the labour
market, the higher amount of instalments and the
rise of consumer prices neutralized the above posi-
tive effects. The income of the population consists
essentially of two major parts, income from work and
social income. Over the years, income structure of
the population altered in a way that the proportion
of transfers and pensions rose, while that of income
from work lowered. This resulted basically from the
changes in the composition of social groups rath-
er than the rise in the amounts of transfers. In the
income structure of the Hungarian population, the
proportion of compensation of employees is below
the EU average due to the low level of employment.

In respect of income, the differences between
regions are very considerable; the central and the
Transdanubian regions are invariably in the best sit-
uation, which is further strengthened by the concen-
tration of foreign direct investments. In comparison
by settlement types, households in the capital excel
the others: their income is two-thirds more than
that of households in villages and exceeds by one-
third the national average.

Imreasing earnings

The real value of earnings, having the largest share
in income, was characterized by a rapid growth in the
first years of the 21* century. On the whole, a 46% rise
occurred between 2000 and 2006. After that time, the
measures following the budgetary expansion, aiming
at improving the balance (raising the health insurance
contribution paid by employees and the employee’s
contribution), as well as the negative effects of the
economic crisis on income, and within that, on wages
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played a determinant role. Personal income tax chang-
es in July 2009 and in January 2010 made themselves
felt through the pace of increase in net earnings. The
change of earnings was basically determined by the
economic recession in 2009, and then in 2010 by the
mitigation of the negative effects of the world crisis.
In 2011, by introducing a new approach, the flat per-
sonal income tax system based on the number of chil-
dren, the rise of real earnings taking account family
tax benefit was 5.8%. In the last three years, average
net earnings after taxation grew at a more rapid pace
than gross earnings. Taking into account consumer
price changes, the purchasing power of earnings in-
creased by 2.7% between 2007 and 2011 on the whole.

The responses to the economic crisis were dif-
ferent at corporations and at budgetary institutions.
In the private sector, earnings rose moderately as
opposed to the public sector, where, in order to pre-
serve jobs and avoid headcount reduction, the tool
of wage cut was applied. Thus, the real earnings of
people employed at budgetary institutions dimin-
ished by 8.2% between 2008 and 2010. In the pe-
riod mentioned, within the EU, more considerable
wage cuts and working time reductions occurred
only in Germany, Austria, the Czech Republic, Ro-

mania, Slovenia and in the Baltic States.

Figure 2.1
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GENDER INEQUALITIES

Men earn more and work less, there are more men in top positions, while women can expect longer life,
have higher educational attainment and can retire earlier."

Figure 2.2
Gender pay gap for annual full-time gross earnings of women aged 25-64 years, 2009
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When examining wages by educational attainment and age, wages of women exceeded those of
men only in Slovenia and Hungary among OECD member states, and this is true only for older gen-
erations (55—64 year-olds) and for women without a college or university degree whose educational
attainment is higher than secondary education. In the other countries, only the degree of difference
— ‘naturally’ in favour of men — varies. No matter whether based on age or educational attainment,
Hungary, Slovenia, Denmark, Ireland and Spain belong to countries where the gender pay gap is
lower than the OECD average, while the situation is just the opposite in Estonia, Greece, Canada or
Brazil, where the gain of the stronger sex is definitely higher.

Among women aged 25-64 years, the gender pay gap is the lowest in Slovenia (7% only), but Spain
and Hungary also belong to the explicitly emancipated countries with a gap of 12-15%. Contrarily,
in South Korea, Estonia, Slovakia and the United States, the difference is considerable, 30-40%.%

Y Source: OECD, Gender (in)equality.
2 Source: OECD, Education at a Glance, 2011: OECD Indicators, OECD Publishing, 2011.
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Average gross earnings per capita of full-time em-
ployees were HUF 213,000 in 2011, 7.2% more than
in 2008. Within this, earnings of people employed at
corporations amounted to HUF 217,900, while those
of employees in the public sector were more than HUF
14,000 lower. After one decade, the gross earnings of
employees in the private sector exceeded again those in
the public sector in 2010, and this gap increased further
in 2011. In compliance with the trend in the earlier years,
due to the composition effect influencing the headcount,
gross earnings in the private sector exceeded those in the
public sector in case of both manual and non-manual
workers separately. Over one year, the difference halved
in the staff category of manual workers, while it grew in
case of non-manual workers. At the level of the national
economy, the average gross earnings of manual work-
ers amounted to HUF 144,200 in 2011, while those of
non-manual workers were HUF 284,000.

In contrast with the processes in the previous years,
the effect of the headcount composition of manual and
non-manual workers did not play a determinant role
in the changes of earnings. In 2011, central measures
influencing earnings in the private sector were the rais-
ing of the minimum wage from HUF 73,500 to HUF
78,000, as well as the partial tax credit elimination;
some employers compensated this by raising wages.
In average earnings in the private sector, there was a
smaller local peak at the beginning of 2011, since the
payment of usual premiums and bonuses due at the
end of 2010 had been postponed to 2011 because of
the new income tax calculation method being more
favourable than earlier. As for budgetary institutions,
the government undertook an obligation to compen-
sate the disadvantageous effects of the changes in the
tax and contribution system in case of lower income
brackets. The average monthly amount of the compen-
sation not belonging to wages and salaries amounted
to HUF 5,200 and affected nearly 45% of employees.
The compensation increased the rise of gross earnings
in the public sector by 1.2 percentage points.

In 2011, the value of net earnings at individual level
was influenced differently by the changes in tax and
contribution rules. The 1 percentage point rise of con-

B

tribution rates was equal for all employees, the intro-
duction of flat income tax and the tax credit elimination
resulted in the rise of the net amount received in case
of gross earnings higher than about HUF 300,000. In
2011, average monthly net earnings amounted to HUF
141,100, nominally 6.4% higher than a year earlier and
15.4% more than in 2008. At the level of the national
economy, the pace of increase of net earnings exceeded
by 1.2 percentage points that of gross earnings. After
the turn of the millennium, the ratio of net earnings to
gross earnings was between 61 and 65%, and it grew to
66% in 2011.9

Compared to the earlier years, the ranking of
sections remained unchanged in 2011. Net earnings
were invariably the highest in the section financial and
insurance activities, besides, earnings of employees
in the sections information and communication and
electricity, gas, steam and air conditioning supply were
also considerably higher than the average in the na-
tional economy. Net earnings grew the most in these
three sections (13-18%). Earnings were the lowest in
the sections accommodation and food service activi-
ties and administrative and support service activities,
where the pace of increase of net earnings was the
lowest anyway (0.2-1.5%). These data do not contain
untaxed income (gratuity) which is frequent in servic-
es and accommodation and food service activities. In
2011, net earnings diminished only in the field of edu-
cation (by 3.3%), while in the other sections stagnation
or a lower or higher rise was observed.

In 2011, the pace of increase of net nominal wages
fell year on year in each region except for Central Hun-
gary. Net earnings were 3-8% higher in 2011, while in
2010, 2 6-9% growth was observed. The growth of net
earnings exceeded the average of the national economy
only in Central Hungary. The reason for this was that
in Budapest, similarly to the earlier years, the rise was
significant. Monthly average net earnings continued
to be the highest in Central Hungary and the lowest
in the two regions of the Great Plain. Regional differ-
ences in earnings increased in 2011, and the wage gap
between the region with the highest and that with the
lowest earnings widened.

) When evaluating the data, it is worth mentioning that the calculation and publication refer to full-time employees, thus, the headcount fall in case of full-time
employees in public work with low earnings influenced the rate of increase of both net and gross earnings by nearly 1-1.2 percentage points.
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In the new personal income tax system, the
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Table 2.1

Changes in net and real earnings taking into account

amount of tax allowance depends on the number family tax benefit, 2011
of children raised. Its maximum amount is HUF
10,000 per child per month in case of one or two Net | Chanse C.:hanfle Distri-

. . . Number of | earnings, | ™ net mre S
children and HUF 33,000 per child per month in dependent HUF, | camings | earnings | bution of
case of three or more children. Due to family tax children capit:}i compared to previous head(;: FS
benefits available for those with taxable income, o year, %
the pace of rise of net earnings was about 3.5 per-  No dependent
centage points higher on the average. In the whole ~ child 138,818 5.3 1.3 49.9
national economy, the real value of earnings ad-  1child 144,520 105 6.4 24.6
. . 4 . .
justed by family tax benefit” was 5.8% higher in 5 yidren 160,494 163 12.0 192
2011 than in 2010. The real value of wages cal- 3

Oor more
culated from earnings excluding family tax benefit children 161,213 23.6 19.0 6.3
grew by 2.4% over one year. The rise of earnings .
was the highest among families with three or more  cconomy, total 145,802 9.9 58 100.0

children, but the purchasing power of wages grew
somewhat among childless families as well.

FamiILy TAXATION IN HUNGARY AND ABROAD

In order to decrease the burdens of families and to stimulate having more children, in parallel to the
introduction of the 16% flat personal income tax system, the family tax benefit came into force on
1¢ January 2011 in Hungary as well. The main point of the system, having partly a social policy aim
and putting the household and the family, instead of the individual, into the centre, is that through
the lower income centralization, families with children are provided with allowances by the tax
system as well, and, at the same time, employed people are oriented towards legal employment and
declared incomes.

There is no generally accepted professional consensus about the short- and medium-term effects
of the so-called flat taxation. Along with its general advantages (e.g. simpler tax system, suppressing
tax evasion, increasing the tax base, extending labour force supply, a possible acceleration of eco-
nomic growth etc.), its introduction involved disadvantages for social groups with lower earnings
and therefore increased income inequality, since it extended burden sharing to legal, but earlier not
taxable earnings or earning parts.

A family taxation similar to the one in Hungary (depending on the number of dependants) and
differing only in some points from it is in force e.g. in France and Luxembourg. At the same time,
in Germany and Portugal, a family taxation based on ’halving or averages’is characteristic; the in-
come of the spouses is added and halved, and the average income calculated this way is the taxable
income of the spouses. The third and most frequent practice of family taxation is that the families
receive tax allowance for the children and/or more advantageous tax brackets are applied in case of
families raising children.”)

YThe changes in the personal income tax system in 2011 — the introduction of the 16% flat personal income tax and the family tax benefit — necessitated the
application of a new calculation method. The methodological development, based on a micro-simulation model, allowed to estimate net and real earnings by the

number of children taking into account the effect of the family tax benefit as well.

5 Source: A csaladi adézds nemzetkézi tapasztalatai (International experiences of family taxation), in: Mikroszkép, Vol. X1I1/4, 2010.
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Role of social incomes in income processes

About one-third of the total income of households is
constituted by social incomes. Social transfers in cash
account for a larger part of this, while social transfers in
kind represent a smaller proportion. Pensions and oth-
er provisions as well as support of families account for
the largest proportion of social income in cash, while
education and health services provided for the house-
holds by the state or non-profit institutions serving
households made up the larger part of social incomes
in kind. Social incomes play an important equalizing
role in income processes, and in international compar-
ison, Hungary is one of the countries where this role
is the strongest. The share of social incomes grew by
nearly 3 percentage points between 2005 and 2010,
which can be explained mainly by the larger and larger
proportion of pension expenditure compared to the
paid wage bill and by the increasing unemployment
due to the economic crisis.

)

The income situation of pensioners is invariably
stable compared to the majority of the society

The pension scheme involves cash flows in two di-
rections: on the one hand, the payment of contribu-
tions in economically active age, and, on the other
hand, it serves as a regular income or income sup-
plement necessary for living after retirement, as well
as protects against the impoverishment in old age.

The largest item, nearly two-thirds of social trans-
fers in cash is pension and pension-type benefit,
which represented one-fourth of the total income of
households in 2010. The number of pensioners was
the highest (3,184 thousand) after the change of re-
gime in 1999, and it has been continuously decreas-
ing since that time. In 2011, the number of pension
and pension-type benefit recipients was 2,901 thou-
sand, which accounted for nearly three-tenths of the
total population. Compared to 2010, their number
tell by 36 thousand, i.e. by 1.2%.

Table 2.2

Number of pension and pension-type benefit recipients and the average amounts of provisions, 2011*

.. Number, thousand
Provision

Change compared to

Average monthly

amount of the Nominal change

persons 2010, % R compared to 2010, %
Old-age and old-age type pensions 2,127 1.0 93,982 5.3
Old-age pensions above retirement age 1,475 15 91,922 5.6
Old-age pensions below retirement age? 262 —4.7 126,062 7.2
Disability pensions above retirement age 390 3.4 80,200 3.9
Disability pensions below retirement age 321 -10.3 72,161 4.4
Survivors’ pension benefits® 123 -5.7 57,444 3.2
Orphans’ benefits 93 -3.5 37,561 2.2
Rehabilitation annuities 25 29.7 72,4957 5.7
Pensions, total® 2,688 -0.8 94,689 5.6
Pension-type benefits, total 212 -7.0 48,257 33
Pensions and pension-type benefits,
grand total’ 2,901 -1.2 91,292 5.7

¥ Tn 2011, a new provision for women is the old-age pension after 40 years period of entitlement which is recorded among old-age pensions below retirement
age. Early old-age pensions, old-age pensions with age preference, service pensions, pre-pensions, miners’ pensions, old-age pensions for persons pursuing certain

artistic activities, mayors” pensions are also recorded here.
» Widow(er)s’ and parents’ pensions as main provision.

9 The average monthly amount of rehabilitation annuity per capita is the average calculated from the payments in the reference month (disregarding intra-month

payments).

9 When calculating the average of the provision, the one-time benefit of HUF 0.6 billion paid in 2010 and HUF 0.5 billion paid in 2011 was taken into account.

o Only main provisions.
Source: Central Administration of National Pension Insurance.
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The number of old-age pensioners, who account
for six-tenths of all pensioners and pension-type ben-
efit recipients, was 1,737 thousand, almost ten thou-
sand more than in the previous year. The considera-
ble growth in the number of old-age pensioners was
strengthened by the introduction of the possibility for
women to retire after at least a 40-year-long period
of entitlement. While the number of disability pen-
sioners above retirement age increased by 13 thousand
over one year, the number of those below retirement
age fell by 43 thousand in 2010 and by another 37
thousand in 2011 due to the stricter regulations.

In 2011, the number of new pension awards was
outstandingly high compared to the average in the past
tew years, and compared to 2010, a 37% rise occurred.
Within this, the number of new old-age pension awards
— including early retirement pensions — was two and
a half times as many as earlier, which was influenced
significantly by the introduction of the possibility of
early retirement for women after at least a 40-year-
long period of entitlement. At the same time, due to
the stricter rules of disability retirement, the number
of disability pension awards and pension awards made
for employment policy reasons diminished.

The average monthly amount per recipient was

Hunecary, 2011

Figure 2.3
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value 1.9% (along with a 4.4% consumer price rise
for pensioners) more than in the previous year.

The average monthly amount of the provision
per recipient corresponded to 64.7% of average net
earnings in 2011, while this proportion was 65.1% a
year earlier. The major reason for this was the higher
rise in net earnings resulting mainly from the chang-
es in the tax system. In EU comparison, according
to 2009 data, Hungary belonged to the bottom one
third of the ranking in respect of pension per capita,
which hardly exceeded the half of the EU average.

HUF 91,292 in 2011, nominally 5.7% and in real

THE EFFECT OF THE INCREASING LIFE EXPECTANCY

At the time of the establishment of state pension schemes after the war, both retirement age and life
expectancy were 65 years in most of the countries. As a consequence of the improving health care
system and favourable living conditions, the number of years spent in retirement grew considerably,
while in the developed world much fewer children are born and the future generations are definitely
smaller than the older ones. According to projections, by 2040, the difference between genders will
have remained, and in the OECD member states, the life expectancy of men at the age 65 will have
risen to 83 years and that of women to 87 years®. In every country, experts suggest encouraging work
for a longer time and/or raising retirement age. In Hungary, the number of expected years in retire-
ment was 16.5 years in 2010, and this number is increasing year by year. Within this, the average
number of years in retirement is 18.2 years for women and 14.1 years for men.

Since the turn of the millennium, retirement age has been raised in each country, and the dif-
ference between the retirement age of men and women is maintained only in three countries, in
Poland, Italy and Switzerland. The rise in retirement age does not follow the expected growth in
life expectancy in the majority of countries, and this increase is taken into account only in Denmark.
The highest retirement age, 68 years was announced in the United Kingdom followed by Germany
and Denmark with 67 years. In the Czech Republic, Greece, Hungary and Turkey, retirement age is
65 years, which, up to the generation born in 1956, is introduced gradually.

® Source: Kovics Erzsébet: A n

dijreform demogrifiai korlitai (Demographic limits of the pension reform), in: Hitelintézeti Szemle 2010/ 2. pp. 128-149.
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The gradual aging of the population and the de-
clining share of young people jeopardize the sustaina-
bility of the pension scheme on the long run. Pension
expenditure was HUF 3,178 billion in Hungary in
2011, 4.4% more at current prices than in the previous
year. This amount accounted for 11.3% of the GDP.

Due to the uncertainty resulting from the eco-
nomic crisis and the present state of the economy, as
well as to the weak regular income-producing capac-
ity resulting from the low employment and high un-
employment in the age groups of working age, pen-
sions — because of their regularity and predictability
— seem to be invariably the most stable income. At
the same time, the income situation of pensioners is
also characterized by extremities: the difference be-
tween the lowest and the highest income quintile is
more than four-fold in respect of net income.

In 2010, the net annual income per capita of
pensioners was HUF 1,017 thousand, 8.3% high-
er than the national average. Compared to 2009,
this amount increased nominally by 5.2% and in
real terms by 0.7% along with a 104.5% consumer
price index for pensioners.

The effect of family supports on the situation of
households with children

In more than one-third of Hungarian households, one
or more children were being raised in 2010, and the
average number of household members in these fami-
lies was 3.9. In the most frequent household types, the
proportion of those with two adults raising one child
and those with two adults and two children was the
same, 27% each. The family support system endeav-
ours to mitigate the income disadvantage of house-
holds with children against childless households.
The family support system contains benefits paid
on a universal basis and insurance-based benefits as
well. In 2011, the rules of family supports changed in
a number of aspects, which influenced the amounts
of provisions. With the new rules of family tax bene-
fit, elements supporting families in having more chil-
dren were built into the tax system as well; however,
their effect on the number of births is to be seen only
on the long run. Connected partly with the fall in the

Huncarian CENTRAL StaTisTICAL OFFICE, 2012

B

number of births, the circle of support recipients nar-
rowed. The real value of provisions decreased except
for the insurance-based pregnancy and confinement
benefit and child-care benefit.

In order to mitigate the difficult demographic sit-
uation, the period of child-care allowance was pro-
longed again from two to three years along with the
restriction of working during this period. In 2011,
their effect was not yet perceptible, for the number of
families making use of this support decreased by 4.9%
compared to 2010. The amount of child-care allow-
ance equals the minimum old-age pension and has
been unchanged, HUF 28,500 since 2008, while its re-
al value has been decreasing year by year. The number
of families making use of the insurance-based child
care benefit fell considerably (by 7.5%) over one year.
In line with the prolongation of the period of child-
care allowance, from 2011, child raising support may
be claimed again after the third birthday of the young-
est child. Similarly to child-care allowance, the num-
ber of families making use of this support diminished.
The average monthly number of families receiving
family allowance was 1,191 thousand in 2011, and the
average number of children raised in these families was
2 (1.6). The number of recipients diminished by 2.7%
over one year, while the real value of the provision de-
creased nearly by the rate of inflation.

In 2010, the annual net income of households
with children was HUF 752 thousand, four-fifths of
the national average. Compared to childless house-
holds, the backlog is even higher: the income of
households with children is only 64% of that of child-
less households. One of the reasons for this income
difference is that among childless households, pen-
sioners with a relatively stable income account for a
considerable proportion. In case of households, econ-
omies of scale is an important factor as well, since the
actual income situation of a person is largely influ-
enced by the number and income situation of those
living in the same household. As a part of household
expenditure (first of all costs connected with hous-
ing and food) does not increase in direct ratio to the
size of the household, in parallel with the increase
in the number of household members, the disposable
income per capita is higher and higher.
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Table 2.3
Family supports, 2011
Recini Change in nominal Change in real
ecipients, Average monthly value value
Family support o amount of support,
average monthly . _ HUF " _
number previous year=100.0 previous year=100.0
Pregnancy-confinement benefit 24,736 90.6 121,342 105.9 101.9
Maternity allowance 7,033 97.0 65,853 99.7 95.9
Child-care benefit 87,615 92.5 84,929 104.4 100.5
Child-care allowance 169,721 95.1 30,929 101.8 98.0
Child raising support 37,829 96.3 28,993 101.9 98.0
Family allowance? 1,190,707 97.3 24528 100.4 96.6

“ Per family.

Nowadays, having children is one of the most sig-
nificant risks of poverty, and in parallel with the rise
in the number of children, the per capita income di-
minishes. The income of households with two adults
and two children is 83% of the national average. The
disposable income per capita is the least in households
with two adults and three or more children, thus, the
income equalizing role of social incomes is the strong-
est in these households, where the proportion of social
incomes is more than 30% of gross income.

Households with small children” are even more
affected by poverty: in 2010, their annual net income
per capita was HUF 707 thousand, 28% less than the
national average. The principal reason for this is that
among households with small children there are much
fewer households with two earners, since one of the
parents is typically inactive, i.e. is on child-care leave.
65% of people living in households with small children
are inactive, while this proportion is 55% in all house-
holds on the average. In respect of living conditions
and housing situation, families with small children live
generally more crowded, while a relatively high pro-
portion of single-parent households lives in rented
one-room dwellings, which are mostly supported.

The reduction of social transfers in kind stopped

A smaller proportion of social income is represented
by social transfers in kind; their major elements are
health and social care, education, and the support of

* Source: National Bank of Hungary.
7 Households with 0-6 year-old child(ren).
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culture, sports and some other similar activities. The
main function of social transfers in kind is to help
decrease the income inequalities of households and
differences deriving from their place in the society.
The real value of social transfers in kind diminished
continuously in the past few years: after the 3.5% fall
in 2009, it decreased by another 3.2% in 2010 year on
year. According to preliminary data, social transfers
in kind from the general government, accounting for
nearly nine-tenths of all social transfers in kind, rose
by 0.5%, while those received from non-profit insti-
tutions serving households declined slightly, by 0.3%

in 2011 compared to the previous year.

Financial assets of households™

Financial assets of households decreased in 2011

At the end of 2011 the gross financial assets — i.c.
those including liabilities — of households were HUF
27.2 trillion, 5.9% less than one year earlier. The de-
crease, which may be connected to the transformation
of private pension schemes, had followed an upward
trend in the preceding years, for growths of 8.6% and
5.9% were registered in 2009 and 2010, respectively.
At the end of 2011, 39% of gross financial assets were
accounted for by the group of cash and deposits, the
stock value of which was 7.2% higher than one year
before. Within the group the stock of current account
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deposits, approximating HUF 2.1 trillion, was 12%
higher than a year earlier, while the increase in case
of other deposits, amounting to HUF 6.2 trillion, was
5.3%. In the second half of 2011 the stock of cash in
HUF rose by HUF 356 billion and the stock of HUF
deposits by HUF 501 billion, which may have been
influenced by payments of real returns in connection
with withdrawals from private pension funds, and
then by economic transactions concerning the ear-
ly repayment of foreign currency loans. The stock of
cash in HUF amounted to approximately HUF 2.3
trillion at the end of 2011, with which households
held some five-sixths of cash in circulation. The val-
ue of foreign currency assets at the end of 2011 was
HUF 1.9 trillion, within which the most significant
group (HUF 1.5 trillion) was represented by foreign
currency deposits. In the past few years the stock of
foreign currency securities rose considerably, its value
was HUF 260 billion at the end of 2011. The propor-
tion of shares (of ownership) was the same as that of
cash and deposits, 39% of gross financial assets, and
their stock value was 2.6% higher than at the end of
2010. Out of the saving forms thereof the value of
stakes — with a stock of HUF 6.7 trillion — rose by
5.0%, while the stock of investment fund shares fell at
about the same rate, and came to HUF 2.2 trillion at
the end of the year. The stock of insurance technical
reserves decreased very substantially, by nearly a half.
The fall was predominantly related to members’leav-
ing private pension funds, as a result of which finan-
cial assets of the value of HUF 2.7 trillion were trans-
terred from households to the general government as
capital transfer. According to the relevant legislation
the fund membership of those leaving funds ceased
on 1st March 2011. The stock of pension fund re-
serves was HUF 1.1 trillion at the end of 2011, com-
pared with HUF 4.0 trillion one year before. In con-
trast, the stock of securities other than shares® was up
by 8.6% over a year, its value amounting to HUF 1.7
trillion. Within this group the stock of long-term and
short-term securities was HUF 1.0 trillion and HUF
714 billion respectively, while the corresponding rates
of increase were 4.8% and 14% respectively.

B

Table 2.4
Financial assets of households
Change
At the com-
end of . pared to
Denomination 2011, Dt}stnl;/u- the end
billion 0 of the
HUF previous
year, %
Cash and deposits 10,672.0 39.2 7.2
Securities other than shares 1,729.8 6.4 8.5
Loans 266.5 1.0 35
Share of ownership 10,532.3 38.7 2.6
Insurance technical reserves 3,036.6 11.2 —49.4
Of which:
life insurance premium
reserves 1,610.0 5.9 -3.4
pension fund reserves 1,119.2 41 -72.1
Other assets 970.6 3.6 14.6
Gross financial assets of
households 27,207.9 100.0 -5.9
Loans 10,419.2 94.0 -1.6
Of which:
real estate loans from credit
institutions 4,266.9 38.5 -2.5
consumer and other loans
from credit institutions 42779 38.6 0.8
other loans 1,874.4 16.9 —4.5
Liabilities of households 11,083.7 100.0 -1.3
Net financial assets of
households 16,124.1 - -8.8

Early repayment and  fixed exchange rates: foreign cur-
rency liabilities declined somewhat among liabilities

The value of liabilities was HUF 11.1 trillion at the
end of 2011, 1.3% less than one year before. 34%
of liabilities were represented by HUF loans and
60% by foreign currency loans. The share of foreign
currency loans within liabilities diminished by 3
percentage points over one year, and that of HUF
loans grew at the same rate. (Considering the val-
ues of the stocks a decline of 6.0% was observed in
case of foreign currency loans in 2011 compared
with a 7.3% growth in respect of HUF loans.) The
change of legislation on foreign currency lending
also contributed to this, enabling consumers having
a foreign currency loan contract to repay early the

8 The group includes for the most part interest-bearing securities embodying a loan relationship (government bonds in HUF and foreign currencies, treasury bills,

bonds of local governments, debentures of companies and credit institutions etc.).
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remaining part of their liabilities at a fixed exchange
rate, lower than the market rate, in the last quarter
0f 2011. The other measure of great significance was
the introduction of fixed exchange rates, which en-
able — under the terms of a provision made already
this year — foreign currency loan debtors making
payment to request until the end of 2012 for the re-
payment of their loan at a favourable exchange rate
level during 5 years but at most over a fixation peri-
od lasting until the end of June 2017. (The liability
generated from the difference between the market
exchange rate and the favourable exchange rate, in-
creased with interest charges, shall be kept on col-
lective HUF accounts by credit institutions, which
foreign currency loan debtors shall pay later on.)
Both measures fixed the exchange rate level of the
forint at 180 against the Swiss franc, at 250 against
the euro and at 2 against the Japanese yen. (More
than the half of the value of new loans contracted
in Swiss franc, the most widespread foreign currency
of borrowings, in 2004-2010 and in the first half of
2011 were borrowed at exchange rates between HUF
150 and 160, and some one-quarter at exchange rates
between HUF 160 and 170.) As a consequence of
financial transactions the stock of foreign currency
loans was down by HUF 1.3 trillion in 2011, within
which the amount of decrease was HUF 776 billion
in the fourth quarter. The process of early repayment
of foreign currency mortgage loans at favourable
exchange rates was closed on 29th February 2012.
Based on data disclosed by the Hungarian Financial
Supervisory Authority some 170 thousand house-
hold loans were repaid, with the redemption equal to
HUF 1,355 billion. Calculated in foreign currencies
23% of the foreign currency mortgage loan stock,
reaching HUF 5.6 trillion back at the end of Sep-
tember 2011, was repaid by households at favourable
exchange rates. Some one-third of the realized ear-
ly repayments were financed by redemption (HUF)
loans. (As an impact of financial transactions a
growth of HUF 300 billion was recorded in the stock
of HUF loans in 2011.) The early repayment scheme
caused a net loss of some HUF 260 billion for the
financial institutions providing the loans, and at the
same time it was a significant factor of the negative
pre-tax profit of the sector of credit institutions at
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Figure 2.4

Major components of change of foreign currency
loan stock of households
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the end of 2011. In the last quarter of 2011 the pro-
portion of non-performing household loans — assets
due over 90 days — was 15% in the banking system, 4
percentage points higher than one year earlier.

According to Figure 2.4 the stock of foreign cur-
rency loans decreased — because of the transactions,
i.e. as a consequence of the value of repaid maturing
loans surpassing that of newly borrowed ones — in
2009-2011, and the rate of decline grew year by year.
However, revaluations had an opposite effect, which
more than offset in 2010 and substantially lowered in
2011 the stock-reducing impact of financial transac-
tions. This latter trend was related first of all to the
exchange rate of the forint, which was 22% and 15%
weaker compared to the Swiss franc at the end of
2010 and 2011, respectively, than one year before, con-
siderably enlarging repayment burdens on borrow-
ing households, and reducing the financial resources
available for consumption and savings. (At the end of
2011 the exchange rate of the forint was 68% weaker
compared to the Swiss franc than four years earlier.)

Net financial assets, i.e. the difference between
gross financial assets and liabilities, amounted to HUF
16.1 trillion at the end of 2011, 8.8% less than one
year before. The decline followed a trend of growth in
the preceding years, since increases of 15.0% and 5.1%
had been measured for 2009 and 2010, respectively.
The fall of pension fund reserves — already mentioned
above — can be highlighted as the main reason for the
decrease of net financial assets.
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Figure 2.5

Gross™ and net financial assets of households, and
composition of liabilities
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At the end of 2011 the per capita stock of financial
assets (gross financial assets) was HUF 2 million 731
thousand, the value of liabilities HUF 1 million 113
thousand, and net financial assets HUF 1 million 619
thousand in Hungary. This latter amount was equiv-
alent with about 11 monthly average net earnings?.

Figure 2.6

Loan stock of households by foreign currency
(stock value at the end of the year)
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The net financing need of households was HUF
1,210 billion in 2011, 4.3% of GDP. Disregarding the
capital transfer because of withdrawals from private
pension funds the sector had a financing capacity. Its
size was HUF 1,468 billion last year, which equalled
5.2% of GDP. (The sector had a financing capacity of
3.8% of GDP in 2009 and of 4.4% of GDP in 2010.)

Household consumption

Ower five years, consumption decreased by one-tenth
in volume

Changes in household expenditures and their struc-
ture are one of the most important indicators in
measurement of the population’s standard of living.
In the post-millennium years, the outflow and the
sharp rise in real incomes resulted in a consumption
hike. The growth domestic demand in such a struc-
ture proved to be unsustainable and, though after a
certain time lag, it entailed measures aiming to re-
store the balance. From autumn 2006, measures in-
troduced to lower the government deficit resulted in
a significant slowdown in the growth rate of incomes
and expenditures. From 2007, along with the govern-
ment measures aiming to improve the balance, only a
slight drop occurred in consumption, first of all due
to easily available consumption, car-financing and
discretionary mortgage loan options. Such type of
household indebtedness was directly deepened by the
desire to preserve the consumption level. The global
financial, then economic crisis, engulfing Hungary in
autumn 2008, changed the tendencies fundamental-
ly. After the stagnation of 2008, a significant fall was
seen in actual consumption of households in 2009,
mainly as a result of the crisis-induced shock (rising
unemployment) and government austerity measures
(cancellation of 13* month bonuses and pension,
VAT rises). In 2010, a further increase was observed.
In 2011, the decline lasting for years came to an end:
the actual consumption of households saw no signif-
icant change year on year (+0.1%), as a result of the
combined effects of transfers, which was corroborated

9 Calculated from average earnings in December 2011, not including family tax benefit.
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by changes in retail sales. Though real wage rises be-
cause of changes in personal income tax and pay-outs
of real returns from private pension funds exerted a
positive effect on consumption, measures aiming to
raise consumption were practically offset by negative
effects (household over-indebtedness, depreciating
forint exchange rate, the continuation of the crisis).

Household consumption expenditures and social
transfers in-kind account for four-fifths and one-
fifth, respectively, of the actual household con-
sumption. In 2011 the volume of household con-
sumption expenditures remained unchanged, while
that of social transfers in kind ensured by the gov-
ernment slightly increased year on year (+0.5%),
but transfers from non-profit institutions serving
households were lower (-0.3%) than in 2010. All
in all, the volume of actual household consumption
rose by 18% compared with the turn of the millen-
nium but was 2.6% lower than in 2009.

Hungarian society continues to have limited options
in consumption

The volume and structure of consumption ex-
penditures allows us to draw conclusions on the
standard of living in a given country. In addi-
tion to incomes, consumption patterns and pric-

Figure 2.7
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es exert a significant influence on the structure
of consumption in a certain country. In interna-
tional comparison, the proportion of household
food expenditures is relatively high in Hungary,
limiting other expenses, e.g. those on culture, rec-
reation and accommodation services. The past
years saw a significant change in the structure of
consumption. Data of 2010 are available on the
structure of consumption; preliminary household
statistics and retail sales data allow making deduc-
tions on household consumption in 2011. In line
with international trends, expenditures on food
and clothes decline in proportion in the long run.
In 2010 — based on household statistics — per capi-
ta total household consumption stood at an annu-
al average of HUF 760 thousand, a 3.2% drop year
on year at constant prices. Compared with 2005,
annual consumption increased by a nominal 18%,
which in real terms means a fall of approximately
one-tenth. In 2010, food and non-alcoholic bev-
erages accounted for 23% of household expendi-
tures; this was 1.5% less in real terms compared
to the preceding year, along with a 2.8% price rise
in food and non-alcoholic beverages. In 2011,
despite a significant price rise, food had an infla-
tion-adjusted 0.4% rise in retail sales, influencing
the food consumption of households.

The share of expenditures spent on housing,
maintenance and household energy continues to
grow year by year; similarly to the previous years,
these also accounted for the biggest part of house-
hold expenditures in 2010. (The prices of household
energy are more than two and a half times as high as
they were 10 years before.) On 2009, expenditures
on housing, maintenance and household energy in-
creased by 1.7% in real terms. Along with a rise in
housing expenditure, expenditures on other goods
continued to narrow in the structure of household
expenditures. Over a year, telecommunication ex-
penditures declined by 2.8%, while a 4.9% rise was
seen in household expenditures on clothing and
footwear.

The difference between the consumption of the
richest and the poorest is still considerable: the top
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Figure 2.8

Structure of per capita expenditures
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income decile spent four times as much on consump-
tion on average as the bottom decile. Expenditure on
tood showed a narrower gap than the average, the
difference is twofold in this group, while a significant
gap was seen in expenditures on culture, transport as
well as on catering and accommodation.

Outstanding differences by region and type
of settlement, residents of the capital are in the
best position

Concerning the consumption expenditures of
households, it is important to emphasize the role of
significant regional differences. Over a year, South-
ern Transdanubia and Northern Great Plain saw the
sharpest fall in consumption, predominantly as a re-
sult of the high proportion of economically inactive
and unemployed people. In a regional comparison,
central and Transdanubian regions were also out-
standing in the volume of consumption expendi-
tures, first of all as a consequence of the favourable
economic structure and the higher concentration of
foreign direct investments. In terms of consumption
expenditures, the difference is one and a half-fold
between Central Hungary and the most backward
Northern Great Plain.

There are significant differences in consumption
by type of settlement as well, mainly as a result of di-
vergent development levels and labour market situa-
tion. The per capita consumption of Budapest house-
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holds was more than one and a half times as high
as that of villagers. In 2010, only Budapest residents
were able to achieve tangible rise in expenditures.

Table 2.5

Regional differences in consumption per capita, 2010

(%)

Iy iFa Share of food and
consumption housing expendi-
Region expenditures as a .
tures of all expendi-
percentage of the
. tures
national average
Central Hungary 121.9 45.0
Central Transdanubia 95.0 48.6
Western Transdanubia 92.7 48.9
Southern Transdanubia 87.6 49.8
Northern Hungary 88.0 495
Northern Great Plain 84.5 49.5
Southern Great Plain 97.5 51.0
Total 100.0 47.9

Families endeavour to put their childrens needs in

the first place

The consumption expenditures of households are
fundamentally determined by whether there are
children raised in the respective household. The
consumption of families with children reached
three-fourths of the average of all households. The
backlog is especially significant in case of food con-
sumption and housing as well as health expenditures.
The children’s lower calorie needs as well as a con-
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scious budget cutting are the backdrop to the low-
er food consumption. (Housing expenditures show
lower per capita figures due to the higher number
of family members.) In contrast with this, families
with children only slightly differ from the average
in certain categories (e.g. clothing) and even have
a higher spending in certain categories (e.g. books,
recreation and sport services), since families try to
prefer the needs of the children to that of the adults.

In 2010, per capita expenditure diminished in
case of each type of households with children in real
terms. The family tax allowance introduced in 2011
aims to improve the financial conditions of families
with children, which may narrow the income and
consumption differences between households with
and without children.

Price changes exerted a smaller inﬂuem‘e on pension-
er consumption in 2010 and a bigger one in 2011

In 2010, there was no year-on-year change in the per
capita consumption expenditures (HUF 880 thou-
sand) of pensioners in real terms. One of the rea-
sons for this was that expenditure on food, housing
and pharmaceutical products, which have a larger
weight in the consumption structure of pensioners,
saw only a price rise close to the average inflation, in
contrast with higher price rises in fuels and trans-
port, the changes of which influence pensioners’
consumption to a lesser extent. However, in 2011,
a considerable price rise was seen in items, e.g. food
and household energy, which may exert a significant
influence on the consumption and consumption
structure of pensioners.

Vegetable and food consumption continued to decrease

Food consumption strongly reflects the finan-
cial conditions of households, the volume data of
food make follow-ups possible in the change of
the standard of living. The Hungarian population
spent an average of HUF 160 thousand per capi-
ta on food consumption in 2010, 1.8% less in real
terms year on year. While a fall was seen in con-
sumption from own production, the significance
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of eating out continued to grow, mainly as a result
of food vouchers. Nevertheless, in 2011, a con-
siderable transformation started in the system of
non-wage benefits, which, at first, mainly affected
public employees, their per capita non-wage ben-
efit budget having been maximized at HUF 200
thousand in 2011.

Figure 2.9

Changes in annual food consumption per capita
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2010 saw a drop in vegetable and fruit consump-
tion; a sharp price rise of seasonal food strong-
ly contributed to this. However, in the long run,
a gradual shift can be seen into the direction of
health-conscious eating habits.

Gradual technological development and moderni-
zation was characteristic of the stock of durable con-
sumer goods

The equipment of households with durable consum-
er goods is improving year by year, approximating
complete coverage in case of several devices. More
modern and more efficient devices gained ground
against their older and more outdated predecessors
along with an increase in the importance of energy
efficiency and environment-consciousness. During
the past few years, more and more new devices were
introduced into the market. The development of
durable consumer goods serves the modernization
of households. One group of modern devices is to fa-
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cilitate household management, e.g. the dishwasher,
with which one in five households is equipped; while
the other group of them includes devices with ed-
ucational and entertainment functions. In 2010, the
overwhelming majority of households had a micro-
wave oven; nearly all households had a washing ma-
chine and television and 87% of households had a
mobile phone. Nearly half of the households had a
passenger car, though this figure is still rather low in
EU comparison in spite of a continuous improvement.

Table 2.6
Stock of durable consumer goods per hundred
households
Denomination | 2005 | 2009 | 2010

Refrigerator 75 65 62
Fridge and freezer 33 40 43
Microwave oven 75 86 87
Dishwasher 6 9 11
Television, colour 140 151 154

Of which: plasma, LCD . 8 13
Digital camera 11 30 34
DVD player 24 52 55
Home theatre system . 9 9
Video game console 3 4 3
Desktop computer 37 50 51
Portable computer . 14 19
Mobile phone 140 176 178
Passenger car 53 55 57

There are more significant differences con-
cerning equipment with durable consumer goods,
when monitoring households by age composition,
since different age groups have different needs.
Along with this, informatics and entertainment
electronics devices as well as passenger cars are
less widespread among the elderly. While the
household expenditures of families with children
are lower than the national average, in many cases
more of them are supplied with durable consumer
goods, mainly as a consequence of lifestyle differ-
ences.

- eJEEe

Evaluation of own material status

The issue of how much income a household consid-
ers necessary to sustain various standards of living is
in close connection with the income position of the
given household. In 2011, a per capita monthly net
sum of HUF 118 thousand was considered necessary
by households to sustain an average standard of living;
7.3% more than a year before. In contrast with this,
the total consumption of the population was a month-
ly average of HUF 64 thousand per capita. A sum of
HUF 68 thousand would be required for a very modest
standard of living and HUF 218 thousand for a very
good one. In case of households belonging to the lower
income deciles, the required amount to sustain an av-
erage standard of living was only nearly the half of that
required by those in the upper income deciles.

Households, due to their strained financial
circumstances, saw a decline in their standard of
living in the past years. The difficult financial con-
ditions of households is shown by the fact that in
2010 more than one-fourth of households — based
on their own account — had difficulties in mak-
ing ends meet, while the respective figure was only
one-tenth in 2005. All in all, more than 90% of
the population faced smaller or larger difficulties
in meeting expenses.

In 2010, two-thirds of the population could not
afford to make an at least one-week-long family trip
once a year, nearly one-third of them could not afford
to consume meat at least every other day. Year by year,
there is a rise in the number of households reporting
financial difficulties in meeting the heating costs of
the dwelling, the respective figure was 11% in 2010.
Expenditures on housing meant a very heavy burden
for 42% of the population, and an occasionally heavy
one for an additional 52% of them. (In 2006, the re-
spective figures were 29 and 54%.)

Despite the deteriorating standard of living
caused by the crisis, inequalities in household con-
sumption have not increased, the difference between
the highest and lowest income deciles even decreased

109 Preliminary data and annual final data are different in several respects. Annual data are calculated based on annual consumption per capita, while preliminary
data reflect monthly quantities (so the less frequent items are not included). There is a significant difference when data are classified into the income quintiles, so
preliminary data are compared to the preliminary data of the previous year as appropriate.

Huncarian CENTRAL StaTisTICAL OFFICE, 2012




slightly. (In 2008 the difference was 4.2-fold, while
in 2010 the respective figure was 3.9-fold.)

Own production gained ground again along with
a rise in food prices

In 2011, based on preliminary data'?, the per capi-
ta monthly consumption expenditures of households
were HUF 64 thousand, a 2.7% rise in value but a
1.2% drop in volume year on year. As a consequence
of a sharp rise in food prices, food consumption saw
an even steeper fall of 2.7% in volume. After paying
out the expenses related to everyday needs (food,
housing, and transport expenditures related to going
to school or workplace) less than 40% of household
incomes remained to cover all the other expenses.
As a result of the unfavourable money market events
in 2011, one part of the households reacted with a
self-imposed reduction in consumption, which could
not be counterbalanced even by an increase in house-

Hunecary, 2011

hold purchasing power. Household consumption
also shows a varied picture by type of settlement:
households in the capital have a consumption level
higher than the national average and this difference
increased slightly over the last year. At the same time,
the residents of the capital had only a slight advan-
tage in terms of food consumption. It was typical that
households supplemented their food consumption
with food originating from own production: its share
reached 9.6% of the total food consumption in 2011,
which was 0.2 percentage point higher than in 2010.
The significance of own production was greater in the
countryside: this figure was 0.7% in the capital, 9.4%
in other towns and 18.7% in the countryside. The fi-
nancial conditions of households exerted a significant
influence on the share of food originating from own
production: in households the income of which was
in the highest quintile, food originating from own
production accounted for 3.8% of food consumption,
while in those in the lowest decile, for 13.9%.

THREE IN TEN HUNGARIANS ARE EXPOSED TO THE THREAT OF POVERTY
AND SOCIAL EXCLUSION'!

Fight against poverty is very important to enhance economic growth and development in a given
country, therefore one of the main objectives of the Europe 2020 strategy is to reduce social exclu-
sion and poverty.

In 2010, 23% of the EU’s population was exposed to the threat of poverty or social exclusion. It
means that these households fulfil at least one of the three following conditions: income below the
poverty threshold characteristic of the respective country, serious material deprivation, as well as low
labour intensity.

In 2010, 16% of the EU population earned less than the poverty threshold, even if we include
social benefits'?. In Hungary, the relative poverty with a 12% rate is considered low compared with
the EU average.

In 2010, 8.1% of the EU population suffered from serious material deprivation, which meant for
instance that due to their conditions they could not afford to pay their bills, keep their dwelling at
an adequate temperature or make an at least one-week-long holiday trip. In Hungary, this indicator
was high (22%), we are at the 4th place in an EU comparison.

One in ten EU citizens lived in a household where adult family members spent less than 20% of
their total potential labour time working. In Hungary this share is 12%, which is corroborated by
low employment, high unemployment and inactivity.

Poverty rate, calculated on the basis of the three indicators was 30% in our country, i.e. one-third
of the Hungarian population was threatened by relative income poverty or social exclusion. This
proportion continued to deteriorate somewhat compared with 2009, and in 2010 we were at the
fifth place in the poverty ranking of EU member states. Based on poverty statistics the Czech Re-
public was in the best situation.

Children aged less than 18 were in an even more serious situation, 27% of children in the EU on
average were exposed to the threats of poverty or social exclusion. In EU member states this share
was 23% in working-age population (aged 18-64) and 20% among those aged 65 or over.

0 Source: At risk of poverty or social exclusion in the EU27, Eurostat News Release, 8" February 2012.

12) Poverty threshold is 60% of the median income, so the proportion of those who live below it indicates relative poverty.
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Figure 2.10

Rate of poverty or social exclusion in the European
Union, 2010

Czech Republic
Sweden
Netherlands
Austria
Finland
Luxembourg
Slovenia
Denmark
France
Germany
Slovakia
Malta
Belgium
Estonia
United Kingdom
Italy
Portugal
Spain
Greece
Poland
Hungary
Latvia
Lithuania
Romania

Bulgaria

EU-27 average: 23%

Culture
More than two hours TV—watcbing per day

According to the findings of the time-use survey
of 2010, we spent around three hours doing some
cultural activity out of the average leisure time of
four and a half hours per day, however, TV-watching
accounts for the majority, three-tenths of this (139
minutes on average). Since the last time-use survey
ten years earlier, internet use has been perceivable in
the leisure activity of Hungarians. Taking into ac-
count that in international comparison our internet
penetration is still rather low, it is not surprising that
it is no rival to the television in a national context, it
has significance only among actual users (however,
users have an average of 92 minutes per day).
Public service television saw no significant
change in broadcasting time in the past five years
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and a slight rise of 1.7% between 2009 and 2010.
Nevertheless, there have been changes in the distri-
bution of broadcasting time by type of programme.
From the mid-period, 2007, the share of news and
information of total broadcasting time decreased,
then it approached the previous level from 2009,
amounting to a total of 8,883 hours in 2010, which
was 34% of total broadcasting time. Music pro-
grammes have expanded in proportion between
2006 and 2010.

In contrast with television, public service radio
had its broadcasting time rising in the observed peri-
od (it expanded by 29% between 2005 and 2007, then
dropped by 9% the next year and stagnated since then).
By type of programme, music, news and information
increased in broadcasting time by 52% and 39%, re-
spectively, over six years. At the same time, literature
and entertainment had a considerable fall of 58% in
broadcasting time.
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Figure 2.11
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The Hungarian population spent an average of
20 minutes reading per day; around 26% of the pop-
ulation aged 10-84 are regular readers. The number
of readers and the reading time declined compared
with the survey ten years earlier. Book publishing
has seen a significant fall in copies of books and the
diversity of offer since 2008. Pre-crisis years had a
rise in offer along with decreasing and stagnating
numbers of copies.

Figure 2.12
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The number of book titles was the highest at
more than 15 thousand in 2008, the year preceding
the crisis in the real economy; since then an 18% fall
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has occurred in titles. According to the data of the
Hungarian Publishers’ and Booksellers’ Association
(MKKE) book sales have continued to decrease for
three years at current prices to HUF 59 billion 528
million in 2011.

The number of copies of newspapers, in line
with the previous trend and with the exception of
some dailies, weeklies and magazines, continued
to lessen mainly as a result of the spread of online
media.

A wider range of offer and more visits in libraries

Libraries provide cultural and entertainment ser-
vices for the widest possible range of social stra-
ta due to their relative cheapness. Municipal and
school libraries account for nine-tenths of the al-
most eight thousand libraries. Municipal libraries
had 3,474 public service units in 2010. Though no
significant change was seen in the number of reg-
istered users, lending activities, that is the num-
ber of library units lent, along with a decline in
reading, has been shrinking since the mid-1990s.
Libraries, reacting to the changing demand, grad-
ually diversified their activities and now cover
lending multimedia and providing online servic-
es as well as organizing events. This presumably
played a major role in the end of a long-lasting fall
of the number of library units lent in 2008, which
turned into a slight rise in 2009. The number of
registered users in municipal libraries has also
continued to increase since 2008; it was 1 million
540 thousand in 2010.

Between 2005 and 2010, the number of cinema
visits kept falling by 8% to 11 million in 2010. Hun-
garian movies accounted for 4.7% of cinema visits, a
significant drop compared with the earlier years. The
number of theatre visits decreased by 2% in 2011 to
a total of about 4.5 million, in spite of a rise in the
number of theatres and a slight growth in that of
performances. The number of concerts is on the rise
with a fluctuation in audience figures; in 2011 it went
up to 1 million 170 thousand.

We have 2010 data on budgetary expenditures
on culture. That year, the government spent a total

of HUF 196.7 billion on culture, a 9.7% rise on
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How MUCH MORE DID WE PAY FOR CULTURE IN 2011?

The price of cultural and leisure services went up by 35% on 2005, a rate of growth similar to the
rate of inflation, though its rate slowed down in the past years. Within this, in terms of consumer
prices, different cultural services changed at different rates: the prices of sports and museum tickets
increased by seven-tenths, those of theatre tickets by almost six-tenths, while cinema tickets were
an average one-fifth more expensive, reaching nearly HUF 1,300 in 2011. Of cultural products, the
price rise books has continued to decelerate since the crisis; however, an above-inflation rise of 4.1%
was seen in 2011. In the past few years, newspapers and periodicals saw the sharpest rise in prices:

between 2009 and 2011 each year had an over-8% rise.

Table 2.7

Price changes of cultural products and services

Cultural products, services

Change in consumer prices
year on year, %

Newspapers, periodicals
Books

Theatre

Cinema

Sports and museum tickets

+8.5
+4.1
+4.8
+1.9
+4.4

2009 at current prices. Book, music and newspaper
subsidies (64%) as well as theatre subsidies (40%)
expanded the most over a year. Rise in theatre ex-
penditures has partly resulted from a change in the
classification and funding system of theatres since
2008 as a result of the enactment of the law on
performing arts. As a consequence of this, alter-
native and private theatres were covered by official
statistics, too, resulting in a rising number of insti-
tutions.

Consumer prices, inflation

The past few years saw a relatively wide range of in-
flation figures. In 2011, consumer prices increased by
an average of 3.9% year on year, the last time when the
inflation was so low was five years earlier, in 2006. In
2007, as a result of measures aiming to restore the eco-
nomic balance (rises in administered prices, tax raises)
consumer prices rose at a faster rate, reaching 8.0%.
The slowness of the subsequent disinflation resulted
from an accelerated price rise in the global markets of
raw materials, petroleum and foods.

The reduction in the demand during spring 2009,
resulting from the global crisis, played a major role
in the deceleration of inflation, so it slowed down
to 4.2% in 2009. In 2010, a rise in excise duties,
increasing fuel prices and agricultural production
losses related to extreme weather conditions fuelled
the price rise. On 2005, inflation stood at 35% as a
whole.

Figure 2.13
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IMPACT OF CHANGES IN VAT RATES ON INFLATION

In the past decade, in Hungary, VAT rates changed more frequently than in other European Union
member states, also influencing changes in inflation. The Consumer Price Index at Constant Tax
Rates (CPI — CT) can be of aid to analyze the impact of changes in VAT rates on inflation. This
index — calculated by HCSO since 2004 —filters out the effects of changes in indirect taxes (VAT,
excise duties, registration tax) from the price change, i.e. it shows how high the inflation would have
been at constant tax rates in the given period.

Figure 2.14

Consumer price index and price index at constant tax rates
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In 2004, an increase in the lowest VAT rate from 0 to 5% as well as in the general VAT rate from
12 to 15% resulted in a sharp rise in the price level. VAT and excise duty changes implemented at the
beginning of the year generated a 2-percentage-point rise in inflation. Price changes in 2006 were
strongly influenced by tax modifications, too: at the beginning of the year the former VAT rate of 25%
was lowered to 20%, then, from September, products and services previously charged at a VAT rate
of 15% were reclassified to the group charged at 20%. In addition to this, rises in administered prices
(registration tax and excise duty), aiming to reduce the general government deficit, also influenced the
rate of inflation. The reduction in the VAT rate, felt over 12 months, exerted a stronger influence on
the annual price level, so the consumer price index at constant tax rates had an annual rise of 5.1%,
exceeding the rate of inflation.

In 2007, austerity measures resulted in a significant acceleration in inflation, and tax changes imple-
mented in the previous year also made their impact felt, resulting in a 1.2-percentage-point rise in the
consumer price index during the year. However, the modification of indirect taxes had no influence
on the price changes in 2008. In July 2009, as a result of the economic crisis, a new preferential tax
rate was introduced (18%) and the 20% tax rate was raised again to 25%, resulting in a significant rise
in inflation: by 1.9 percentage points in 2009 and by 2.3 percentage points in 2010. According to the
2010 data of Eurostat, revenues from taxes on products — in which VAT is the most important element
— were the highest in our country at 16% of GDP, while the respective average was 11%.

The VAT rise of 2009 was followed by another one in 2012: the general VAT rate increased from
25 to 27%.

During the recent years, government revenues form VAT continued to increase at current prices, to
the largest extent, by 8% in 2008 compared to the previous year. Compared with 2004, VAT revenues
rose by over one-fourth as a whole, within which only 2011 had a drop year on year; in the background
of that there were VAT refunds because of an EU decision.
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In 2011, inflation was driven by rising food and fuel prices

Changes in food and fuel prices exerted a significant
impact on how consumer prices changed in 2011.
In the first half of the year, tax modifications of the
preceding year and a sharp rise in food prices deter-
mined the inflation. July saw the lowest rate of growth
in prices with a 3.1% rise year on year. At end of the
year, mainly as a result of fuel price rises and changes in
the HUF/USD exchange rate the inflation increased,
which was further enhanced by a rise in excise duties.
Over the year as a whole the sharpest increase
was observed in food prices (6.6%). Within this a
nearly one and a half-fold increase was seen in sugar
(48%) and flour prices (43%), while edible oil prices
increased by one-fifth. Over the year as a whole, the
growth rate of seasonal food prices slowed down to
2.4%, the sharp price rise measured earlier during
the year turned into a drop from June, which can be
explained mainly by price rises resulting from pro-
duction losses due to bad weather in 2010, i.e. by
high base period prices. In addition to agricultural
achievements and global market processes, which,
e.g., resulted in the rise of cocoa prices, official price

S

measures also made their influence felt in the change
of prices of food (e.g. the introduction of a tax on
unhealthy food products).

The price of other goods including motor fuels and
lubricants increased at an above-average rate of 6.2%.
The rise in motor fuel prices was mainly enhanced by
an increase in global petroleum prices, fluctuations in
the HUF/USD exchange rate and a rise in excise du-
ties, so in 2011 the average price rise was 15%.

The pace of growth in prices of electricity, gas and
other fuels was also above the average, reaching 5.7%
in 2011, partly as a result of the phasing out of heat-
ing benefits as a form of social support (subsidized
gas and district heating). After a slight drop in the
previous year, 2011 saw a 2.9% rise in clothing and
footwear (a new method to calculate the price in-
dex of seasonal clothing items played a role in this),
while services cost 2.2% more. The excise duty rise
in November resulted in an annual 0.5% increase in
the price level of alcoholic beverages and tobacco,
which was only a fraction compared with that a year
earlier. The decline in the price level of durable con-
sumer goods since July 2010 continued invariably in
2011, too, with a 1.4% annual drop in prices.

Figure 2.15
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The prices of electricity, gas and other fuels
showed the sharpest increase on 2005, within which
those of natural and manufactured gas increased
more than two and a half-fold. Average food prices
increased one and a half-fold and were ranked after
electricity, gas and other fuel prices, while durable
consumer goods saw a 4.6% drop in prices.

Since our EU accession our annual harmonized
consumer price index has been higher each year than
the EU average. 2011 saw acceleration in most of the
EU countries, only in 4 member states — including
Hungary — was there an annual slowdown measured
in inflation. The sharper rise in motor fuels and food
was characteristic of the EU as a whole, too.

Low-income people and pensioners were more af-

flicted by inflation

Price changes affect various groups of the popula-
tion to different extents because of their differing
income levels, and as a result of that, their dissimilar
consumption structures, thus in 2011, just like in the
preceding years, lower-income households were af-
flicted by a higher-than-average rate of price change,
while active and higher-income households saw an
inflation rate lower than the average. In 2011, dif-
ferences among various income groups of the popu-
lation were significantly enhanced by a sharp rise in
food as well as in household energy, as these groups
accounted for an above-average proportion in the
consumption structure of low-income households.

Table 2.8
Consumer price indices by different income groups of
the population, 2011
(%)
Income group yirf:igl(lfo 2005=100.0
Active houscholds 103.7 132.9
Low-income households 104.7 141.2
Middle-income households 104.0 135.7
High-income households 103.3 130.3
Houscholds with 3 or more children 104.1 136.7
Pensioners 104.4 142.2
Households, total 103.9 135.2
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Food, electricity, gas and other fuels as well as
pharmaceutical products make up a higher propor-
tion in the consumption structure of pensioners,
therefore price changes in these exert a stronger in-
fluence on the pensioner consumption price index.
In 2011, prices rose by 4.4% for pensioners, which
was above the average price rise recorded for the
whole population. This resulted from the fact that
the outstanding rise in food prices exerted a stronger
influence on pensioners.

Housing

According to the preliminary data of the census of
2011, there were 4 million 383 thousand dwellings in
Hungary, 318 thousand more than in 2001. Central
Hungary and Western Transdanubia saw the sharpest
expansion in the housing stock during the past dec-
ade. There was no significant change in the region-
al distribution: one-third is still in Central Hungary.
One in five dwellings is in Budapest, and one in ten
in Pest county. Occupied homes accounted for 89%
of all dwellings, indicating a rise in the number of va-
cant or under-occupied (seasonal or otherwise used)
homes. In terms of distribution by settlement type of
the housing stock the proportion of Budapest con-
tinued to grow in the past ten years — although at a
minimal pace, while a drop was seen in that of villages.
In the composition of the housing stock, as a result of

Figure 2.16
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the greater ground-floor area of new homes, there was
a shift into the direction of larger dwellings. The pro-
portion of smaller homes continues to be the highest
in Budapest; more than two-fifths of rural dwellings
have a ground floor area of 80 sq. m or over. Hous-
ing density diminished, in 2011, the housing density
decreased to 251 inhabitants per 100 dwellings, a de-
crease of 16 persons on a decade earlier. In Budapest
215 people lived in 100 occupied dwellings, while the
relevant figures were 251 and 276 in towns and villag-
es, respectively.

Dwelling construction in doldrums

The housing boom of the years after the turn of the
millennium has turned into a fluctuating decline since
2005, the 13 thousand dwellings built in 2011 were only
three-tenths of that of the high of 2004 (44 thousand).
The last two years saw the sharpest fall: year on year,
dwelling construction declined by 35% in 2010 and by
40% in 2011. According to the statistics, not even in the
years of the interwar economic crisis or in the strained
circumstances of the period after the 2™ World War
were so few dwellings built. Construction industry suf-
fered the first and strongest strike of the crisis. In this
undercapitalized section, dwelling construction had to
cope with market saturation, the tightening of credit
subsidies and foreign currency credit restrictions.
Figure 2.17

Dwelling construction

Thousand
70

60

50

40

30

20

10

0

B Number of dwellings built

=== Number of new dwelling construction permits

Huncarian CENTRAL StaTisTICAL OFFICE, 2012

s

In 2009 and 2010, the number of new construction
permits was lower than the number of dwellings put
to use, in 2011, the number of home constructions
was the same as that of new permits (12 thousand).
The low number of permits projects a further drop in
building propensity.

The 3 regions of Western Transdanubia, South-
ern Transdanubia and Northern Hungary as well as
Budapest saw the sharpest fall in dwelling construc-
tion with the number of home constructions shrink-
ing by nearly 50%. Some counties (Somogy, Bor-
sod-Abatj-Zemplén) showed an even steeper decline.
Housing stock in Northern Hungary has hardly been
rising for years. In Budapest, the number of dwellings
built for sale in resident parks diminished the most.

Table 2.9
Dwelling construction per ten thousand residents
by regions

Regions | 2009 | 2010 | 2011
Central Hungary 602 369 217
Western Transdanubia 30.8 24.6 12.5
Central Transdanubia 21.7 12.9 11.5
Southern Great Plain 18.5 14.3 9.1
Southern Transdanubia 21.5 16.9 8.5
Northern Great Plain 19.3 10.2 7.7
Northern Hungary 12.0 8.9 4.7
Country, total 319 208 12.7

2009 was the only year when the number of dwell-
ings built by enterprises was higher than that of dwell-
ings built by private individuals. The proportions were
equal in the following year, in 2011, only one-third of
all new dwellings were built by entreprises. The pro-
portion of dwellings built for sale fell from 51 to 38%,
a phenomenon also to be ascribed to this. Along with
changes in the group and legal standing of builders the
average ground floor area of dwellings put to use went
up by 11 sq. m to 103 sq. m, while the share of homes
larger than 100 sq. m rose from 33 to 42%. In addition
to dwellings in resident parks — the proportion of which
dropped from 10 to 3% — the share of dwellings put to
use in multi-storey and multi-apartment buildings also
shrank (from 38 to 34%), while that of detached houses
increased (from 46 to 60%). Local authorities built 134
homes, which was only 1% of all dwellings put to use.




In 2011, 2,752 dwellings ceased to exist, an 8%
increase year on year. Aging was the most frequent
cause for cessation.

Fall in the stock of home loans

After the post-2002 growth, the total stock of home
loans decreased for the first time in the first half of
2011. The changes of 2011 in the home market can
be explained by a tightening in the conditions of sub-
sidized forint loans and by the suspension of foreign
currency loaning. Both grants and payouts have been
decreasing since 2009. As a result of the introduction
of the act aiming to support those having a foreign
currency loan, state-subsidized home loans and for-
eign currency loans declined by HUF 107 billion and
HUF 172 billion in volume, respectively, by the end
of 2011, i.e. the proportion of foreign currency loans
diminished from 66 to 63%.

Health
Although life expectancy at birth has slightly risen

since the change of regime, life chances in Hungary
are worse than in our narrower environment, except for
Romania, and than the EU average. One of the main
reasons for that is the unhealthy lifestyle of the popu-
lation — inappropriate nutrition, addictions, inactivity
—,and numerous social and socio-psychological factors
play a role in it as well.

The number of deaths in Hungary, following a
three-year-long stagnation from 2008, decreased
slightly in 2011; the indicator of 129 deaths per ten
thousand inhabitants is similar to the level at the end
of the 1970s. In the years of the stagnation, the num-
ber of cancer-related deaths of women rose slowly but
continuously. Infant mortality improved, and in 2011,
the number of infant deaths per thousand live births
was 4.9. With this indicator we belong to the bottom
of the middle of EU rankings.

Death indicators in Hungary are invariably unfa-
vourable compared to the EU: based on standardized
death rates, total mortality is one and a half times as
much as the average of the 27 member states, while
mortality due to the diseases of the circulatory system
is nearly the double of the average and that due to ne-
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oplasms exceeds the average by 43%. According to the
total mortality per hundred thousand inhabitants, and
within this, according to the number of deaths due to
the diseases of the circulatory system, we belong to the
one-fourth of EU countries where most people die.
The proportion of cancer-related deaths is the highest
in Hungary all over Europe. The subjective self-assess-
ment of health shows a similarly unfavourable picture:
the proportion of people thinking their health is bad or
very bad is the double of the EU average (9%).
According to the latest available data (2010), the
workload of general practitioners and physicians in
outpatient services was stagnant, while the number of

discharges from hospitals decreased by 3%.
Hospital day-cases spread

In 2011, the tasks of the inpatient service were still
performed basically by hospitals maintained by local
governments. In 2010, three-fourths of the nearly 2.5
million discharged patients left one of the 113 hospi-
tals of the local governments. Out of the 175 hospitals
of the country, 12 are private ones, 20 are maintained
by a foundation and 8 by a church. Compared to the
number of beds, the patient turnover was the highest
in private hospitals, which is shown by their high bed

occupancy rate as well.

Table 2.10
Operation of hospitals, 2010
Numb.er Average Number
. of hospital | length of .
Denomination . . of hospital
beds in nursing,
. day-cases
operation days
Maintained by local
governments 55,146 8 95,619
Clinics 7,331 5 18,953
Maintained by the state 4,221 11 26
Maintained by a church 1,491 15 76
Maintained by a foundation 571 38 1,020
Private 181 4 12,011
Hospitals, total 71,183 8 130,070

The most spectacular change of the past few years
was the rapid growth in the number of hospital day-
cases: in 2006, 58 thousand, while in 2010 already 130

thousand active cases demanding much professional
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and technical input were treated successfully with a
shorter than 24-hour stay in hospital, which was un-
imaginable some years ago.

In the past twenty years, the disparities concern-
ing the quality of services in the different regions of
the country decreased slightly, however, inequalities
persist. In many hospitals, the infrastructure has been
developed, mainly from EU sources, new wings have
been built and others renewed.

Figure 2.18
Utilization of hospitals, 2010
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According to the data of the European Health In-
terview Survey of 2009, less than the half of the pop-
ulation deems hospital services good, and one-fifth
is more or less unsatisfied. People living in Budapest
and in Pest county are the least satisfied, although the
availability and the options for choice are the most
favourable there.

In Europe, most patients with lung cancer are in Hungary

In the 1970s, stable and mobile pulmonary screening
stations screened practically the total adult population
in order to detect pulmonary diseases, first of all tu-
berculosis. Nowadays, the National Public Health and
Medical Officer Service orders compulsory screening
in a certain area if, during a given period, new tubercu-
losis infections exceed 25 per mille. (This occurred sev-
eral times in the past few years.) At present, tubercu-
losis patients account for only 2% of the one and a half
million annual turnover of pulmonary dispensaries.

In 2010, the number of new pulmonary tuberculosis
patients, after a continuous fall, reached again the level
4 years before. The significance of pulmonary screen-
ings — debated among experts as well —, in addition
to screening for tuberculosis, having regained strength
due to the spread of deep poverty (homelessness), is
detecting malignant neoplasms of the bronchus and
other serious pulmonary diseases, accounting for 3% of
patient turnover. In Hungary, where the death rate due
to lung and bronchus cancer is the highest in Europe
(178% of the EU average), the number of registered
patients with these diseases quadrupled over the past
three decades.

Young people are more and more endangered by drugs

In respect of drug infection, Hungary is among the
EU countries in the most favourable situation. The
number of adult deaths per one million inhabitants
caused by drugs is less than one-fourth of the EU av-
erage (about 20 persons). However, public opinion and
parents probably underestimate the danger of drugs to
younger age groups.

Figure 2.19
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The report of the Hungarian National Drug Focal
Point in 2011 publishes the results of the national sur-
vey of the research entitled Health Behaviour of School-
aged Children. According to this, the drug use of stu-
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dents in the 9*-11" classes is one and a half times
as much as in 2006: the 21% proportion of students
having tried some kind of illegal drugs during their
lives increased to 31% over five years. The proportion
of marijuana consumers grew from 17% to 24%, while
that of students having tried amphetamines increased
1.5-fold. Based on the phenomena experienced
among problematic users, the report calls attention to
the wide spread of mephedrone, which was declared
an illicit drug meanwhile, and, connected with me-
phedrone, to the harmful consequences evolving rap-
idly after consumption, the intensive drug use (several
times a day) and the young age of drug users.

Physician shortage has not increased yet, but the
number of emigrants is growing

The supply of physicians in Hungary—34 active phy-
sicians per ten thousand inhabitants —is in the middle
rank in EU comparison. In 2010, nearly 34 thousand
physicians worked, 4% more than 5 years earlier. Over
the same period, the number of health professional
jobs filled decreased by 5% to 96 thousand. In 2010,
4% of physician jobs and 3% of health professional
jobs were vacant. Physician shortage is the highest in
the fields of rescue (26%) and blood supply (20%),
but it exceeds the national average in inpatient

services (7%) as well. The supply of physicians is only

Figure 2.20
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two-thirds of the national average in Central Trans-
danubia and Northern Hungary (21-22 per ten
thousand inhabitants), and the proportion of physi-
cian job vacancies is also the highest in these regions
(5%).

No decrease is expected in the shortage, since the
number of graduates at medical universities has been
fewer than that of physicians leaving for abroad since
2009. Most physicians and health professionals find
a job in the United Kingdom (31%), Germany (30%)
and Austria (8%). Nearly three-fourths of those tak-
ing a job abroad are younger than 40, and more than
the half of them (56%) are between 25 and 35 years
old. The reason for migration is first of all the sala-
ries in Hungary, lower by orders of magnitude than
in Europe, but the worse working conditions (terms
of work contracts, overtime, time-consuming admin-
istration etc.) and the general social uncertainty play a
significant role in this process as well.

Figure 2.21

Certificates issued to healthcare workers leaving for
abroad
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Social care

The system of the so-called social protection
expenditure’® is a statistical tool allowing inter-
national comparisons, which, in addition to social
benefits, comprises social insurance benefits as well.
Social protection expenditure in Hungary accounted

for 23.4% of the GDP in 2009; this is a much lower
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proportion than the EU average (29.5%), but among
the new member states, it is the highest after Slovenia.
Expenditure on the aged (mainly pensions) represents
the largest item of the expenditure. Within social pro-
tection expenditure, the proportion of benefits in cash
has been increasing in Hungary since 2005, while in
the EU it has decreased in the last decade. Conse-
quently, the proportion in Hungary has exceeded the
EU average since 2007.

There are not many provisions depending on social need

In 2009, the proportion of provisions depending on so-
cial need within social protection allowances in Hun-
gary was less than the half of the EU average (it was
5.1% in Hungary and the EU-27 average was 11.2%).
In the European Union, the proportion of means-test-
ed benefits was the highest in Ireland (25.5%), the
Netherlands (15.2%) and the United Kingdom
(15.0%), while it was the lowest in the Baltic States,
the Czech Republic and Sweden (each below 3%).

Social assistance and services are definitely trans-

B

fer-type provisions, i.e. they are not financed on the
basis of insurance. When making use of assistance,
social need means income poverty, while in case of
social and child protection services this is not true
by all means, since people may face mental or life-
style-related problems, which do not depend on the
financial background or just do not arise from pov-

erty.
Maintenance difficulties parallel to incomplete coverage

In the middle of the last decade, the financing of social
services was transformed, and, instead of the earli-
er institution financing, social services were financed
on the basis of the number of people cared. While
formerly the problem was that institutions were not
interested in capacity development, after this change,
the number of people cared grew considerably, espe-
cially in case of newly introduced services supported
by normative grants of higher amounts. This perilled
the sustainability of the provision system, making the
government reduce the amount of normative grants

Figure 2.22

Homes for the aged per ten thousand inhabitants, 2010
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Table 2.11
Amounts spent on home maintenance support and their distribution by types
(only amounts paid as support in cash)
Denomination | 2005 | 2006 | 2007 [ 2008 | 2009 [ 2010

Total, million HUF 8,379.4 12,350.8 13,168.6 12,050.5 13,038.4 13,718.7
Of which, %

Provided on normative basis 81.8 87.1 88.1 88.7 89.0 89.9
Provided as debt management service 1.1 0.7 0.2 0.3 0.4 0.6
Provided on the basis of equity 17.1 12.1 11.7 11.0 10.5 9.4
Total 100.0 100.0 100.0 100.0 100.0 100.0
and introduce differentiated normative financing, as Figure 2.23
well as reduce the obligation of settlements to pro- Minimum old-age pension as a percentage
vide care. Despite the developments in former years of average net earnings

and the modification of obligations to provide care in

2008, the national coverage and availability of certain %

services do not reach the level stipulated by regula- 30

tions in force. Among social services, the availability 25

of family assistance was the best: in 2010, it was 92% 2

at national level and 95% in settlements where this

service is compulsory. (It is another question that in 15

small settlements this service is provided in the form 10

of associations, i.e. it is ensured by larger settlements;

therefore, the quality of the service is probably not ’

the same.) Access to domestic care (85%) and social 0 T T T T T T T T
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assistance. According to law, these two services are
to be provided compulsorily in each settlement. The
number of residents in residential social institutions
was 88 thousand in 2011, 55% of them lived in homes

for the aged. The number of residents has been con-

tinuously increasing since the beginning of the 1990s,
apart from the temporary fall in 2008. In respect of
regional distribution, there are considerable dispari-

Table 2.12

Main social supports per thousand inhabitants by regions, 2010

. Regular social Availability Regular ?hlld Nursing Home mainte-
egom assistance support protection llloeriies wi nance support
PP allowance universal basis PP

Central Hungary 2.0 4.6 27.0 2.7 12.8
Of which: Budapest 2.1 45 18.6 2.3 13.3
Pest county 1.8 4.6 38.9 3.4 12.1
Central Transdanubia 2.6 10.3 42.2 2.8 16.1
Western Transdanubia 2.0 8.4 32.5 3.1 14.6
Southern Transdanubia 4.6 25.2 74.8 4.1 353
Northern Hungary 6.7 36.8 100.5 4.7 47.6
Northern Great Plain 5.1 33.3 108.4 7.0 57.7
Southern Great Plain 4.0 18.1 66.3 5.3 39.3
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ties. The number of residential social institutions is
especially high in Northern Great Plain and South-
ern Great Plain, within this, Szabolcs-Szatmar-Bereg
county is in the first place in respect of long-term
residential social institutions for the aged, where the
number of homes per ten thousand inhabitants is the
highest in the country.

Among provisions which are subject to the child
protection act, infant nursery care is one of the most
important ones. The provision of this care is com-
pulsory only in settlements with more than 10 thou-
sand inhabitants." In 2010, the coverage was almost
tull, 92% in these settlements, while only a fraction
(18%) of all settlements provides this service, which
is therefore, in line with the law, concentrated to the
larger settlements. Both the number of institutions
and the number of children enrolled grew between
2005 and 2011; in 2010, nearly 36 thousand chil-
dren attended 668 infant nurseries. The availability
of child welfare services (these are of the highest level
among child protection services) was better than that
of infant nurseries; they were available in 97% of all
settlements.

Based on the social and child protection act,benefits
in cash can be provided for those in social need. The
eligibility and the amounts of the provision are deter-
mined on the basis of the minimum old-age pension.
The value loss of the income threshold, which is the
basis of the eligibility for the benefit, has been contin-
uous since the beginning of the 1990s. The amount of
the minimum old-age pension did not follow the rise
of earnings and the changes in subsistence level, and it
has been HUF 28,500 since 2008. The value loss was
partly compensated by the fact that, when modifying
the regulation for this benefit, the quota linked to the
old-age pension was raised in many cases.

It has been true since the 1990s that in the sup-
port system, the proportion of centrally regulated
benefits is increasing, while that of locally regulated
benefits or benefits based on the principle of equity is

)

decreasing. This process observed mainly in supports
of dual (or multiple) structure leads basically towards
sustainability. In 2010, HUF 13.7 billion was paid on
home maintenance support to those in need. 90% of
payments were made on normative basis, 9.4% on the
basis of the principle of equity, and the rest was debt
management services. The amount of benefits has
been increasing with small fluctuations since 2006.
The number of support recipients shows significant
regional differences. In the poorer parts of the coun-
try, the number of support recipients per thousand
inhabitants may be several times as many as that in
the capital city. The disparities are the largest in case
of availability supports and regular child protection
allowances within provisions for people in ’active
age’. The amounts of social benefits provided by local
governments, although there was a considerable shift
towards the dominance of centrally regulated and fi-
nanced benefits in the past two decades, depend not
only on the living conditions and labour market sit-
uation in the area, but they are also influenced by the
different financial opportunities of local governments.

Crime - public security”

‘In modern societies the notion of safety leads to the
categories of risk, threat and trust, indicating some kind
of human need’ says Hans-Jorg Albrecht.” Analyzing
the issue of public security from the side of crimes, the
number of registered crimes'®), after a fall between 1998
and 2009, increased. Authorities and law enforcement
institutions registered 451 thousand crimes, a 0.9% rise
year on year. Around one-quarter of crimes were com-
mitted in the capital, a 2.9% drop over the year. Within
infringements, the rise in the number of offences was
below average, while that of crimes above average.

Crimes against property continue to be the most frequent

Crimes are similar in volume and structure to those of
the Western European countries. The number of reg-

* Source: Ministry of Interior, crime and law enforcement data of Hungary, as well as the Prosecution Service of the Republic of Hungary.

14 Smaller settlements can choose from other services such as out-of-school care institutions, childminding at home or with families. Out-of-school care institutions

are the most widespread, however, the coverage does not reach 8% of settlements with fewer than 10 thousand inhabitants.

1% Source: Hans-Jérg Albrecht: Biztonsig és blinmegel6zés, Objektiv biztonsig—szubjektiv biztonsdg (Safety and crime prevention, Objective safety—subjective safety),

In: Kriminolégiai Tanulmanyok Vol. 47, OKRI, Budapest, 2010.

19/ Until 31 December 2008 data of known crimes; the indicator excludes unreported cases, i.e. latency, which are estimated to be manifold higher in number.
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istered crimes is not enough to draw far-reaching con-
clusions on the moral state of the society or on actual
public security, but state measures on the control of and
coping with crime are to react to registered crimes only.

Figure 2.24
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The steep rise in crimes against the person, char-
acteristic of the previous years, stopped in 2011, their
figure of slightly over 27 thousand dropped somewhat
compared with 2010. Petty assaults and serious as-
saults accounted for the major part of crimes against
the person. Of crimes against life the most serious are
homicides; their figure stood at 250-300 per year in
the first decade after the change of regime, at 200-250
in the post-millennium years, it decreased from 2005
and in 2011 it went up from 131 a year earlier to 142.

Traditionally, crimes against property account for
the highest proportion of crimes, showing a decline in
the last twenty years. This indicator stood at around
80% at the beginning of the 1990s and at 57% in 2011;
changes in the value threshold played a role in this
process. Larcenies, within these domestic burglaries
and car thefts, had the highest shares of crimes against
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property. Domestic burglaries and car thefts increased
in number during last year. The number of domestic
burglaries oscillated after the turn of the millennium,
then — from the mid-decade — it increased, and in line
with that security devices in homes and other prem-
ises became more widespread. At the same time the
number of frauds and copyright infringements (e.g.
sales of counterfeit CDs) fell.

Traffic crimes are a major component of crimes in
public areas, within which public road crimes play a
main role. The number of traffic crimes continued to
diminish in 2011. Traffic discipline strengthened, a fact
reflected by the decline in drunken driving. The fight
against drunken driving, the introduction of objective
liability, a more severe track record point system, more
severe punishments, and the higher intensity of in-
spection facilitated to reverse the previously stagnating,
then deteriorating trend of public road traffic crimes.

Crime statistics recorded 10-18 thousand economic
crimes per year in the last decade. A notable rise has
been seen in the number of this type of crimes since
2008, with an outstandingly sharp rise to the range of
21-32 thousand over the last two years. Of economic
crimes, the significant increase in the number of mis-
uses of cash substitutes resulted from the deepening
penetration of these instruments, indicating the need
to create more efficient defence systems. Though no
real snapshot can be provided on the real volume of
criminal corruption, concerning this type of crimes, a
remarkable rise was seen in the number of abuses of
authority and that of misuse of confidential business
information, both belonging to this group of crimes.
Regarding the latter group, in 2011 ten thousand cas-
es were recorded compared with a figure of 10-20 cas-
es in the previous years.

Crimes against law and order contain vigilantism,
ruffianism, drug crimes, crimes causing public danger,
forgery of public instruments and misuses of firearms
or ammunition. After a fall in the previous years, crimes
against law and order increased in number by 36% in
2010 and by another 15% in 2011. A rise in the num-
ber of forgeries and drug abuses was a backdrop to this
growth. A further growth was seen in the number of
drug users with nearly 6 thousand abuses in 2011,a 3.5%
increase on 2010 and a 24% hike on two years earlier.




DRUGS ON THE MARKET

The number of drug crimes was the highest in 2005 (7,600), which was followed by a significant fall
and, from 2008, a fluctuation. In 2011, 6 thousand drug abuses were recorded.
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In 2011, drug user crimes accounted for 87% of recorded drug crimes, the rest were dealer crimes.
Petty drug crimes accounted for the overwhelming majority of cases. Most crimes — as in the previ-
ous years — were recorded in Budapest and Pest county. Drug criminals are 18-31 years old on the
average. Within this, the age group of 18-24 years is the most affected. It is an alarming develop-
ment that the number of juveniles — aged 14—18 years —, after the sharp rise in 2010, continued to
increase in 2011.

The number of perpetrators under the influence of drugs was 3,636, 3.1% higher than in 2010. A
significant proportion of crimes committed by them was against law and order.

In 2010, 17 illicit drug-related death cases were recorded; a considerable fall compared with a year earlier
(31) as well as two years earlier (27). The average age of those deceased directly of overdose was 36 years.
In Hungary, among those aged 15-64, the number of drug-related deaths per million inhabitants is 3.9,
which is very low in international comparison. The EU average is more than five times higher than the
Hungarian indicator (20.7 deaths)'”. During the last decade Hungary became a destination country
from a transit country, all types of drugs are available. According to surveys, 20-30% of the Hungarian
young people try illicit drugs before coming of age; less optimistic surveys put this figure at 50-70%%.

The number of discovered perpetrators continued to
lessen in 2011

Last year, the number of discovered perpetrators
was 113 thousand, a 7.9% fall on 2010. This was
one of the lowest figures of the last two decades.
The number of adult perpetrators — aged 18 or over
— played a role in this decrease. In the capital, the
number of recorded perpetrators fell at an above

average rate of over 15%. The number of juvenile
and foreign perpetrators changed in opposite direc-
tions: year on year, the number of juveniles sank by
1.8%, while that of foreign perpetrators increased
by nearly 17%. The number of unpunishable child
perpetrators (2,714 children) was practically the
same as in 2010.

Seven-tenths of perpetrators had a clear record,
their number — similarly to those with a criminal re-

17 Source: Annual Report on the state of drug problems in Hungary in 2011, made for EMCDDA, Hungarian National Focal Point on the Hungarian drug situation, 2012.

Press release: Az elmult évtizedben nem nétt a kibitészer-fogyasztassal osszefliggd kozvetlen haldlesetek szama hazinkban (No growth in the number of drug-related

deaths in our country during the past decade)

18) Source: Sulinet website, Drogfogyasztas Magyarorszigon (Drug consumption in Hungary), 7% May 2012
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cord — diminished compared to the previous year.
An overwhelming majority of perpetrators, namely
83%, was men; no significant change has been seen
in their proportion recently. Less than one-fifth of
perpetrators were under the influence of alcohol or
drugs. The number of perpetrators under the influ-
ence of alcohol has been constantly decreasing since
2007, while a slight rise can be observed in the num-
ber of those under the influence of drugs. The num-
ber of perpetrators involved in organized crimes was
153, a three and a half-fold increase compared with
two years earlier and a decrease of 34 on 2010.

The number of offended persons was over 261
thousand, a 5.3% rise year on year. Within this, the
number of child victims went up by 35% and reached
nearly 9 thousand. The number of crimes against for-
eigners also increased compared to the previous year.

The

sentence stood at approximately 100 thousand af-

number of persons with definitive

ter the turn of the millennium and at below 90
thousand in the last years. The number of persons
with definitive sentence was slightly over 85 thou-
sand in 2011, a 4.7% fall year on year. More than
one-third of them were sentenced to imprison-
ment, 14% to work for public interest, one-quar-
ter to financial penalty or to some supplementary
punishments and measures. A slight modification
was seen in the practice of judging during the last
years, the number of those sentenced to work for
public interest continued to rise, while the num-
ber of those sentenced to pay a penalty decreased.
Two-thirds of those sentenced to imprisonment
had a suspended sentence; 10 thousand people
were sentenced to actual imprisonment, nearly
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12% of all convicts. One in 14 convicts with defin-
itive sentence was still a juvenile.

The number of imprisoned people has continued to
increase for years, there are more and more convicts

The year-end number of imprisoned people in law
enforcement institutions has continued to increase in
the last years with a one-fifth rise between 2007 and
2011 and within this with a 5.4% rise last year. The
number of prison population was 17,200 people, the
same as 10 years earlier. The growth mainly resulted
from a rise in the number of convicts. Seven-tenths
of law enforcement inmates are convicts, 28% of
them are in pre-trial detention. The others are sen-
tenced to forced therapy or assigned to custody.

In 2011, Southern Transdanubia and Southern
Great Plain saw a sharper and Northern Hungary a
lower rise in the number of registered crimes. West-
ern and Central Transdanubia were characterized
by a tangible rise, in addition to this, this indica-
tor increased in Central Hungary and stagnated in
Northern Great Plain. One-third of crimes were
committed in Central Hungary, with the highest
ratio of crimes to population. The number of regis-
tered perpetrators decreased significantly in Central
Hungary and Southern Transdanubia, but dropped
in the other areas as well. Nearly one-fourth of per-
petrators were discovered in Central Hungary, and
slightly lower than one-fifth of them in Northern
Great Plain, the other regions had stakes of between
9% and 16%. The number of discovered juvenile
perpetrators was the highest in Northern Great
Plain and the lowest in Western Transdanubia.




3. DOMESTIC AND
INTERNATIONAL
MACRO-ECONOMIC TRENDS

* The growth having started in 2010, after the recession, slowed down in
2011: according to the forecast of the International Monetary Fund the
expansion of the global economy was 3.9%, lower than in 2010. Major
contributors to the global increase were developing countries, while fiscal
disequilibria, the shrinking of the credit market, inflationary pressure and
the debt crisis in Southern Europe lowered growth.

* The economic performance of the United States, one of the national
economies considered as good indicators of the development of global
economic trends, expanded by 1.7%, while the GDP grew by 9.2% in
China — although the growth rate of its economic expansion lost impetus.
The economy of Japan was severely hit by the earthquake and tsunami
in March — which, through external trade, also had their impact on the
global economy —, so its performance decreased by 0.7% in 2011. The
growth of the performance of the European Union also decelerated: the
GDP was 1.5% higher than in the previous year. The economic growth
in the EU remained driven by Germany, while the member states facing
budget problems lowered the expansion.

* Although the recovery in Hungary also lost momentum during 2011
in line with global economic trends, the gross domestic product rose
by 1.7%. Similarly to the rest of the Visegrdd countries the economic
growth in Hungary was influenced, too, by the strengthening of the
German economy. The economic growth in Hungary, surpassing the
past few years, was — on the expenditure side — primarily due to external
trade, as well as — on the production side — to industry producing for
exports and to agriculture. Hungary — according to the latest global
competitiveness report of the World Economic Forum — was the 48*
most competitive country in the world in 2011 after moving up by four
positions, within which it reached the most favourable position (34") in
the area of innovation.

* One of the most important driving forces of the Hungarian economy is
external trade, though lower growths were recorded both in exports and
imports in 2011 than in the previous year. Three-quarters of the exports
and seven-tenths of the imports of Hungary were concentrated in the
EU, within which the share of the German economy remained especially
high: one-quarter of Hungary’s exports were to and the same proportion
of imports from Germany. The engines of Hungary’s external trade in
2011 were first of all the manufacture of transport equipment as well as
basic pharmaceutical products and pharmaceutical preparations, but a
steady increase was recorded in the case of services as well.

* The balance of the current account improved further in 2011, it was
in surplus by EUR 1.4 billion at the end of 2011, which corresponds to
1.4% of GDP. The increasing surplus — similarly to 2010 — was due to
the positive balance of trade in goods and services, while the balance of

Balance of payments,
external debt stock



income and current transfers deteriorated in 2011, too. The net external
debt stock of Hungary — which meant 44.3% of GDP in 2011 — was
down by 12% compared to the previous year.

* In 2011 the consolidated deficit of the general government on cash
basis (not including local governments) nearly doubled compared to the
previous year, and exceeded HUF 1.7 trillion. In the meanwhile the gross
debt of the central government also increased further: it was 5% higher
at the end of 2011 than in the previous year. According to data reported
in the frame of the excessive deficit procedure (EDP) and as an impact of
the transfer of wealth from private pension funds the general government
had a surplus of 4.3% of GDP at the end of the year, thus meeting the
relevant Maastricht criterion. (Leaving out of consideration the transfer
the general government had a deficit of 5.4% of GDP.) However, the
government debt as a proportion of GDP continued to exceed 80%,
which was considerably higher than the threshold of 60%.

Summary data

Denomination 2009 2010 2011
Volume index of gross domestic product
(GDP), previous year=100.0 93.2 101.3 101.7
GDP per capita, thousand HUF 2,556.5 2,674.8* 2,822.7
GDP per capita, EUR 9,112 9,712* 10,110
Volume index of investment, previous
year=100.0" 91.4 94.9 95.5
Balance of external trade in goods, billion
HUF 1,056.4 1,515.7 1,929.5
Volume index of imports, previous
year=100.0 82.9 1151 106.9
Volume index of exports, previous year=100.0 87.3 116.9 110.2
Current account balance, million EUR -139.2 1,186.9 1,431.4
Gross foreign debt as a percentage of GDP 114.0 110.4 101.7

 Based on quarterly data.
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International economy
Declining impetus in global economic performance

The global economy reached an average annual
growth of about 4% from the turn of the millenni-
um to the start of the financial crisis in 2008, while
it fell into recession in 2009 (-0.6%), even though
the emerging countries in the Asian region (mainly
India and China) lost of their economic momentum
to a small extent only.

In 2010 a recovery from the recession was
registered, with a dynamic growth of around 5%
compared to the low base, while the deceleration
of the increase followed in 2011. According to
the forecast of the International Monetary Fund
the expansion of the global economy was 3.9% in
2011, lower than in 2010. Developing countries
contributed significantly to the global increase.”
The gross domestic product of the OECD
— dominantly comprising developed countries — as
a whole rose by only 1.8% compared to the previous
year.” (In 2010 the economic expansion in the
OECD as a whole was 3.2%.)

Several factors restricted the world economy from
growing. The problems of major countries stemming
from fiscal disequilibrium, the significant shrinking
of credit markets, the inflationary pressure driven by
the increase of food and raw material prices, and the
government debt problems in the Southern Euro-
pean area were especially important among these in
2011. The debt crisis proved to be a very important
factor in the trends on global financial markets,
which had its impact on the performance of the real
economy, too, through the prices of financial assets.
The application of Greece and Portugal for a loan as
well as the downgrading of these countries in April
were considered as a turning point in global trends,
which was followed by the credit rating downgrading
of further countries, including Hungary.

In 2011 - based on IMF calculations, in

purchasing power parity — the largest economy in

B

the world was that of the United States, the share
of which was 19% of the gross domestic product
of the world. This share decreased continuously in
the last few years, mainly as a consequence of the
dynamic growth of the newly industrialised Asian
region. China is second, and India is third in the
ranking, with economic performances increasing at
rates exceeding the global average: China and India
reached volume rises of 9.2% and 7.3%, respectively,
of GDP in 2011, with which the latter overtook
Japan in the ranking. There are four EU Member
States (Germany, the United Kingdom, France and
Italy) in the top ten. The share of the EU is 20%,
with which the European integration is considered
as a leading economic power. Hungary is 55 in the

ranking.
Table 3.1
Change of volume of global GDP
(compared to the previous year)
(%)
Denomination | 2010 | 20110 | 20120 | 2013
IMF 5.3 3.9 3.5 4.1
World Bank 5.0 3.7 34 4.0
OECD 5.0 3.8 3.4 4.3
2 Estimation.
» Forecast.

On the basis of GDP per capita Qatar was first
in the world in 2011, similarly to the previous two
years. The Arabian state is followed by Luxembourg,
also regarded as a financial centre of Europe. At the
top of the ranking there are developed European
states as well as mainly oil-producing countries or
those with a role of a financial centre. The top ten
includes only one country — the United States — of
the 20 largest economies in the world. Hungary is
47" in the ranking.

The economic performance of the United States,
considered as a good indicator of the development
of global economic trends, grew by 1.7%% in 2011
compared to the previous year. The deceleration
of the growth rate stopped by the end of the year.
The volume of personal consumption expenditures,
representing more than seven-tenths of GDP, was

D Source: Névekvd kockdzatok a kiilss kérnyezetben, bizonytalan kilatasok Magyarorszagon. Makrogazdasigi elemzés 2011 (Growing risks in external environment,

uncertain outlooks in Hungary. Macroeconomic analysis, 2011). MFB Zrt.
2 Source: OECD.
3 Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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Figure 3.1
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Source: International Monetary Fund, World Economic Outlook database.

up by 2.2% compared to 2010, while the increase
of personal incomes was only 1.3%. The 8.2%
expansion in the consumption of consumer durables
contributed substantially to the economic growth.
The volume of gross domestic private investments
rose at a lower rate (4.8%) than one year earlier,
though the high base also had a role in this. The
balance of net exports deteriorated further in 2011
despite the volume of exports increasing to a higher
extent (6.7%) than that of imports (4.9%). The
volume of government’s consumption expenditures
and gross investments — along with a decrease all
over the year — was cut by 2.1%, which on the one
hand lowered economic growth, but was in line
with government measures aimed at balancing the
federal budget, strongly in deficit. (Based on the
Budget Control Act adopted in 2011 government
expenditures must be reduced by USD 2,100 billion
over 10 years.) Because of uncertainties about the
sustainability of the government debt of the United
States, Standard & Poor’s, one of the most influential
credit rating agencies, downgraded the long-term
government debt of the US from category AAA
into AA+.% In spite of the downgrading no change
was registered in the yield on government securities:
the yield on the ten-year Treasury bond (one of

9 Source: Website of Standard and Poor’s.
%) Source: U.S. Department of Treasury
Source: Cabinet Office, Government of Japan.

D Source: OECD.

)
)
6)
)
8)

Source: Bank of Japan.
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the main buyers of which is China) — following a
significant fall at the end of July — was around 2% in
the rest of the year.”

The inflation in the United States doubled during
2011: it was 3.2% (compared with 1.6% in 2010).
In parallel, the rise of producer prices calculated
for manufacturing also jumped to 7.8%. Despite
slackening economic growth positive changes were
observed on the labour market — mainly in the last
few months of the year, the unemployment rate
decreasing from 9.6% in 2010 to 9.0%.

The economic performance of Japan was down
by 0.7% in 2011.9 The earthquake and tsunami of
11 March 2011 had a negative impact on economic
trends. The natural disaster with nearly 16 thousand
victims also had its effect temporarily on the world
economy through external trade. In the months
after the disaster external trade had a significantly
downward effect on the performance of the Japanese
economy: imports went up considerably, while the
increase of exports was delayed by bottlenecks in
industrial production. Provisional disturbances
occurred in global production chains, which was the
consequence of a temporary shortage of the stock
of special electronic products.

Industrial production in March, the month of
the disaster, decreased — after seasonal adjustment —
considerably, by 13% compared to the same month
one year earlier. Thus the output of industry fell to a
one-and-a-half year low.” The volume of industrial
production did not reach the level observed in
February, before the natural disaster, even until the
end of the year, as a result of which the output was
down by 3.6% in 2011. The decline of consumer
prices (0.3%) continued in 2011, the rise of energy
prices (5.9%) could only moderate the deflation rate.
An additional unfavourable impact on economic
trends was represented by the lasting appreciation of
the yen against the dollar, which the bank of issue of
Japan failed to answer. The basic rate did not change
over the year: it continued to remain at a record low

level (0.00-0.10%).%



http://www.standardandpoors.com/

DOMESTIC AND INTERNATIONAL MACRO-ECONOMIC TRENDS

Figure 3.2

GDP volume change in global economy*
(compared to the same quarter of the previous year)
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In China the dynamism of economic growth lost
impetus gradually in 2011, but even so the gross
domestic product grew by 9.2% during the year as
a whole.” Key roles were played in the slowdown
by the lower external demand due to the economic
deceleration of developed countries (more than
a third of exports were to the United States and
the European Union in 2011) as well as soaring
inflation. Consumer prices were 5.4% higher in 2011
than in the previous year. As a consequence of the
accelerating rise of consumer prices and of credit and
real estate market trends, the monetary policy was
restrictive in the larger part of the year: the bank of
issue loosened the regulation of the financial system
only in the last few months of the year, in order to
boost decelerating economic development.'”)

The economy of the European Union grew in
unfavourable fiscal situation

The increase of performance of the European Uni-
on (EU-27) slowed down, too, in 2011: the GDP

was 1.5% higher than one year before. Germany

9 Source: National Bureau of Statistics of China.
10 Source: The People’s Bank of China.
0 Source: Destatis.

s

remained the engine of growth (3.0%), though its
rate of increase dropped significantly in the course of
2011. In the German economy consumption as well
as the recovery of investment activity were positive
contributors to the growth. In addition to Germany,
out of the national economies representing larger
weight in the economic performance, the gross
domestic product of France also expanded at a
higher rate (1.7%) than the EU average while the
economic growth did not reach even 1% in Spain
and the United Kingdom. The volume increase of
GDP was especially high, above 5% in the states of
the Baltic region, and the economic performance
went down in three countries — Greece, Portugal and
Slovenia — only. Growth in the Visegrdd countries
continued to be determined by trends of recovery in
Germany (their share of Germany’s imports exceeds
10%)'"Y. The economies of Slovakia and Poland
grew at higher rates (by 3.3% and 4.3% respectively)
than Hungary’s, while the Czech economy at a
similar rate (1.7%) to it. (In addition to external
demand, internal macroeconomic trends also had a
very favourable effect on growth in Poland.)

Figure 3.3
GDP volume change in the EU and its largest

economies

(compared to the same quarter of the previous year)
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As an impact of the crisis the balance of the
general government deteriorated substantially in
the majority of member states in 2008 and 2009. In
2009 only five member states met the 3% Maast-
richt criterion in respect of the general government
balance as a proportion of GDP. The majority of
member states tried to moderate the losses caused
by the recession and to start growth as soon as
possible by applying an anti-cyclical economic po-
licy. In 2010 and 2011 they already started a fiscal
policy leading to the fall of deficit levels, which
was also allowed by the start of an economic boom
in Europe. In addition to Hungary, Estonia and
Sweden already had a general government surplus
in 2011, and the deficit declined in the vast majority
of member states. In Hungary the deficit of 4.6%
of GDP in 2009 and of 4.2% in 2010 was followed
by a surplus of 4.3% in 2011, which stemmed from
the transfer of private individuals’ wealth in private
pension funds to the state.

In 2011 the government debt as a proportion
of GDP was higher in every member state except
for Sweden compared to 2008, and, what is
more, this proportion at least doubled in Ireland,
Latvia, Lithuania, Romania and Slovenia. As a
consequence, credit rating agencies downgraded
the risk classification of several EU member states
in 2011. General government balances, in deficit
because of the crisis, contributed significantly to the
increase of debt levels. The funding of government
debt became considerably more expensive in several
member states (e.g. Greece, Hungary, Italy, Portugal
and Spain): yields on government securities rose
substantially owing to macro-economic risks — and
increasing risk avoidance by investors.

The 60% level of government debt as a proportion
of GDP, considered as a Maastricht criterion, was
surpassed by 9 member countries in 2008 and by
14 by the end of 2011. The value of the indicator
in the case of Hungary was above the level of the
criterion in both years. Hungary’s debt ratio was
80.6% at the end of 2011, somewhat lower than the
average of the European Union (82.5%). With this,
Hungary has the ninth highest debt ratio among
EU member states, and is considered as the most
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Figure 3.4

General government balance as a percentage
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indebted member state out of those having joined
the EU since 2004.

The economic growth in the EU was mostly
decelerated by member states facing considerable
disequilibrium of the general government, since the
budget restrictions there had a downward impact
on the expansion of the real economy. Signs of
divergence can be observed on the economy of the
euro area: since the economic crisis of 2008—-2009,
national economies in Southern Europe have lagged
behind other member states using the euro.

The fall in the volume of investments, caused
by the crisis, is indicated by the gross fixed capital
formation as a proportion of GDP being 18.6% in
the European Union in 2011, compared with 21.1%
in 2008. The rate decreased in each member state
compared to the level before the crisis. The decrease
was not considerable in Germany, which contributed
substantially to an especially high growth in the
past two years. Because of the disequilibrium of
the general government in Greece, the collapse of
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DEBT cRrisis IN SOUTHERN EUROPE

During the recovery from the crisis an expansive budgetary policy was applied in the most EU
countries in order to start an economic boom. Fiscal measures to boost demand (e.g. scrap-car
schemes), bank consolidations and automatic stabilisers (e.g. unemployment benefit) caused
substantial general government deficits in the different member states. A budget deficit of above
3% — exceeding the relevant Maastricht criterion — was registered in the majority of member states
at the end of 2009.

With recovery starting, governments focused on reducing deficit levels, steadfastly pursuing an
anti-cyclical economic policy. As an effect of the restrictive economic policy, the decrease in aggregate
demand moderately lowered economic growth. In some member states larger adjustments were
needed in 2011. It was typically in the states of the Southern European area that the sustainability of
general government trends was queried. Investors started to deem risky to finance the government
debt of certain countries. By March 2011 rising financing costs put the government debt on an
already unsustainable path in case of Greece. Over the course of 2010 the member states of the euro
area established a relief fund (European Financial Stability Facility, EFSF) to help states facing
“financial difficulties’. In the frame of this EUR 223 billion were allocated to Greece, Ireland and
Portugal, of which nearly EUR 15 billion were placed to the latter two states by the end of 2011.1?

Credit rating agencies downgraded the classification of several member states because of the
deteriorating situation of general government or increasing general risks in the euro area (spillover

effects).
Figure 3.5 i vestments fell significantly in these countries. In
General governfment debt as a percentage 2011 the volume of gross fixed capital formation
of GDP, 2011 grew by 1.3% in the European Union after three
Greece years of decline. Although an increase was measured
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uxembourg . _ ]
Bulgaria is conventionally low (Austria, the Netherlands and
Fstomia Luxembourg) the rate was below 5%. In Southern
0 20 40 60 80 100 120 140 160180 %
European member states the general government of

the banking system in Ireland and the bursting of which is in disequilibrium — except for Italy — the
the real estate bubble in Spain the proportion of unemployment surpassed 13%. The rate of jobless

12) Source: Website of European Financial Stability Facility.
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people was the highest in Spain (22%), and, on the
top of all that, the unemployment rate of 15-24
year-old young people was the highest here, too:
almost one in two young people are unemployed.
In some member states — in the Baltic States and
Slovakia — the rate of jobless persons is high in spite
of an economic growth exceeding the EU average.
The United Kingdom was hit in 2011 by the highest
rate of unemployment in the last 15 years (8.2%).
One of the main reasons for the decelerating per-
formance of the EU’s economy was the substantial
slowdown in the growth of industrial production.
In 2011 the volume increase of industrial output
— after working-day adjustment — was only 3.2%
(and in the 4™ quarter of 2011 the branch already
practically stagnated). The decline of production
suffered during the crisis, equal to 1.8% in 2008 and
14% in 2009, could not be oftset by the increases of
6.7% in 2010 and 3.2% in 2011. Only 8 countries —
including Poland, Slovakia and Romania — managed
to reach the level recorded in 2007, before the crisis.
Out of the member states having a dominant role
in industrial production, the growth of performance
of only the German industry (7.6%) exceeded the
EU average in 2011, while the output of the Uni-
ted Kingdom and Spain did not reach the level
registered in 2010 (-1.1% and —1.4%, respectively).
After an increase of about 20% at the beginning of
the year the volume of new manufacturing orders
already lessened by the end of 2011 compared to the
same period of the previous year, making the short-
term growth of industrial performance uncertain.

Raw and base material price rises caused
in_ﬂationary pressure

In spring 2011 the development of raw and base
material prices had an inflationary effect both
on producer and consumer prices. Following a
marked rise in spring, raw material prices on the
world market decreased by September, which was
influenced by the global decline in demand because

13 Non-Fuel Primary Commodities and Energy Index.
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of deteriorating global economic perspectives. The
price index' containing all major base and raw
materials, calculated by the International Monetary
Fund, rose by 26% in 2011 compared to the previous
year, as a result of which the value of the indicator
reached a record level. (The price index not including
energy sources was 18%, while that of energy sources
32% higher.)

The global food price index'® of the UN Food
and Agriculture Organisation (FAO) was 228
points on average in 2011, the highest value of the
index since the time when its calculation started in
1990, and 23% higher than in the previous year. The
monthly calculated food price index was at a record
level in the first eight months of the year, exceeding
230 points. It even reached 238 points in February,
the highest monthly value of the indicator since
the time of its calculation. By December, however,
the index fell by nearly 10%, to 211 points, which
was an annual minimum compared to June. The
decrease observed in the second half of the year was
due to especially high yields, a lower demand and a
strengthening dollar. All of the sub-indices rose in
2011 compared to the previous year: higher-than-
average increases were measured for vegetable oils
and fats (30%) as well as cereals (35%).

In the first few months of the year the rise of global
food prices affected other world economic trends as
well. Through political changes in the Arabian region
(the development of food prices played a significant
role in the sudden emergence of social tensions in the
Arabian world), accounting for a substantial part of
petroleum extraction, it also influenced the price of
petroleum: it enhanced the price rise because of an
extended demand stemming from global recovery. As
a consequence, the price of Brent crude oil reached a
nearly 3-year high by the beginning of May (USD
126.64 per barrel)"”; while it was below USD 100
back at the beginning of the year. In the second half
of the year the price oscillated in a wide band between
USD 101 and 119, which was mostly influenced

by the sentiment related to the unfavourable

) Within the food price index FAO publishes sub-indices for the price change of cereals, oils, sugar, dairy products and meat products. The indices are compiled

based on the price development of 55 raw materials, and are published monthly.
15) Source: U.S. Energy Information Administration.
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Figure 3.6

Prices in base and raw material markets
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perspective of global economic recovery and the low
demand stemming from slowing national economic
performances. In December the price already reflected
the effect of the political debate on the Iranian atomic
programme. At the end of the year USD 108.09 was
paid for a barrel of petroleum. In 2011 the average
price of Brent was USD 111.26 per barrel on the spot
market, which was a rise of 40% compared to 2010.
The trend increased the production costs of several
branches, which were more or less built in consumer
prices, too.

Industrial producer prices calculated for the EU as
a whole — under considerable pressure from the rise
of base and raw material prices on the world market
— rose by 6.0% in 2011, a higher rate than the 3.4%
in 2010. In parallel, inflation also accelerated in
2011. Consumer prices in the European Union were
3.1% higher than one year before. In the euro area
the inflation rate was lower than that, 2.7%, which
substantially exceeded the mid-term inflation target
of 2.0% set by the European Central Bank (ECB).
(In 2010 the inflation was 2.1% in the EU and 1.6%
in the euro area.) As a result, the governing council of
the bank of issue of the euro area raised the base rate
from 1.00% to 1.25% at its April session on interests,
and by a further 0.25 percentage point to 1.50% in

16) Source: European Central Bank.
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Figure 3.7
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July'® With the change in April the standard rate
of interest moved for the first time after nearly two
years from a historic low caused by the crisis. Despite
the price rise exceeding the inflation target the ECB
lowered the basic rate by 25 base points both in Nov-
ember and December, which thus became 1.00%
again by the end of the year. The purpose of inte-
rest reductions was to boost the slackening economic
performance of the euro area.

The performance of money and capital markets
in 2011 was largely determined by events related
to the debt crisis. Because of the disturbances in
financing the general government Greece and
Portugal applied for a loan from the European
Union in April 2011. With this another phase of the
government debt crisis hitting the euro area started.
Worries increased among investors that the Greek
problems might spread to other member states, too.
As a consequence of this the Swiss franc gradually
appreciated against the euro until September
2011. As a result of the increasing risk avoidance
investors withdrew a considerable amount of capital
from money and capital markets. (The larger price
movements on share markets are also due to this
among other factors.) A part of the available savings
fled to the currency of the alpine country. As an
impact of the soaring demand the Swiss currency




HELVETIAN ECONOMY ALSO SUFFERS FROM STRONG SWISS FRANC

Because of uncertainties on international money and capital markets an extraordinarily large
amount of capital flowed to Switzerland, causing an enormous surplus in the balance of payments.
Because of the excessive demand the average exchange rate of the alpine currency appreciated by
over 10% against the euro in 2011. The appreciation also had an impact on macro-economic trends
in Switzerland: the economic performance of the country was up by 2.7% in 2010, compared with
a volume rise of 1.9% in 2011 — along with a continuous deceleration within the year.

Following a decrease of 0.7% in 2009 consumer prices in Switzerland declined again at the end
of 2011. Although an inflation of 0.1% was recorded on annual level in 2011, a deflation of 0.5%
was already registered in the last quarter. The strengthening franc reduced import prices, which
had a substantial deflationary effect from the middle of the year. At the same time there was an
inflationary pressure on exports (prices in euros must be raised so that revenues on export products
should not fall in Swiss franc terms), which, all in all, made the income of enterprises producing for
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exports uncertain.

appreciated from an exchange rate level of about
1.25 Swiss francs/euro at the beginning of the year
to approximately a 1:1 rate in August. As a result,
the National Bank of Switzerland, keeping an eye
on the interests of the Swiss national economy,
introduced a cap on the Swiss franc to the euro on
6 September. It was decided that the euro cannot be
worth less than 1.2 Swiss francs, otherwise the bank
of issue would intervene to keep the exchange rate
above the set level. After the rule came into force,
the exchange rate of the euro ranged from 1.20 to
1.25 Swiss francs in the rest of the year.

Compared to the end of 2010 the euro appreciated
by about 11% against the dollar in the first four
months of 2011, exceeding the exchange rate level
of 1.45 dollars/euro. At the end of August the euro
started to weaken significantly, which was influenced
by the cap on the Swiss franc and the downgrading
of government debts of European Union member
states. The depreciation of the common currency
of the euro zone was amplified by the government
crisis in Italy in November 2011 and the effects
thereof. The euro stood at an exchange rate level of

around 1.30 dollars/euro at the end of 2011.
Domestic macro-economic trends
Janus-faced domestic economic performance

By the new millennium Hungary — mainly as a
result of tight relations of external trade and the
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interconnected ownership structure created by
foreign capital investments — was integrated into the
EU’s economy to a high extent, and consequently
the Hungarian economy followed the trends of
recovery in Europe relatively closely in the past few
years. The economic crisis, having burst out at the
end of 2008, hit Hungary already in the process of
an internal adjustment — in a rather vulnerable state:
since a restrictive fiscal policy had been applied
from 2006 in order to adjust Hungary’s general
government, facing problems of disequilibrium.
With the reduction of internal demand the economic
performance practically stagnated in 2007, there was
little room for manoeuvring to boost the economy.

Owing to our openness the economic crisis hit
Hungary rapidly, too. In the 4* quarter of 2008 the
volume of gross domestic product already showed
a decrease, which was followed by a fall of 6.8%
in 2009. The recession lowered both domestic
production and internal consumption considerably.
The crisis was deepened by the general government,
having faced a serious deficit, because of which
there were restricted possibilities to apply an anti-
cyclical economic policy. At the beginning of 2010
the recovery started in the economy of Hungary
as well, but this occurred late compared with most
of the EU countries. The recovery from the crisis
was helped by the growing production of branches
closely related to external economic trends.

In line with global economic trends the economic
boom in Hungary also lost impetus by the second
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ACTIVITY OF FOREIGN INVESTMENTS IN THE HUNGARIAN ECONOMY

The stock of foreign capital investments grew continuously in Hungary in spite of the lower capital
attraction ability since the turn of the millennium and the economic crisis. In 2010 the stock rose
by nearly HUF 600 billion, to HUF 16,528 billion compared to the previous year. Foreign direct
capital investments accounted for 62% of GDP. The capital stock of Hungarian enterprises invested
abroad also grows continuously, which is largely due to some large domestic enterprises.

The volume of gross national income (GNI) rose continuously between 1998 and 2006, at rates of
3-5%, however, GNI has fluctuated since then. After the decline of 4.8% in 2009 a volume increase
0f 0.8% was measured in 2010. The positive balance of the compensation of employees received from
abroad and payable to the rest of the world improved by 8.8% in 2009 and by 13% in 2010. The
surplus reached a four-year high. The property income received from abroad expanded nine-fold
between 2005 and 2009 as a result of the growing activity of the Hungarian capital invested abroad.
This trend stopped in 2010: a drop of 8.7% was observed compared to the previous year. However,
the property income payable to the rest of the world exceeds substantially the income flowing in. The
main reason for the gap between GDP and GNI was the repatriation of the profit of foreign-owned
enterprises (capital repatriation). Back in the 14 years preceding the economic crisis more than a
quarter of property incomes payable to the rest of the world had been reinvested in the domestic
economy. However, this proportion was only 19% and 20% in 2009 and 2010, respectively. Since 2004
the balance of taxes payable to the EU — compulsory for members — and subsidies received from the
EU has been positive, which has increased the gross national income — by HUF 244 billion in 2010.

half of 2011. Nonetheless, the gross domestic
product of Hungary rose by 1.7% in 2011, which
has been the highest rate of growth since 2007.
However, the level of the economic performance
remained lower than in 2008, before the crisis. With
the increase in 2011 Hungary is in the middle of the
ranking of European member states.

In the past few years the internal disequilibrium
and the economic crisis stopped the Hungarian
economy from closing up with the average of the Eu-
ropean Union. The per capita GDP (in purchasing
power parity) of Hungary was 54% of the EU
average in 2000, 63% in 2003 and 65% in 2009. The
proportion was the same in 2010 as in 2009. Among
the member countries having joined the EU in 2004
and 2007, Slovenia (85%), Malta (83%), the Czech
Republic (80%) and Slovakia (74%) had a higher level
of development than Hungary did. As opposed to the
Hungarian GDP per capita, stagnating compared
to the EU average, our northern neighbour e.g., also
having become an EU member, could — based mainly
on the recovery in the manufacture of transport
equipment — reach an improvement of 24 percentage
points compared to the turn of the millennium.

The economic growth of Hungary as well as
the other Visegrdd countries continued to be

significantly influenced by the German recovery.
Demand in the German economy, considered as
the driving engine of the EU, considerably boosted
manufacturing in the countries of the region, and
in connection with this the performance of other
branches, too. In our closer region the economies
of Slovakia and Poland grew at higher rates than
Hungary’s (by 3.3% and 4.3% respectively), while
the Czech economy at a similar pace (1.7%).

Figure 3.8
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ECONOMIC STRUCTURE CENTRED ON CAPITAL CITY

The most developed region, based on gross domestic product per inhabitant, the indicator applicable
for the spatial comparison of domestic economic development levels, is Central Hungary, the per
capita gross domestic product of which was nearly 70% higher than the national average in 2010.
The region producing nearly the half of GDP is two-faced: Budapest (230% of the national average
in 2010) develops continuously, while Pest county (80%) lags behind the national average at a rising
rate. The central region is followed by the regions of Transdanubia in the ranking of economic
development: the per capita economic performances of Western and Central Transdanubia are
close to the national average (94 and 87%, respectively). Southern Transdanubia lags behind them
considerably (68%), even though Tolna county (76%) is the only county in Transdanubia which
could develop as a proportion of the national average compared to what was recorded three years
before. Regions in the northern and Great Plain areas of the country reach 61-64% of the national
value. Among them only Northern Great Plain (63%) could come closer to the national average
compared to 2007. Despite the crisis the gap between Central Hungary and Northern Hungary, the
least developed region, deepened further by 2010 compared to 2007: there was a 2.8-fold difference
between the two regions in 2010.
Figure 3.9

Difference of GDP per capita from EU-27 average, in purchasing power parity
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Similarly to Hungary, a decreasing consumption of
households and a surplus on external trade, helping
economic growth, were measured both in the Slovak
and the Czech economies, while in Poland internal
demand also increased dynamically.

Slackening domestic and slightly increasing external
demand

Although the economic environment provided by
the EU, becoming less favourable, is reflected in
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the external trade performance of Hungary too,
external trade in goods and services remains the
only driving engine of growth — from expenditure
side — for the domestic economy, which at the same
time contributes to our dependence on economic
recovery in Europe. Back in the 1% quarter of
2011 the volume of exports and imports grew at
approximately the same rate, by 14%, while in the
rest of the year imports decelerated at a higher rate
than exports. As a result, exports and imports rose

by 8.4 and 6.3%, respectively, in 2011 compared
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AFTER SPRING 2009 FORINT DEPRECIATED MARKEDLY AGAIN IN 2011

The exchange rate of the forint depreciated substantially against the major currencies — the dollar,
the euro and the Swiss franc — in autumn 2008 and spring 2009. By March 2009 the domestic
currency weakened at a rate exceeding 10% compared to the beginning of 2008. The forint reached
its historic low against the euro until that time, when one euro was worth 316 forints. In 2010, with
the consolidation of the financial situation in Hungary, the value of the euro moved in a wide range,
between 260 and 290 forints, while the Hungarian currency weakened to a record low against the
Swiss franc (225.66 forints/Swiss franc).

During movements on the money market in August—-November 2011 the forint lost substantially
of its value against the euro. 1 euro was worth 270.20 forints — based on data of the National Bank
of Hungary — at the end of July, while it was worth already 311.13 forints at the end of December.
The domestic currency depreciated by more than 15% over 6 months and by 12% compared to the
end of 2010. In 2011 the average exchange rate was 279.21 forints/euro, which meant, however, a
rise of 1.4% only. The exchange rate reached the annual high of 316.24 forints at the time of the
government crisis in Italy in November. The Hungarian currency depreciated substantially against
the Swiss franc as well. The depreciation of the exchange rate was continuous, though with more
moderate fluctuations, mainly as an effect of European economic policy events in spring and Au-
gust—early September. The depreciation against the franc was first of all due to the strengthening of
the Swiss franc against the euro, which had its impact on the domestic currency through cross rates.
The forint weakened to a record level against the alpine currency on 10 August: 1 Swiss franc was
worth 263.92 forints at the bank of issue that day. After the central bank of Switzerland introduced
at the beginning of September a bottom cap on the franc’s value against the euro, the exchange
rate of the franc moved in a band of 230-250 forints until the end of October, which it left at the
beginning of November because of an additional weakening. The exchange rate of the franc against
the forint was 255.91 forints at the end of December, which was a depreciation of 15% compared to
the end of 2010. The average exchange rate was 226.90 forints/Swiss franc in 2011, which meant a
depreciation of 13% compared to 2010.

Figure 3.10
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The forint weakened at a significant rate against the dollar as well in the second half of the year.
At the end of 2011 one dollar was equal to 240.68 forints, a deterioration of 15% compared to the
end of 2010. The weakening against the dollar was influenced by the gradual depreciation of the
euro against the dollar. The performance of the forint against the ‘greenback’ had a sizable effect on
the increase of domestic automotive fuel prices.
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to the previous year. The decrease of the growth
rate was influenced by the high base as well as a
slackening external demand. The expansion of
imports was reduced by a weak internal demand and
the deceleration of exports because of the significant
import content of export products (e.g. in case of
electronic products assembled in inward processing).
The forint price level of both exports and imports
increased at a higher rate (by 2.9% and 5.0%
respectively) than in the previous year. The volume
change dominantly occurred in trade in goods. A
surplus of HUF 2,071 billion was generated on the
external trade of Hungary in 2011, and the balance
of net exports was 7.4% of GDP. Thus the balance
of external trade reached its highest proportion of
GDP in the past few years, with which our openness
towards the global economy grew substantially.

Internal demand — similarly to the previous two
years — did not help the growth of the domestic
economy in 2011, either. Domestic use diminished
by 0.5%, which largely resulted from the decrease
of investments. The growing openness of the
Hungarian economy is shown by the share of
internal demand (92.6%) in gross domestic product
declining further in 2011. (In 2008 the share of
domestic use was 99.5%. In the subsequent years
this share lessened gradually.)

The volume of household final consumption
the
domestic use considerably, grew slightly during the

expenditure, influencing development of
year except for quarter 1, in spite of which stagnation
was registered over the year as a whole. The volume of
social transfers in kind received from the government
rose by 0.5%, while that of transfers from non-profit
institutions serving households diminished by 0.3%.
As an aggregate effect of transfers the actual final
consumption of households rose slightly, by 0.1%.
Despite the rising purchasing power of households
(real wages and salaries were 5.8% higher on
average than in the previous year) the indebtedness
of households became even more marked in 2011
among factors hindering consumption. As a
consequence of increased instalments owing to
the weakening exchange rate of the forint and

" Source: Report on inflation, March 2012. National Bank of Hungary, 2012.
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the unfavourable situation on the labour market,
households postponed their purchases (of e.g. real
estate property or dispensable durable consumer
goods) and increased their savings. As an impact of
the latter the net financial savings rate of households
rose in the last few years.'” Consumption was not
influenced substantially by changes in the tax system
and the interim payment of real returns on private
pension funds, either.

The actual final consumption of government
decreased in each quarter of 2011, and a fall of
1.3% was observed over the year as a whole. The
decline of demand stemmed from the improvement
to the government balance. The development of
consumption was determined by less room for fiscal
manoeuvres. Actual final consumption, the total
of the actual final consumption of households and
of government, was essentially unchanged (-0.1%)
during 2011 as a whole.

Figure 3.11
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The volume of gross fixed capital formation,
decreasing for three consecutive years, went down

by 5.4% in 2011. All this reduced the growth of

economic performance significantly last year. The
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share of gross fixed capital formation of gross
domestic product fell markedly in the past few years:
it was a mere 16.7% in 2011 compared with 21.7%
in 2008. The drop of gross fixed capital formation
in the last few years decelerates the regeneration of
the domestic economy after the crisis and makes the
perspectives for future growth uncertain.

Investments in the national economy, with
a share of over nine-tenths of gross fixed capital
formation, continued to decrease: the volume in 2011
was 4.5% lower than in the previous year. Within
this, investments in machinery and equipment rose
by 8.8% as an effect of the majority of manufacturing
sub-sections and the suddenly increasing purchases
of utility motor vehicles by enterprises, but
construction investments fell by 14%.

The low level of investment can be attributed both
to demand and supply factors. The inclination to
develop was negatively affected by the deteriorating
business outlook (the value of the ESI index of
confidence, calculated by the European Commission,
gradually decreased in 2011) and the financial
system’s invariably low willingness to lend. The latter
has its impact through rising financing costs. The
increase of investments is made uncertain by the low
utilisation of capacities in manufacturing: about 76%
of available capacities were utilised in 2011, which is
lower than the average of the past 5 years.

In the majority of industries the volume of
investments in tangible assets decreased, while in
manufacturing, realizing more than a quarter of total
investments in the national economy, a growth of
24% was measured. Among the larger subsections
of manufacturing substantial rises were recorded in
the manufacture of transport equipment, machinery
and equipment n.e.c., basic metals and fabricated
metal products, basic pharmaceutical products and
pharmaceutical preparations, as well as textiles,
wearing apparel, leather and related products. The
most significant investments, also reflected in the
national economic performance, were implemented
in the manufacture of transport equipment: the
expansion of the factories of Audi and Opel, and
the establishment of a Mercedes plant at Kecskemét

18 Source: Websites of Audi, Opel, Mercedes-Benz.
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were especially important among them. Between
2011 and 2013 — in the frame of an investment to
be realized from over EUR 900 million — Audi will
expand the Gydr factory to become a plant covering
the whole production process. In Opel’s motor
works in Szentgotthdrd an expansion of EUR 500
million is going to be realized by the end of 2012.To
establish the factory unit at Kecskemét, which was
to start production on 29 March 2012, the German
car concern Daimler AG spent EUR 800 million.'®
However, the investment performance of the rest of
the industries with large weight fell. Developments
in real estate activities shrank by 20%, first of all
owing to a marked drop in dwelling constructions. As
an impact of a significant decrease of investments in
land transport, transport via pipelines, air transport,
furthermore, expressway network constructions
and renovations, transportation and storage fell
by 23%. Among the industries having lower share,
a considerable rise (42%) was recorded in the area
of health services, thanks to some developments of
health institutions, realized from EU funds, as well
as in mining (26%), scientific and technical activities
(7.4%) and agriculture (6.8%).
Figure 3.12

GDP and the major items of expenditure
(change on the same quarter of the previous year)
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PESSIMISTIC EXPECTATIONS AGAIN BY END 2011

The European Commission calculates an indicator of confidence each month, the Economic
Sentiment Indicator (ESI) for the member states as well as the EU as a whole.

Figure 3.13
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* According to seasonally adjusted data.

The mood of the economic actors in the European Union deteriorated in 2011. During 2011 fears
of recession increased because of the debt crisis of Southern European states. The expectations of
Hungarian economic actors were somewhat more pessimistic than the average of the European
Union, and the difference between the Hungarian and the EU average — as a result of external and
internal economic trends — grew by the end of the year.

low staff size, as well as the substantial decline of
real estate investments of households led to the
4.5% decline of the volume of investments in the
national economy in 2011.The fall of investments of
government institutions — primarily because of local
governments — was lowered by investments related
to flood control works and the red sludge disaster
recovery, financed from the central budget. Opposite
to the decreasing or stagnating trend observed in
the previous three years, investments of enterprises
employing at least 50 persons rose by 3.7% in 2011,
first of all due to large enterprises in manufacturing.

Enterprises continued to accumulate inventories
in 2011, which contributed in a positive way to
the expansion of economic activity. The change
in the stock of inventories was HUF 654 billion,
significantly exceeding the rise of HUF 116 billion
in 2010. Nevertheless, the level of inventories is still
low compared to what was registered in the period
before the crisis.
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Agriculture and industry were driving forces
in2011

The crisis and the low level of internal demand
hindered production in the domestic economy: the
volume of gross domestic product was 3.2% lower in
total in 2011 than in 2007, before the crisis. Among
industries the gross value added was substantially
higher in agriculture as well as information and
communication, and slightly more in real estate
activities than in 2007.

The growth of the national economic perfor-
mance in 2011 was — from production side — due to
industry, producing for exports, on the one hand and
agriculture on the other hand. The aggregate per-
formance of goods-producing branches increased by
6.3%, while that of services diminished by 0.6%. The
performance of branches shows heterogeneity.

In 2011 the
— compared to the low base caused by inundations

performance of agriculture
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and the poor harvest — expanded by 27%, which
primarily resulted from the especially high rise of
the value added by crop production.

The increase of industrial performance, closely
related to the European economic boom, decelerated
after the high growth in the first quarter (11%),
which was influenced by trends in the base period
and shrinking external demand. Industry reached
a volume increase of 5.7% in 2011, within which
manufacturing 7.0%, contributing to the growth
of GDP significantly. Manufacturing companies
with sales on external markets were considered as
the driving engine, for domestic demand still failed
to boost the expansion of industrial output. Within
manufacturing, a considerable increase of production
was registered in the manufacture of machinery
and equipment n.e.c., in textile industry, in the
manufacture of basic metals and fabricated metal
products as well as transport equipment. However,
the output lessened substantially in the manufacture
of computer, electronic and optical products, as well
as electrical equipment.

The output of construction — parallel to
investments in construction — has already been
declining for four and a half years continuously, a
drop of 7.9% was measured in 2011. Production

Figure 3.14

Contribution to change of GDP on production side

Percentage points or %

4
2
0
} \ll/
—4
-6
-8
2005 2006 2007 2008 2009 2010 2011
[ Agriculture [ | Industry
[] Construction - Market services
I:I Public services e GDP, %

Huncarian CENTRAL StaTisTiCAL OFFICE, 2012

B )

shrank in all main groups of construction compared
to the previous year. In addition to the lack of
large investments, dwelling constructions fell by
some 40%, and the number of issued new dwelling
construction permits was down by 25%.

Low internal consumption also relevant in services
sector

In line with low internal demand the volume of the
services sector, representing a share of 62% of gross
value added, decreased all over the year, by a total
of 0.6%. The performance of non-goods-producing
branches showed a heterogeneous picture in 2011.In
public administration, education and health care
— a group of branches comprising services typically
financed by the state —, having the largest weight,
it diminished by 0.3% (by 0.8% in the first half of
the year). After a volume decrease in previous years
the volume of gross value added by wholesale and
retail trade as well as accommodation and food
service activities also lessened by 0.3% in 2011. In
the last few months of the year the weakening of the
exchange rate of the forint had a favourable impact
on the performance of this group of branches. The
largest fall was recorded in financial and insurance
activities. An important factor of the decrease
was that the lending activity of banks remained at
a low level, inter alia because of stricter conditions
on lending. In addition, the performance was
deteriorated by the rising share of non-performing
loans unpaid for after 90 days, and a special tax on
financial corporations, similarly to the previous year.
The value added by real estate activities was 1.6%
lower than in the previous year. Similarly to the past
few years the recovery of the weak real estate mar-
ket is made difficult by the risk-avoiding and strict
lending practice of the financial system.

A rise was only seen in three services industries
at an annual level. Among them the output of
transportation and storage, closely related to
exports, was up by 0.8%. In spite of the high base
(the growth was 4.8% in 2010) and the crisis tax
hitting the telecommunications sector the perfor-
mance of the group of branches of information and
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communication grew by 2.1%. The volume of value
added by arts, entertainment, recreation and other
service activities rose by 2.7% in 2011 following an

expansion of 3.4% in 2010.

Competitiveness of Hungary and Central and
Eastern European countries

According to the latest report of the World Economic
Forum on global competitiveness Hungary was the
48™ most competitive country in the world in 2011.
Hungary’s position became 4 places more favourable
than in the previous year, however, it was still ranked
considerably lower than before 2007.

Figure 3.15

Position of Hungary in competitiveness ranking
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In 2011 Hungary was the fifth country from the
point of view of competitiveness among the eleven
Central and Eastern European states — EU members
or to-be members in the near future. The most
competitive state in the region was Estonia last year,
too, and — similarly to most of the years between 2007
and 2010 - it was followed by the Czech Republic.
Besides them Poland and Lithuania also reached
more favourable positions in 2011 than Hungary did.

The competitiveness ranking is established using
global competitiveness indices. The value of the in-
dex is calculated for the examined countries each
year, and based on them rankings are established.
The index is made up of pillars representing
different areas of competitiveness, for which count-
ry rankings are also available. With respect to the
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Table 3.2

Position of Central and Eastern European
countries in global competitiveness ranking
(and in the region)

Country | 2007 | 2008 | 2009 | 2010 | 2011
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Bulgaria 79(11) 76 (1) 76(11) 71(10)  74(9)
Croatia 57(9) 61(8) 72(10) 77(11) 76(10)
Czech Republic 33(2) 33(2) 31(1) 36(2) 38(2)
Estonia 27(1) 32(1) 35(2) 33(1) 33(1)
Hungary 47(7) 62(9) 58(7) 52(6) 48(5)
Latvia 45(6) 54(7) 68(9) 7009 64(7)
Lithuania 38(3) 44(4) 53(6) 47(5) 444
Poland 51(8) 53(6) 46(4) 39(3) 41(3)
Romania 74 (10) 68 (10) 64(8) 67(8) 77(11)
Slovakia 41(5) 46(5) 47(5) 60(7) 69(8)
Slovenia 39(4) 42(3) 37() 45(4) 57(6)

competitiveness pillars of the Central and Eastern
European region, one can point out that the
strengths of Estonia, heading the ranking, are labour
market efficiency, macro-economic environment
as well as higher education and training. (As for
labour market efficiency e.g., the Baltic state was
ranked in the 16™ most favourable position by the
specialists of the World Economic Forum, which
is the highest-positioned pillar in the region as a
whole.) In case of the Czech Republic, second in
the region and considered as the most competitive
out of the Visegrad countries, the best-performing
pillar was higher education and training, which was
followed by technological readiness (positions 30
and 31, respectively). However, the Czech Republic
has room for a great leap forward in the ‘institutions’
pillar, where it was at position 84 only in the world
ranking in 2011.

The World Economic Forum classifies countries
into groups by their stage of development, which it
also uses to establish competitiveness indices. (As a
matter of fact, competitiveness-enhancing factors are
different for countries belonging to different groups of
development, and so pillars are given different weight
when determining index values.) There are five groups
in total: the least developed countries are classified in
groups described as factor-driven, medium ones in
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efficiency-driven, and the most developed countries
in innovation-driven groups. (Two groups are ’in
transition’ between these stages.) The majority of
the countries in the region — including Hungary, as
well as Estonia, regarded as the most competitive in
the region — were classified between the efficiency-
driven and the innovation-driven stages in 2011. Two
countries, Bulgaria and Romania were in the less
developed, efficiency-driven’ group, while the Czech
Republic and Slovenia can be found in the most
developed, ‘innovation-driven’ group.

Considering the different pillars, the smallest gap
(42 places) between the positions of the best and
the worst-performing Central and Eastern Europe-
an countries was observed in the area of health and
primary education, while the largest (100 places) in
labour market efficiency.

Hungary reached the most favourable, 34" position
in the area of innovation in 2011 among 142 countries
of the world. In this pillar the ‘quality of scientific
research  institutions’ was our best-performing
indicator, where we reached the distinguished 20™
position in the ranking of countries. Our weakest per-
formance was position 73, which we reached in the
‘institutions’ pillar. (The institutional environment

means the legal and administrative framework within
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which individuals, enterprises and government
representatives interact to generate wealth.) Out of the
indicators of this latter pillar the heads of Hungarian
firms rated the 'burden of government regulation’ so
high according to the survey conducted in the first half
of 2011 that our indicator put Hungary at the 135®
position. (This was our least favourable position out of
the 113 indicators.)

The comparison of the positions we reached in
the surveys carried out in 2010 and 2011 reveals that
the most significant improvement occurred in ’goods
market efficiency’, while the largest deterioration
in ‘higher education and training’ (12 and 11 places,
respectively) during one year. However, it is to note
that competitiveness rankings are relative: they reflect
the position of countries compared to one another.
Accordingly, a country or one of its pillars might
reach a less favourable position in a subsequent year
even though more considerable amounts of resources
were spent on developing the country or the particular
area than earlier on. (And vice versa: it might move
up in the ranking even if it used less resources than
formerly.)

The high indebtedness of certain countries and the
need to reduce it have an impact on competitiveness
as well, for a relatively substantial part of available

Table 3.3

Hungary’s position by pillars of global competitiveness index, and best and worst-performing Central and
Eastern European countries by different pillars

Pillar Hungary’s position Highest Lowest
number denomination raxilrlldt:ge é(zisng " t}Eanlgxllg r122191{ing ranking countries in t}}e region in the 2011
142 countries) countries) wang
1 Institutions 73 79 Estonia Bulgaria
2 Infrastructure 46 51 Czech Republic Romania
3 Macro-economic stability 67 69 Estonia Latvia
4 Health and primary education 54 57 Slovenia Romania
5 Higher education and training 45 34 Slovenia Bulgaria
6 Goods market efficiency 55 67 Estonia Croatia
7 Labour market efficiency 66 62 Estonia Croatia
8 Financial market sophistication 63 68 Poland Slovenia
9 Technological readiness 36 37 Estonia Romania
10 Market size 52 49 Poland Estonia
11 Business sophistication 69 69 Czech Republic Romania
12 Innovation 34 41 Estonia Slovakia
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resources has to be spent on debt service instead of
investments. According to a publication of OECD
research and development, innovation and education
are the areas where the reduction — serving short-
term purposes and related to fiscal considerations
— of expenditures requires very much care. Namely,
the development of these areas increases the
competitiveness of countries in the long term, which
is shown in higher economic growth and after all the
consolidation of their financial situation.

In the first half of 2011 most of the heads
of Hungarian firms considered the difficulty in
borrowing as the biggest problem from the point of
view of business administration. (Their share of total
respondents grew by 3 percentage points compared
to when the former survey was conducted one year
earlier, and equalled 18%.) The complexity of the tax
system and the high level of taxes caused a problem
for many (13 and 11%, respectively) of them.

External trade

Decelerating volume increase, dynamically growing
surplus on external trade in goods

In parallel to the growing dependence of Hungary on
external markets and the decline of internal demand,
external trade in goods and services became one of
the most important driving forces of the Hungarian
economy. Following a low at the beginning of the
1990s and then a slow increase the volume of both
exports and imports grew dynamically, at two-digit
rates from 1997 — disregarding the slowdown in
2001 —, which exceeded those measured in the Eu-
ropean Union from 2006. This trend was broken by
the global economic crisis that started at the end of
2008, and both exports and imports fell substantially
as an effect of that. The volume decrease started to
slow down — because of the low base — in October
2009, and the slight growth starting from Novem-
ber changed to a two-digit increase from February
2010. Data of 2011 show somewhat lower rises than
in the previous year both in exports and imports:

9 Source: OECD Economic Outlook, Volume 2012/1, OECD Publishing, 2012.
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along with the deceleration of growth rates quarter
by quarter, the volume of exports was up by 10% and
that of imports by 6.9% over the year as a whole.
Compared with the gradually decreasing and then
stagnating deficit in earlier years, there was a surplus
on the balance of external trade of Hungary from
2009, increasing year by year, the value of which was
EUR 6,886 million in 2011.
Figure 3.16

Balance of external trade in goods
(at current prices)
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Significant dependence on the market of the EU
and especially Germany

The considerable amount of surplus was mainly
generated in the trade with EU member states,
considered as the most important partners of Hun-
gary in external trade since the beginning of the
1990s. 76% of the exports and seven-tenths of the
imports of Hungary were concentrated on this
group of countries in 2011, and 55% and 52% of
total trade, respectively, was accounted for by the
trade with the 15 old EU states, members before
2004. Our most substantial partner countries among
them were Germany, Austria, Italy, France and the
United Kingdom on the export side and Germany,
Austria, the Netherlands, Italy and France on
the import side, in these orders. The above-listed
countries represented over eight-tenths of both our
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exports to and imports from the old member states.
Germany is especially important among them, since
in addition to a quarter of both the export and im-
port trade of Hungary being realized in the external
trade with this country, some six-tenths of this
trade is accounted for by machinery and transport
equipment, very important from the point of view
of our external trade. As the outstanding share of
Germany of Hungary’s external trade can be regarded
as stable for years, the economic trends there have
become factors influencing the development of the
external trade and the economic life of Hungary, too.

Figure 3.17

Composition of Hungary’s external trade with
Germany by main commodity groups
(calculated from data in EUR)
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Our external trade relations are the liveliest in both
exports to and imports from the Czech Republic,
Poland, Romania and Slovakia out of new member
states: these countries represent nearly nine-tenths
of our external trade with new member states. The
trade with neighbouring countries accounts for 22%
of imports and 18% of exports. Our external trade
relations are the liveliest with Austria, Romania and
Slovakia among the seven neighbouring countries.

Our exports to EU member countries represented a
7.8%,and our imports from there a 10% larger volume
in 2011 than one year before. Within this, exports
and imports were up by 6.3 and 9.5%, respectively in
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case of old member states, while the rate of volume
increase was somewhat higher, 12% in both exports
to and imports from new member states. Looking
at the trade with the EU as a whole, the surplus on
the balance of external trade amounted to EUR 10.1
billion, EUR 469 million less than in the previous
year. The deterioration of the balance stemmed from
the EUR 1.2 billion decrease of the surplus on the
trade with old member states, while our surplus on
the trade with new member states grew further, by
EUR 697 million compared to our surplus of EUR
3.5 billion one year earlier. Old and new member
states represented approximately 60% and 40%,
respectively, of the surplus, similarly to the previous
two years, and in an inverse proportion to what had
been recorded before the crisis, in the period between
2006 and 2008.
Figure 3.18

Balance of external trade in goods
by main groups of countries
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Imports of basic materials and parts from Asia play
an outstanding role in satisfying import needs of
Hungarys exports

Hungary’s extra-EU — as opposed to intra-EU —
trade has had a substantial import surplus for years,
which was the consequence of the higher — two-digit
— growth of the import volume than that of exports
before the global economic crisis. As an impact of
the crisis the pace of volume growth slowed down
to a one-digit level both in exports and imports in
2008, and changed into a decrease of 15% in case
of both exports and imports in 2009. The growth
rate of the export volume in 2010 (23%) was already
higher than that of imports (16%), this difference
having kept on increasing in 2011, when the 18%
expansion of the export volume was parallelled by
the stagnation of the import volume. As an effect
of this the trade deficit decreased from EUR 5,059
million in 2010 to EUR 3,219 million, which was
dominantly influenced by the external trade of
Hungary with Asian countries. The deficit on the
trade with Asian countries was down by some EUR
3 billion to EUR 4.6 billion in 2011, predominantly
owing to the fall of imports of telecommunication

Figure 3.19
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and sound recording and reproducing apparatus and
equipment as well as electrical machinery, apparatus
and appliances from Hong-Kong, Japan, China, the
Republic of Korea and Singapore. Within this, the
fall mainly affected the imports of parts needed for
the manufacture of television sets and smartphones.
In addition to that, in case of imports from Japan,
the tie-ups of the supply of parts because of the
tsunami in spring 2011 caused problems for the
manufacture of transport equipment in Hungary. A
surplus of EUR 159 million was generated on the
balance with European countries outside the EU,
nearly EUR 1 billion less than one year earlier. The
main factor of this was the deficit on the external
trade with Russia increasing by EUR 1.2 billion
in 2011 compared to the previous year, mainly as a
result of the considerable price rise of petroleum and
petroleum products coming from there.

Engines of Hungary external trade: manufacture
of transport equipment and medicinal and
pharmaceutical products

The most important commodity group of Hun-
gary’s external trade in goods was represented by
machinery and transport equipment in 2011,
too, which accounted for 57% of the value of
total exports and 47% of total imports. The two-
digit increase, characterizing both the exports
and imports of this main commodity group from
the middle of the 2000s, decelerated in 2008 as
an impact of the crisis, and changed to a decrease
of nearly 20% in 2009, which was followed by an
approximately equal rate of growth in 2010 as an
effect of the low base. In 2011 the growth rate of
both exports and imports slowed down gradually,
quarter by quarter, the volume increasing by 8.5% on
the export side and by 4.1% on the import side over
the year as a whole. Both the exports and imports
of general industrial machinery and equipment,
power generating machinery and equipment and
road vehicles grew dynamically within this main
commodity group, as opposed to the decreasing
trade in telecommunication, sound recording and
reproducing apparatus and equipment — considered
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as a driving force of machinery branches. The reason
for this was chiefly the substantial fall measured in
the exports of television sets and parts since May
and the lower decline in their imports.

External trade in manufactured goods, the
second largest main commodity group, representing
29% of exports and 33% of imports, is influenced —
due to the colourful and heterogeneous product scale
— by several economic trends of different magnitude,
many times having totally opposite effects. In the
2000s varying volume increases were recorded in
both the exports and imports of this main commodity
group — except for exports in 2003 —, which turned
into a fall of 7.8% in exports and of 15% in imports
in 2009 as an impact of the crisis. In 2010 — also
because of the significant base effect — exports and
imports grew by 15% and 13%, respectively, and
with the continuation of these growth rates higher
rates of growth were registered in both exports and
imports in 2011 than for machinery and transport
equipment. One of the major driving forces of the
growth within this main commodity group was
medicinal and pharmaceutical products, the volume
of which was up at a two-digit rate in both exports
and imports. A higher-than-average increase was
observed in addition both in the exports and imports
of rubber manufactures, as well as the exports of
professional, scientific and controlling instruments
out of the products closely related to the manufacture
of transport equipment. However, the growth of
trade in plastic products and non-ferrous metals,
also having a considerable weight within this main
commodity group and partly depending on orders
for telecommunication apparatus and equipment,
remained below the average.

The share of the main commodity group of food,
beverages and tobacco was 7.2% of exports and
5.0% of imports in 2011. After a two-digit increase
in the volume of imports and a one-digit rise in that
of exports — except for year 2007 —, realized following
our EU accession, the growth of trade in this main
commodity group started to lessen in 2008 due to
the crisis, then in 2009 exports stagnated as long as
the volume of imports was down by 7.4%. Following
the volume increase of 14% on the export and of
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5.4% on the import side in 2010, the growth of trade
in this main commodity group diminished quarter
by quarter, so the pace of increase decelerated to
0.6% and 5.0%, respectively, in 2011 as a whole. The
volume of exports of cereals and cereal preparations,
representing the largest weight in exports, was — in
parallel to an about 40% rise of prices — over 10%
lower than in the previous year, which was offset by
the substantial increase of exports of live animals in
extra-EU trade. With respect to imports it was the
volume of meat and meat preparations that rose at a
rate above the average.

The volume of imports of fuels and electric
energy grew at a much lower rate than the average,
by 3.8% in 2011, which, accompanied by the 24%
rise of energy prices, brought a significant value
increase in the trade of this main commodity group.
The exports of fuels and electric energy, much lower
in volume than imports, were 16% higher than in
the previous year.

Following a fall in 2009 because of the crisis
external trade in crude materials, the smallest main
commodity group, representing 2-3% of trade,
increased at a higher rate both in exports and imports
than before. Although after the 14% rise of exports
and the 28% increase of imports in 2010 the growth
rates decelerated to 13% and 15%, respectively, in
2011, the rates of increase were even so higher than
the average.

The forint price level of exports rose by 2.9%
in 2011 following an increase of 1.6% in 2010,
similarly to that of imports, where the rate of
increase accelerated from 1.7% to 5.0%. Forint
prices were influenced by foreign currency prices as
well as the change of the exchange rate of the fo-
rint. Following a considerable weakening (of 13%)
against the major currencies — at an annual level on
average — in 2009, the forint strengthened by 1.1%
in 2010, while it depreciated again by 0.6% in 2011,
a fact attributable to the 1.4% weakening of our
national currency against the euro. Because of the
change of the exchange rate the foreign currency
price level was some 10% lower in 2009 both in
exports and imports than in the previous year, while
some 3% higher both in exports and imports in
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2010, and 2.2% more with respect to exports and
4.3% higher in imports in 2011 than one year earlier.
As a consequence of the change of forint prices in
external trade the terms of trade deteriorated by
2.0% in 2011. The rise of export prices at a lower
pace than or nearly the same rate as that of import
prices has been typical of Hungary’s external trade
since the beginning of the 2000s, with the exception
of 2009, when as a result of the significant increase
of export prices the terms of trade improved by 1.8%.

Steady growth in international trade in services

In a globalising world economy international trade
in services has an increasing role, since in addition
to helping considerably the many different actors
operate efficiently in an international environment,
thanks to the development of information and
telecommunications tools the scope of services
appropriate for trading is continuously expanding,
too. Four large groups of services sold and purchased
between different countries can be distinguished in
line with EU legislation. In the travel services group
the expenditures of foreigners in Hungary and the
expenses of Hungarians abroad are accounted for,
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while in case of transport services the subject of
services is to ensure the change of place of a good
or person by sea, air, rail, road, inland waterways, via
pipelines or in other ways, as well as warehousing.
The largest proportion of international trade in
services is represented by business services, which
comprise royalties and licence fees, communication,
construction and installation, insurance, financial,
computer and information, personal, cultural and
recreational, and other business services. Within
this latter, merchanting, business and manage-
ment consultancy and PR services, research and
development services and services between affiliated
enterprises have a substantial role in Hungary’s
external trade. Government services cover services
based on intergovernmental and international
treaties, which are used by embassies, consulates,
military units and agencies as well as international
organisations in the particular country.

Similarly to 2010, international trade in services
— accounting for 16% of total exports and 14% of
total imports — grew at a lower rate in 2011, too,
than external trade in goods, which was also due to
the crisis having affected this area in 2009 to a lower
extent than trade in goods. The euro value of services

Table 3.4

Rankings of major partner countries of Hungary in international trade
in business, transport and government services, 2011

(calculated from data in EUR)

Exports

Imports

share of total previous year =

rankings, countries

share of total trade, |  previous year =

rankings, countries

trade, % 100.0 % 100.0
1. Germany 15.2 120.0 1. Germany 19.9 114.9
2. United States 8.5 107.0 2. United States 14.1 102.2
3. United Kingdom 7.9 1211 3. United Kingdom 7.9 104.0
4. Austria 7.2 117.9 4. Netherlands 7.3 114.6
5. Italy 4.7 99.8 5. Austria 6.5 107.6
6. Netherlands 43 129.2 6. France 3.5 109.9
7. Japan 42 92.4 7. Slovakia 3.0 120.9
8. France 3.7 97.5 8. Switzerland 2.6 107.0
9. Switzerland 3.5 106.0 9. Ireland 2.5 109.5
10. Spain 35 95.1 10. Czech Republic 2.4 108.0
Selected countries, total 62.8 110.8 Selected countries, total 69.5 109.4
Total 100.0 107.0 Total 100.0 105.7
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exports was up by 7.0% in 2011, while that of imports
at a somewhat lower rate, by 5.7%, so the growth of
the surplus, having started in 2009, continued: the
balance of international trade in services had a surplus
of EUR 3.5 billion at the end of 2011, which was
EUR 374 million more than one year earlier.

About seven-tenths of both the exports and imports
of services were realized with the countries of the Eu-
ropean Union in 2011, and in case of both exports
and imports nearly 60% of total trade was accounted
for by old member states. The balance of international
trade in services had a surplus of EUR 2.1 billion for
the European Union as a whole at the end of the year,
which was an improvement of the balance by EUR
320 million compared to 2010. In extra-EU trade, the
value of exports exceeded EUR 1.5 billion in the trade
with European countries outside the EU as well as in
the trade with America and Asia. In extra-EU imports
American countries are ranked in the first place, with
EUR 1.7 billion. Extra-EU countries contributed to
the improvement of the balance of international trade
in services by a total of EUR 54 million.

The most important group of international trade
in services was represented by business services
in 2011, too, accounting for somewhat more than
half the euro value of total exports and nearly two-
thirds of imports. In this services group, typically
showing a negative balance in former years, a surplus
was generated in 2010 for the first time, the EUR
126 million value of which increased to EUR 219
million in 2011. The largest expansion occurred in
the trade in services between affiliated enterprises
not included elsewhere: in 2011 their exports and
imports were 57% and 18% higher respectively
than in 2010. Moderate increases of 6-11% were
registered in both the exports and imports of com-
puter and information services as well as in the
imports of research and development services, which
was first of all due to a recovery in external trade re-
lations with Germany. In contrast, both the exports
and imports of personal and cultural as well as
communication services decreased in euro terms, as
well as the imports of construction and installation
services.

*Source: National Bank of Hungary.
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Similarly to former years, the slight decrease of
travel, representing somewhat more than one quarter
of exports and nearly one-sixth of imports, continued
in 2011, too. In the examined period the euro value of
exports diminished by 0.3%, while that of imports by
1.6% compared to the previous year.

The euro value of the exports and imports of
transport services, accounting for some one-fifth of
total trade, was 15% and 8.3% higher, respectively, in
2011 than what was measured one year before. The
exports of air transport, representing nearly four-
tenths of total transport services, grew by 18%, while
its imports by 13%, furthermore, both the exports and
imports of road transport increased at a rate above the
average, primarily due to goods transport. The growth
of air transport services was marked in the trade with
the United Kingdom, and that of road transport in
the trade with Germany and Austria.

Balance of payments, external debt stock®

Improving balance of payments, decreasing external

debt stock

According to preliminary data the current ac-
count had a surplus of EUR 1.4 billion at the end
of 2011, which is equivalent with 1.4% of gross
domestic product. The balance of the current ac-
count, reflecting the savings position of the country
towards the rest of the world, improved in 2011 too,
the improvement amounting to EUR 245 million.
Between 2005 and 2008 considerable and increasing
amounts of deficits — of between EUR 6.6 billion
and EUR 7.8 billion — had been accumulated. A
substantial change occurred in this trend in 2009:
parallel to a significant decrease of revenues and
expenditures because of the economic crisis the de-
ficit was down to EUR 139 million. The current ac-
count had a surplus — for the first time in the last one
and a half decades — at the end of 2010, which grew
further in the subsequent year.

The balance of goods and services showed a

surplus of some EUR 7.3 billion in 2011, EUR 1.1
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billion more than in the previous year. The balance
has had a surplus in 2007 for the first time, the size
of which — except the year 2008 — has increased
since then. The predominant part, over five-sixths
of monetary flows related to transactions in goods
and services are represented by the balance of
goods, which had a surplus of EUR 4.0 billion at
the end of 2011. This sub-balance has had a surplus
since 2009, and the improvement, lasting for several
years, was EUR 822 million in 2011. The balance
of services — following improvements in the years
2008-2010 — became more favourable in 2011, too,
the surplus amounting to EUR 3.2 billion, EUR 292
million more than in the previous year. Out of the
items thereof the surplus of travel, conventionally
described as having the largest surplus, was EUR
2.2 billion in 2011, which is of a size comparable to
that in the previous year.

The balance of incomes and transfers deteriorated
in 2011, too, however, the size of the deficit was
even so substantially lower than what was recorded
in 2007-2008. The expenditures and revenues
generated as the countervalue of using factors of
production are accounted on the ‘incomes’ line. In
case of incomes the net outflow came to EUR 6.3
billion in 2011, EUR 951 million and EUR 1.4
billion more than in 2010 and two years earlier,
respectively. Among incomes related to investments,
incomes on direct capital investments show a net
income outflow of EUR 4.7 billion, which is EUR
471 million higher than one year earlier. Income
flows related to portfolio investments also changed
unfavourably, since the expenditure surplus of
EUR 1.1 billion was EUR 261 million more than
in 2010. The compensation of employees resulted
in a surplus of EUR 763 million, EUR 43 million
less than in 2010, when the highest surplus was
registered in the past five years.

Current transfers are transfers in case of which no
compensation is made for the transfer of a particular
economic value making part of the current account.
(Examples include food aid and free consultancy;
the other group of transfers is represented by capital
transfers, accounted for in the capital account.) In
case of current transfers a revenue surplus of EUR
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487 million was generated in 2011, which means
that the balance improved by EUR 81 million
compared to the previous year. The sub-balance had
a continuously increasing deficit in the four years of
the period between 2005 and 2008, compared with

a revenue surplus in the past three years.

Figure 3.20

Current account and its components
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The balance of the capital account showed a
surplus of EUR 2.2 billion in 2011, which was EUR
397 million more favourable than one year earlier,
and means at the same time the continuation of the
improving trend that started in 2004. The revenues
of EUR 2.2 billion of the capital account were almost
exclusively represented by transfers from the Euro-
pean Union: 54% of them increased the resources of
the general government, while the rest those of the
other sectors. The net external financing capacity
— calculated by ’top-down method’ -, equal to the
aggregate balance of the capital account and the
current account, was EUR 3.6 billion in 2011. Since
2009 Hungary has had a financing capacity, while in
the preceding years a significant financing need (of
EUR 6-7 billion) had been generated. Financing
capacity grew continuously in the last few years,
and the change between 2010 and 2011 amounted
to EUR 642 million. The balance of EU transfers,

accounted for in the current account and the capital
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account, showed a surplus of EUR 3.6 billion in
2011, which was EUR 211 million higher than one
year before, and which indicates at the same time a
revenue surplus unparallelled earlier on.

The financial account shows the change of
financial assets that represented net external
financing capacity. Within the financial account the
balance of direct capital investments, representing
a share of ownership of at least 10%, showed a
net outflow of resources of EUR 118 million in
2011. Within this the investments of Hungarians
abroad went up by EUR 3.1 billion, while the
investments of foreigners in Hungary by EUR 3.0
billion. However, in investments where the share
of ownership of foreigners did not reach 10%,
i.e. portfolio investments, an inflow of EUR 6.6
billion of resources was recorded, which stemmed
from the decrease of assets by EUR 1.6 billion
and the growth of liabilities by EUR 5.0 billion.
The balance of other investments®® showed a net
outflow of resources of EUR 3.5 billion in 2011.
Within this long-term liabilities — with a maturity
over one year — decreased by EUR 4.7 billion.
(EUR 2 billion of that was represented by the loan
repaid in the last quarter of the year to the Europe-
an Commission.) In total the financial account had
a surplus amounting to EUR 2.1 billion at the end
of 2011, which was EUR 397 million higher than
one year earlier.

At the end of 2011 the net external liabilities of
Hungary came to EUR 95.2 billion, 12% less than
one year before. The decrease of liabilities and the
growth of assets both contributed to the decline
of net external liabilities: the EUR 202.7 billion
value of liabilities was 4.6% less than at the end of
2010, while the stock of assets of EUR 107.6 billion
was 3.1% higher the one year before. (The growth
rate of the asset stock has been declining for half a
decade®, while the stock of liabilities — following
an increase in the previous years — has fallen in
2011 for the first time.) The largest part of the
stock of liabilities was represented by direct capital
investments, the stock value of which was down

O .

from EUR 90.3 billion to EUR 87.4 billion in 2011.
This way the downward trend measured in 2010
continued, the rate of decrease accelerating by 1.4
percentage points. In case of portfolio investments,
amounting to EUR 40.6 billion at the end of 2011,
a similar trend was observed for the past two years
to that in respect of direct capital investments.
The decline in 2011 was predominantly due to the
decrease of investments representing ownership
rights. The stock of other external liabilities fell from
EUR 75.2 billion to EUR 69.4 billion in 2011, the
drop affecting both short- and long-term liabilities.
Direct capital investments represent the largest
item on the assets side, too, and their value coming
to EUR 40.6 billion at the end of 2011 was 8.9%
higher than one year before. Thus the net stock of
direct capital investments (the difference between
the investments of foreigners in Hungary and the
investments of Hungarians abroad) amounted to
EUR 46.8 billion, which has been the lowest value
since 2005 considering the closing value at the end
of each year. The stock of international reserves
came to EUR 37.8 billion at the end of 2011, EUR
4.1 billion more than one year earlier. Internatio-
nal reserves cover the foreign currency means —
controlled by the bank of issue and vis-a-vis non-
residents — that can be directly spent on payment
in case problems of payment occur. At the end of
2011 over nine-tenths of international reserves
were made up by foreign currency assets, which also
include funds drawn but not used in the frame of
an international loan package. (When drawing the
first instalment of the loan agreement in November
2008, the stock of foreign currency assets increased
by EUR 5.6 billion.) The stock of other foreign
assets was down from EUR 21.2 billion to EUR
18.9 billion over a year, while a decrease of some
EUR 3 billion was observed in the stock of assets
concerning portfolio investments.

A substantial part of assets and liabilities are not
considered as debt, for there are neither redemption
obligations nor interest payment obligations on
them. These items cover direct capital investments,

2 Including e.g. commercial loans outside enterprise groups, inter-bank or syndicated loans, as well as currencies and deposits, which are not part of either direct

capital investments or international reserve assets.
) Considering the values of the stock at the end of each year.
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the part of portfolio investments representing
ownership rights, and financial derivatives. If the
difference between assets and liabilities is calculated
so that the value of these stocks — i.e. non-debt
generating sources of financing — is left out of
consideration, then the result is the net external debt
or loan stock of a country. In the case of Hungary
the net external debt (not including other capital
within direct capital investments) was EUR 44.7
billion at the end of 2011, which equalled 44.3% of
GDP. The net external debt stock rose considerably
between 2005 and 2008, the debt stock of EUR 27.3
billion at the end of 2005 amounted to EUR 53.8
billion three years later. The debt stock was lowered
in the last three years: by 4.7% in 2009, by half a
per cent in 2010 and by 12% in 2011. Although the
amount of net external debt at the end of 2011 was
63% higher than at the end 0of 2005, it was 17% lower
than at the end of 2008, when the highest value had
been recorded. The aggregate net external debt
stock of the National Bank of Hungary and the
general government was EUR 15.2 billion at the
end of 2011, 7.5% less than one year before. The
liability stock embodied as the debt of the NBH
and the general government — i.e. gross external
debt stock — grew continuously between 2005 and
2011, from EUR 26.9 billion to EUR 54.2 billion

Figure 3.21

Net external debt stock
(based on data at the end of the year)
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in total. So the decrease of the net external debt
stock for this group of residents in 2008 and 2011 is
due to the value increment of assets exceeding that
of liabilities. The net external debt stock at the end
of 2011 was 44% higher than at the end of 2005,
while the highest year-end value was measured in
2007 (EUR 17.2 billion).

General government and its sub-systems*

The consolidated cash-based deficit of the general
government (not including local governments)
increased to HUF 2.0 trillion in 2006, more than
the double of the value in the previous year, despite
government measures taken in the second half of the
year, aimed at improving the balance. The deficit was
down to HUF 1.3 trillion and HUF 909 billion in
2007 and 2008, respectively, from this outstandingly
high level. In 2009 and the subsequent year the
balance did not change substantially, the surplus of
expenditure was around HUF 900 billion. In 2011
a significant deterioration was recorded: the deficit
exceeded HUF 1.7 trillion, which was approximately
twice as high as in the previous year. Compared to
2011 a larger amount of deficit was generated only
in 2006 earlier on.

Figure 3.22

General government deficit on cash basis
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*Source: Ministry for National Economy and State Debt Management Centre.
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Central government balance deteriorated
significantly in 2011

Among the sub-systems the balance of the central
government showed a deficit of a similar size to the
general government as a whole, HUF 1.7 trillion in
2011, HUF 864 billion more than in the previous year.
The balance of the central government deteriorated
considerably in 2006, and then improved year by year
compared to this between 2007 and 2009. In the
past two years the balance became less favourable.
The expenditures and revenues of the sub-system
amounted to HUF 10.0 trillion and HUF 8.3 trillion,
respectively, in 2011. The value of expenditures grew by
8%, which has been the highest rate of increase since
2006, while a decline was observed in case of revenues
(2%), which had been unparallelled earlier on.
Central government revenues from taxes on
consumption were HUF 3.1 trillion in 2011, 2%
lower than one year earlier. The revenues belonging
to this category rose by a total of 24% between
2005 and 2011, the predominant part of the growth
occurring between 2005 and 2008. Out of the tax
categories here value added tax revenues came to
HUF 2.2 trillion in 2011, 4% less than one year
before. The decrease was due to the repayment —
as a consequence of the decision of the European
Court — of HUF 250 billion of VAT revenues during
the year. HUF 875 billion of budget revenues were
generated from excise tax, 2% more than in 2010.
The revenues of central government institutions and
chapter-administered estimates amounted to HUF
2.2 trillion, a 15% higher amount than in 2010.
The total value of revenues here was 2.1 times as
high last year as in 2005. An important factor of
the growth was the rise of EU support for chapter-
administered estimates, classified already under
the revenues of professional chapter-administered
estimates in 2011, which amounted to HUF 195
billion in 2005 compared with HUF 882 billion in
2011. The payments of households to the central
government increased by some four-tenths between

2005 and 2008, and their amount reached HUF
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2.2 trillion in this latter year. However, a decrease
was registered in the past three years, the amount of
which was the highest in 2011 (21% and HUF 398
billion). The decline in 2009 was the consequence
of the falling block of wages and salaries because
of the economic crisis, while the decrease in the
past two years was owing to the reduction of the
personal income tax burden. (In 2011 this latter was
represented by the introduction of the flat-rate tax
system imposing 16% on personal incomes and the
extension of family tax allowances.) The value of the
payments of households to the central government
in 2011, approximating HUF one and a half trillion,
was some two-thirds of what was recorded three
years earlier, but was also 6% lower than in 2005.
The payments of economic corporations in 2011
equalled revenues of HUF 1.2 trillion for the central
government, 7% more than in 2010. Revenues
from economic corporations showed an increase
in all years between 2006 and 2011 except for
2009, when the economy fell considerably, so the
amount of payments to the central government in
2011 (HUF 1.2 trillion) was more than four-tenths
higher than six years before. In 2011 three-tenths of
such revenues were accounted for by the revenues
from special tax on financial corporations and by tax
revenues burdening certain branches, such as retail
shop activities, telecommunications activities and
the entrepreneurial activity of energy suppliers.
Thelargestitem of expenditures was the money use
of government institutions and chapter-administered
estimates, the value of which, amounting to HUF
4.7 trillion in 2011, was 12% higher than one year
earlier. Compared to 2005, the item of expenditure
rose by over four-tenths. The rise of expenditures
of professional chapter-administered estimates was
the more important factor of the growth for 2011
as well as the six-year-long period as a whole, which
heading — similarly to the revenue side — also contains
money flows in connection with estimates for EU
funds. (In 2011 HUF 1.3 trillion was allocated from
this latter to the beneficiaries.) However, the larger
part of expenditures of government institutions and
chapter-administered estimates was represented by
the expenditures of government institutions even in
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2011, which equalled HUF 2.5 trillion, a 6% higher
amount than one year earlier. Even though within this
the most was spent on personal allowances and the
contributions on them, the growth mainly resulted
from the capital increase of HUF 120 billion of the
Hungarian Development Bank. Compared to 2005
the expenditures of government institutions rose by
23%, an essentially — 20 percentage points — lower
rate than the growth rate of the total expenditures
of the central government. In 2011 HUF 1.9 trillion
was spent on supporting the sub-systems of the
general government, 21% — HUF 502 billion — less
than in the previous year. As a result of the substantial
decrease the expenditures under this heading fell to
the lowest level in the past four years. (In the years
2008-2010 the amount of these items of expenditure
was around HUF 2.3-2.4 trillion.) The marked
decrease was consistent above all with the 44% fall in
the amount of guarantees and contributions provided
to the expenditures of social security funds, which
thus meant an expenditure of HUF 638 billion for
the general government in 2011. This latter fall was
largely linked to the transformation of the pension
system — the establishment of the Pension Reform
and Debt Reduction Fund, as a result of which the
government support directed earlier to the Pension
Insurance Fund was essentially abolished. The
amount of support declined in 2011 in case of local
governments, too, the other sub-system which is a
substantial beneficiary of budget support: the item of
expenditure of HUF 1.2 trillion was 5% lower than
one year before. Interest expenditures were a burden
of HUF 1.1 trillion for the central government, 3%
less than in 2010. The value of interest expenditures
in 2011 was one-fifth higher than in 2005. Seven-
tenths of interest expenditures in 2011 were generated
on HUF debts and three-tenths on foreign-exchange
debts. Expenditures on public wealth also reached
a significant amount — HUF 623 billion — in 2011,
though the amount of expenditures under this
heading was less than HUF 100 billion in former
years. The dominant part of the considerable increase
was caused by the purchase of a parcel of MOL shares
tor HUF 498 billion. By means of the acquisition
21.22% of MOL shares became the property of the
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Hungarian state, due to which the share of the state
grew to 23.82%. The purchase was realized from the
part of the loan package provided by the International
Monetary Fund and the European Commission that
had been undrawn until then. (At the end of 2011 the
stock of foreign-exchange deposits and loans placed
from the international loan package amounted to
HUF 482 billion.) The expenditures of the general
government were increased by HUF 250 billion of
debt assumption and debt release in 2011. This was a
substantial change compared to the years 2008-2010,
during which period such expenditures came to less
than HUF 3 billion in total. (In the preceding three
years, however, some HUF 660 billion were reported,
out of which HUF 420 billion burdened the year
2006 alone.) In 2011 the largest amounts of debts
were assumed by the general government from county
governments, the Municipality of Budapest and the
Hungarian State Railways Private Limited Company
(MAV Zirt.), a total of HUF 196 billion from county
governments and the Municipality of Budapest, and
HUF 50 billion from the transport company.

Balance of social security funds slightly improved in 2011

Social security funds had a deficit of HUF 83 billion
at the end of 2011, which means that the balance
improved by HUF 12 billion over a year. The revenues
of the sub-system approximated, while its expenditures
exceeded HUF 4.5 trillion. Revenues and expenditures
were up by 4% and 3%, respectively, compared to the
previous year, and their growth rate was the same as
in 2010. (Previously, revenues and expenditures both
decreased in 2009.) 68% of the money flows in 2011
were realized through the Pension Insurance Fund,
which was in balance. The deficit of HUF 83 billion
generated in case of the Health Insurance Fund resulted
from the HUF 8 billion improvement of the balance.
HUF 3.4 trillion, the dominant part, some
three-quarters of the revenues of the sub-system
were accounted for by revenues from charges and
contributions, the value of which was 11% higher than
in 2010. The growth followed a decrease in the years
2009-2010, when the value of such social security
revenues sank from HUF 3.3 trillion to HUF 3.0
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trillion. The reason for a substantial part of the increase
in 2011 was that charges were already paid all through
the reference year, as opposed to the first ten months
of 2010, when the missing charge revenues from the
members of private pension funds had been paid by the
central government. In contrast, the amount of support
and contributions from the central government, equal
to HUF 643 billion in 2011, was HUF 509 billion less
than one year earlier. The fall followed a rise in the
years 20092010, when the amount of support grew
from HUF 831 billion to HUF 1.2 trillion. One of the
factors of the sharp decrease in 2011 was represented
by the abovementioned reorganisation of the pension
system, but it also played an important role in the
decline that resources of HUF 363 billion were made
available to the Pension Insurance Fund from the
Pension Reform and Debt Reduction Fund — and
not as government support. (So central government
contributions to the sub-system were used to finance
the Health Insurance Fund.)

Two-thirds of the expenditures of the social
security sub-system were accounted for by pensions
and allowances, the HUF 3.0 trillion amount of which
was 5% higher than in 2010. The amount spent on
pensions and allowances increased by 10-11% a year
in 2006—2008. In 2009 a decrease of 2% was recorded,
which was dominantly determined by the change of
rules concerning the ‘thirteenth™-month pension. In
2010 the rise was as high as the decrease in the previous
year, so the item of expenditure amounted to HUF
2.9 trillion that year, similarly to 2008. The amount
of transfers in kind came to HUF 1.1-1.2 trillion a
year between 2005 and 2011. The amount for that
purpose was 3% higher in 2011 than one year before,
of which HUF 807 billion were spent on curative
and preventive health care and HUF 377 billion on
the subsidisation of medicaments. (Both values were
higher than in 2010.) The amount of transfers in cash
from the Health Insurance Fund rose from HUF 194
billion to HUF 247 billion between 2005 and 2009. As
a consequence of cuts of around 10% a year in the last
two years they amounted to HUF 201 billion in 2011.
Among the items thereof the value of expenditures on

sick-pay dropped from HUF 108 billion to HUF 66
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billion between 2009 and 2011, which was substantially

influenced by stricter rules of payment.
In 2011 gross debt of central government grew by 5%

The gross debt of the central government was HUF
21.0 trillion at the end of 2011, 5% (HUF 915 billion)
more than at the end of 2010. The growth occurred
in spite of the transfer of wealth during the year — of
those returning from the private pension fund system
to the social security system — to the Pension Reform
and Debt Reduction Fund, after which government
securities worth HUF 1.4 trillion were withdrawn
from circulation. At the same time the value of the
debt stock in HUF was increased by the unfavourable
movements of the exchange rate, as a result of which
the exchange rate of the HUF against the EUR was
12% weaker at the end of 2011 than one year earlier.

At the end of 2005 the debt stock was HUF 12.8
trillion, and the rate of growth reached 64% over
six years. The increase mostly affected the foreign
currency debt, the stock of which rose from HUF 3.6
trillion at the end of 2005 to HUF 10.2 trillion by the
end of 2011. As an impact of a marked, essentially
higher rate of rise than that of the HUF debt the
proportion of the foreign currency debt also went up
over the years: indebtedness in non-domestic means
of payment had only been 28% back at the end of
2005, while it was some 50% — calculated from the
stock not including other liabilities?? — at the end of
2011. (The cost of financing of the foreign currency
debt is essentially lower than that of the HUF debt,
since — despite their identical share of the debt —
only three-tenths of interest expenditures incurred
related to the foreign currency debt, but seven-
tenths of those related to the HUF debt.)

Within the foreign currency debt the stock of
government securities (foreign currency bonds
issued abroad) was HUF 5.7 trillion at the end of
2011, one-quarter more than one year before and
twice as high as the value at the end of 2005. The
stock of loans amounted to HUF 4.4 trillion at the
end of 2011, a 4% higher amount than at the end of

2010, and more than six times as high as six years

2 On 31% December 2011 the stock of other liabilities was HUF 423 billion, and its share of the total debt stock came to 2.0%.
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earlier. A significant part of foreign currency loans
is accounted for by the international loan package
which we first applied for in 2008. In the frame of
this type of debt the State Debt Management Cent-
re registered foreign currency loan stocks of HUF
2.2 trillion from the International Monetary Fund
and HUF 1.1 trillion from the European Union at
the end of 2011. (In addition, although the value
of similar liabilities to three other international
financial organisations was HUF 975 billion at the
end of 2011, this debt does not make part of the
international loan package.) The dominant part of
the HUF debt was made up of government securities,
the stock of which at the end of 2011, amounting to
HUF 9.8 trillion, was 6% less than one year earlier.
In total, considering HUF and foreign currency
debts together, government securities — even in spite
of large amounts of foreign currency borrowings —
play an essentially more important role in financing
the debt than loans do: their ratio was practically 3:1
at the end of 2011 (75.4% and 24.6%, respectively).

In 2011, as an effect of transfer of wealth of private
pension funds, Maastricht criterion on general
government debt was met

According to data reported to the European Union
under the excessive deficit procedure (EDP), the
surplus of the general government was HUF 1,205
billion in 2011, which is equal to a surplus of 4.3% of
GDP. The value of wealth transferred from private
pension funds and other related revenues amounted
to HUF 2,722 billion in 2011. Without this item
of revenue the general government had a deficit
of HUF 1,517 billion, which is equivalent with
5.4% of GDP. According to data calculated for the
excessive deficit procedure the deficit of the general
government had represented 3.7-4.6% of gross
domestic product between 2008 and 2010, and the
most favourable proportion was recorded for 2008.
Without revenues from private pension funds the
general government deficit increased by HUF 392
billion or by 1.2 percentage points as a proportion of
GDP compared to 2010.

At the end of 2011 the debt of the government
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sector was 80.6% of GDP, which was 0.8 percentage
point lower than one year earlier and by the same
extent higher than two years earlier. The debt
was considerably — 8 percentage points — higher
compared to what was generated by the end of 2008.

Looking at the European Union as a whole the
general government deficit represented 4.5% of GDP
in 2011, a 2.0 percentage point lower rate than in the
preceding year. The decrease of the deficit mainly
resulted from the one-and-a-half-percentage-point
fall of expenditures as a proportion of GDP, but
the rise of revenues also contributed slightly — by
half a percentage point — to the improvement of the
balance. The debt stock represented 82.5% of GDP
at the end of the year, significantly exceeding the
threshold value of 60%. The debt grew in 2011, too,
the rate of increase (2.5 percentage points), however,
decreased further, similarly to the preceding year.
(The debt stock rose by 12 percentage points in
2009 and by 5 percentage points in 2010.)

Out of the member states of the European
Union, the 3% requirement on the rate of general
government deficit was not met in 17 member states
in 2011, 5 fewer than one year before. Among the
large member states Germany had the most balanced
general government, where the deficit was only 1%.
The deficit was 3.9% in Italy, 5.2% in France and
8.3% in the United Kingdom, but it was lower in
each large member state than one year earlier. In case
of some member states in the euro area the general
government deficit was several times higher even
in 2011 than the threshold value (Ireland, Greece,
Spain), but the deficit decreased in their case as well.

The criterion on the level of government debt
was met in 13 member states in 2011, while in 14 it
was not. Out of the member states the lowest level
of government debt was registered in Estonia (6%),
while the highest in Greece (165%). In addition to
Greece the amount of debt exceeded that of the
gross domestic product — in a descending order — in
Italy, Ireland and Portugal. Among the large member
states Germany is in the most favourable position in
respect of this criterion, too, for its debt was equivalent
to 81% of its GDP, while the corresponding figures
were 86% in France and the United Kingdom and




4. PERFORMANCE OF
BRANCHES

* In 2011 agriculture and external trade were the most important driving
forces of Hungary’s economy. The performance of branches producing
first of all for external markets rose, while that of branches relying on
domestic demand typically decreased. Out of the export-oriented divisions
of industry the manufacture of basic pharmaceutical products and
pharmaceutical preparations and the manufacture of transport equipment
started to grow rapidly. In harmony with low internal consumption,
however, the value added by the services sector declined, within which the
highest fall was registered in the area of financial and insurance activities.
The growth of agriculture was owing to the especially high rate of increase
of the value added by crop production.

* Atthe end 0f 2011 the number of registered enterprises was 1 million
790 thousand, almost two-thirds of which were represented by sole
proprietors. 99.9% of enterprises in Hungary are small- and medium-
sized enterprises, and the proportion of large enterprises, employing
at least 250 persons, is only 0.1%. Nevertheless, almost three-tenths of
employed people work at large enterprises, which in total produce nearly

the half of total value added.

* The expenditures of research and development — which in Hungary are
recorded mostly in industry — represented slightly less than 1.2% of GDP in
2010, and their level was higher than in the previous year. Enterprises have
an increasingly important role in financing R&D activities — in compliance
with the Lisbon Strategy — in Hungary too, but that proportion is lower
at the moment than the EU-average. In addition to the growth in the
number of research and development units the concentration of human
resources was also observed in the sector in the last few years.

* 2011 proved to be remarkably prosperous for agriculture: it contributed
to the production of GDP by 4.6%, which has been the highest share since
the turn of the millennium. Because of the decline of livestock, lasting for
for years, crop production remained the branch considered as a driving
engine, its proportion is especially high in EU comparison as well.

* In industrial production in Hungary besides sectoral concentration
there is regional concentration, too. Although the crisis continued to
have its impact on the sector, the output increased by 5.4% in 2011. The
driving force of industry was represented by export sales in 2011 as well,
which — in spite of decelerating sales on external markets during the
year — rose by 7.6%, while domestic sales were 5.1% lower than in 2010.
Among the export-oriented subsections of industry the manufacture
of basic pharmaceutical products and pharmaceutical preparations and
machinery branches started to grow rapidly. A very substantial surplus is
generated related to external trade in transport equipment — the dominant
part of which is transacted with Germany — year by year, which may be
enhanced by large investments made in the manufacture of transport
equipment in the recent past.

Domestic
environment for
enterprises

Research and
development

Agriculture

Industry



Construction

Transport, traffic

Telecommunications,
internet

Retail trade

Tourism, catering

* The decline of the output of construction in Hungary, lasting since
2006, continued in 2011, too: the volume of output was 7.8% lower than
in the previous year. The demand of businesses and households remained
at a low, this section of industry continued to be supplied with work
predominantly by state orders.

* In parallel with the expansion of international transport, goods tran-
sport performance — primarily as a result of longer transport distances —
also increased slightly in 2011. However, the slight growth in the past
two years could not offset the former decline of performance in any mode
of transport. The increase of the performance of inter-urban passenger
transport was also due to the expansion of international transport, while
urban passenger transport remained at the level of the previous year.

* As aresult of innovations in information technology the use of mobile
internet is more and more widespread in Hungary, too: data traffic expanded
dynamically, by some one-third over a year. Mobile internet subscriptions
account for the half of the total — more than 4.3 million subscriptions. It
was first of all due to the spread of this mode of connection that the number
of internet subscriptions reached a growth of nearly 30%, though household
access to the internet is still considered low in comparison with the EU.

* Inline with the trend of household consumption, retail trade turnover
in 2011 also remained at a level near that in the previous year. Sales over
the year were slightly higher in the majority of the months than in the
corresponding period of 2010. In respect of the structure of turnover
the proportion of food and motor vehicle fuels increased continuously
— primarily as a consequence of price rises — in the last few years.

* The change of tourism and catering is influenced by both domestic
and international economic trends. International tourism at public accom-
modation establishments grew in 2011, while a slight decrease was observed
in the travel propensity of domestic tourists. As an aggregate effect of
these, the number of tourism nights registered by public accommodation
establishments diminished by 0.6%. The decline of the travel propensity of
domestic tourists is partly owing to growing fuel prices, since seven-tenths
of overnight visitors use a passenger car or a motorcycle for their trips.
Domestic catering turnover — principally because of low demand and the
transformation of the non-wage benefit system —went on decreasing as well.

Summary data
Denomination | 2009 | 2010 | 2011

R&D expenditures as a percentage of GDP 1.17 1.16 .
Volume index of agricultural output, previous year=100.0" 88.4 88.5 110.9
Volume index of industrial production, previous year=100.0 82.2 110.6 105.4
Industrial producer price index, previous year=100.0 104.9 104.5 104.2
Share of exports in industrial sales, % 49.3 53.0 55.1
Volume index of construction output, previous year=100.0 96.7 88.9 92.2
Transport performance index, previous year=100.0

goods transport by road” 99.0 95.3 102.3

inter-urban passenger transport? 95.7 101.1 102.8
Number of mobile phone subscriptions per hundred inhabitants ~ 117.8 120.3 117.3
Number of internet subscribers per hundred inhabitants 28.0 335 43.4
Volume index of retail trade turnover, previous year=100.0 94.7 97.9 100.2
Number of foreign visitor arrivals in Hungary, thousands 40,624 39,904 41,304
Number of tourism nights, thousands 56,364 55814 57,592

% At prices of preceding years. ” Based on freight tonne-kilometres. @ Based on passenger kilometres.
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Domestic environment for enterprises

The economic situation of a country is largely deter-
mined by the change of activities of business units.
In parallel with the changes of the legal environment,
the emergence of new organisational forms and the
inflow of foreign capital, the corporate structure of the
Hungarian economy was considerably restructured in
the past few years. The number of business units has
been on the rise for years in Hungary. The increase,
which can be considered as even, was followed by a
fast and large rise in the number of organisations in
2007, which was caused by the obligation for primary

producers to obtain a tax number.
Number of registered business units went on rising

Attheend of 2011 the number of registered business
units was 1 million 790 thousand, 2.7% more than
one year before. The rise in the number of registered
enterprises resulted from the 5.3% and 1.4% growths
in the number of business partnerships and sole
proprietors, respectively. As a consequence of a new
classification of legal forms from 1% January 2011,
some enterprises were reclassified to non-profit
organisations or other organisations. Within this
the most significant change was the reclassification
of condominiums (some 35 thousand items), which
led to the number of non-profit organisations rising
nearly one-and-a-half times higher. Households
which employed — as employers — employees doing
housework were reclassified to the group of other
organisations. This affected more than 1,200 sole
proprietors.

The choice from the different legal forms is
influenced by several factors, and the relevant legal
background is being altered continuously. Basic
aspects are the simplicity of foundation, the amount
of capital paid at foundation and the degree of
responsibility. The number of business partnerships
was 594 thousand at the end of 2011, 30 thousand
more than in the preceding year. The highest increase
continued to be recorded in case of limited liability
companies, accounting for two-thirds of business
partnerships: their number grew by 11% during one
year, within which it rose by leaps and bounds in
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the last month of the year. The soaring number of
registrations at the end of the year resulted from the
higher registration duty, raised from 1% March 2012,
and stricter regulations on company foundations.
Besides limited liability companies the number
of joint stock companies also rose considerably: it
was 6.1% higher at the end of the year than in the
previous year. The substantial expansion of these two
legal forms, lasting for years, is due to the changes of
regulations, in effect from 2007: the capital required
for their establishment was reduced considerably.
In parallel, the number of limited and unlimited
partnerships gradually decreased. The number of
sole proprietors was 1 million 57 thousand at the
end of 2011, 1.4% more than in 2010. Within this
the number of those with main and secondary
occupation rose, while the number of pensioners
— accounting for one-quarter of sole proprietors —
lessened compared to the preceding year.

Concerning the regional distribution of enter-
prises a significant change was observed in the
past few years, which was strengthened by the
introduction of the obligation for primary producers
to obtain a tax number. Business partnerships were
typically concentrated in Central Hungary, while the
distribution of sole proprietors was much more even.

The change of the economic structure and the
distribution of enterprises by principal activity were
both influenced by the changes of regulations in the
last few years. More than a quarter of enterprises
were in agriculture, a considerable part of which were
represented by sole proprietors, their number having
steeply increased in parallel to the introduction of
the obligation for primary producers to obtain a tax
number. Additional significant branches were real estate
activities (13%), wholesale and retail trade (12.6%) and
professional and scientific activities (10.4%).

An enterprise can be ceased in several ways, the
total number of cessations rose by 7.7% in 2011
after a decrease in 2010. This mainly stemmed from
the large number of cessations of sole proprietorships
listed in enterprise registrations. To close business
partnerships dissolution was chosen the most often,
the number of which grew considerably in 2011.
The rise of almost 80% was caused by the cessation
of several enterprises engaged in financial and
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insurance activities, which was closely related to the
distrust of households in financial institutes and the
depreciation of the exchange rate of the forint.

Only one in a thousand Hungarian enterprises is
a large enterprise

Micro-, small- and medium-sized enterprises
play an especially important role in the Hungarian
economy. Looking at enterprise structure the
proportion of micro-enterprises is very high in
most member states of the EU, including Hungary
(97.8%). All in all the majority, 99.9% of enterprises
are small- and medium-sized enterprises in Hun-
gary, while the proportion of large enterprises,
employing at least 250 persons, is only 0.1%
according to data estimated for 2010Y. Nonetheless,
almost three-tenths of employed persons work at
large enterprises, where nearly the half of the total
value added is produced. Enterprise density shows
significant regional disparities in Hungary, but on

the whole is higher than the EU average.
Research and development

The expenditures of research and development amo-
unted to a total HUF 310.2 billion in 2010, and were
3.7% higher at current prices than in the previous
year. This amount represents slightly less than 1.2% of
GDP, is below the EU average (2%), but is considered

relatively high among newly acceded countries.

Role of enterprises goes on strengthening in
financing R&D activities

Among the sources of national expenditures on
research and development the proportion financed
by enterprises grew in 2010 again, equalling 47%.
The strengthening role of enterprises in financing
R&D activities coincides with the aims of the
Lisbon Strategy. The share of R&D expenditures
financed by enterprises was 54% on average in the
EU in 2009 (the highest, around 70% in Luxem-
bourg, Finland and Germany).

Hunecary, 2011

Industry and services are the dominant sectors
in the research and development activities of the
enterprise sector. Hungary is one of the member
states where the bulk of R&D expenditures are
accounted in industry.

In the last few years the number of research and
developmentunits grew further, by a total 19% between
2005 and 2010 and at a considerably higher rate, by
85% within the enterprise sector. So the number of
research and development units of enterprises was 1,384
in total in 2010, which accounts for nearly the half of
all the organisational units performing R&D activities
(54% is represented by higher education institutions
and research institutes financed by the government).

Figure 4.1

Share of industry and services of
corporate R&D expenditures, 2009
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In the last three or four years the concentration
of human resources was observed: the growth in the

Y Source: European Commission, Enterprise and Industry portal: SBA Fact Sheet — Hungary, 2010/2011.
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number of research units was lower than the increase
in the number of staff — including researchers —
working there. As a result, staff per R&D unit and
the number of researchers per R&D unit increased.
This is shown both by actual and calculated? staff
numbers. All in all, 19 thousand persons and within
that more than 12 thousand researchers worked
(actual staff number) in the enterprise sector of R&D.

Figure 4.2

Number of R&D units of enterprises
and actual staff number per R&D unit
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In total R&D sector indicators on the qualifi-
cations of people working in the area of research and
development slightly improved compared to 2005.
There was no substantial change definitely among
researchers (what is more, the share of those with
a doctoral degree even decreased somewhat), but
improvement was measured in the total staff number
and among women within that. 76% of employed
persons had a higher education degree, and 24% had
a scientific degree, too, in 2010. The human resources
management at enterprises also performing R&D
activities was more ‘economical’, the proportion of
people with higher education degree was 70% and of
those with a doctoral degree in addition only 7%, but
the proportion of those having a higher education
degree rose by 2 percentage points among them as
well over the examined 6 years.

In the field of research and development there are
conventionallylarge differences among the regions, the
dominance of the capital is clear. However, regarding
the R&D units of enterprises, this regional disparity

2 The calculated staff number is the full-time equivalent of the actual staff number.
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decreased from the middle of the past decade, and it
was especially the role of Western Transdanubia and
Southern Great Plain that became stronger.

Two-thirds of current R&D expenditures of
enterprises were spent on experimental development

The three categories of R&D activities are basic
research, applied research and experimental develop-
ment. In the opinion of the general public, experimental
development is conventionally related to enterprises,
while basic research to research institutes and the
R&D units of higher education. However, current
expenditures on experimental development — to the
detriment of either basic research or applied research —
represented an increasing proportion in the total R&D
sector. Nevertheless, applied research was enhanced
in the middle, while basic research, having a very low
share, at the end of the last decade in case of enterprises.

Table 4.1
Use of current R&D expenditures at R&D units
of enterprises
Distribution, %

Total current
Year e)fp fendltures, basic applied | experimental

billion HUF research research | development
2005 69.5 2.8 25.2 72.0
2006 84.7 1.3 30.0 68.7
2007 104.7 2.1 32.9 65.0
2008 118.1 2.4 324 65.2
2009 144.0 4.8 32.3 62.9
2010 162.7 3.8 29.6 66.6

The efficiency and effectiveness of the research
and development activities of enterprises’ R&D units
is mostly measured by the increase of the turnover or
profits of enterprises, while this sector is less active
in the area of scientific publications. It is mainly the
results achieved in basic research and applied research
that are issued in scientific publications, while
enterprises continue to be interested first of all in
experimental development, which can be converted
into revenue increment in business life. The number
of publications — concerning either Hungarian- or
foreign-language ones — is several times higher
in case of research institutes and also in higher
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education than in case of for-profit organisations. In
the enterprise sector the number of Hungarian- and
foreign-language articles per hundred researchers was
5.7 and 4, respectively, in 2010. This is not the case in
the field of patent activities, however. Enterprises are
considerably more active in respect of both domestic
and foreign applications than the other two sectors.

Agriculture

Outstanding results in agriculture in 2011

According to data of the system of national accounts
agriculture contributed to the production of gross
domestic product (GDP) by 4.6%in2011,ashare some
1.4 percentage points higher than in the previous year.
The branch had been unable to achieve such a high
share since the turn of the millennium, and its share
also grew in employment (4.9%) and investments
(5.6%). These proportions are also especially high, for
the role of agriculture in the national economy has
decreased almost continuously — since the change of
regime, and the turn of the millennium considering
a narrower period — in employment and in the
production of the gross value added by the national
economy. Even though the volume of gross value
added by the branch fell in 2010 compared to the
previous year, its role in the national economy already
grew slightly as an impact of the considerable price
rise of crops and horticultural products.

The number of persons employed in agriculture
went on decreasing in 2010 after a transitional
increase in 2009 (when because of the crisis agricul-
tural activity was a primary source of income for a
part of unemployed people). According to data of the
labour force survey of households 185.1 thousand
persons worked in agriculture, forestry and fishing
in 2011, 7.7% more than in the previous year, but
nearly one-third less than the employment at the
turn of the millennium.

The gross value added by agriculture rose signi-
ficantly in 2011, by 32% at the prices of the previous
year and by 59% at current prices according to figures
of the economic accounts for agriculture. The net entre-
preneurial income calculated from agricultural activity
was remarkably, 89% more than one year before.
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Figure 4.3

Share of agriculture of national economy
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Stagnating labour input, significant real income
growth

According to the annual work unit (AWU), the
indicator elaborated to measure the labour input
in agriculture, performing agricultural activities
absorbed as much time in 2011 as if 437 thousand
people had worked full-time all over the year,
nearly the same number as in the previous year, and
some 35% less than in 2000. Taking into account
the recommendation of the EU, salaried and non-
salaried labour can be distinguished. The value of
the quantity of work accounted as salaried labour
input corresponds to what is accounted in the
‘compensation of employees’ line in the economic
accounts for agriculture, while non-salaried labour
means agricultural work performed by household
members in private holdings. Non-salaried labour
accounted for a substantial share,some three-quarters
of total labour input in 2011. The considerable drop
(of some 40% since 2000) in the number of private
holdings was also reflected in the falling number of
people performing agricultural activities.

To compare the profitability of the different
countries the EU measures the efficiency of labour
input in agriculture with the index of real income
of the factors of production per annual work unit
(indicator A). According to preliminary data of the
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EU, the value of indicator ’A’ rose by an average of
6.9% in the member states as a whole, while in Hun-
gary it was up at a considerably higher rate than the
EU average, by nearly 50% in 2011.

Crop production remains the driving force

According to preliminary data of the economic
accounts for agriculture, the volume of agricultural
output was 10% higher, while its value at current
prices 29% more in 2011 than in the previous year,
which latter has been the highest rate of increase since
2000. The performance of the branch — depending
primarily on the yields of crops on arable land —
fluctuates strongly. Extreme weather conditions
— drought in 2002, 2003 and 2007, frost damage,
or extraordinary quantity of precipitation in 2010 —
lowered performance, while especially high yields were
observed in the years of abundant cereal production
(growths of 24%, 28% and 29% in 2004, 2008 and
2011, respectively). The volume of the output of crop
products rose by 17% in 2011 after a diminishment in
the preceding two years. The volume of production of
industrial crops and horticultural products increased
at a higher rate than the average (by 23% and 33%,
respectively) compared in both cases to an extremely
low base in the previous year. The output of cereals,
with the largest weight within crop products, grew
by 13% over one year. Because of the fall of livestock

R

the volume of production of live animals and animal
products had not reached the level of the previous year
since 2004, but went up slightly, by 1.5% in 2011. The
volume of production of live animals, representing the
larger proportion within this, increased by 2%, while
that of animal products did not change considerably.

Cereal harvest increased in Hungary and stagnated
in EU

Agricultural production is carried out on more
than the half, 57% of the area of Hungary, which
is especially high in the EU, while the 46% share
of arable land area is the second highest in the EU,
following Denmark. Crop production has an excess
weight in the structure of production because of the
decrease of livestock lasting for years: its share was
62% in 2011, based on output.

After the extraordinarily wet weather in 2010,
damaged or unsown arable land area decreased by
some 30% last year. On 67% of the utilised arable
land area (of 4.3 million hectares) cereals were sown.
Within this the proportion of the sown area of wheat
(25%) slightly decreased, while that of maize rose from
28% in the previous year to 31%. Out of industrial
crops the share of oilseeds gradually increased in the
last few years, while the sown area of sugar beet has
had a share of below 1% of total sown area since 2007,
on account of an EU quota regulating production.

Table 4.2

Production of major crops

o 2009 2010 2011 positg,[,} of Hungry in
thousand tonnes st

Wheat 4,419 3,745 4,130 11
Maize 7,528 6,985 8,089 4
Barley 1,064 944 989 18
Sugar beet 737 819 771 15
Sunflower 1,256 970 1,368 4
Rape and turnip rape 579 531 527

Potato 561 488 564 16
Vegetable 1,614 1,144 1,600 12
Fruit 884 766 542 9
Grape 550 295 482 8

 According to data of 2010.
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13.8 million tonnes of cereals were harvested in
2011, 12% (1.5 million tonnes) more than in the
previous year. Within this the production of 8.1
million tonnes of maize was an improvement after
weaker yields in the preceding two years. 10% more
wheat was harvested than in the previous year, while
out of oilseeds it was the production of sunflower
that increased significantly.

According to preliminary data, 281 million tonnes
of cereals were produced in the member states of the
EU, nearly the same quantity as in the previous year,
of which the share of Hungary was 5%.

Production decreased in Germany, the United
Kingdom, Italy and Poland, while it grew in Spain
and Romania, each with a significant weight
regarding the production of cereals. Hungary
accounted for nearly 15% of maize and nearly one-
fiftth of sunflower production in the EU, while its
share of wheat, barley as well as rape and turnip rape
production was only a few per cent.

As a consequence of extreme weather in the last
few years, substantial fluctuations were observed in
production. Years of drought were followed by wet
weather in 2010, while 2011 brought extraordinary
drought again. Nonetheless, the yields of cereals,
sunflower as well as rape and turnip rape were all

favourable.
Figure 4.4

Yields
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The intensity of production of major crops (their
production per hundred hectares of arable land area)

differs significantly by regions. In 2011 the largest

3 Source: Press office of the Ministry of Rural Development: A VM valédi déntéseket hoz a sertéstartok érdekében (MRD makes real decisions in the interest of pi;

keepers). 30" March 2011.
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quantities of wheat were produced in Western
Transdanubia, where it was produced on 26% of the
arable land area, while the lowest value was recorded
in Northern Great Plain. Concerning maize the
substantial difference between Southern Transdanubia
and Northern Hungary was due to its respective
shares of 46% and 14% in the pattern of sowing in
these regions. The higher intensity of sunflower in
Northern Hungary and of rape and turnip rape in
Western Transdanubia also resulted from the pattern
of sowing, depending on climatic conditions.

More cattle, pig numbers at low level, poultry stock
decreases

Based on the data of the survey conducted on 1*
December 2011, the livestock of cattle slightly grew,
while that of pigs and sheep continued to decrease.
As for poultry, holdings kept a larger stock only in
case of domestic fowl than one year earlier.

The number of cattle declined considerably in
the last two decades, and it has been below 700
thousand since 2009. Over one year their number
did not change substantially in case of business
units, holding two-thirds of the stock, while it grew
by 15 thousand in private holdings. In 2011 there
were 467 and 12 cattle per holding in case of busi-
ness units and private holdings, respectively.

Following the trend in the last few years the pig
stock went on decreasing, thus it was 137 thousand
lower than one year earlier and already hardly sur-
passed 3 million. Pig farming in households,in majority
back at the beginning of the 1990s, has been losing
ground year by year because of high fodder prices. In
the past 10 years the stock decreased significantly in
private holdings, and it went below 1 million in 2009.
In 2011, however, their number grew slightly, by 27
thousand. 71% of the pig stock was held by business
units, their stock was down by 164 thousand during
the last year. The funds of some HUF 272.5 billion to
be allocated between 2007 and 2013 in the frame of
the 'New Hungary Rural Development Programme’
for the modernisation of premises for animal keeping?
can be a breakthrough to make pig industry profitable.
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Livestock per hundred hectares of arable land
increased for poultry, while it did not change
considerably in case of cattle and pigs in 2011. As for
the intensity of animal keeping, the most cattle were
held in Central Hungary (21), the highest intensity
level of pigs was measured in Northern Great Plain
(92), while one and a half times more poultry were
held per arable land in Central Transdanubia than
the national average of nearly 1,000 heads.

Price level rise of agricultural products remains

significant

After an increase of 17% in 2010 the producer price
level of agricultural products grew by 19% in 2011,
but it failed to reach the growth of 22% in 2007, the
highest in the last decade. Considering a longer period
— despite annual fluctuations — the price level increases.
The strong fluctuation in the price level of crops and
horticultural products was caused mainly by the price
movement of cereals as well as grape and fruits. In
2010 producer prices grew substantially as an impact
of high demand for cereals on the global market as
well as weak domestic yields, while high demand on
domestic and external markets and the depreciation of
the forint kept them at a high level in 2011.

Figure 4.5
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Out of crop products the price level of oilseeds rose
at a higher rate than in the previous year, while that
of vegetables and potatoes decreased significantly.
After a moderate rise in 2010 the producer price of
live animals and animal products was up by 15% last
year. As an effect of higher foreign demand, 42%
more was paid to producers for cattle for slaughter
among live animals than one year before. Concerning
animal products the price of milk has been rising al-
most continuously for two years, at an annual level
the increase of 14% in 2010 was followed by a price
rise of 20% last year. The price rise of 41% in the price
of fresh eggs in December 2011 (compared to Dec-
ember of the previous year) — which was the effect of
stricter EU regulations on chicken keeping —led to an
increase of one and a half per cent in 2011 as a whole.

The input price level of agriculture was 4.4% and
13% higher in 2010 and 2011, respectively, than in
the previous year. Considerable rises were recorded in
the price of fertilizers as well as animal feedingstufts
in addition to energy. The terms of trade, calculated
as the quotient of agricultural producer prices and
agricultural input prices, improved in the last two
years, since producer prices rose at 12% and 5.7%

higher rates in 2010 and 2011, respectively.

Surplus on external trade in food, beverages and
tobacco growing year by year

A substantial fall was registered in external trade
of food, beverages and tobacco following EU
accession. As an effect of imports flowing in from
EU countries, a surplus of only HUF 181 billion was
generated in 2005, considerably lower than formerly.
The external trade surplus of this main commodity
group was already significantly higher in the last
five years than the former values; in 2011 it grew
by nearly one-quarter compared to the previous year
and more than two-and-a-half-fold compared to
2004. The growth mostly resulted from the export
surplus of crop products, and within them cereals
and cereal preparations. Out of live animals and
animal products the export surplus of meat and
meat preparations was the most substantial, while in
case of dairy products and birds’ eggs — similarly to
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2010 — imports exceeded exports. Our highest ex-
port surplus came from our trade with Romania and
Slovakia, while nearly three-quarters of our import
surplus continued to be generated in our trade with
Poland and the Netherlands. As a large quantity of
sugar was imported from Brazil, it was ranked in the
third position among partner countries.

Nearly 26% of the exports of this main commo-
dity group were constituted by cereals and cereal
preparations, a further 20% by meat and meat
preparations, but the exports of vegetables and
fruit represented a considerable proportion, too.
Compared to the previous year the value of exports
was up in case of all products, and that of tobacco
and tobacco manufactures to the highest extent, by
68%. More than four-fifths of exports including
agricultural crude materials were to 15 (of which 11
EU) countries. Germany is in the first place, followed
by Slovakia and Romania.

The value of imports was the highest in case of
meat and meat preparations, but significant values
were represented by the imports of vegetables
and fruit as well as dairy products and birds’ eggs.
Compared to the value of imports in 2010 the imports
of cereals and cereal preparations grew by a third, and
within the main commodity group only the import
value of live animals was (16%) lower than in the
preceding year. 21% of imports came from Germany,
which, if extended with the figures of another 12 EU

countries, accounted for 88% of imports.

Figure 4.6
External trade of main groups of food, 2011
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Industry

The Hungarian industrial output is characterized
by sectoral, regional and corporate concentration:
the manufacture of machinery subsections have
a nearly 50% proportion of the output, Central
Hungary and Central Transdanubia accounting for
nearly the half of production, with large companies
contributing with approximately 70% to total
production. In addition to this, sector performance
has been supported by significant exports for years.
In 2011, export sales accounted for more than a
half of the industrial output, within this, 70% of
the manufacturing output was exported. The global
economic crisis continues to make its presence felt:
the rise of external demand decelerated and the
domestic one was not able to reach the level of the
previous year after the crisis.

Hungarian industry was mainly boosted by
the German boom

The European Union is the most important mar-
ket for our industrial products — its economic state
and performance practically determines Hungarian
industrial exports. The EU saw, according to
working-day-adjusted data, a 6.8% growth in the
volume of industrial output in 2010, and the rate of
growth slowed down to 3.3% year on year in 2011.
The average of the 27 member states had a gradual
slowdown in output volume during the year. In
2010, German industry, which plays an outstanding
role from the point of view of Hungary, showed
an over one-tenth rise in output compared to the
previous year, while in 2011, a slowdown took place
and a 7.5% increase occurred in the output. In 2011,
the performance of the booming German industry
already reached the pre-crisis level of 2007, while
that of Hungary remained below that.

Of the Visegrad countries, the Polish industry was
less impacted by the crisis, here and in Slovakia the
industrial output exceeded the pre-crisis level already
in 2010 with an ongoing dynamic increase in 2011 as
well. The industry of the Czech Republic managed to

reach the pre-crisis level in 2011.
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Figure 4.7
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Export sales continued to be the driving force for
Hungarian industry in 2011

In 2011, the Hungarian industry — after the 18%
fall in 2009, meaning the low during the crisis and
a 10.6% expansion in 2010 — increased by 5.4% year
on year in gross output. While quarter 1 saw an
over one-tenth (12.6%) rise in production, quarter 2
presented a sharp slowdown in pace and an around
3% expansion was observed in quarters 2 and 3. Base-
period processes as well as a significant slackening
in export sales played a role in this deceleration.
Considering sales directions, the intra-year rate
of export sales growth slowed down to an annual
7.6%, while domestic sales continued to slump, as
in the previous years, with a 5.1% drop in volume
compared to the previous year.

In 2011, out of industrial sections, manu-
facturing accounted for about 93% of the output.
The proportion of electricity, gas, steam and air
conditioning supply was down from 7.3% to 6.9%
in output, while that of mining and quarrying,
representing a small weight, remained unchanged
compared to the previous year (0.4%).

Along with the post-crisis boom in industrial
production, the proportion of export sales started to
grow again: in 2010 and 2011 exports accounted for
53% and over 55% of all industrial sales, respectively.

e .

The significance of export sales continues to be
definitively higher — with a proportion of over nine-
tenths —in the export-oriented machinery subsections.

Figure 4.8
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In terms of output, exports continue to account
for more than nine-tenths of the manufacture of
transport equipment, having the greatest proportion
of industrial output, as well as of the manufacture of
computer, electronic and optical products. The out-
put volume of the latter, after a remarkable rise in the
first three months, turned into a fall, altogether having
decreased by 5.4% annually; however, the manufacture
of transport equipment, except for four months, saw
a double-digit growth resulting in an annual rise of
nearly 12%. Of subsections with a more domestic
demand-based background, the manufacture of food
products, beverages and tobacco products, account-
ing for the third greatest proportion, but showing
an almost continuous 20-year decline in output,
increased by 2.5% in output, due to an expansion in
export sales, while domestic demand was 3.3% below
the low level a year before. In 2011, the manufacture
of basic metals and fabricated metal products, except
machinery and equipment, of a medium weight,
which had suffered the sharpest downturn during the
economic crisis, increased practically at the same rate
(12.9%) in output as in the previous year. Of smaller
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subsections the manufacture of textiles, wearing
apparel, leather and related products augmented by
around 24% in volume in 2011 after the 2.6% drop in
2010. A significant expansion of 9.2% was also seen
in the manufacture of pharmaceuticals, medicinal

Figure 4.9
Trend in industrial output and sales
(monthly average of 2005 = 100%)
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chemicals and botanical products, while a 1.9% and a
2.6% drop was seen in the manufacture of coke and
refined petroleum products and in the manufacture
of wood and paper products, and printing, with small
weight, respectively.

In 2011 only four branches succeeded in exceeding
the pre-crisis level of 2007, of which the manufacture
of machinery and equipment n.e.c. doubled, also as a
result of reclassification in the companies belonging
here between subsections, while the manufacture of

150 pharmaceuticals, medicinal chemicals and botanical
140 products as well as other manufacturing expanded
130 .
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Table 4.3
Structure of industrial production, 2011
Output volume Proportion
?.:w;e ) of export
Subsection | rom Pprevious 2007 = | sales from
industrial year = beecti
output, % 100.0 100.0 subsection
? g sales, %
Mining 0.4 116.1 108.7 10.0
Manufacturing 92.7 105.8 96.0 70.5
Manufacture of food products, beverages and tobacco products 10.0 102.5 93.0 341
Manufacture of textiles, wearing apparel, leather and related products 1.4 124.4 82.3 82.1
Manufacture of wood and paper products, and printing 3.0 97.4 103.9 44.6
Manufacture of coke and refined petroleum products 7.9 98.1 87.3 29.4
Manufacture of chemicals and chemical products 5.0 107.7 96.5 54.7
Manufacture of pharmaceuticals, medicinal chemicals and botanical products 3.0 109.2 124.3 82.7
Manufacture of rubber and plastic products, and other non-metallic mineral products 6.7 109.4 93.1 59.3
Manufacture of basic metals and fabricated metal products, except machinery and equipment 6.9 112.9 78.8 60.7
Manufacture of computer, electronic and optical products 17.2 94.6 96.3 94.4
Manufacture of electrical equipment 3.8 89.1 58.8 85.1
Manufacture of machinery and equipment n.e.c. 7.4 144.1 210.1 87.6
Manufacture of transport equipment 18.0 111.8 94.5 92.2
Other manufacturing, and repair and installation of machinery and equipment 2.3 103.8 124.4 49.8
Electricity, gas, steam and air conditioning supply 6.9 98.9 92.4 8.4
Total industrial output 100.0 105.4 95.9 55.1
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FOOD INDUSTRY IN MORE DETAIL

The manufacture of food products, beverages and tobacco products has had a long-established global
strategic importance: this is the number 1 section in EU’s manufacturing and the largest employer. At
the same time spatial and ecological limits can be seen against an outstanding boost in food demand.
The overproduction of the last decades and the free movement of goods more and more necessitate
the security of food supply and of the identification of food safety issues. Countries with comparative
advantages in the area of food production — e.g. Hungary — are interested in utilizing this in the most
effective way. Hungarian food production has outstanding assets, thus — via regaining and enhancing
its former competitiveness — it can contribute to the development of the whole economy.

Hungary’s food industry — despite its strategic importance — has continued to decline in proportion
of industrial output since the change of regime: in the early 1990s it accounted for 23% of the
gross industrial output and for 17% of employees. In 2000, these figures shrank to 14% and 15%,
respectively; in 2011 this manufacturing subsection gave one-tenth of industrial output and 14%
of employees. On the one hand, domestic food industry is the central element of the food supply
chain, on the other hand, it purchases two-thirds of the agricultural output for further processing.
In 2011, food industry employed directly approximately 96 thousand people, and indirectly nearly
75 thousand people in agriculture. Despite its strategic importance, Hungarian food industry has
been in a serious crisis for years: it was unable to utilize the possibilities related to EU accession
and partly as a result of this it saw a decline in its subcontractor position. Domestic demand has
undergone a year on year decline since 2003, so by 2011 a reduction of one-third was seen in the
volume of domestic sales in comparison with the period of the change of regime. Export sales of
the manufacture of food products, beverages and tobacco products, of a small weight, have had a
nearly uninterrupted rise in volume since the turn of the millennium, resulting in a growth of over
one-fifth in 2011 compared with the level at the time of the change of regime. All in all, Hungarian
food industry has shown a decline in profitability for years.”

Figure 4.10

Output and sales of the manufacture of food products, beverages and tobacco products
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of 28%, having decreased by 3 percentage points by The number of employees went up by over
2010.In2011,job creation and preservation measures, 19 thousand, resulting in — among enterprises
incentives and especially the newly increasing export-  with at least 5 persons — a 3.4% staff expansion.
driven production resulted in a moderate growth in 2011 saw a 1.9% rise in productivity year on year. A
this branch. rise in productivity was seen in the manufacture of

Hungarian food industry), retrieved from the website of the Hungarian government.
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textiles, wearing apparel, leather and related products,
in the manufacture of machinery and equipment
n.e.c.and in mining and quarrying; at the same time a
decrease was observed in the manufacture of computer,
electronic and optical products, in the manufacture of
chemicals and chemical products, in the manufacture
of coke and refined petroleum products, in the
manufacture of wood and paper products, and print-
ing as well as in other manufacturing, and repair and
installation of machinery and equipment.

Changes in new orders continue to be determined
by export demand. Manufacturing branches, of
which not all are surveyed, had more total orders
in 2011 than a year before except for three months;
December had a 4.2% rise year on year. Export
orders accounted for over nine-tenths of the year-end
stock of orders, a 19% annual rise, while the stock of
domestic orders declined by a year on year total of 9%.

Large enterprises remain the major factors in
the performance of Hungarian industry, having
accounted for about 70% of the output in 2011.
Enterprises with at least 250 employees continue
to produce mainly for export markets, in 2011 more
than eight-tenths of export sales were generated here.
2011 saw an average growth of 4.2% in the output of
large enterprises, their production was chiefly focused
in Central Hungary, Central Transdanubia, as well as
Western Transdanubia. Medium-sized enterprises
showed a fluctuating output in 2011 with an annual
rise of 7.3% along with a 15% increase in export sales
and a 20% fall in domestic sales. Small enterprises
with 5-49 employees had an 11% expansion in out-
put compared to the previous year. Growth resulted

Hunecary, 2011

exclusively from a 15% expansion in domestic sales,
since their export sales were lower than in 2010.

Central Hungary, Central Transdanubia and
Western Transdanubia continued to account for
over three-fifths of the value of gross industrial
output, which mainly results from the concentrated
presence of large enterprises. In 2011 all regions
saw an increase in production volume with a two-
digit growth in Western Transdanubia (12.8%) and
Northern Hungary (10.5%).

Industrial prices increased mainly as a result of a
price rise in domestic sales

The growth rate of industrial producer prices has
been showing a decline in tendency since 2008: the
prices increased by 4.9%, 4.5% and 4.2% year on
year in 2009, 2010 and 2011, respectively. In 2009,
growth mainly resulted from export sales prices, in
2010-2011 from domestic sales prices. Domestic
sales prices — despite a fall in demand — went up
by 7.3% in 2010 and 6.2% in 2011 compared to the
previous year. In 2010, the price rise was mainly
influenced — inter alia — by the prices having risen
in the manufacture of coke and refined petroleum
products, in the manufacture of chemicals and
chemical products as well as in the manufacture of
basic metals and fabricated metal products, except
machinery and equipment, each representing a
significant weight in domestic sales. In addition to
this, in 2011, a significant increase (8.0%) in the
producer prices of the manufacture of food products,
beverages and tobacco products, having a large

TENDENCIES IN THE MANUFACTURE OF TRANSPORT EQUIPMENT

In Hungary, the manufacture of transport equipment had a production value of HUF 4,087 billion in
2011, the largest out of the subsections of manufacturing. The manufacture of transport equipment,
as a result of the global economic crisis, showed a significant decrease in output in 2009, a 29%
slump in volume. Along with this, the manufacture of transport equipment also saw a considerable
fall in the number of employees: this subsection had a staff number of 86 thousand in 2008, which
was downsized to 67 thousand in 2009. 2010 and the subsequent year saw a strong increase in
output, nonetheless, the level of 2011 was 6.4% lower than three years earlier (there was a smaller
fall of 3.3% in manufacturing as a whole). The number of employees in this industrial subsection
showed only slight increases in 2010 and 2011, so the rise in output can be ascribed to an increase
in productivity. The rise in productivity resulted in the increase of real wages in this subsection.
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weight, also contributed to this price level increase.
Compared with the base year of 2005, domestic sales
prices went up by nearly one half (48.6%). Export
sales prices — after the 1.9% rise in 2010 — increased
by 2.8% in 2011 due to the weakening forint.

In 2010, the manufacture of transport equipment generated a gross value added of HUF 705
billion. In the same year the annual gross value added per employee was HUF 10.4 million, nearly
one-quarter higher than the average in manufacturing. Thus the productivity of the manufacture of
transport equipment was higher than the average of manufacturing, which was reflected in incomes:
in 2011, the monthly average gross earnings amounted to HUF 251,900 in the manufacture of
transport equipment, 18% higher than in the whole of manufacturing and in the national economy.

Year by year, a highly significant surplus is generated in external trade related to the manufacture
of transport equipment; in 2011 it amounted to HUF 2,078 billion. At the same time, exports
totalled HUF 3,781 billion. When comparing it with the value of industrial output we can state
that external markets account for the overwhelming majority of over nine-tenths of the output. A
significant part of our manufacture of transport equipment trade is transacted with Germany, which
accounted for 45% and 48% of our exports and imports, respectively, in 2011.

In 2011, HUF 415 billion was invested in the manufacture of transport equipment by various
enterprises, a 2.2-fold expansion on four years earlier at constant prices. This significant growth
is backed up by recently implemented green-field investments and expansions of major vehicle
companies (Audi, Opel, Mercedes-Benz).

Retail sales of motor vehicles, parts and accessories saw an unfavourable change in the past years.
2009 had an over 40% fall in sales, which kept slackening in 2010 and 2011 in spite of the low base.
In 2011, sales stood at only 44% of those in the mid-2000s. The reduction resulted from credit
conditions becoming tighter and more expensive, from imports becoming expensive due to the
weak forint as well as from the impact of austerity measures.

as mining investments. However, construction was
not able to recover from the crisis in a number of
countries. Compared with Hungary, only Spain saw
a sharper reduction with an over 50% fall in volume
from 2005 on. Germany and Poland were the least

affected by the crisis, the latter having been the most

Construction successful with an 86% rise in output over the past
6 years.
Construction output in Hungary has been Figure 4.11
diminishing since 2006 Volume of construction output in
the Visegrad countries
In 2011, output was 7.8% lower in volume than a (2005=100%)
year earlier and stood at less than two-thirds of that o
in 2005. 200
The economic crisis — based on non-full-scale and | 180 ~
preliminary data — exerted a tangible effect on the | 160 /
construction output in the most of the EU countries. | 140 /

In 2010, most of them saw an ongoing tightening
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power plant development, road construction as well
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Construction performances are determined by
state, corporate and household demand. As a result
of the economic crisis, the orders of private enter-
prises fell to a low or disappeared (building of office
and commercial facilities). In 2011, dwelling con-
struction tumbled to a 20-year low as a result of a
5-year correction. Mainly the state provides orders
for the section. 2011 had an increase only in the area
of road and railway construction.

Despite the low base, 2011 saw a 7.8% drop in output

In 2011, in our country, construction had HUF
1,688 billion of gross output value, out of which
building construction and civil engineering works
accounted for 52% and 48%, respectively. Output
declined by 7.8% over the year compared with the
low base a year earlier.

In 2008-2009, the output of the main groups of
constructions changed in opposite directions: the
construction of buildings lessened, while that of civil
engineering works augmented mainly as a result of
major state investments. In 2010, both main groups
of constructions had already decreased year on year,
the volume of construction of buildings and that of
civil engineering works having declined by 5.5% and
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15.5%, respectively. This tendency continued in 2011,
the construction of buildings went on falling by more
than 11%, inter alia as a result of a drastic slump in
dwelling construction. The volume of construction
of civil engineering works, as a result of the output of
enterprises in the road and railways subsection and the
very low base, saw a smaller year-on-year drop of 3.8%.

Figure 4.12

Volume of construction output by main groups of
construction
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ErrecT oF THE UEFA EUrROPEAN FOoOTBALL CHAMPIONSHIP ON THE POLISH
CONSTRUCTION INDUSTRY

In June 2012, the European football-championship was hosted by Poland and Ukraine. The catching
up of the country in terms of sport facilities and infrastructure was a precondition to this. In Poland,
the construction of a number of motorways, road junctures, flyovers and bridges has started with
EU co-financing to ensure, among other things, conditions for motor vehicle transit transport,
access to sea ports and in this way the development of the region. The country is to receive EUR
67 billion from the EU budget of 2007-2013. Using this, four Polish stadiums have already been
built by Polish construction companies. These are complex facilities suitable to serve as premises for
other events as well. Motorway construction is somewhat slower than this.

The economic crisis has not resulted in a downturn in Poland, in 2011 the GDP and the industry
grew by over 4% and 8.7%, respectively, which was outstanding not only in the Central European
region but in the whole of Europe. Despite this, Poland negotiated a Precautionary Credit Line
with the IMF at first in 2009, then in 2010, however, the sum of EUR 30 billion was not used. The
export dependency of Poland is not as high as that of Hungary, so negative external factors hinder

less the economy.s)

R Sourfe Csontos Zsuzsanna Peldaerteku a lengyel valsigkezelés (The Pohsh crisis manacement is exemnlarv) February 24tl 2012, retrieved from Kitekinto.hu; Csédbe
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Table 4.4 In 2011, construction accounted for approximately

Volume of construction output by headquarter 4% (116 thousand) of employees in the national

(previous year = 100.0) economy, 2.6 percentage points below the previous

%)  year. This staff figure has been lower since 2009 than

Regions 2009 _ 2ol the level at the turn of the millennium.

Central Hungary 96.9 83.5 97.0 Along with a multi-year reduction in section

Central Transdanubia 83.7 89.2 89.9 performances, construction prices — according to

WeStemTranSdanum? 81 260 1 the construction producer price index measuring
Southern Transdanubia 90.7 116.5 80.7

Northern Hungary 934 936 705 changes in prices paid to the contractor by the

Northern Great Plain 83.7 96.3 103.7 builder — increased by 2.2% in 2011. Prices in the

Southern Great Plain 90.3 101.2 99.0 construction divisions of civil engineering and

Construction, total 95.7 89.6 92.2 specialised construction activities increased by 2.5%,

while the division of construction of buildings saw a
In 2011, new contracts worth HUF 1,267 billion  1.4% rise in prices.
were concluded in construction industry, nearly one-

Fi 4.13
fifth lower than in 2010. Though in December an 1gure
upswing took place in contracting activity, still, the Distribution of co?fstructnon (;l(l)tlplut by enterprise
whole year had a sharper fall (16.7%) in the volume of statl category,
new contracts than therate of declinein production. The 550

or more employees,
volume of contracts for building construction and for 11%
L. . . 10 or fewer
civil engineering works fell by one-fifth and 13%, employees,

. . 0
respectively, compared to the previous year. At the e

end of 2011 the stock of contracts of enterprises in

construction was 43% below the volume a year before. | 50-249
employees,

Construction enterprises accounted for over four- vA

fifths of the national construction output, and about
three-fifths within that has been produced by small
enterprises for years. By producers, the structure has
shown no change for years.

The number of employees in Hungarian
construction industry had gone on rising until 2006, 10-49 Sg;};loyees’
then it decreased or remained unchanged (2010).

DOWNSIDES OF CONSTRUCTION INDUSTRY

Constructionisamong the branches where the black and grey employment is awidespread phenomenon,
which, according to an earlier study, fundamentally can be related to dwelling construction. According
to this, the black and grey economy has two closely related areas, one of them is the area of un-invoiced
activities, the other one is employment with reported wages substantially lower than the real level,
which are mainly significant in the areas of household services. Thus un-invoiced payments probably
account for over 40% of revenues in this section. According to the calculations of this study, this non-
taxpaying employment accounts for around 20%, i.e. in case of an employment level of 300 thousand,
60 thousand unreported employees can be assumed.?

® Source: Kutas Janos: Dilemmik a fekete-sziirke gazdasag visszaszoritdsinak lehet6ségeirdl az épitsiparban (Dilemmas of options on repressing the black and grey
economy in the construction industry), In: Munkatigyi Szemle, 2005/1.
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Another highly serious problem for construction industry, lasting for years is the "vicious circle
of debts”, the principal reason for which is the weak bargaining position of main contractors, who
are pressed to work at low prices as a consequence of the small market and too few orders. Because
of the lack of capital, subcontractors are not paid out in many cases at the end of a transaction. The
lack of capital in the section that started some years ago partly results from minimal profit margins.
According to the latest published data of the National Federation of Hungarian Contractors,
the vicious circle of debts totalled an estimated HUF 400 billion at the end of 2011, which is
continuously recreated. The biggest problems for this section are constituted by the extremely bad
liquidity and profitability situation, the practice of unrealistic public procurement contract prices
as well as long-lasting business lawsuits. In 2011, around 4,300 construction enterprises were

liquidated, a 10% rise year on year.”

Transport, traffic

Goods transport performances increased slightly
along with the expansion of international transport

The national economy saw a double-digit growth
in 2004-2007 in goods transport performances
measured in freight-tonne kilometres, and the per-
formance in 2007 was up by two-thirds compared
with the level four years before. In 2008 and 2009,
a drop was seen in performance, the overwhelming
part of which occurred in 2009. 2010 and 2011 saw
slight increases of less than 1% each, as a result of
which the performance of 2011 was 5.5% lower than
in 2007. The slight growth of performance in 2011
resulted from an increase in haulage length, since
last year saw a drop (6.0%) again in the volume of
transported goods. At the same time the increase
of haulage length resulted in the expansion of
international transport, which accounted for three-
quarters of transport performances in 2011. (At the
same time, domestic transport was dominant in
volume: in 2011, domestic transport accounted for
169 million tonnes of goods, i.e. for 64% of all goods
transported.)

In 2011, out of the total performance of freight
transport, road transport accounted for 68%, rail
transport for 18%, pipeline transport for 11% and
inland water transport for the remaining part. In
2011, a 2.3% rise in performance occurred in road

transport (after a three-year decline). Rail transport
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Figure 4.14
Performance of goods transport in transport
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rose by the same figure, in this case a three-year
correction was also seen in performance between
2007 and 2009. These years entailed a significantly
higher drop in the performance of rail transport
than in that of road transport (24% and 6%,
respectively), as a result of which railways, which
are less appropriate for point-to-point transport,
but regarded as more environment-friendly, lost
ground compared with roads. The performance
of pipeline transport diminished by 0.7% in
2011 compared to the previous year, while water
transport had a 23% fall compared with the high
of 2010 of the last decade. All in all, the growth

of the past one or two years was not able to offset

2"June 2011,
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the earlier large-scale fall in case of any mode of
transport, and all of the four types of transport had
a lower performance in 2011 than in 2007.

A rise in air passenger traff ic enbanced performance
in interurban passenger transport

In 2007-2009, interurban passenger transport
declined in performance measured in passenger-
kilometres, the performance of 2009 was around
one-tenth below the level three years before;
however, growth rates of 1.1% and 2.8% were
reached in 2010 and 2011, respectively. In 2011,
coaches/buses, railways and airplanes accounted
tor 45%, 30% and around one-quarter of total per-
formance, respectively. The performance of coach/
bus transport oscillated during the recent years. In
2011, a 1.3% drop was measured. In 2011, railway
transport performances increased by 1.7% for
the first time since 2004 (the correction totalled
25% between 2004 and 2010). Performance in
air transport rose by 13% in 2011, a higher rate
of increase was seen in 2006 for the last time. Air
traffic performance was already on the rise in 2010,
however, as a consequence of the sharp negative
correction (20% as a whole) seen in 2008 and 2009,
last year’s performance was still 8% lower than that
of 2007. In 2011, passenger traffic at the Budapest
Liszt Ferenc Airport hit an all-time high with a
total of 8.9 million arrivals, an 8.9% rise year on
year. Germany, the United Kingdom, Italy and the
Netherlands were the most important relations in
the scheduled traffic of the airport.

Domestic and international transport accounted
for over seven-tenths and nearly three-tenths,
respectively, of interurban passenger transport, the
rise in total performance having resulted from an
expansion in international transport. The number of
interurban passengers in 2011 (664 million people)
was nearly the same as a year earlier, so the growth in
passenger-kilometres can be explained by a growth
in the average length of transport (the latter reaching
39 kilometres in 2011).

No significant year-on-year change (0.2%)
was seen in the number of those using local

e
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passenger transport services. This interrupted
the decline of 2006-2010, which resulted in a
17% drop in the number of passengers. 2011 saw
a small rise in the number of tram passengers and
a slight diminishment in that of bus and trolleybus
passengers. 55% of the passengers used bus, 22%
tram, 15% metro or underground and 5% trolleybus
while travelling in the area of the given settlement.
Between 2005 and 2011, each mode of transport
saw a drop in performance, buses showing the
sharpest fall (23%), while metro and undergro-
und the slightest one (7%). The average length of
transport was 3.7 kilometres in 2011. Considering
the number of passengers transported, the capital
accounted for 48% of local bus transport, for 73%
of local trolleybus transport and for 87% of local
tram transport.

Volume of the gradually aging passenger car stock has
been declining for years in Hungary

In the course of 2011, the number of passenger cars
registered for the first time in Hungary was about
76,470, a one-quarter rise year on year but only
nearly one-third of the average of the pre-crisis years
of 2003-2007. The registration of second-hand cars

played a major role in this growth compared to the
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previous year, the number of new cars (47,608) is
only 3.3% higher than in 2010. Opel and Volkswa-
gen were the major brands with nearly 9 thousand
newly registered cars. Suzuki was still slumping with
only 2.2 thousand newly registered cars, a 15% fall
compared to one year before. (This Japanese brand
had been the market leader in Hungary between
2005 and 2008 with an average annual registration
figure of nearly 32 thousand).

After 2009 and 2010, the number of the passen-
ger car stock decreased last year again and stood
at a year-end figure of 2 million 968 thousand,
16 thousand fewer than at the end of 2010 and
88 thousand below the all-time high of 2008. In
2011, Opel and Suzuki were the most widespread
brands, as in the previous years; the former’s stock
was 429 thousand, while the latter one’s 401
thousand. At the end of 2011, the average age of
the passenger car stock was 11.9 years, 0.6 year
higher than at the end of 2010. In the past ten
years, the stock was the youngest (10.3 years) in
2006 and 2007 and has been growing older since
then. In the past ten years, the average age was the
highest in 2011, due to which higher occurrence of
diseases related to emission of polluting material
can be anticipated.

Telecommunications, internet

In the past two to three years, innovations in
information technology, having changed phoning
and telephone use patterns, significantly determined
the development of the telecommunications sector.

Fewer fixed telephone lines and mobile phone
subscriptions

The number of fixed telephone lines continued to
decrease: 1.5% fewer fixed lines (2,890 thousand)
were in operation in 2011 than a year earlier.
Subscribers had fewer but longer calls compared with

Hunecary, 2011

mobile phoning. It mainly resulted from changes
in subscription conditions during the past years:
subscription packages, along with a drop in per-
minute charges, frequently include periods free of
charge and free calls in the network. Internet-based
communication channels (e.g. Skype) have also
become widespread over the past years®. More than
2 million people use VoIN options (Skype, MSN,
chat-lines etc.) in interpersonal communication in
Hungary.”

In 2011, the

subscriptions (11.7 million) also decreased year on

number of mobile phone
year (by 2.7%), however, the year-end number of
post-paid subscriptions was higher than that of pre-
paid subscriptions. This change can be attributed
to the fact that service providers increasingly
encourage customers to switch to a monthly post-
paid contract with no need to buy a new SIM card
when changing device. Data traffic via the mobile
network increased dynamically, by around one-third,
which is in connection with the spectacular spread
of mobile internet.

Use of mobile internet is expanding dynamically

In 2011, the number of internet subscriptions
continued to rise. At the end of 2011, there were more
than 4.3 million subscriptions, a nearly 30% growth
compared to the previous year. Unambiguously mobile
internet was the driving force behind this expansion.
In contrast to this, broadband cable TV and xDSL
subscriptions increased by hardly 5% in number.

still
concentrated: 9 enterprises accounted for 90% of
subscriptions. (At the end of 2011, the number of
internet service providers was 393). However, the

The market of internet services was

total increase of 4% in the turnover of internet ser-
vice providers was less than the rise in the number of
subscriptions, which can be explained by the sharp
competition characterized by ongoing promotions
and falling charges.

8 Source: Special Eurobarometer 362: E-Communications Household Survey, European Commission, 2011.

9 Source; National Media and Infocommunications Authority — Hungary: Téavkézlési szolgéltatdsok hasznalata a lakossagi felhasznalok kérében 2011 (The use of

telecommunications services among households, 2011), 2012.
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BACKDROP OF MOBILE INTERNET

Mobile internet penetration deepened significantly in Hungary as well in the past two years. A
number of technological innovations (development of smartphones, spread of tablets and other
similar mobile devices) played a beneficial role in this expansion, which was supported by an
increasing IT penetration in households. In 2011, 95% of households had a mobile phone, while
60% and 31% of them had a desk top computer and a laptop, respectively. Smartphone penetration
contributed to the spread of mobile internet, too: according to a survey'?, at the end of 2011, 15%
of mobile phones were smartphones, a 9 percentage point rise year on year. Nowadays over 1 million
people have been using a smartphone.

As a result of the development of mobile technology internet access has become unlimited in
space. The use of mobile internet is becoming more and more significant, the spread of which is
facilitated by faster data transmission solutions. In case of GPRS (2G, i.e. second generation mobile
phone technology) or a further-developed version of that the geographical coverage is over 90%
for each service provider'V. The second generation bandwidth is low for subscribers'?; only one
provider offered a significantly better 3G network with HSPA (High Speed Packet Access) standard.
However, it had a geographical coverage of only 23%. In this case the available downloading and
uploading speeds are 2,000 and 800 kbits/s, respectively. The fourth generation mobile technology
can be accessed in the area of Budapest since January 2012 (in case of one service provider'®). In
case of 4G/LTE the downloading and uploading speeds are 4,000 and 2,000 kbits/s, respectively'®.

The future development of mobile internet may be supported by the recent sales of frequency
bands. Each of the frequency blocks sold during the 900 MHz frequency auction of January
2012 and during the 26 GHz frequency auction of March 2012 allows service providers to create
developed broadband (e.g. 4G) systems as well as to increase the geographical coverage.

Figure 4.16  Household internet penetration is deepening but still

Number of internet subscriptions by access lagging behind the EU average

Million Despite a dynamic increase in access of households
5 to internet (which is reflected by subscription
4 figures) Hungary is considered to have a low internet
penetration rate in EU comparison. In 2011, 65% of
3 households had internet access at home, which was
2 8 percentage points lower than the EU average. By
1- the distribution of internet technologies, mobile in-
| ternet accounted for 16% of household subscriptions
2006 2007 2008 2009 2010 2011 in 2011. Around 240 thousand households had only

B Public switched network (via modem) + ISDN this type of internet access.
B .osL Household ICT penetration and e-commerce are
[ Cable TV in interaction with each other. In 2011, 13% of the
B Mobile internct population were regular e-shoppers (shopping this
B Other wireless way at least once in every three months). (In 2011,
[ Other 34% of EU residents took part in e-commerce.)

telecommunications services among households, 2011), 2012.

) Source: National Media and Infocommunications Authority — Hunga
2011), 2012

12) The speed guaranteed by the service provider for subscribers in 80% of cases.
3 Source: Magyar Telekom Nyrt.

19 As a general condition guaranteed by the contract.

: Mobilinternet-gyorsjelentés, 2011. december. (Mobile internet first release, December
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Internet sales accounted for 17% of the turnover
of domestic enterprises. Transactions implemented
via websites had only a 3% proportion. The low
consumption level of households hinders market
expansion, while the I'T development of e-commerce
participants and the growing popularity of internet

shopping support it.
Figure 4.17

Share of households with broadband internet access of
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Mobile connection is becoming more widespread in
the enterprise sector as well

In2011,ninein ten business sphere participants had
internet access, 87% of enterprises had broadband
internet access. Of the EU member states, Hunga-
ry was in the last third, but our backlog from the
EU average is smaller than in case of households.
Considering internet access, two-thirds and 38% of
enterprises had xDSL and mobile broadband inter-
net access, respectively.

Between 2007 and 2010, the proportion of
enterprises using online banking and financial as
well as administrative services rose continuously. In
2010, these shares were 88% and 80%,' respectively.
One in five enterprises used online instruction and
educational services. (95% of financial and insurance
enterprises used the internet mainly for interacting

19 Data referring to 2009.
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with public authorities.) Information gathering was
the main type of use for enterprises while dealing
with public administration issues. In 2010, 89% of
enterprises downloaded some form from the inter-
net and 83% of them replied on-line, however, only
51% of them conducted the whole procedure online.

Retail trade

In some of the years after the turn of the millenni-
um, a growth was seen in consumption along with a
rise in real incomes, in this way sales in retail shops
also went up year by year. However, from 2007, as
a result of demand-reducing government measures,
aiming to improve the balance, sales in retail shops
plummeted along with consumption. This decline
was further aggravated by the global economic
crisis: sales in retail shops slackened by more than
5% in 2009. 2011 the saw the end of a four-year
decline in Hungarian retail trade: sales stopped
diminishing. In 2011, the turnover of retail sales
units was influenced by a rise in real wages resulting
from the change of personal income tax rules and
by the payout of the real returns of pension funds,
but the favourable effects of these were offset by
an increase in the instalments of foreign currency
loans, the unfavourable labour market situation and
inflation. In 2011, similarly to Hungary, the EU as a
whole saw no change in retail sales, while the major
economies were already characterized by growth.

2011 had fluctuations in retail sales during the
year, the majority of monthly sales figures showed a
rise, slight as they were, compared to the same month
of the previous year. From August, monthly data
showed a rise in sales, which partly resulted from the
low base a year earlier. During the last month of the
year —which is the most profitable period anyway for
retail trade — some of the households advanced their
purchases as a result of the VAT increase in January
2012, which also exerted a favourable influence on
sales.
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Figure 4.18
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Food, drinks and tobacco sales constituted nearly half
of all sales

In 2011, HUF 7.9 thousand billion of sales were
generated in the national network of retail shops
and mail order houses. Considering the structure of
sales, food, drinks and tobacco sales accounted for
44.5% of the total turnover in 2011, while non-food
products and automotive fuels had shares of 37.4%
and 18.1%, respectively. Recent years have seen a
change in the structure of sales, the proportion of
food sales continuously gaining ground against that
of non-food products, the main reason for which is
a sharp rise in food prices.

Food, drinks and tobacco retail sales were up by
a total of 0.3% compared to 2010. Within this, non-
specialized stores (hyper-, supermarkets, groceries),
composing a significant part (91%) of total turnover
were stagnant in sales, while specialized food, drinks
and tobacco stores grew by 1.2% in performance. An
above-average price rise of 6.6% of food contributed
to the expansion of food sales. However, sales in speci-
alized stores were enhanced by a significant slowdown
in the price rise of alcoholic and tobacco products.

The downturn of 2007-2010 in the sales of non-
food products turned into a 1.1% growth in 2011.
Within this — along with an expansion in e-com-
merce — sales via mail order houses were 32% higher

year on year. Furniture and electrical goods as well
as construction materials sales, with a considerable
market share had a 1% annual drop in sales, while the
volume of turnover in December was significantly
higher than a year earlier. An increase was seen in
the market of ‘books, computer equipment and other’
(4.4%) and that of ‘pharmaceutical and medical
goods’ (0.5%). Textiles, clothing and footwear stores
saw an ongoing decrease in sales, faster than in 2010.

Table 4.5
Changes in retail sales, 2011
(%)
Change
Denomination Distribution in sales
of sales compared to
previous year

Food, drinks and tobacco 44.5 +0.3
Of which:

Non-specialized 40.4 +0.2

Specialized 41 +1.2

Non-food products 37.4 +1.1
Of which:

Sales in non-specialized stores 3.0 -0.9

Textile, clothing and footwear 4.9 -3.9

Furniture and electrical goods,

construction materials 13.2 -0.9

Books, computer equipment and other 9.1 +4.4

Pharmaceutical and medical goods 6.0 +3.1

Secondhand goods in stores 0.4 +2.9

Mail orders and internet 0.8 +31.8

Automotive fuels 18.1 23

Total 100.0 +0.2
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After a 5.5% drop in 2010, automotive fuel sales
diminished by 2.3% year on year in 2011, while
automotive fuel prices had a slight slowdown in
growth rate from 21% to 15%. Since the start of the
crisis, retail sales have typically been slackening along
with a rise in fuel prices, especially since early 2010,
when a significant fall was seen in sales as a result of
a fast and sharp rise in automotive fuel prices.

Sales in motor vehicles and motor vehicle parts
and accessories stores, following a significant fall in

2009, dropped by nearly 10% in 2010, and, on this low




O

Hunecary, 2011

Figure 4.19
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base, decreased by another 4.5% in 2011. The fall in
sales mainly derived from the shrinking of household
disposable incomes and rigorous credit conditions.
Analyzing retail sales by commodity group, the
turnover of food, making up one-quarter of all sales,
expanded by a nominal 7.1% and — along with a 6.6%
increase in food prices — rose by 0.4% in real terms
year on year. The commodity group of footwear and
leather goods had the sharpest nominal growth in
turnover with a year-on-year annual rise of 17% in

sales. Fuels saw the biggest fall (of nearly 20%).

The expansion of. shopping centres and hypermarkets
has significantly lost momentum in the past year

Shopping centres and hypermarkets started to
expand in Hungary and thus became major players
in retailing in the last years of the past millenni-
um. At the end of 2011, 117 shopping centres were
in operation: 78 in the countryside and 39 in the
capital. In the past two years, only 4 new shopping
centres were opened in Hungary, much fewer than
in the previous years, as 10, 22 and 11 new shop-
ping centres were opened in 2009, 2008 and 2007,
respectively. At the end of 2011, the number of
hypermarkets was 168: 146 in the countryside and

22 in Budapest. The past few years had seen 15 new
hypermarket openings on average in the country.
However, in 2011, the expansion of hypermarkets
significantly lost momentum, too; only two new
hypermarkets were opened.

According to the data of Colliers International,'®
an international company in real estate services,
shopping centres had 1,359 thousand sq. m of space
as of year-end 2011. Rents plummeted by 10-30%
over the past two years; in 2011, shopping centres
had an average monthly rent of EUR 63 per sq. m.
As in 2010, only a few major trade centres were
opened in 2011: two in the capital and only one in
the countryside.

During the past years, the major shopping streets
of Budapest — being major retail stakeholders along
with shopping centres — had expanding sales. In
spite of a drop in this segment as well, shop rents in
shopping streets were still significantly higher than
those in shopping centres.

The shopping mall ban introduced at the end
of 2011, supposed to last until 2014, ordained a
moratorium on building shopping malls larger than
300 sq. m, which is expected to have an impact on
the supply by lowering the number of new shopping

centres in the upcoming years.

16) Source: Real estate report, 2012, retrieved from the website of Colliers International.
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17) Source: Website of Etkezési Utalviny Forgalmazéi Egyesiilés (EUFE).
18) Source: Website of ¢1 cafeteria. The survey has been taken based on the decalarations of non-wage benefits of nearly 30 thousand employees registered in the system of
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ROLE OF FOOD VOUCHERS

The food voucher system, as the most popular non-wage benefit element, is a well-established
method to subsidize meals. Food vouchers contribute to expanding domestic consumption and
retail sales as well as facilitate to repress the black and grey economy. In the past years, these vouchers
became an important element in employee remuneration packages; in 2009, nearly 70% of the
employees, i.e. two and a half million people received such allowances. According to EUFE'” data,
a turnover of HUF 386 billion was generated by the non-wage benefit system with the participation
of 2.5 million employees, in which food vouchers had a share of over 50%.

According to cI cafeteria surveys'®), 2011 saw an ongoing increase in the popularity of food

vouchers, with a share of nearly 45% within non-wage benefits. In addition to food vouchers
only local transport season tickets were able to expand their share, while — as a result of a change
in the taxation regulation — a significant fall was seen in that of internet subsidies. In 2011, no
significant change was recorded in the size of employee non-wage benefit budgets provided by
private companies. However, in 2011, public enterprises and institutions set a maximum threshold
of HUF 200 thousand, resulting in a reduction in such allowances for a significant proportion of
those working in the public sector.
The transformation of the non-wage benefit system started already in 2010, when the previously
tax-free allowances were taxed, and 2012 saw a complete overhaul in food subsidies. The sales
of food vouchers under a preferential payroll tax scheme became a state monopoly; the previous
preferential vouchers were replaced by the Erzsébet voucher with a maximum amount of HUF
5,000 per month per recipient, significantly lower than the former upper threshold of HUF 18
thousand. (An additional budget of HUF 150 thousand for hot meals is ensured by the SZEP Card,
introduced this year). Vouchers issued by other businesses are no longer under the preferential tax
scheme and are taxed at 51.17%.

Figure 4.20
Tax burdens on wages and the Erzsébet voucher, 2012
HUF
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Source: Etkezési Utalviny Forgalmazéi Egyesilés.

This year, as a result of the cut of the maximum allowance amount and the small number of recipient
places at present, food vouchers play a smaller role and have a smaller weight in consumption and
retail trade, exerting a negative impact on employees and employers as well as the economy.

the company. There are small, medium-sized and large companies from Budapest and the countryside as well and a number of institutions in the non-representative sample.
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Tourism, catering

Based on the report of the World Tourism
Organization (UNWTO), the UN body for
tourism promotion and development, covering 150
countries'”, tourism saw a favourable change in the
overwhelming majority of the observed countries in
2011.125 countries had an increase in the number of
foreign visitors, out of which 52 saw a double-digit
growth. According to this estimate, the number of
international tourists worldwide increased by 4.4%
year on year to 980 million, while in Europe, as the
second best-performing region, a 5.8% rise was
measured. Based on Eurostat data, accommodation
establishments in the 27 EU member states hit a
combined record at over 1.6 billion tourism nights.
In 2011, European residents made fewer and
shorter domestic trips as well as more and longer
international ones. The positive tendency in Europe
in 2011 seemed to be slowing down in the second
half of the year, which could be regarded as a result
of the euro crisis. In addition to an improvement in
international travel propensity, Hungarian tourism
was influenced by other factors, e.g. by forint
depreciation and increasing fuel prices.

Booming international and slumping Hungarian
arrivals

After the downturn in 2010, the number of arrivals
of foreign visitors in Hungary increased by 3.5% in
2011. So the number of foreign visitors was over 41
million, while the total length of stay, proportionately
increasing with the rise in arrival figures, approximated
100 million days. As a result of the geographical
location of Hungary and the significant number of
the neighbouring countries, most visitors come from
the neighbouring countries every year; in addition
to that, out of the non-neighbouring countries,
Germany also can be regarded, mainly considering
touristic motivation, as an important source country.
German visitors are outstanding both in their number
(3 million arrivals) and their spending (accounting

19) Source: UNWTO Word Tourism barometer, Volume 10, March 2012.
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for 19% of international expenditures totalling HUF
1,200 billion in Hungary).

Though from the pointof view of domestic tourism
overnight visitors play a more important economic
role and the post-2008 period saw a slow increase in
their proportion, same-day visitors, who are mainly
transit and shopping visitors, still accounted for
three-quarters of all visitors. Concerning the major
travel purposes, transit travellers showed the sharpest
growth, while a smaller rise was seen among leisure
travellers and shoppers. Compared with 2010, the
expenditures of foreigners saw a small rise (0.9%),
but remained below the all-time high of 2009.

Due to foreigners public accommodation estab-
lishments had an improvement in arrivals. The 1.5%
growth in the number of arrivals in 2011 resulted
from a 6% rise in the number of international
arrivals (while there was a 2.4% drop in the number
of domestic ones), a phenomenon mainly shown
in four- and five-star hotels. Presumably due to
the Hungarian EU presidency four star-hotels had
an above-average increase both in international
(14%) and domestic (9.0%) arrivals. The number
of domestic arrivals was 3.9 million, 2.4% lower
than a year before. Domestic guests spent a total
of 9.5 million nights at public accommodation
establishments, resulting in a 4.3% annual drop. By
hotel type, wellness hotels played an outstanding
role with nearly one-fifth of hotel arrivals, and
represented a double-digit growth both in arrivals
and tourism nights. In their case both foreign and
domestic guests had a significant increase in arrivals.

Out of the major tourism regions, the Bala-
ton Region had an 8.1% fall in tourism nights,
while there was a rise in the Budapest-based
accommodation establishments mainly as a result
of the capital centricity of foreigners. The region
of Southern Great Plain showed the sharpest
increase (7.8%), while Southern Transdanubia saw
the steepest fall (18.5%). This latter mainly resulted
from the high base of 2010, when Pécs had a major
expansion in arrivals as the Cultural Capital of Eu-
rope. Foreigners preferred Budapest, Lake Balaton
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and Western Transdanubia, while Hungarian guests
Lake Balaton, Western Transdanubia and Northern
Hungary.

Fall in domestic trips, more but shorter foreign trips

A slight decline was seen in domestic travel
propensity. The proportion of those taking part in
overnight domestic trips, i.e. travel activity decreased
by 0.6 percentage point, nearly two-thirds of the
population did not participate in such trips last year.
Visiting friends and relatives, or entertainment,
recreation and sports were the main motivation for
overnight travellers. Hungarian residents spent a
total of 77 million days on overnight trips, with a
total expenditure of nearly HUF 269 billion.

The number of outbound travellers has risen
for the first time since 2008, 3.4% more people
visited a foreign destination in 2011 than a year
earlier. Outbound travellers had 16.6 million border
crossings. Same-day outbound travellers had 11
million foreign trips, mainly with the goals of shop-
ping, working, as well as visiting friends and relatives.
Foreign overnight trips, which were typically leisure
trips, accounted for less than the half of the number
of same-day trips. The number of those who took
part in an international overnight trip went up by 38
thousand; i.e. by 1% year on year. In contrast with
the European trend, Hungarians, on average, spent

less time abroad compared to the previous year.
During international trips, the population spent a
total of HUF 535 billion, HUF 3 billion less than
in 2010.

In 2011, the state of the accommodation and
todd service activities showed a varied picture.
Public accommodation establishments saw a small
rise in the number of arrivals and a slight drop in
that of tourism nights. Public accommodation
establishments had a 3.0% rise, i.e. an almost HUF
9 billion increase in total gross revenue at current
prices compared with that of 2010, along with a
2.7% growth in the accommodation and food service
activities price index. Room occupancy in hotels also
improved compared to 2010, a 1.9-percentage-point
rise was seen in the indicator, however, it is still lower
than the pre-crisis high (50.1%). In 2011, a positive
employment trend continued in tourism, exceeding
the pre-crisis high of 2006. Nearly 164 thousand
people were employed in this section, a 9 thousand
rise year on year. Multi-sector enterprises with at
least five employees, which provide accommodation
services, had, after a nearly 5% increase in the
previous year, a small drop (0.5%) in the number
of their employees, declining to a level 4 thousand
lower than the all-time high of 2008. Unfavourable
developments in the investments of this branch,
having started in the second half of 2008, continued
in 2011 with an 11% year-on-year fall.

EUROPEAN TOURISM SURVEY

During the "Flash Eurobarometer survey”?”

of the tourist attitudes of Europeans, also conducted

in 7 non-EU countries besides the 27 EU member states, based on the request of the Europe-
an Commission, a total of 26,523 European residents were interviewed on their trips and travel

purposes.

Responses to questions on how trips lasting for at least four days are planned highlighted that
around a half of the respondents were leisure tourists in 2011, while for one-third of them the main
purpose was to be with their family. Recreation as a motivation accounted for a 61% proportion
among Hungarian travellers. In case of repeat trips local natural assets as well as accommodation
quality were the most typical influencing factors. Arrangement via Internet has proved to be the
most popular travel planning method with a 53% and a 36% share among EU and Hungarian
travellers, respectively. The majority of travellers made domestic trips, three-quarters of them made
car trips, and the most of them used paid accommodation establishments. Hungarian respondents

20) Source: Flash Eurobarometer 334: Attitudes of Europeans Towards Tourism, Report, March 2012. European Commission.
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preferred EU countries while making international trips: 32% of them made trips in the EU, and
15% of them outside the EU. The respective EU-level figures were 44% and 22%.

According to the survey, 26% of EU respondents did not make any trips in 2011. The situation
was worse in Hungary; this proportion was 44% in the observed period. Both in Europe and Hun-
gary, financial reasons played an outstanding role among the factors hindering travel (45% and 66%,
respectively). About one-fifth of respondents said, already at the beginning of the year, that they
were not going to make any trips in 2012, and one-third of them (EU-27: 33%, Hungary: 38%)

were forced to change their travel plans.

Further decline in the state of catering

As a result of a modification in the system of
vouchers as well as shrinking demand, sales in
catering businesses continued to decline last year.
A 3.7% year-on-year decrease in volume occurred
in 2011. Catering businesses had total sales of HUF

698 billion, of which restaurants and bars accounted
for HUF 600 billion, showing a small nominal rise,
but a 2.1% drop when adjusted to price changes.
The volume of turnover in canteens fell by 13%.
The share of food sales of catering sales, as in the
previous years, continued to rise against the other

groups of goods.

TOURISM IN SUMMER 2011

The June-September summer high season, which plays an outstanding role in arrivals, was
favourable in most EU as well as EFTA countries in 2011. The number of tourism nights in
hotels and boarding houses expanded by a year-on-year total of 35 million (4.8%) in the EU as a
whole. Bulgaria (21%), Romania (18%) and Lithuania (17%) showed the steepest increases, while a
decrease was seen in Malta and Italy. With a 0.6% rise Hungary was the last among the countries
measuring growth. Spanish, Italian, German, French and UK establishments accounted for 71% of
tourism nights. International travellers mainly preferred Spain, Italy and Greece.

In Hungary, public accommodation establishments had a total decrease of 61 thousand in
summer arrivals and an over 500 thousand fall in tourism nights compared to the same period of the
previous year. Favourable European tendencies exerted a small impact on inbound arrivals only and a
24-thousand increase was seen in foreign arrivals compared to the corresponding period of the previous
year. However, the number of foreign tourism nights also diminished by 1.8%. In spite of this, four-
star hotels had a successful season with a growth both in the number of arrivals and tourism nights
(8.1% and 6.0%, respectively). On the other hand, boarding houses saw a one-quarter fall in arrivals.

Public accommodation establishments had a HUF 2,241 million year-on-year fall in sales revenue
in summer 2011. The period of June—September accounted for 41.3% of the annual revenue, a
2.2-percentage-point drop compared to 2010. Holiday vouchers accounted for 6.4% of the summer
sales revenue of HUF 101 billion, of which hotels (77%), mainly the four- and three-star units,

accounted for a major part.

In Europe, domestic tourism was also able to show an improvement. The number of tourism
nights increased by 1.8% in hotels and boarding houses. Only in Malta, Cyprus, Greece, Italy, Hun-
gary and Slovenia did the number of domestic arrivals lessen.

Only September showed a favourable change, with an 8.4-percentage-point rise, in the summer
occupancy rate of Hungarian hotels and boarding houses, however, the summer period as a whole
saw a 1.4% decrease. Outside Hungary, only Switzerland had a major drop in room occupancy.
Nevertheless, the average summer room occupancy rate is lower in Poland, Romania and Slovakia
than in Hungary. Cyprus (91.7%), Malta (83.4%) and Spain (79.1%), and, as a non-EU country,
Croatia (96.9%) presented the highest room occupancy rates.
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5. ENVIRONMENT AND ENERGY

* Though the trend of emission of suspended particulates with a
diameter of less than 2.5 micrometers, much more detrimental to health,
is declining, a small rise was seen in transport emissions, which affect the
quality of urban air. In the winter period — especially in major cities —
thresholds are frequently exceeded.

* As a result of the operation of the Budapest Central Sewage Treatment
Works in Csepel, in Hungary the proportion of sewage piped to a
treatment plant and treated biologically increased from 40% to 50%,
while the proportion of sewage subject to advanced treatment as well
went up from 36% to 46%.

* Improper soil tillage plays the most important role in engendering soil
erosion. Soil cultivation adjusted to soil attributes is to facilitate proper
plant growth, to protect soil structure and to influence its biological
aspects as well as its water, nutrient and air management to a favourable
direction.

* In 2010, about HUF 153 billion of environmental investments were
made in Hungary. In addition to this, enterprises spent HUF 219 billion
as current expenditures within organization and HUF 122 billion as
external service purchases on environment protection.

* In Hungary, areas under organic farming accounted for 2.4% of all
agricultural areas in 2010, which was lower than the EU average of 4.7%
in 2009. In 2011, imports accounted for 61% of the energy consumption
of Hungary, while our energy production was mainly generated by the
Paks nuclear power plant as well as the combustion of coal and different
hydrocarbons.

* The ongoing rise in our energy dependency compels us to save and to
utilize alternative sources of energy. In 2010, the renewable sources of
energy gave 7.4% of our energy consumption; biomass accounted for the
overwhelming majority of this volume.

Summary data
Denomination 2008 2009 2010
Forest area, thousand ha 1,903.4 1,912.9 1,922.1
Of which: proportion of healthy forests, based on
defoliation, % 50.8 63.7 60.1
Protected areas and monuments of national significance,
thousand ha 837.5 846.5 846.5
CO, emission (gross), kg/capita 5,597 5,029 5,132
Emission of solid particles, kg/capita 6 8 17
Wastewater piped to sewage treatment plant, million m? 516.7 505.1 556.8
Of which: with also advanced treatment, million m? 199.0 182.1 259.0
Generation of municipal solid waste, thousand tonnes 4,553 4,312 4,129
Environment protection investments (at current prices),
billion HUF 136.5 124.3 153.0
Industrial sales of environment protection (at current prices),
billion HUF 406.3 355.0 364.4
Energy use, petajoules 1,126.3 1,055.8 1,085.0

Share of natural gas and petroleum products of all energy
sources 70.2 68.1 67.3
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Environment

The state of the environment in Hungary is relatively
favourable in an EU context. Concerning harmful
started
tollowing the change of regime, which went on

emissions, a significant improvement
tollowing the boom after the protracted restructuring
of the industry and in spite of a rise in transport-
induced pollution. In addition to the improvement
in the emission balance, which was induced by
output decline and economic restructuring, the
relatively rapid spread of more modern technologies

supposedly played a role in these favourable changes.
Air in our cities is often polluted in winter

Nowadays, the emission of all major air pollutants
in Hungary, e.g. sulphur-dioxide, nitrogen oxides,
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carbon monoxide, non-methane volatile organic
compounds (NMVOC), methane, carbon dioxide,
depleting  substances suspended
particulates continues to decrease or stagnate. The
emission of suspended particulates was trisected

ozone and

compared with the period of the change of regime.
The emission of "fine” particles with a diameter of
less than 2.5 micrometers has also been showing a
downward trend, but a small emission rise can be
seen in transport, which affects urban air quality.
These particulates may be absorbed from the lungs
also into the blood circulation, increasing the risk
of cardiovascular and respiratory diseases, especially
allergy, asthma and lung cancer. Based on the data
of the observation network dealing with particulates
of less than 10 micronmeters (PM10), threshold
exceedings are especially frequent during the winter
period and in the major cities.

URBAN VERSUS COUNTRY LIFE

One hundred years ago, only 2 out of 10 people lived in urban areas, in the 1960s one in three, while
nowadays more than half of the global population. 60 million people move into the cities on a yearly
basis. An increasing number of studies demonstrate that the inhabitants of major cities are the most
exposed to health risks. In addition to respiratory diseases (allergy, asthma), cardiovascular, cancer
and mental diseases are also more frequent. The population movements of the last four decades in
Hungary indicate that livable cities attract the most people.”

Figure 5.1

Distribution of the Hungarian population by population size category of settlements
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ENVIRONMENT AND ENERGY

The Budapest central sewage treatment works in
Csepel started to operate in August 2010 after a one-
year pilot operation. Their operation elevated the
proportion of waste water in Budapest discharged
into the Danube, undergoing biological treatment as
well, from 35% to 91%. Primarily as a result of this,
in Hungary, the proportion of waste water piped to a
sewage treatment plant and also biologically treated
increased from 40% to 50%, while that of waste water
undergoing advanced treatment? from 36% to 46%.

In 2009, over 16 million tonnes of municipal solid
waste were generated in Hungary, a nearly one-third
decrease compared with 2005. Agricultural and food
industry wastes saw the sharpest reduction in volume

(80%).

Figure 5.2

Waste generation in Hungary
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Of the 3 main types of wastes, accounting for nearly
nine-tenths of wastes, one-fifth of industrial and
other producer wastes and 15% of municipal wastes
are recycled, while more than the half of construction
and demolition wastes are used as materials. More
than the half of all wastes is landfilled.

In 2010, HUF 153 billion was spent on environ-
mental investments in Hungary, a one-fifth rise year
on year at constant prices and a 40% fall compared

e —

with five years before. Public administration
accounted for nearly the half of all investments
(47%), similarly to 5 years before (50%). Concerning
the investments of enterprises in other sections, own
resources, EU support and state funding accounted
for 67%, 14% and 11%, respectively. For the sake
of environment protection, enterprises spent HUF
219 billion as current, intra-organizational expen-
ditures and HUF 122 billion as external service
purchases. Year on year, current expenditures and
external service purchases lessened by 11% and 5%,
respectively, at constant prices.

Figure 5.3

Environmental expenditures, 2010
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Will good quality of Hungarian agricultural areas
remain?

In Hungary, a significant and ongoing decrease is seen
in the size of agricultural areas. Almost in every year
between 2000 and 2008, relatively large agricultural
areas were definitively reclassified principally as
industrial and mining areas, development areas as
well as road and railway areas. Since 2009, this has
dropped significantly, to 2,322 hectares in 2011.

As a result of the land privatisation of the change
of regime the farm structure became fragmented,
however, at the same time a strong concentration
process started. The fact that only a few places
preserved the co-operative form at least partially

2 Biological and/or chemical, physical process to remove mainly nitrogen and phosphorus.
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(production, sales) resulted in a considerable fall in
profitability; however, the financial constraints had
positive outcomes as well: a significant reduction
was seen in the use of fertilizers, herbicides and
insecticides as well as irrigation water.

Based on the fertilizer sales data collected by the
Research Institute of Agricultural Economics, there
was a gradual increase in the use of fertilizers after
the shock of the change of regime. In 2011, based on
sales data, 77 kilograms of fertilizers were used per
hectare of agricultural area.

Along with changes in crop volume, there are
fluctuations in the gross nitrogen balance year by year
(measure of nitrogen output taken from the area with
the harvest subtracted from nitrogen input), which
stood at a surplus of 6 kilogrammes per hectare in
2010. Phosphorus shows an oscillating deficit, which
was 11 kilogrammes per hectare in 2011. A significant
surplus in the nutrition balance is detrimental to the
environment because of the risk of leaching of water-
soluble plant nutrients from the soil to ground-water;
however, a long-term negative balance is a threat to
the sustainability of farming, since farmers do not
replace nutrients detracted from the soil.

Since 2004, there has been a nearly continuous
reduction in the size of manured areas and in the
volume of organic fertilizers used, along with a drop
in livestock population. In the economic year of 2011,
5,216 thousand tonnes of organic fertilizers were used
on 292 thousand hectares of manured farmland.

Environment-friendly soil tillage aims to
facilitate proper plant growth, to protect soil
structure and to influence its biological aspects as
well as its water, nutrient and air management to a
favourable direction. Improper soil tillage plays the
most important role in the process of soil erosion.
Based on agricultural survey data of 2010, traditional
cultivation methods accounted for 88% of all reported
arable land areas, while on 11% minimum tillage was
implemented; there was no soil tillage but only direct
sowing in case of 1% of all arable land areas.

Organic farming is an EU law-based production
method placing a great emphasis on environment
protection, and within that to the protection of

% Data refer to January-November 2011.
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soils, surface and subsoil waters, the promotion of
biodiversity and food safety. In Hungary, organic
farming accounted for 2.4% of all agricultural areas in
2010, lower than the respective EU average of 4.7%
in 2009. Organic farming areas had an over 10%
share in 4 EU member states (Austria: 19%, Sweden:
13%, Estonia and Czech Republic: 11% each).

There were great differences in terms of demand
for these products, e.g. there is a significantly higher
demand in Western Europe than in Hungary. Only
a few per cent of Hungarians buy organic food on a
weekly basis. However, organic products are hopefully
to have an increasing demand due to rising consumer
consciousness and increasing considerations for
environmental aspects. The future development
potential of organic farmlands is determined by the
size of transition areas, since organic food can be
produced only on areas which underwent a two to
three-year transition period. In 2010, transition areas
and certified organic farmlands accounted for 24%
and 76%, respectively, of all organic farmlands.

Energy

Our energy dependency has risen since the turn of the
millennium

The small fluctuation in the energy use of Hun-
gary following the turn of the millennium can be
mainly attributed to weather factors. The energy use
of 913 petajoules in 2011¥ was 1% more than a year
before, which resulted, on the one hand, from more
unfavourable weather during the heating season than
ayear earlier and, on the other hand, from a rise in the
energy demand of certain manufacturing subsections.
A 0.7% decrease was seen in the relative energy
demand of the economy along with a 1.7% rise in
GDP. The respective share of production and imports
changed from 42% and 58% in 2000 to 39% and 61%
in 2011, so there was a rise in our energy dependency,
which is still higher than the EU average.

In 2011, domestic production accounted for 39%
of the energy demand of our country; the remaining
part was covered by imports. Our energy production




ENVIRONMENT AND ENERGY

was mainly generated by the Paks nuclear power
plant (38%) as well as the combustion of coal
(16%) and various hydrocarbons (27%). Natural
gas, petroleum and petroleum products constituted
nine-tenths of imported energy sources. Natural
gas, petroleum and nuclear electricity accounted for
31%, 34% and 15% of the total energy supply (own

production plus imports), respectively.
Figure 5.4

Energy dependency of the EU and its member
states, 2010*

(share of net imports of gross inland consumption)
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* Denmark is a net exporter.

National electricity production is rising continuo-
usly; in 2010 it was 4.1% higher year on year.
Combustion of fossil fuels, mainly natural gas and
coal, accounted for nearly the half of this energy,
while nuclear energy had a 42% share.
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Nuclear energy and gas, which have a dominant
share of over 70% in our domestic electricity
production, account for 17% each in the Central and
Eastern European region. 14 of the 27 EU member
states had a nuclear power station. The net installed
capacity of 143 nuclear reactors in operation provide
13% of energy use in the EU. Nuclear energy plays a
significant role in the electricity production of France
(75%), Belgium (50%), Sweden (39%) and Slovenia
(34%). Hungary has 4 nuclear reactors in Paks.

Figure 5.5

Distribution of gross electricity production by
energy source
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Source: ‘Energy Centre’ Energy Efficiency, Environment and Energy
Information Agency Nonprofit Company.

Our energy dependency may improve with the
exploitation of renewable energy sources

From the source side oil supplies, from the emission
side the climate change are the most likely barriers to
energy consumption. As a result of this, renewable
energy sources became an integral part of energy,
agricultural and environmental policies. According
to the EU objectives the proportion of these should
reach 20% by 2020. The EU directive (2009/28/EC)
set a 13% proportion as a target for Hungary, from

which we implemented 7.4% by 2010.
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Figure 5.6

Volume of electricty produced from renewable sources
and waste materials by energy source
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The use of alternative energy sources is much
more widespread in the majority of EU member
states and not only where water energy plays a
determining role due to their natural attributes
(Sweden: 44%, Finland: 31% and Austria: 29%).
Their use is also intensive in the Baltic States
(Latvia: 30%, Estonia: 19% and Lithuania: 15%)

as well as in Denmark and Germany (18% each).

Hunecary, 2011

In Hungary, biomass and geothermic energy have
a great significance; other renewable sources play
a significantly lesser role. Domestic biomass assets
had an estimated total of 350-360 million tonnes,
one-tenth of which is used for energetics purposes,
accounting for almost 80% of our renewable
energy production. Firewood, which constitutes a
significant part of the biomass, is mainly used for
heat production and, to a lesser extent, for electricity
generation. It can also be utilised as biogas, which
can be used for heating as well as electricity
and energy production, while after depriving
it from pollutants, as biodiesel, it can be utilised
as fuel. The exploitation of the huge Hungarian
geothermal assets is mainly just an opportunity.
Water, wind and solar energy play only a minor
role at present in the domestic energy production.
Renewable energy sources accounted for 18%
of the Hungarian energy production and for 7.4%
of the energy use. The Subcommittee of Renewable
Energy Resources of the Hungarian Academy
of Sciences expects that the quantity awaiting to
be utilized in Hungary is approximately fifty times
as much as the level used at present. Certain energy
sources have practically unlimited potentials (solar
and wind energy); water energy and geothermic
energy have a potential for a 20-fold and an
18-fold expansion, respectively, while biomass has a
potential for a 5-fold growth.

Table 5.1

Summary data on the production of renewable energy, 2010

Heloze, thous.and ipmacs el el Volume, 2000 = 100% Distribution, %
Source of energy equivalent

Hungary EU-27 Hungary EU-27 Hungary EU-27
Biomass 1,756 112,725 241 190 91.4 67.6
Hydroenergy 16 31,492 107 104 0.8 18.9
Geothermic energy 99 5,881 115 125 5.2 35
Wind energy 46 12,817 - 670 2.4 7.7
Solar energy 5 3,686 - 857 0.3 2.2
Total 1,922 166,647 232 172 100.0 100.0
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WHO IS TO BE FED, HUMANS OR MACHINES? ARGUMENTS FOR AND AGAINST BIOMASS®

Until the 17 century, only biomass had been used for heating. One of the earliest biomasses was
wood, mainly used for burning, while various animal and vegetable oils were used for lighting. From
the industrial revolution coal, since the second half of the 20* century petroleum and natural gas
have been the most important energy sources. However, during the last decades, it has become clear
that mankind has to find renewable energy sources (e.g. solar, wind, biomass, geothermic and tidal
energy), which are reproduced continuously.

Table 5.2

Global gross electricity production from renewable resources, 2009

(kWh)
Energy source Energy production
Household waste 58,152
Industrial waste 12,698
Biomass 217,263
Geothermic energy 66,672
Solar energy 20,997
Hydro energy 3,328,627
Tide, wave and ocean energy 530
Wind energy 273,153

Source: International Energy Agency (IEA).

Hydroenergy accounts for the major part (84%) of the global renewable energy production,
followed by wind (7%) and biomass energy (5.5%). In Hungary, this latter one is the most important
production asset. Researches on biomass were started at the end of the 1970s, after the second
oil shock. However, concerning sustainability, it has a contradictory reputation. Its use is neutral
in respect of carbon dioxide and facilitates to meet the Kyoto goals. Its supporters argue that
agricultural overproduction, which is a problem in Europe and in Hungary as well, should be reduced
by increasing the share of biomass production. Many think that biomass energy production is an
important tool in the emergence of the third world. According to its opponents this has simple spatial
limitations and it is supported by very few arguments concerning sustainability as well. They doubt
that these monocultures will not result in an aggravated environmental burden and worse biodiversity
indicators. Only indigenous species may be accepted in this production, however, even so, production
technology may result in ecological damage. Many doubt that the utilization of land this way might
be disadvantageous for certain social groups.

9 Source: dr. Gyulai Ivin: A biomassza-dilemma (The Biomass dilemma), 2010, Magyar Természetvédsk Szovetsége (National Society of Conservationists — Friends
of the Earth Hungary), 2010, 4 revised edition, Budapest.
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