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The purpose of the Competitiveness Report is to provide a comprehensive, objective picture of the aspects of 
Hungary’s competitiveness that are less in the focus of the central bank’s traditional macroeconomic analyses, 
although they are determinants in terms of economic developments. In 2016, the Magyar Nemzeti Bank 
published the book entitled ‘Competitiveness and Growth’ to analyse the changes in Hungary’s competitiveness 
and explore options for moving forward. The Competitiveness Report examines and evaluates Hungary’s 
competitiveness position in accordance with the principles and proposals laid down in the book.

For the MNB, competitiveness means the level of all factors that determine the long-term performance of the 
economy, including, inter alia, productivity, the quantity and quality of human resources, technical progress, the 
regulatory environment, entrepreneurial attitude and financing possibilities. Similarly to surveys that analyse 
competitiveness in international comparisons, this report examines various dimensions, but – in addition to 
numerical results – it also analyses and assesses these dimensions (along with comparisons over time and on 
an international scale).

This report was prepared by the staff of the Directorate for Fiscal and Competitiveness Analysis with the 
contribution of the staff of the Directorate Economic Forecast and Analysis, the Directorate Financial System 
Analysis and the Education Directorate. The analysis was approved by Dániel Palotai, Executive Director.

The analysis is based on information available for the period ending on 6 October 2017.
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1 Executive Summary

The Magyar Nemzeti Bank is publishing the Competitiveness Report for the first time, with the aim of 
providing a comprehensive and objective picture of Hungary’s competitiveness. In 2016, the MNB published 
the book ‘Competitiveness and Growth’ to analyse the changes in Hungary’s competitiveness and explore 
the possibilities for moving forward. In accordance with that, for the purpose of credible assessment and 
monitoring of Hungary’s competitiveness position, the Competitiveness Report provides a comprehensive, 
objective assessment in accordance with the principles and proposals laid down in the book. In addition, 
the creation of a regular publication is justified by the fact that the known international rankings deal with 
individual countries only briefly, typically without written assessment, and their findings may be distorted by 
the methodologies of the surveys as well.

The Report also includes a detailed examination of dimensions that are less in the focus of the central bank’s 
traditional macroeconomic analyses, although they are determinants in terms of economic developments. 
The analysis of competitiveness is important for the central bank because it determines the long-term growth 
opportunities of the economy, which affect current economic developments as well. These areas and factors, 
which are basically of structural nature, influence – both over the medium and long term – economic agents’ 
consumption, savings and investment decisions, potential economic growth, the financial balance and, through 
all of these, the expected yields and price level, as well as inflation.

For a comprehensive, thorough assessment of competitiveness, we use more than 100 indicators, more 
than 90 percent of which are objective. The analysis focuses on Hungary, comparing its position in terms 
of competitiveness and structure to its fellow competitors in the region and the European Union as a whole. 
For a comprehensive analysis and review of Hungary’s competitiveness, the report covers 11 topics: (i) the 
macroeconomic environment, (ii) labour market competitiveness, (iii) demography and social structure, (iv) 
public sector competitiveness, (v) the competitiveness of enterprises, (vi) research, development and innovation, 
(vii) the competitiveness of energy market, (viii) education, (ix) health care, (x) banking sector competitiveness, 
and (xi) regional disparities within Hungary. In addition, we elaborate on the results concerning Hungary in the 
most widespread international competitiveness surveys and rankings.

The strong macroeconomic fundamentals necessary for improving competitiveness have been established 
in Hungary in recent years. Starting from 2010, as a first step, a budgetary reform was implemented in order 
to stabilise the general government and reduce public debt, and as a result of the structural reforms of the 
Széll Kálmán Plans, fiscal expenditures contribute to economic growth to a greater extent. From 2012–2013, 
the reform of monetary policy also took place. In addition to achieving price stability, the reduction of the 
policy rate and new, unconventional instruments (Funding for Growth Scheme, Growth Supporting Programme) 
contributed to economic growth and the avoidance of a credit crunch as well as to the turnaround in corporate 
lending. The Self-financing Programme and the conversion of households’ foreign currency denominated loans 
considerably reduced the external vulnerability of the economy. In addition, these measures restored the 
macrofinancial balance of the national economy, stimulated economic growth to a greater extent than the EU 
average from 2013, and contributed to the fact that Hungary’s debt rating was upgraded to investment grade 
category again by all the three major international credit rating agencies. As a result of the upswing in business 
activity, the employment rate caught up with the EU average, while real wages increased considerably, adding 
to households’ savings and net financial wealth. The stability, profitability as well as the lending activity of the 
banking sector improved. As a result of the reforms, the tax burdens on enterprises and employees declined, 
R&D expenditures increased, and public expenditure on education has been rising since 2013.
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Nevertheless, progress is needed in various areas to overcome the handicap in competitiveness vis-à-vis 
the countries of the Visegrád region and to strengthen the turn for the better in competitiveness. Although 
the relatively low productivity of enterprises (mainly SMEs) is one of the main reflections of the shortfall in 
competitiveness, in our interpretation, this in itself does not explain Hungary’s competitiveness position. One 
of the greatest challenges is to ensure an adequate quantity and quality of available human capital for the 
Hungarian economy. In this area the evolution of educational, health care and mainly demographic trends 
causes particular difficulties, as it is only possible to achieve adequate results over a longer period of time. One 
challenge in education is that students must be prepared for a labour market that changes faster than in the 
past and for technological development. In the area of public health, the steps necessary for improving results 
go beyond financing issues in the narrow sense, such as the strengthening of prevention, the improvement 
of bed utilisation, the reduction of the ratio of the overweight and obese population or a further reduction of 
the number of potentially lost life years. While the availability of financial capital has improved considerably 
in recent years, the banking sector could support the development of the economy to a greater extent than 
it presently does. The public sector and government administration can primarily contribute to boosting 
productivity by creating a supportive business and regulatory environment, by further easing the burdens on 
enterprises and labour as well as by the reduction of state bureaucracy.

A further objective of the Competitiveness Report is the structured monitoring of the implementation of the 
directions and measures laid down in the central bank’s book entitled ‘Competitiveness and Growth’. Wide 
ranging implementation of the measures aimed at improving competitiveness proposed in that work can only 
take place over a longer period of time, partly because of their large number (some 50 measures) and partly 
due to their need for human and fiscal resources. An overview of the measures announced in the past period 
reveals that 8 of the 50 proposals presented in the book have materialised completely or to a great extent, and 
progressive steps were taken in the case of another 26, although they cannot yet be considered as realised.

The main findings of the Competitiveness Report in the individual areas are as follows:

Macroeconomic environment

•   In terms of macroeconomic indicators, the competitiveness of the Hungarian economy has improved 
significantly in the past years, but in terms of labour productivity Hungary still has not surpassed the level 
observed before the 2008 crisis, and falls below the average values for the Union and the region.

•   Starting from 2010, due to problems in the competitiveness of enterprises in the manufacturing of electronic 
and optical products (which had previously been a leading sector), Hungary’s export market share diverged 
from the region. However, as a result of the large investment projects implemented in the automotive industry, 
the growth of Hungary’s export market share exceeds the average of the Union. Foreign trade competitiveness 
has been further improved by the improvement in the terms of trade and in corporate profitability resulting 
from the decline in commodity prices.

•   The considerable decline in external debt observed in recent years contributed significantly to the improvement 
in Hungary’s external vulnerability as well as its risk assessment.

Labour market competitiveness

•   Examining the past years’ labour market developments in the European Union, Hungary’s lag in the activity 
and employment rate, which had been significant before, ceased to exist by 2016. The upturn in economic 
activity and fiscal measures aimed at boosting labour market activity (introduction of the flat rate personal 
income tax system, Job Protection Action Plan, Public Work Scheme, reform of the pension and benefits 
system) contributed to the vigorous growth in employment in Hungary after 2010.

•   The rise in employment resulted in a gradual decline in labour reserves. Despite the decline in available labour 
reserves, enterprises did not reduce their labour demand, resulting in a tightening labour market.

•   As a result of this tightening and the improving economic prospects, wages also started to rise, supported 
by minimum wage increases as well, in addition to government career path models and sectoral wage rises. 
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Owing to this, the Hungarian wage share rose considerably in 2016, although it still did not reach its pre-
crisis level.

•   The Hungarian wage level remains below the average wage level of the region and the EU average as well. 
At the same time, at the aggregate level developments in the Hungarian (adjusted) wage level are in line 
with the level of Hungarian productivity.

Public sector competitiveness

•   In Hungary, the ratio of public administration expenditures to GDP considerably exceeds the averages of both 
the European Union and the V3, in spite of the steadily declining trend observed since 2013. A significant 
portion of bureaucratic expenditures is wage related, which is not adequately efficient and motivating due 
to the setting of incomes according to a wage scale.

•   With e-governance gaining further ground, both the efficiency of the sector and the utilisation of labour 
reserves within public administration could be improved.

Competitiveness of enterprises

•   In terms of SMEs’ labour productivity per employee, Hungary lags behind the Visegrád countries to some 
extent. The productivity of small enterprises in Western and Northern European countries amounts to 70–80 
percent of that of the large ones, while the productivity of medium-sized enterprises often reaches or even 
exceeds that of the large ones. By contrast, productivity in Central and Eastern Europe is 10–20 percentage 
points lower in all size categories.

•   The concentration of Hungarian exports and industrial production has been increasing since 2012, and the 
latter already surpassed the average of the Visegrád countries in 2014. This trend is partly attributable to 
the decline in production in the high-tech sector and the further increase in the share of the vehicle industry.

•   Between 2005 and 2015, in Hungary the total tax rate of enterprises as a proportion of the pre-tax profit 
declined by around 13 percentage points, thus sinking below the average of the V3 and coming close to the 
EU average as well, which also declined in the period under review.

Research, development and innovation

•   In Hungary, the R&D expenditures-to-GDP ratio increased from 0.9 percent to 1.4 percent between 2005 and 
2015. While the amount of business expenditures is high, Hungary lags behind the average of the Visegrád 
region in the areas of tertiary education and public R&D expenditures. In respect of product and process 
innovation as well as the organisational and marketing innovation indicators, the Hungarian SME sector was 
in the last quarter in the EU in 2015.

•   Both in a regional and EU comparison, the ratio of those employed in the high-tech sector is outstanding in 
Hungary. Moreover, as opposed to the stagnation observed in the other countries, this ratio increased further 
in Hungary in the past years.

•   Compared to the EU, both the price and penetration of broadband internet are favourable in Hungary. In 
terms of 4G coverage and mobile internet speed Hungary is one of the leaders in the world. At the same time, 
mobile phone subscription fees are among the highest in the OECD countries.

Competitiveness of the energy market

•   As a result of regulatory interventions, at purchasing power parity, energy prices for households declined to 
moderate levels. However, the prices of gas and electricity for companies are still higher than the averages 
in the EU or Visegrád countries.

•   In 2015, Hungary’s energy intensity was already slightly higher than not only the EU average but also that 
of the other Visegrád countries. In relation to that, the ratio of net energy imports of Hungary is also high 
and does not decline.

•   In the area of the use of renewable energy sources Hungary has reached its EU target set for 2020.
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Demography and social structure

•   Over the long term, the quantitative factors of human capital are mostly determined by demographic 
developments, of which the decline in and the ageing of the population have posed the greatest challenges 
for almost all developed countries, including Hungary since the early 1980s.

•   In order to prevent the decline in population over the medium term, the number of births per woman of 
childbearing age should rise from 1.49 in 2016 to at least 2.1 (it does not reach 1.6 in the EU either). Not only 
the number of inhabitants is important, but also the composition by age, in which ageing is the determining 
trend at present.

•   In Hungary, disparities in terms of income and wealth are lower than the EU average.

Education

•   The public education expenditures-to-GDP ratio has been increasing since 2013. As a result, these expenditures 
may rise to the pre-crisis level in 2017.

•   International tests measuring the effectiveness of the education system show that although Hungarian 
students learn the curriculum as expected of them, but in the case of examples taken from real life they are 
unable to use what they learnt to an adequate degree.

•   The ratio of those who speak at least one foreign language is lower than the European or regional average, 
although the extent of the lag declined among the young.

•   The ratio of people with tertiary education increased considerably in the past decade, but the training structure 
of education does not completely comply with market demand.

Health care

•   Total health care expenditures exceed the regional average, but within that the ratio of state expenditures 
is lower. In Hungary, two thirds of health care expenditures originate from public sources, while private 
expenditure accounted for one third of the costs. By contrast, the ratio of state expenditures is 78 percent on 
average in the other Visegrád countries, and 75 percent in the countries of the EU.

•   In terms of expected healthy life years, Hungary caught up with the average of the Visegrád countries in the 
period under review, but is still below the average of the EU countries.

•   The obesity rate in Hungary (20.6 percent) exceeds both the EU and the regional averages (17.1 percent).

Banking system competitiveness

•   Partly as a result of the MNB’s efforts, the competitiveness of the banking system has improved. The ratio of 
non-performing loans has declined considerably, household foreign currency denominated loans have been 
phased out, and banks’ profitability has risen.

•   The MNB’s Funding for Growth Scheme played a major role in increasing the volume of and reducing the 
spreads on corporate financing, and at present a similar role is being played by the central bank measures 
that support market-based lending.

•   The Hungarian banking system also has to face important shortfalls in the areas of efficiency, operating costs, 
digitalisation and interest rate spreads on household loans.

Regional disparities within Hungary

•   Similarly to the other countries of the region, the economic dominance and attraction of the capital and its 
surroundings are strong within Hungary. In Hungary, the differences in levels of development across regions 
exceed what is typical of other Visegrád countries.
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2 Framework of the Competitiveness 
Report

2.1  FRAMEWORK AND MAIN FINDINGS

The purpose of the Competitiveness Report is to provide a comprehensive and objective picture of Hungary’s 
competitiveness. in2016,theMagyarNemzetiBankpublishedthebook‘CompetitivenessandGrowth’to
analyse thechanges inHungary’scompetitivenessandexplore thepossibilities formakingprogress.the
CompetitivenessReport examines andevaluatesHungary’s competitivenessposition in accordancewith
theprinciplesandproposals laiddowninthebook.thepublicationalso includesadetailedexamination
ofdimensionsthatarelessinthefocusofthecentralbank’straditionalmacroeconomicanalyses,although
theyarekeyfactorsintermsofeconomicdevelopments.thecompilationofthecompetitivenessanalysisis
justifiedbythefactthattheknowninternationalrankingsdealwithindividualcountriesonlybriefly,typically
withoutwrittenassessment,andtheirfindingsmaybedistortedbythemethodologiesofthesurveysaswell.

In our view, a national economy is competitive if it utilises its available resources optimally to attain the 
highest possible, but at the same time sustainable level of welfare. Asthereisnosingle,universalrecipefor
successfuleconomicconvergence,competitivenessalsodoesnothaveageneral,precisedefinitionuniformly
acceptedbyeverybody.insomecountriesitentailsrapidgrowthoftherealeconomy,whileelsewhereit
resultsinthemaintenanceoftheeconomicleadingroleandimprovementinthequalitativefeatures(quality
oflife,environmentalprotection,sustainability)ofthefundamentalfactors.Consequently,thecompetitive
functioningoftheeconomyrequiressolidbases,suchasstablemacroeconomyandfinancing,strongand
predictable institutions,efficientregulationaswellashigh-qualityeducationandhealthcare.Relyingon
theseallowsthecreationofawell-functioning,predictablebusinessenvironmentaswellasthestimulationof
investmentandinnovation,whichmayleadtoanincreaseinproductivityandlastingeconomicconvergence
byrespectingqualifiedlabour.

The analysis of competitiveness is important for the central bank because it determines the long-term 
growth opportunities of the economy, which affect current developments as well. theseareasandfactors,
whicharebasicallystructuralinnature,influence–bothoverthemediumandlongterm–economicagents’
consumption,savingsandinvestmentdecisions,potentialeconomicgrowth,thefinancialbalanceand,through
allofthese,theexpectedyieldsandpricelevelaswellasinflation.
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According to the world’s best known and most relevant global competitiveness rankings, of the 28 EU 
countries, Hungary’s competitiveness is typically ranked in the last quarter, and lags behind its competitors in 
the Visegrád Group (Poland, Czech Republic and Slovakia, indicated by V3). thesixcompetitivenessrankings
presentedhereserveasexamplesforthevarietyofanalysesandsurveysofthistype:theWEFandtheiMD
coverthedimensionsofbotheconomicandsocialperformanceofcountries,theindicatorscompiledbyDoing
BusinessandtheOECDmeasuretheabilitytoattractFDiandthusfocusmorenarrowlyoneconomicand
corporatedimensions,whiletheHDiandBetterLifeindicatorsprimarilyaimtoquantifydevelopmentsinthe
qualityoflife.Basedon–objectiveandsubjectivesurveysof–variouscompetitivenessrankings,Hungary’s

Chart 2.1
Stylised structure, foundations and objectives of competitiveness
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Chart 2.2
Hungary’s position in international competitiveness rankings in the EU
(2016)
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performancefallsshortoftheaverageofthev3countries,exceptfortheOECDrankingthatexaminesthe
abilitytoattractFDi.

Our report confirms the result of international rankings that it is essential to improve the country’s 
competitiveness. At the same time, the extent of the lag behind the region is deemed more moderate. 
theobjectiveoftheCompetitivenessReport istoanalysethedeterminantsofcompetitiveness inatime
seriesformatandininternationalcomparison,inadditiontoexaminingthenumericalvalues.theareasand
theirindicatorsarenotaggregatedintoacompositeindicator,partlyinordertopreventanyensuinglossof
informationandpartlystemmingfrommethodologicaldifficulties.Accordingly,insteadofcomparingawide
rangeofcountries,theanalysisfocusesonHungary,whiletheaveragesofthevisegrádcountriesandthe
EuropeanUnionappearasbenchmarks.the30indicatorsselectedfromthenearly110examinedreflectthat
inmostareasHungarylagsbehindtheperformanceofothercountriesinthevisegrádregion,buttheextentof
theshortfallisoftensmallerthanwhatisreflectedbyinternationalsurveys,whichrelystronglyonsubjective
assessmentaswell.AlthoughthecompetitivenessoftheHungarianbankingsystemandpublicsectorfalls
wellshortoftherelevantbenchmarks,Hungary’scompetitivedisadvantageisnotsignificantintheareasof
macroeconomicenvironment,labourmarketandbusinesscompetitivenessorR&D&ianddemography.in
fact,Hungaryhasarelativeadvantageinsomeareas.thefollowingpresentsanoverviewoftheareaswhere
Hungaryhasprogressedinthepastyearsaswellaswheredeficitscanbeidentified.

Chart 2.3
Stylised competitiveness position of Hungary compared to the average of V3 and EU countries based on the main 
competitiveness indicators
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2.2 COMPARISON OF THE METHODOLOGY WITH OTHER COMPETITIVENESS 
ANALYSES

The MNB’s Competitiveness Report differs from the foreign reports under review and from the rankings 
of international institutions in many aspects. Basedongeographicalcoverage,therearetwomaintypesof
competitivenessanalyses.theobjectiveofinternationalcompetitivenesssurveysistoprovideacomprehensive,
comparablepictureofcountries’competitivenesspositionscomparedtooneanother.Bycontrast,national
competitivenessanalysesexaminethecircumstancesandprospectsofagivennationaleconomy(orregion
or sector). Our report belongs to the latter group, since itsmain objective is the analysis of Hungary’s
competitiveness,usinginternationaldataaswell.

Our analysis also differs from most other national competitiveness analyses to the extent that – in addition 
to productivity and macroeconomic indicators – it also examines deeper dimensions of competitiveness in 
detail. Mostcountriesfocusonmacroeconomic,stability,productivityandpricecompetitivenessindicators,
whilerelativelyfewcountriespreparecomprehensivecompetitivenessreports.thereportsofirelandand
Latvia, for example, examine a large number of indicators coveringmany areas, similarly to theMNB’s
CompetitivenessReport.Onesimilarfeatureofnationalreportsisthattheymainlyrelyonobjectiveindicators,
andtheirapproachisprimarilytoanalysethesevariablesoveratimeperiodandpresentacomparisonof
suchtobenchmarkcountries.inadditiontonumericalresults,thesereportsalsocontainadetailedanalysis
ofdevelopments.

Our analysis also differs from international competitiveness reports and rankings in terms of the scope 
of objective data and the assessment of results. Forwidegeographicalcoverage, international rankings
oftenrelyondatawhicharenotobjectiveandarebasedonsurveys.However,surveysreflectsubjective
moodsandimpressions,whichmaypaintadistortedpictureoftherealstateofaffairs,especiallyinterms
ofinternationalcomparability.inaddition,globalrankingsusuallydonotcontainanywrittenanalysisofthe
resultsorcomparisonwiththeirdevelopmentsinthepast.

Chart 2.4
EU Member States preparing competitiveness reports

Source: MNB.
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One indispensable precondition for competitiveness reforms is a precise, credible assessment of the situation; 
therefore, objective statistical data account for more than 90 percent of the data published in the MNB’s 
Competitiveness Report. Formostindicators,thereportpresentsthechangesinthecountry’scompetitiveness
positioninatimeseriesformataswell,andanalysesthedevelopmentsintheindicatorsbothcomprehensively
andindividually.theanalysisfocusesonHungary,comparing itscompetitivenessandstructuralpositions
tocompetitorsintheregionandtotheEuropeanUnionasawhole(intheanalysis,v3standsforthethree
visegrádcountriesotherthanHungary:Poland,CzechRepublicandSlovakia).Comparable,crediblestatistical
datawereprimarilyavailableregardingtheEUcountries.thatiswhyouranalysisislimitedtothisscope.

Objective data and subjective surveys lead to different results. theglobalcompetitivenessindex(GCi)ofthe
WorldEconomicForum(WEF)isbasedonsubjectivesurveystoadegreeof74percent.thismaysignificantly
contributetothefactthat itreachesadifferentresultthanother internationalrankingswhichrelyupon
objectivedatatoagreaterdegree,includingtheWEF’sotherindicator,theinclusiveGrowthandDevelopment
index(iDi).intheGCiranking,outof137countriesHungaryranks60th,whileintheiDi,whichentirelyuses
objectiveindicators,itisranked24thoutof109countries,and41stof190countriesintheDoingBusiness
rankingoftheWorldBank.thehighertheratioofobjectiveindicators,themorefavourableHungary’sposition.
thisdifferencecanalsobeobservedwithintheGCi.intermsofobjectiveindicators,Hungaryhasbeenin47th
place(foryears),whileinsubjectivesurveysitranksaroundthe80thplace.

Subjective surveys hinder international comparison. Suchcomparisonsaremainlylimitedbythefactthat
thereisnoscalewithasinglemeaninginthecaseofsubjectiveassessments.theWEFrankingmaybesuitable
forexaminingthechangesinthecompetitivenessofagivencountryovertime(moreprecisely:forassessing
changesinrespondents’satisfactionwiththegivenfactor),butitmaybesuitableforinternationalcomparison
onlywith significant limitations.Moreover, ituses subjectivesurveysevenwhen factual,moreobjective
indicatorsarealsoavailable.Anexampleofthis isthepresenceofforeign-ownedcompanies inHungary.
AccordingtotheWEFsurvey,inthisrespectHungaryranks67th,and,forexample,lagssignificantlybehind
theCzechRepublic(5th)andSlovakia(6th),whichbelongtotheleaders.Bycontrast,thestatisticssuggestthat
theshareofforeign-ownedcompaniesinwhole-economyvalueaddedisthehighestinHungary(53percent)
notonlyintheregion,butalsocomparedtotheaverageoftheEUcountries(20percent).inaddition,the
ratioofforeign-ownedenterprisesoperatingintheHungariannationaleconomyalsoexceedstheaverageof
theregion.Similarly,insteadofinterviews,numericindicatorswhichmeasurethestrength,liquidity,capital
positionandprofitabilitycapacityofthebankingsystemareavailablefortheexaminationofbanks’solvency

Chart 2.5
Decomposition of the Hungarian main composite index (GCI) and changes in components in a time series
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aswell.inthecaseoftheWEFcompetitivenessindex,thesurveyislimitedtoonly83executives(52in2016),
sotheresultcannotensuresufficientrobustness.

The MNB’s report strives to use the most suitable statistics for each area of competitiveness, preferring 
objective data when possible. Accordingly,ouranalysismainlyreliesonfactualdatafromlargeinternational
organisations.inouropinion,subjectivesurveysareusefulforfocusingonnarrowerfieldsthatcannotbe
measuredotherwise;forallotherfactors,theuseofthemostobjectivedatapossiblefromtheinstitutions
andorganisationsrelevantinthegivenfieldsofinterestisproposed.

2.3 ACHIEVEMENTS IN COMPETITIVENESS

The strong macroeconomic fundamentals necessary for improving competitiveness have been formed 
in Hungary in recent years. the fiscal andmonetary policy reforms implemented since 2010 restored
macrofinancialbalanceand–startingfrom2013–allowedtheevolutionofeconomicgrowthexceedingthe
EUaverage.

Hungary faced a complex internal and external crisis prior to launching the reforms. thedeclineindemand,
liquidityshortage,increasingriskaversionandlackofconfidencewereglobalproblems.inaddition,country-
specificfactorsalsomaderecoverymoredifficultinHungary.indebtednesswashighinallsegmentsofthe
economyasaresultoftheprocyclicalbehaviourofthebankingsectorandfiscalpolicy,andinterestrates
alsoroseafterthecrisiserupted.inparticular,foreignexchangedenominateddebtvis-à-visforeigninvestors
increasedvulnerabilityandsustainabilityrisksoftheHungarianeconomy.thegeneralgovernmentdeficitwas
persistentlyhigh,andtheattemptbyfiscalpolicytoreduceitjustatthetimeofthecrisisexacerbatedthe
recessionthroughthedeclineinfiscaldemand.From2006,theattemptstoreducethegeneralgovernment
deficittookthewrongstructure,namelybyraisingtaxes,whichledtolowemploymentandpervasivetaxevasion.

Starting from 2010, as a first step, a fiscal reform was implemented in order to stabilise the budget balance 
and reduce public debt. Aspartofthis,themostimportantelementofthetaxreformwasthereductionofthe
taxesonlabour,which–fromafiscalaspect–wasoffsetbyraisingconsumptiontaxesandintroducingcrisis
taxesaimedatamoreevenburdensharing.Shiftingthetaxcentralisationfromtaxesonlabourtoconsumption
taxes improvesexternalcompetitiveness,asproductionbecomescheaper.Asaresultoftheintroduction
ofthe16percentflatratePit,theaverageandmarginaltaxratesdeclinedconsiderably,contributingtoan
increaseinemploymentandshrinkingtheshadoweconomy.thefamilytaxallowancecontributedtothefact
thatdemographicdevelopmentsbecamemorefavourable(thefertilityratestartedtorisein2012),whilethe
reductioninthesocialsecuritycontributionundertheJobProtectionActionPlansupportedlabourmarket
activitybylower-activitygroups.thereductionoftheshadoweconomywasvastlyfacilitatedbytheonline
connectionofcashregisterstothetaxauthorityandintroductionoftheElectronicPublicRoadtradeControl
System,whichresultedinanimprovementintheefficiencyoftaxcollectionandadeclineintheestimated
ratioofuncollectedvAt(from21percentto14percentbetween2011and2015).

Fiscal expenditures became more significant contributors to economic growth as a result of the structural 
reforms of the Széll Kálmán Plans. Economicactivitywasstronglyboostedbytighteningtherulesonearly
retirementandreviewingdisabilitypensions.theratioofpublicadministrationexpenditurestoGDPdeclined
fromthepre-crisislevelofmorethan9percenttoapproximately8percentin2016.Asaresultofthefiscalreforms,
thegovernmentdeficitfelltoasustainablelevelthatisalsoabletosupporteconomicgrowth.Since2012,the
deficithasbeenfluctuatingaround2percentofGDP.thepublicdebt-to-GDPratiohasbeensteadilydeclining
since2011,from80percentto74percentbyend-2016.Asaresultoftheseachievements,in2013theEuropean
UnionabrogatedtheexcessivedeficitprocedurethathadbeengoingonagainstHungarysince2004,andfrom
2016allofthemajorinternationalcreditratingagenciesclassifiedHungaryintheinvestmentgradecategory.

Starting from 2013, monetary policy reform also took place. Reductionofthepolicyratebeganin2012and
progressedinseveralwavesfrom7percentto0.9percent.Asaresult,interestburdensdeclinedconsiderablyin
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allsectorsoftheeconomy.Accordingly,theannualinterestexpendituresofthegeneralgovernmentfellfrom4.3
percentofGDPto2.6percentbetween2013and2017.inaddition,throughtheFundingforGrowthScheme,
monetarypolicysupportednearly40,000SMEsinaccessingloansintheamountofroughlyHUF2,800billion,
thusplayinganimportantroleinavoidingacreditcrunch.Startingfrom2014,theobjectiveoftheSelf-financing
Programmewastodiscouragecommercialbanksfromplacingtheirliquidresourceswiththecentralbankand
tomakethemfinanceothersectors.thisalsosignificantlycontributedtothedeclineintheshareofforeign
ownershipinpublicdebtfrom66percentto40percent,whiletheratioofFx-denominateddebtfellfrom50
percentto25percent.thepreviouslyaccumulatedhighamountofhouseholds’foreigncurrencyloanswasone
ofthemostseriouseconomicandsocialhazards.inadditiontotheinitialstepsafter2010(exchangeratecap,
earlyrepayment),thelegalbasisandinstitutionalframeworkforacomprehensivesolutionwereestablished,
andthecompleteconversionofFx-denominatedloansoccurredin2014.intheimplementationphase,theMNB
contributedtothesuccessfulconversionofhouseholdforeigncurrencyloansintoforintsbymakingavailable
thenecessaryFxliquidity,i.e.someEUR9billion.Asaresult,practicallynoforeigncurrencyloansremained
inhouseholds’balancesheetsbyend-2015.in2013,thefinancialsupervisoryfunctionwasintegratedintothe
centralbank,whichallowedtheconcertedapplicationofmacro-andmicroprudentialinstrumentsforagreater
stabilityofthefinancialsystemthanbefore.Asaresultofallthesestepsandachievements,Hungary’sexternal
vulnerabilitydeclinedconsiderably.

The fiscal and central bank reforms significantly contributed to economic growth and the expansion of 
employment. theHungarianemploymentrate,whichwasamongthelowest intheEuropeanUnionand
remained6–9percentagepointsbelowtheaveragevaluethroughoutthe2000s,almostreachedtheaverage
oftheEUin2016.thenumberofemployedwas3.7millioninmid-2010andgrewto4.4millionby2016.From
around11percentobservedintheearly2010s,theunemploymentratedeclinedtobelow5percent.Since
2013,economicgrowthhasexceeded3percentonaverage,andthusitisevenhigherthantheEUaverage.
Supportedbythegovernmentcareerpathmodelsandminimumwageincreases,wagesroseconsiderably
inthelabourmarket,whichbecameincreasinglytightasaresultofthepick-upineconomicgrowthandthe
decliningunemploymentrate.Asaresultofhigherincomesandmorefavourableprospects,thesavingsrate
increasedby8percentagepointsbetween2005and2015.Households’netfinancialwealth-to-GDPratiorose
fromthepre-crisislevelof60percenttoabove100percentby2016.Startingfrom2012–2013,theriseinthe
savingsratealsobolsteredinvestmentactivity,supportedbycentralbankprogrammesandEUfundingaswell.

Chart 2.6
Employment rate in the 15–74 age group
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The competitiveness of enterprises was promoted by the simplification and rationalisation of certain 
regulations. Comparedtothepre-crisissituation,thetimerequiredforsettingupanenterprisefellbyone
monthinHungary,whichisanoutstandingachievementcomparedtoboththeEUandtheregion.in10years,
companies’totaltaxrateasaproportionofpre-taxprofitdeclinedfrom59.3percentto46.5percent,and
from2010to2011thetotaltimespentbycompaniesoncompletingtaxreturnsdecreasedbynearly50hours
ayear.inadditiontothesimplertaxenvironment,since2011therehasbeenasteadyimprovementinthe
intentiontoestablishafirm.

During the past 10 years, it was mainly the increase in R&D expenditures and the development of digital 
infrastructure that contributed to the improvement in the effectiveness of research, development and 
innovation. R&DexpendituresasaproportionofGDProsebynearlyonehalfofapercentagepointinHungary
between2005and2015.inparallelwiththat,thequalityofdigitalinfrastructureshowsfavourablesignsin
termsofthesuccessofinnovationpolicy.ComparedtoitscompetitorsintheEUandtheregion,Hungaryhas
favourablecharacteristicsintermsofboththepenetrationandthemonthlyfeeofbroadbandinternet,andis
amongtheleadersatgloballevelaswellintermsofthecoverageandspeedofmobilenet(4G).

Regarding indicators that deal with human resources, Hungary’s performance has improved in various 
segments, but, overall, significant progress is still needed. From2011to2016,theHungarianfertilityrate
increasedfrom1.23to1.49,exceedingtheEUaverage(butstillfallingshortofthevalueof2.1necessaryfor
stoppingthenaturalpopulationdecline).intheHumanDevelopmentindex(HDi),whichcomparesthequalityof
life,lifeexpectancyatbirth,literacy,educationandthestandardofliving,Hungaryimprovedsteadilybetween
2005and2015.theratioofpeoplewithtertiaryeducationhasbeengrowingsteadilysince2006.in10years,
itrosefrom20percenttoarangebetween30and35percent.Since2013HungaryhasalsoexceededtheEU
2020targetsetintermsoftheratioofpeoplewithtertiaryeducation.Despitelaggingbehindtheregional
averageinmanyaspects,thecompetitivenessofhealthcarehascaughtupwiththev3insomeareas,for
exampleregardingexpectedhealthylifeyears.thenumberofpotentiallylostlifeyearsper100,000people
declinedfrommorethan7,000in2004toapproximately5,000lifeyears.

In the past years, the stability, profitability and lending activity of the banking system improved significantly, 
while regulations prevented excessively procyclical behaviour. theratioofnon-performingloansfellfrom
17percenttolessthan8percent,andthecapitaladequacyofthebankingsystemcontinuedtoimprove.
Withtheconversionofhouseholdforeigncurrencyloansintoforints,thelargestsystemicriskwasphased
outin2015.Startingfromend-2015,lendinggrowthtotheSMEsectorrosetothe5–10percentband,which
isestimatedtobeoptimalbytheMNB,andasof2017creditexpansioninthecorporatesectorasawhole
maybewithinthisrange.Followingtheoutbreakofthefinancialcrisis,itbecamenecessarytomitigatethe
systemicrisksstemmingfromthepro-cyclicalityofthebankingsystem.Forthispurpose,inter alia,theso-
calledcountercyclicalcapitalbufferwasintroduced.

In terms of improvement in regional competitiveness, the rising employment and declining unemployment 
seen in recent years in Hungary’s eastern regions can be mentioned. the improvement inemployment
indicatorsofunderdevelopedregionswasfacilitatedbythePublicWorkScheme,whichwasexpandedfrom
2010,withintheframeworkofwhichanaverage200,000employeesworkedin2016,resultinginasignificant
declineintheunemploymentrateintheregionsofNorthernHungary,theNorthernGreatPlainandSouth
transdanubia(between2010and2016,theratefellby10percentagepointsinNorthernHungary).inaddition,
inrecentyearsanotableincreasewasobservedinindustrialgrossvalueaddedintheregionsofNorthern
HungaryandtheNorthernGreatPlain,whichisaresultofnewinvestment(e.g.Bosch,Mercedes).Atthesame
time,intheWesttransdanubianregionrealGDPgrowthcanbeemphasised(theaverageannualgrowthrate
wasabove7percentbetween2013and2015),whichincreasedtheregionalgrossdomesticproducttoone
andahalftimeshigherinthepasttenyears.
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Table 2.7
Improvement in certain competitiveness indicators between 2010 and 2016 in Hungary

2010 2016

GDPpercapita(USDbasedonPPP) 22,277 25,381

Netexternaldebt(percentofGDP) 54.9 19.5

Grosssavings(percentofGDP) 21 24.9*

Netfinancialwealthofhouseholds(percentofGDP) 67.9 105.8

Employmentrate(percent) 48.7 58

Unemploymentrate(percent) 11.2 5.1

Averagetaxwedge(familieswith2children,percent) 41.7 37.6*****

Grosspublicdebt(percentofGDP) 79.7 73.9

totaltaxrateofenterprises(percent) 52.4 46.5*

ProportionofuncollectedvAt(percent) 21.4**** 13.7*

Fertilityrate 1.25 1.49

tertiaryeducationalattainment(30–34age,percent) 26.1 33

Proportionofgraduatesfromengineering,naturalsciencesandiCt(percent) 18.1 20.8**

Expectedhealthylifeyears(year)
58.6(women); 60.1(women);

56.3(men)* 58.2(men)*

individualsusingtheinternetforinternetbanking(percent) 19 35

AnnualchangeinloanportfolioforcorporatesectorandattheSMElevel
(percent)

–5.9(allcompanies); 2.0(allcompanies);

–6.9(SMEs) 8.8(SMEs)

Shareofnon-performingloansofthecreditinstitutionsector(percent) 16.8*** 7.4
* value for 2015
** value for 2014
*** value for 2013
**** value for 2011
***** value for 2018

Sources: Eurostat, European Commission, World Bank, European Central Bank, PwC, UN, MNB

2.4  NECESSARY DIRECTIONS OF PROGRESS

In addition to macroeconomic indicators, improvement also occurred in other areas in recent years, although 
many challenges must still be overcome to enable Hungary to follow a path of sustainable convergence. 
Oneofthegreatesttasksistoensuretheadequatequantityandqualityofavailablehumancapitalforthe
Hungarianeconomy.inthisarea,itcausesparticulardifficultiesthatchangesineducational,healthcareandin
particulardemographictrends,aswellastheachievementofresults,areonlypossibleoveralongerperiodof
time.inparallelwithhumancapital,increasingthequantityofphysicalcapitalandimprovingthequalityofits
utilisationalsodeserveattention.However,thesefactorsarecorrelatedatthesystemiclevel,andthereforethe
responsestochallengesalsomustbeformulatedinacomplexmannerinordertoachievetheirdesiredimpact.

At present, one of the main obstacles to economic growth in Hungary is the availability of adequately 
trained labour. Hungaryismovingonabasicallyunfavourabledemographicpath(theratiooftheworking-age
populationisdeclining),anditseffectwasfurtherstrengthenedbythegradualopeningupofopportunities
toworkabroadfollowingaccessiontotheEuropeanUnion.thepick-upineconomicactivityfollowingthe
turnaroundingrowthrevealedtheeffectsofthesedevelopments.theemploymentratehasbeenrisingsteadily
since2010,withthesuccessfulgovernmentprogrammesaimedatexpandingemployment(JobProtection
ActionPlan,therevisionofearlyretirementpensions,PublicWorkScheme)alsoplayingasignificantrolein
thisregard.Atthesametime,incertainareasthefurtherexpansionofcompanieswashinderedbythelimited
availabilityofskilledlabour.thechallengescausedbylabourshortagesmaybeaddressedfromvariousaspects,
andaholisticapproachmayresultinsolutionstotheproblems.
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One of the most important shortfalls of the Hungarian economy is the relatively low level of productivity 
of companies (mainly of SMEs). in termsofproductivity, theHungariancorporate sectorhasa strongly
dualcharacterdependingoncompanysize.theproductivityofHungarianSMEsiswellbelowthatoflarge
enterprisesandofthecorrespondingvaluesofthecountriesintheregion,withthelatter15–20percentlower
thantheperformanceofSMEsinWesternEurope.thisformsthebasisforthedifferenceinwages,whichisone
ofthemaindrivingforcesbehindtheemigrationoflabour.Accordingly,thekeytoreducingthelabourshortage
istoboostproductivity:forenterprisestobeabletoretaintheiremployeesandattractbackemployeeswho
leftthecountryitisessentialtoimproveproductionefficiencyandtoproduceproductswithhighervalue
added.Atpresent,thelevelofwagesinHungaryisnotmuchbelowproductivity.therefore,tobeableto
competewithcountriesthatofferhigherwagesitisnecessarytoimproveproductivity.inaddition,anincrease
intheproductivityofSMEscouldcontributetoahigherdegreeofdiversificationoftheratherconcentrated
Hungarianindustrialproductionandexports,whichwouldreducethedependenceoftheHungarianeconomy
ontheperformanceoflargecorporations.Moreover,theenergyefficiencyofHungarianenterprisesiswell
belowtheEUaverage,resultinginacompetitivedisadvantageespeciallyduetothehighenergydependency.

The banking system, which plays an essential role in financing Hungarian enterprises, could facilitate the 
development of the economy to a greater extent than it currently does. thebankingsectorcontributesto
thecompetitivenessofacountrybytheefficientallocationoffinancialresourcesinamannerthatsupports
growthoverthelongterm.Oneimportantelementofthisisthattheoperationofthebankingsystemshould
notbeprocyclical.inthecaseoftheHungarianbankingsystemthereisstillampleroominanumberofareas
tostrengthenthissupportiverole.intensifyingthedigitalisationofthesectorwouldhelpreduceoperating
costs,whichwouldopenupopportunitytolowerthecurrentlyrelativelyhighlendinginterestrates(mainlyon
householdloans),toincreasethespreadofbankproductsandtofurthersimplifyenterprises’accesstoloans.

The government can primarily contribute to raising productivity by creating a supportive business and 
regulatory environment as well as by reducing the burdens on enterprises and labour. Reducing state
bureaucracyanddigitalisingadministrativeprocedures(e-governance)couldsignificantlysimplifytheday-
to-dayadministrationofenterprises.Currently,intheregionitisHungarywhereanenterprisehastospend
themosttimewithtax-relatedpaperwork,and, forexample, theconnectionofelectricityalsotakesthe

Chart 2.8
Productivity and wages in the European Union
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longesttimeinHungary.theratioofpublicadministrationexpenditurestoGDPdeclinedfrom9.5percent
toapproximately8percentbetween2013and2015,whichstillexceedstheEUandv3averages.inaddition,
despitetheimprovingtrendinrecentyears,forenterprisesthatobeythelawitisasignificantcompetitive
disadvantagethattheratiooftheshadoweconomyisstillhighinHungarycomparedtotheregion(estimated
tobe22percentin2015,comparedtotheEUandv3averagesofaround18percent).

Research, development and innovation activity is indispensable for increasing productivity: the success of the 
years to come will be determined by the degree of Hungarian enterprises’ ability to comply with the need 
to develop caused jointly by the upswing in economic activity and the labour shortage. theratioofSMEs
involvedininnovationandtheratioofemployeesworkinginresearchanddevelopmentshouldconsiderably
increaseforR&Dexpenditurestoreachthelevelof1.8percentofGDPtargetedfor2020.theroleofthe
governmentisessentialhereaswell,sinceitcanimprovethebusinessenvironmentforenterprisesthatareable
todevelopwithvariousmeasuresandalsosupportresearchactivitiesdirectly(forexample,withinfrastructure
developmentforinstitutionsoftertiaryeducation).itisimportanttoemphasise,however,thatresearchand
innovationresultscanonlyhaveanimpactontheperformanceoftheeconomyatthesystemiclevelaswell
iftheyareabletospreadmorewidelythroughadequatelycreatedchannelsoftransferofknowledge.this
processissignificantlyfacilitatedbyonlineopportunitieseasilyavailableforeveryone,althoughitwouldbe
importanttochangetheattitudeofenterprisessothattheyareopentoadoptingandimplementingthenew
ideasofothers.

A special dichotomy in the Hungarian economy is that in parallel with a general labour shortage there 
are also significant labour reserves in the system, but their utilisation is difficult, primarily because of the 
geographical and the skills mismatch. theunemploymentrateisaround3percentinthewesternpartofthe
country,whileintheNorthernGreatPlainregionitis9percent,andyouthunemploymentrateisalsohigher
inthelatterarea.Withpropergovernmentinterventionitwouldbepossibletoincreasemobilitywithinthe
country,andtargetedtrainingprogrammescouldalsoallowthelearningofskillsnecessaryfortakingjobs.
thescopeofactiveearnerscouldbefurtherexpandedthroughincreasedstatesupportforatypicalformsof
employment.thespreadofpart-timeemploymentandteleworkingcouldimprovewomen’sreturntothe
labourmarketafterchildbirthaswellastheinvolvementofgroupsinthelabourmarketinwhosecasethe8
hoursperdayemploymentforms,whicharegenerallyacceptedinHungary,cannotbeimplementedforsome
reason(forexample,commutingtoworkisdifficult).Furtherlabourreservescouldbefreedfortheprivate
sectorthroughthereductionofstatebureaucracyandtheratioofthoseemployedbythegovernment.

Increasing the quantity and improving the quality of human capital poses challenges for all European 
countries over the long term as well. Somecountrieshavebeenabletoimprovethefertilityrate,butat
presentnoEUcountryreachesthereproductionvalueof2.1,whichisconsiderednecessaryformaintaining
thepopulation.Despitetheimprovingtrend,muchworkremainstobedoneinHungary.thegovernmenthas
recognisedthisnecessityandofficiallydeclared2018theyearoftheFamilies.Nevertheless,theexpansion
offamilyallowancesinitselfwillnotbeabletosolvetheproblems:changingtheunfavourabledemographic
trendsoverthelongtermwillonlybepossiblewiththeresoluteimplementationofaclear,carefullyconsidered
strategy.Atthesametime,increasingthefertilityratecanonlymitigatethechallengesstemmingfromthe
ageingofsociety.theroleofself-reliancewillgainincreasingimportanceinthefuture,especiallyinviewof
thepressureonstatepensionsystemsandthedevelopment(andcostincrease)ofhealthcaretechnologies.

Improvement in the quality of human capital is able to boost the competitiveness and growth potential of 
the real economy over the long run by developing the ability to innovate and raising labour productivity. 
thequalityofhumancapitalisfundamentallydeterminedbytheperformanceoftheeducationandthehealth
caresystems.Reformoftheeducationsystemalreadystartedinthepastyears,butnosystem-levelreforms
havetakenplaceinhealthcaretodate.
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The main challenge for the education system is to prepare the young for a future state that is increasingly 
difficult to predict because of the accelerating development. Studentswhostartedelementaryschoolin
2017willfinishtheirsecondaryschoolstudiestheearliestin2029andtheiruniversitystudiesin2032,before
enteringthelabourmarket.Atthecurrentpaceofdevelopmentitisalmostunimaginablewhatknowledge
theywillneedduringtheirlabourmarketcareer,forwhichtheeducationsystemissupposedtopreparethem.
therefore,itisessentialtosetupaneducationsysteminHungarythatprimarilyinvestsstudentswiththeneed
andabilityofcontinuouslearning.itwouldbeexpedienttoformulatetheNationalCoreCurriculum,which
isunderdevelopmentatpresent,inawaythatitshouldstrivetodevelopabilitiesasmuchaspossibleand
providepracticeorientedknowledgeforstudents.Namely,onthebasisoftheexperiencesofinternational
surveys(PiSA,tiMSS),Hungarianstudentslearnthecurriculumsufficiently,butcannotadequatelyapplythe
knowledgeinreallifesituations.inanycase,effortsmustbemadeinordertoimprovethequalityofprimary
educationandtoreducedisparities,sincewithoutadequatebasicskills(comprehension,reading,counting)
thefurtherlevelsoftheeducationsystemcannotreachtheirdesiredtargets.inaddition,itisnecessaryto
expandthescopeofbasicskillswiththeknowledgeoftheEnglishlanguageandinformationtechnology.tobe
abletoincreasetheratioofthosewithadegreeinnaturalsciences(especiallyit),itisabsolutelynecessary
tosignificantlyimprovethequalityoftheteachingofnaturalsciencesinpubliceducation.Wealsoconsider
importantthespreadoftheattitudeintheHungariansocietythatitispossibletomeetthechallengesofthe
moderneraonlywiththehelpoflifelonglearning.

The Hungarian health care system struggles with various challenges, the solution of which requires more 
than just an increase in expenditures. thelevelofhealthcareexpendituresasaproportionofGDPexceeds
theaverageofthecountriesintheregion,butatthesametimetheproportionfinancedbythegovernmentin
Hungary(67percent)isbelowtheaveragevaluesoftheregion(78percent)andtheEUcountries(75percent).
Nevertheless,boostingpublicexpendituresaloneisunabletosolvetheproblemsofthesector,whichisalso
attributabletothefactthattheavailablefundsarenotspentinanefficientmanner.individualpartsofthe
healthcaresystemstrivetobecost-effectiveseparately,which,inturn,doesnotresultinthemostefficient
solutionsatthesystemlevel.Weconsideritimportantthathealthpolicyfocusonlong-term,system-levelcost-
effectiveness.thehighlevelofexpendituresonmedicalgoodsorthelowlevelofbedoccupancyrepresent
efficiencyreservesintheHungarianhealthcaresystem.theirthoughtfulregrouping(forexampleforpreventive
andprimarycarepurposes)wouldallowthehealthconditionofthepopulationtobeimproved.thelatteris
alsoveryimportantbecauseinHungary–inspiteofthedecliningtrend–thelossoflifeyearsduetodeath
attributabletopreventablereasons isstillhigh,andthestandardisedmortalityraterelatedtomalignant
tumoursaswellastheratioofthosesufferingfromsymptomsofdepressionarethehighestintheEuropean
Union.thesector’sstateofsupplywithhumanresourcesalsoposesachallenge,whichoverthelongterm
canonlybesolvedbysignificantimprovementofthestandardofwagesandworkingconditions.
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3 Comprehensive assessment of the 
competitiveness of the Hungarian 
economy

3.1  RESULTS OF INTERNATIONAL COMPETITIVENESS RANKINGS

3.1.1  Results of the 2017–2018 ranking prepared by the World Economic Forum

In 2017, Hungary improved nine places compared to last year to reach 60th place in the competitiveness 
ranking prepared by the World Economic Forum based on an analysis covering 137 countries. Ofthev4
countries,theCzechRepublicwasrankedbest(31st),followedbyPoland(39th)andSlovakia(59th),oneplace
beforeHungary.inthegroupofthe28EUmembercountriesHungaryisthe24th.the114basicindicators
includedinthe2017–2018rankingandthenecessarydatawerecollectedstartingfromthesecondhalfof2016
untilmid-2017.AlthoughtherangeofindicatorsappliedbytheWEFcoversalmostalloftherelevantareasof
competitiveness,onlyasmallportion(26percent)oftheindicatorsisobjective,whiletherestaresubjective.

The WEF competitiveness indicator examines the state of and developments in competitiveness through 12 
areas. thefirstfourpillarsoftheindexdealwithfundamentals,thenextsixwithefficiency-increasingfactors,
whilethelasttwotreatthesubjectsofinnovationandeconomiccomplexity.

In the group that reflects the foundations of the operation of the country, Hungary lags behind the region. 
Governmentregulations,confidenceinpoliticiansandtheprotectionofownershipreceivedlowscoresinthe
questionnairesurvey.theassessmentofHungary’sinfrastructure(56th)improvedsixplacescomparedtolast
year,butisstillbelowothercountriesoftheregion.Accordingtothesurvey,theweakerrankingisattributable

Chart 3.1
WEF GCI ranking of Hungary, the region and the EU
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to the lessmodernair transport infrastructureand thepoorqualityof riverports. themacroeconomic 
environmentisinabetterposition(46th)thantheaverage,andthesteadyimprovementobservedsince2013
continued.thepillarexamines,inter alia,thebudgetbalanceasaproportionofGDP,thechangesinthegross
governmentdebtratioandhouseholds’netsavingspositiononthebasisofobjectiveindicators.

Health care and primary education (78th) are examined together. Its absolute assessment among the pillars 
proved to be the best in Hungary, but Hungary’s relative position is still below its combined result. While
Hungary’spositionisrelativelyfavourableinthehealth careindicators,accordingtotheWEFitismuchworse
inprimary education,mainlyduetothelowratioofthoseenrolledinschool(101st)(thiscontrastswith
specialisedstatistics,accordingtowhichtheenrolmentrateis5percentagepointshigherthanintheWEF
indicator).theassessmentofthepillarthatexaminessecondary and higher educationismorefavourable
(73rd)asaresultofthehighnumberofparticipants.

The assessment of the efficiency of the goods market is good, while Hungary’s result is less favourable 
concerning the labour market. Lookingatthe goods market (64th),accordingtotheWEFtheregulation
regardingtheestablishmentofcompanieshasimprovedsteadilyinrecentyears,whiletheintensityoflocal
competitionisbelowaverage.Althoughlabour market efficiency(71st)becamemorefavourablecompared
tolastyear,theavailabilityoftrainedlabourcontinuestocauseproblems.

Major improvement took place in technological (40th) and financial market (45th) development compared 
to last year. Nevertheless, business sophistication (96th) is below the average of the region. in technological 
readinessHungaryachievedabetterrankthanitscombinedposition,whichistheresultofthepenetration
ofcableinternetandbandwidth.inthecaseofthepillarthatexaminesbusiness sophistication,accordingto
theWEFtheperformanceofsuppliersandthedegreeofmarketingusearethemaindeficiencies.

intheindicatorthatexaminesthesize of the market (55th),Hungary’sopenness,whichallowstheeconomy
toreachvariousexportmarkets,istakenintoaccountasasignificantadvantage.Lastyear,asignificantlag
wasstillobserved inthe innovation pillar (62nd),butHungary’srelativeposition improvedconsiderably,
advancingby18places.

Chart 3.2
Performance of Hungary and the V3 countries compared to the WEF global average in the 12 pillars of the ranking
(2017)
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3.1.2  Results of the World Bank Doing Business 2017 ranking

According to the World Bank’s Doing Business report, which focuses on the start-up and operation of 
businesses, Hungary is the 41st in the competitiveness ranking covering 190 countries. thepublicationentitled
‘DoingBusiness’andcompiledbytheWorldBankprovidesanannualglobalanalysisofcountries’abilityto
encourageinvestmentandenterprise.the45indicatorsincludedinthelatest,2017rankingwerecollecteduntil
June2016.All these indicators are objective. insteadofmacroeconomicparameters,aregulatoryenvironment
foramodelledmedium-sizedcompanyaswellastheefficiencyofsetting-upandoperatingacompanyandof
bureaucracyaretakenintoaccountinpreparingtheranking.Withits41stplace,inthisyear’srankingHungary
tookasomewhatlessfavourablepositioncomparedtoitscompetitorsintheregion,fallingoneplacefromits
ranklastyear,butthecountryimproveditstotalscore,whiletheevaluationmethodologywasalsoamended
inthepastperiod.WithintheEuropeanUnion,Hungaryranksthe21st,aheadof,forexample,Belgiumaswell
asCroatiafromtheCEEregion,whilethev3countrieshaveahigherranking.

Table 3.3
Position of the V4 in the World Bank’s Doing Business ranking

Hungary Slovakia Czech Republic Poland

2017 41st 33rd 27th 24th

2016 40th 30th 26th 25th

2015 54th(40th) 37th(29th) 44th(33rd) 32nd(28th)

2014 54th 49th 75th 45th

Note: For 2016, a new methodology was used for ranking in the publication. Rankings for 2015 according to the new methodology are in brackets. 
The 2014 ranking is available only on the basis of the old methodology.
Source: World Bank – Doing Business 2017.

Of the examined ten main pillars, Hungary achieved the best results in the areas of trading across borders, 
accessing credit, enforcing contracts and registering property. Atthesametime,foreigntradeopennessis
extremelyhighinallofthevisegrádcountriesinglobaltermsaswell.Accordingtotheanalysis,thegoodresult
achievedinaccesstocreditistheconsequenceoftheadequateregulationofthearea.theDoingBusinessreport
suggeststhattheregulationofstartingabusiness,includingtheregisteringofproperty,isalsoappropriate.
Moreover,theenforceabilityofcontractsisthehighestintheregion(8thplaceoutof190countries).inthe
caseofthepillarthatexaminestheenforceabilityofcontracts,Hungary’scompetitiveadvantagecompared
totheCEEregionisattributabletothespeedofproceedingsandrelativecheapness.itshouldbenotedthat
thesystemoflegalinstitutionsandaccesstocreditinHungaryareconsideredtobemuchlessfavourableby
theWorldEconomicForum,whichshowsthattheremaybedifferencesandcontradictionsbetweenindividual
assessments.Strongerdifferencesbetweenthefindingsofindividualinstitutionsareprimarilyattributabletothe
methodologicalbackgroundandthedifferentratiosoftheobjective–subjectivenatureofthebasicindicators.

At the same time, according to the Doing Business report, the operation of companies is excessively hindered 
by several regulations. Greenfieldinvestmentishinderedbythecomplicatednatureandtimerequirementof
obtainingconstructionpermitsandaccesstoinfrastructure(electricity).Hungarytook69thplaceinthecase
oftheindicatorthatexaminestheissuingofconstructionpermits.However,sincethentheNationalAssembly
hasmadeadecisiononthesimplificationandaccelerationofthepermitprocedureforresidentialproperties,
whilesimplificationwouldalsobeimportantinthecaseofpermitsforcommercialrealestate.

In the taxation pillar, Hungary is in a less favourable position than its regional competitors, despite 
improvement in its result. inaninternationalcomparison,thetaxesonlabourpaidbycompaniesprovedto
behigh.Atthesametimeitisadvantageousthatbetween2008and2015thetotaltaxrate1ofHungarian

1 totaltaxratemeansallthetaxes(onprofit,labourandothertaxes)paidbythemodelledcompanyasaproportionofthepre-taxnetprofit.For
Hungary,thefollowingtaxesweretakenintoaccount:corporatetax,localbusinesstax,socialcontributiontax,vocationaltrainingcontribution,
innovationcontribution,propertytax,motorvehicletax.



MAGYAR NEMZETI BANK

COMPETITIVENESS REPORT • 201726

companiesdeclinedfrom58percentto46percent,i.e.belowthev3average,which,however,isstillsome
5percentagepointshigherthantheEUaverage.Further improvement inpayingtaxeswouldrequirethe
simplificationoftaxdeclarationsandtheaccelerationofprocedures.therehasalsobeenprogressinthis
regardrecently:from2017,theNationaltaxandCustomsAdministrationpreparesthetaxreturnsofprivate
persons,andthetaxauthorityisalsoplanningtobeabletocompilecorporatetaxreturnsstartingfrom2018.

Hungary also falls short of the relevant benchmarks in the protection of minority investors. thispillar
measurestheconflictmanagementpossibilitiesofminorityinvestorsandtheirabilitytoenforcetheirinterests
incompanymanagement.ApriorityobjectiveofthenewstrategyoftheBudapestStockExchangeistofacilitate
theprotectionofminorityinvestors,whichmayresultinanimprovementinHungary’srankinginthisrespect
aswell.

3.1.3  Results of the 2017 ranking prepared by the IMD

In the latest, 2017 ranking of the IMD Hungary came in 52nd place, lagging slightly behind its competitors in 
the region. thisrankingexaminesthecompetitivenessof63countriesonthebasisofmorethan340indicators,
twothirdsofwhichareobjective.themajorityofthecountriesexaminedbytheiMDcanbeclassifiedamong
thedevelopedones;thisispartlythereasonwhyHungaryisatarelativelylowpositioninthisranking.

Chart 3.4
Average relative ranks of Hungary, the V3 countries and EU Member States
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According to the IMD, Hungary’s largest shortfalls in competitiveness are in the areas of the private sector and 
government efficiency, while Hungary’s economic performance is relatively favourable. Withintheeconomic
performancepillar,fromtheregiononlytheCzechRepublicandPolandareaheadofHungary,butthereis
amajordeficitinthecategorythatexaminestheefficiencyofthegovernmentandtheprivatesector.Hungary’s
performanceisbetterthanthatoftheCEEregionintheareaofinfrastructure.

In the category that measures economic performance, the results of the sub-groups of international trade 
and the one measuring prices are especially good,whichisattributabletothepositivetradebalanceand
moderateinflation.Bycontrast,inrespectofinternationalinvestmentHungarytakesthepenultimateplace,
whichisjustifiedbythedeclineinFDiinflowsin2016(disregardingthestrongfluctuationsbetweenyears).

Hungary came in 54th place in the area of government efficiency,whichistheconsequenceofthehightax
centralisationratecomparedtothecountriesunderreview,thehighvalueofthegeneralvAttaxrateandthe
relativelyhighratioofrevenuesfromindirecttaxes.

According to the ranking, the efficiency of the private sector is below average, falling short of Hungary’s 
competitors. therankingsreachedbytheeconomyintermsofthelabourmarket,managementpracticeas
wellasattitudesandvaluesarealsowellbelowtheaverage.Hungary’scompetitivedisadvantageinthecase
ofthelabourmarketisattributabletotheshortageofskilledlabour,thelowleveloflifelonglearningandthe
strong‘braindrain’.

Chart 3.5
Hungary’s results in the four main areas and in the overall ranking
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In terms of infrastructure, Hungary ranks relatively favourably. theperformanceofscientificinfrastructure,
whichexamineselementssuchastheamountspentonR&Dactivity,thenumberofNobelPrizewinnersand
thenumberofthosewithacademicdegrees,wasthebest.Comparedtothepreviousyear,Hungaryimproved
fourplacesinthesub-categorythatassessestheenvironmentandhealthcare.inthesub-pillarthatexamines
education,adeteriorationtookplaceduetothefindingsofthePiSAsurvey.

3.1.4  The Economic Complexity Index

Using international trade data, the Economic Complexity Index indicates the degree of complexity of the 
economy of a country. theindexprimarilyintendstocapturetheknowledgecapitalpresentinthecountry,
forwhichthetradestructureandcharacteristicsserveastools.

In terms of economic complexity and development, the Economic Complexity Index may give an answer 
regarding the expected pace of convergence. theindexcapturesthetradestructurethroughthecommercial
embeddednessofnationaleconomiesandproducts’penetration,basedonwhichitisalsopossibletodraw
conclusionsconcerningcountries’abilitytocatchup.Accordingtothecorrelation,countrieswithhighlycomplex
economiesandlowincomeatpresent,forexampleChinaandUkraine,mayhaveanopportunitytobreakout
oftheincometrap.Ontheotherhand,thehighdegreeofeconomicdevelopmentofcountrieswithhighly
complexeconomiesandhighincome,suchasGermanyandSweden,canbemaintainedasaresultoftheir
complexknowledgebase.

In 2015, out of 128 countries Hungary placed 8th in the ranking, surpassing the Visegrád and EU averages. 
Hungary’srankinghasimprovedsteadilysince2011,whiletheplaceofthev3remainedpracticallyunchanged,
andtheaveragerelativepositionoftheEUdeclined.intheranking,Hungaryisabove,inter alia,theUnited
States of America, Finland, theUnited Kingdom, Belgium aswell as theNetherlands. For years, Japan,
SwitzerlandandGermanyhavebeenthecountriesreachingthethreebestplacesintheindicator.

Chart 3.6
Ranks attained by Hungary in the sub-categories in the 2016 and 2017 rankings
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The index is based on objective data applying mathematical methods and excluding factors that distort the 
result. Everyyear,128countriesareexaminedwithintheframeworkoftheEconomicComplexityindex.Only
thosecountriesareanalysedwhereinformationisavailableforgrossdomesticproduct,exportvolumeand
structure,andwherethepopulationexceeds1,200,000people,thevalueoftradeisgreaterthanUSD1billion
peryearanddataarereliable.thesourceforthecalculationoftheindexistheUNCOMtRADEdatabase.

Economiccomplexityiscalculatedonthebasisofthetotalnumberofproductsandproductgroupsexported
bythecountriesunderreviewandthenumberofcountriesthatareabletoproducetheseproductgroups.
Accordingly,theindexreflectstheeconomicstrengthofacountrystemmingfromitsexportdiversityand
productquality(hard-to-substitute,complexproducts).

Albert-László Barabási played a key role in elaborating the aforementioned index as one of those who laid 
the foundation of its methodological background. theindexwascreatedduringaprojectledbyRicardo
Hausmann,Director,CenterforinternationalDevelopmentatHarvardUniversityandCésarA.Hidalgo,Professor,
Massachusettsinstituteoftechnology,withthecooperationofthetwouniversities.Albert-LászlóBarabásiis
aHungarianphysicistandaresearcherofnetworktheory,memberoftheAmericanPhysicalSocietyaswell
asexternalmemberoftheHungarianAcademyofSciencesandtheAcademiaEuropea.

3.2  SUMMARY OF THE MNB’S COMPETITIVENESS ANALYSIS 

3.2.1  Macroeconomic environment

In terms of macroeconomic indicators, the competitiveness of the Hungarian economy improved significantly 
in the past years,butlagscanbeidentifiedinthecaseofseveralvariables.theeconomicdevelopmentof
Hungaryalreadydepartedfromtheregionaltrendspriortothecrisis,andthecountry’srelativestageof
developmentdeclineduntil2013.However,after2013,asaresultofaturnaroundinrealgrowth,Hungary’s
relativeshortfallcomparedtothevisegrádregiondisappeared,andtheprocessofcatchingupwiththeEU
averagestartedagain.

Chart 3.7
Ranking of the Economic Complexity Index among 128 countries
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Prior to the crisis, the increase in productivity, which determines the growth potential, was more restrained 
than in the region and gradually fell behind the region. intheyearsfollowingthecrisis,productivityincreased
bothintheEUandthevisegrádregion,butasaresultofthestagnationinHungarianproductivity,starting
from2012theaverageproductivityofHungary’scompetitorsinthevisegrádGroupalreadyexceededthatof
Hungary.Atpresent,Hungary’sproductivityonlyslightlyexceedsthelevelobservedbeforethe2008crisis.
Oneoftheunderlyingreasonsisthatrisingemploymentinthelowerproductivitygroupwasthemainfactor
behindtheincreasingactivityrateinthepastyears.

Hungary’s export market share has been catching up with the region again in recent years. Hungary’sshare
intheglobaltradewasrisinguntil2008,similarlytothatoftheregionasawhole.However,startingfrom
2010,duetoproblemsincompetitivenessinthemanufacturingofelectronicandopticalproducts,whichhad
previouslybeenaleadingsector,Hungary’sexportmarketsharedepartedfromtheregion.Asaresultofrecent
years’largeinvestmentprojectsintheautomotiveindustry,Hungary’sexportmarketshareisapproachingthe
regionallevelagain,whileitsgrowthrateexceedstheEUaverage.inrecentyears,foreigntradecompetitiveness
wasfurtheramelioratedbytheimprovementinthetermsoftradeandincorporateprofitabilityresultingfrom
thedeclineincommodityprices.

It is expedient to examine real economy developments together with the financing conditions, which 
have also improved considerably in the past years. theconsiderabledeclineinexternaldebtobservedin
recentyearscontributedsignificantlytotheimprovementinHungary’sexternalvulnerabilityaswellasits
riskassessment,whichledtoadecreaseinriskpremiaandanimprovementincompetitiveness.thedecline
inexternalvulnerabilityresultedfromtheadjustmentofdomesticsectorsaswellasfromtheconversionof
households’outstandingdebtintoforintsandfromnon-residents’graduallydecreasinggovernmentsecurities
holdings,whichwaspartlyrelatedtotheSelf-financingProgramme.By2016,netexternaldebthadfallento
ahistoricallow,approachingtheaveragesofthevisegrádandEUcountries.

thesavingsrateinHungarywasbelowtheaveragesofboththeregionandtheEUinthepre-crisisyears.
Asaresultoftheadjustmentprocessfollowingthecrisis,thesavingsrateroseconsiderably,withsignificant

Chart 3.8
Labour productivity
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contributionsfromtheslowreductionoftheunsustainabledebtaccumulatedearlier,thepersistentlysubdued
lendingactivityafterthecrisisaswellastheriseinincomes.inlastseveralyears,thesavingsrateinHungary
consistentlyexceededboththeregionalandEUaverages.theadequatelyhighsavingsratesupportsthe
increaseindomesticcorporateinvestmentwithoutariseinexternalindebtedness.investmentwasalready
belowtheregionalaverageprior to thecrisis,andaturningpointonlyoccurred indomestic investment
activity in 2012–2013, supported by the pick-up in corporate investment activity resulting from central
bankprogrammesandtheincreasein–partlypublic–investmentfinancedfromEUfunds.Asaresult,the
ratefluctuatedaroundtheregionalaverageagain.Keepingtheinvestmentrateatahighlevelensuresthe
maintenanceandexpansionofcorporateproductioncapacities,which–inadditiontoGDPgrowth–also
servesasabasisforpotentialgrowthandcompetitiveness.

3.2.2  Labour market competitiveness

In the pre-crisis period, the low employment rate limited the growth potential of the economy in Hungary. 
Employmentbottomedoutin2010,inparallelwithasurgeintheunemploymentrate.Againstthisbackground,
labourmarketadjustmenttookplaceasaresultofanincreaseintheratioofpart-timeemployees,inparallel
withwhichtheaveragenumberofhoursworkedalsodeclined.theadjustmentprocesswasreflectedinthe
declineintheHungarianwageshareaswell,whereasthewageshareremainedpracticallyunchangedinmost
EUMemberStatesandinthevisegrádcountries.By2011thegapbetweentheHungarianandtheEUwage
shareshadincreasedfromthepre-crisislevelof4percentto8percent,i.e.duringthecrisistheshareofcapital
invalueaddedgrewattheexpenseoflabourinHungary.

Examining the past years’ labour market developments in a regional comparison, Hungary’s deficit in terms 
of activity and employment, which had previously been significant, ceased to exist by 2016–2017. the 
accelerationofeconomicactivityandgovernmentmeasurestoboostlabourmarketactivity(JobProtection
ActionPlan,PublicWorkScheme,significantminimumwageincreasesin2012and2017,changingofthe
contributionsystem,reformofthepensionandbenefitssystemaswellasthereductionofthepersonalincome
tax)contributedtothestronggrowthinemploymentinHungaryafter2010.theconsiderableincreaseobserved
inthenumberofthoseworkingtemporarilyabroadalsocontributedtotheexpansioninemployment.inparallel
withtheriseinemploymentfigures,theunemploymentratehasnowfallenbelowboththeregionalandEU
averages,andisatahistoricallylowdomesticlevelcomparedtothepreviousfiguresaswell.

Chart 3.9
Employment rate in the 15–74 age group
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The increase in employment entailed a gradual decline in labour reserves,resultinginatighteninglabour
market.Asaresultofthisandtheimprovingeconomicprospects,wagesstartedtogrowdynamically,supported
bytheminimumwageincreases,inadditiontothepubliccareerpathmodelsandsectoralwagerises.As
aresult,theHungarianwagesharerosetosomeextentin2016(thegrowthinthewagesharewasalsoaresult
ofatemporaryslowdowninGDP),butitstillhasnotreacheditspre-crisislevel.

Overall, employment in Hungary caught up with the regional (59.5 percent) and EU (58.9 percent) averages. 
Nevertheless, the Hungarian wage level (EUR 16,699 per year on PPS basis) is still below the regional average 
wage level (EUR 18,736 per year on PPS basis), and even further below the EU average (EUR 28,389 per 
year on PPS basis). Atthesametime,onanaggregateleveltheHungarian(adjusted)wagelevelisinline
withHungarianproductivity.Atpresent,theHungarianwageshareishigherthantheregionalaverage,but
wellbelowtheEUaverage.intermsoftheburdensonlabour,thecontributionsontheemployersidearenot
consideredextremeinaEuropeancomparison(inthecaseofHungary,asaresultofthecontributionreductions
in2017and2018the‘employers’taxwedge’willbeevennarrowerthantheratioseeninthechart),butthe
totaltaxwedgecalculatedtogetherwithemployees’taxesandcontributions(i.e.theratioofthetotalburden
imposedonlabourbythestate)isstillconsideredhigh,bothinregionalandEuropeancomparisons.

3.2.3  Public sector competitiveness

Adequate functioning of the state is one of the most important influencing factors for a country’s 
competitiveness through both its weight in the economy and its regulatory power. Oneofthekeyfactors
indeterminingpublicsectorcompetitivenessistheassessmentofwhatenvironmentthestatecreatesfor
enterprisesandprivatepersons.Businessenvironmentcomprisesboththetaxandregulatoryenvironments,
whichareimportantdeterminantsoftheintentiontostartabusinessandtheintentiontoinvest,andthrough
thatoftheeconomicperformance.Ageneralmeasureofthetaxsystemisthedegreeoftaxcentralisation.in
Hungary,thisindicatorishighinregionalcomparison,butlookingattheEuropeanUnionasawhole,ithasbeen
belowtheaveragesince2010.OneofthemostimportanttrendsinHungarythataffectssavingsandinvestment
decisionsaswellasemploymentisthedeclineintheratiooftaxesonlabourtoGDPandtheincreaseintaxes
onconsumption.Firstly,thistypeofchangeinthetaxstructurereducestheeconomydistortingeffectsof
taxation,facilitatesthefightagainsttheshadoweconomyandboostsemploymentandthegrowthofthereal

Chart 3.10
Adjusted wage share according to gross wages and burdens on employers
(2016)
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economyoverthelongtermaswell.2Secondly,itcontributestothecompetitivenessofforeigntrade(through
thereductionofproductioncostsandmakingimportsmoreexpensive),3alsoresultingineconomicgrowth.

In Hungary, the ratio of public administration expenditures considerably exceeds the averages of both the 
European Union and the V3, despite the steady downward trend observed since 2013. Asignificantportion
ofbureaucraticexpendituresiswagerelated,whichisnotsufficientlyefficientandmotivatingduetothe
determinationofincomesaccordingtoawagescale.Withitsimprovementandperformance-basedwaging
itwouldbepossibletosignificantlyreducethesizeofthepublicsector.

The quality of public services is also a part of the environment created by the state. Oneoftheseservices
ispublicadministrationthroughtheinternet.AccordingtotheOECDdatabase,HungaryfallsshortoftheEU
averageinthisarea,butexceedstheregionallevel.Whilepeopleoftenusetheinternettosearchfordatain
administrativematters,theyaremuchlessabletouseitforattendingtoadministrativematters.Electricityis
anindispensableelementofinfrastructure,andnotonlyitsconnectionbutalsoitslaterreliablequalityare
essentialforacompany’soperations.thedatapresentedbytheWorldBanktakeintoaccounttherequired
maximumconnectiondata, inwhichHungarydoesnotperformwell, fallingshortoftheEUandregional
averages.Moreover,thedifferenceslightlyincreasedlastyear.Bycontrast,theissuanceofconstructionpermits
forresidentialpropertieshasbeensimplifiedsignificantlyinHungary,andsimilareasingwouldbenecessary
inthecaseofenterprisesaswell.Accelerationofadministrativeproceduresmayencouragethewillingness
tobuild,whichmaycontributetoafurtherupswingintheeconomy.

Measuring the efficiency of the public sector is important in order to learn about the productivity of the 
national economy as a whole. inmostdevelopedcountries,incertainsectorsthegovernmentisthelargest
andoftentheonlyeconomicagent.thefunctioningofthepublicsectorcanbeconsideredefficientifoneunit
ofgovernmentexpenditureresultsinthemostfavourableeffectpossibleforsocialwelfare.Measuringstate
productivityisstillinitsinfancy;fewcountriesdoit,andthereisnouniversalmethodology.Agoodexample
forthatistheUnitedKingdom,wheretheOfficeforNationalStatisticsannuallypublishesinformationon

2OECD:taxPolicyReformandEconomicGrowth,OECDtaxPolicyStudies20.Paris,OECDPublishing.2010
3EuropeanCommission:StudyontheimpactsofFiscalDevaluation,EuropeanCommission,WorkingPaperN.36-2013

Chart 3.11
Public administration expenditures to-GDP-ratio between 2005 and 2015
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publicsectorefficiency.themoreweknowhowefficientthepublicsectorisandhowproductiveitsindividual
institutionsandareasare,thebetterchanceswemayhavetoimprovetheefficiencyofthefunctioningofthe
state,whichmayalsoimprovethepotentialgrowthofthenationaleconomy.

3.2.4  Competitiveness of enterprises

Improving the labour productivity of enterprises and the SME sector forms the basis for economic 
competitiveness. in the CEE region, the main challenge related to the private sector is to implement
asimultaneousincreaseinproductivityandwages,andthustoenableHungarytoovercomethecompetitiveness
modelbasedonthewagecostadvantageandthemiddleincometrap.increasinglabourproductivityisalso
apreconditionfortheHungarianSMEsectortobeabletoupgradeininternationalvaluechains.

In relation to the per capita labour productivity of SMEs, Hungary’s performance is the weakest in the 
Visegrád region, andtheaverageoftheregiondoesnotreachhalfofthepercapitatotalcorporatelabour
productivityofWestandNorthEuropeancountries.While theproductivityof smallenterprises inWest
andNorthEuropeancountriesamountsto70–80percentofthatofthelargeones,andtheproductivityof
medium-sizedenterprisesreachesorevenexceedsthatofthelargeonesinseveralcountries,thelaginEast
CentralEuropeis10–20percentagepointsbigger inallsizecategories.BasedontheOECD’s2017report
entitled‘EntrepreneurshipataGlance’,inthevisegrádregiontheproductivityoftheHungarianmanufacturing
SMEsgrewtheleast(2.7percent)between2009and2014.Atthesametime,amongservice-providingSMEs
Hungarianproductivitygrowthwasthehighest(3.5percent)intheregion.thedegreeoflabourshortageis
anewandimportantphenomenonnotonlyinHungary,butalsointhevisegrádregionasawhole.According
tothesurveyconductedbytheGerman-HungarianChamberof industryandCommerce,theshortageof
labouristhemostsevereintheCzechRepublic,followedbyHungary,andforthetimebeing,inthisrespect
theassessmentofthelabourmarketsituationisthemostfavourableinPoland.inadditiontowagerises,
providingskilledworkforcealsorequiresthedevelopmentofvocationaltrainingandtheincreasingofthe
numberofSMEs’employeeswithhighereducation.

In order to improve the productivity of the corporate segment, it is essential to raise the corporate investment 
rate, including an increase in the innovation activities of the business sector. Asaresultofthecrisis,the
corporateinvestmentratefellintheEU,thevisegrádregionandwithinthatinHungaryaswell,butthedegree

Chart 3.12
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ofthedeclinewashigherinthevisegrádregionandHungarythantheEUaverage.inHungary,asaresultof
successfulsupportivemeasurestakenbythecentralbankandthegovernmentaswellasrenewedincreased
drawdownsofEUfunds,theriseintheamountofloansgrantedbythebankingsectortotheSMEsectoris
alreadyvisible,whichisexpectedtobereflectedinanincreaseintheinvestmentrateaswell.However,in
additiontomoreactivetraditionallending,itisalsoimportantthatalternativeformsoffinancingthatfacilitate
thespreadofinnovationbasedformsofenterprises(e.g.start-ups,seedenterprises)alsogainground.

The concentration of Hungarian exports and industrial production has been increasing since 2012, with 
the latter already exceeding the average of the Visegrád countries in 2014. thistrendispartlyattributable
tothedeclineintheproductionofthehigh-techsectorandtheincreaseintheshareofthevehicleindustry
followingthecrisis.thisiscorroboratedbythefactthattheshareofhigh-techexportswithinmanufacturing
exportshasbeendecliningsince2009(althoughitsvalueishigh),whileithasincreasedinthev3inthisperiod.
Concentratedindustrialproductionmayresultinexcessivedependenceconcerningthegivenaspect.therefore,
widerdiversificationsupportedbyastrongerSMEsectorwouldbeadvantageous.

The competitiveness of enterprises can be measured in terms of the burdens of regulation as well, which
canbequantifiedbyindicatorssuchasthetimetostartabusinessorthetimetocomplywithtaxfilingfor
enterprises.thereductioninthetimetostartabusinessistypicalofthewholeEUandevenmoreofHungary.
inspiteofthefactthatin2007startingabusinesstookmoretimeinHungarythantheaverageofthevisegrád
countries,nowtherelatedadministrationcanbearrangedinnearlyonethirdofthattime(in7days),whichis
evenfasterthantheEUaverage.Bycontrast,thetimetocomplywithtaxfilingforenterprisesisunchangedin
Hungary(277hoursperyear),whileithasbeensteadilydecliningintheothercountriesofthevisegrádregion
since2009.thecompetitivenessofenterprisesinHungarymaysignificantlyimproveinthisareaaswellwith
theimplementationofthecorporatetaxreturnpreparedbytheHungariantaxauthority.

For each enterprise, an important aspect of the (re)investment of earnings is whether they can operate under 
favourable tax conditions in the target country compared to the peers in the region. Accordingtothedata
oftheDoingBusinesssurvey,between2005and2015,thetotaltaxrateofenterprisesasaproportionofthe
commercialprofitdeclinedbymorethan12percentagepointsinHungary,thussinkingtoalevelbelowthe
averageofthev3andapproximatingtheEUaverageaswell,whichalsodeclinedintheperiodunderreview.
However,toreachtheEUaverage,thetotaltaxrateofenterprisesneedstobefurtherreduced,whichispartly
implementedbytheconsiderabledeclineinthesocialcontributionandthecorporatetaxrate.Anothermeasure
offastandtransparenttaxadministrationisthenumberoftaxtypespaidbyenterprisesinayear.Hungary’s
performanceinthisindicatorisinlinewiththeEUaverage,butisweakerthantheperformanceofthev3.

Improvement in the quality of the business environment and at the same time the development of ethical 
corporate behaviour are also indicated if the extent of the shadow economy declines and the intention 
to establish businesses improves.4 intheestimateddegreeoftheshadoweconomy,whichaffectsboththe
externalandinternalconditionsofthecompetitivenessofenterprises,Hungaryis4percentagepointshigher
thantheEUandv3averages.Followingthecrisis,theshadoweconomyislosinggroundagainthroughout
theEU.Asa resultof governmentmeasuresand the continuous improvement ineconomicactivity, the
declineinthevAtgapinHungarywasamongthemostsignificantwithintheEUbetween2013and2015.
Nevertheless,furtherstepsneedtobetakentoreducetheshadoweconomytoanevenlowerlevel.inrespect
ofentrepreneurialintentions,HungaryexceedstheaveragesofboththeEUandthev3.Strongenterprising
spiritisapreconditionforthesuccessfulrenewalofbusinesses.Accordingly,thestateshouldfacilitatethe
realisationoftheseintentionsandensureadequateconditionsforalreadyexistingbusinessesaswell.

improvementinthebusinessenvironmentandintheoperatingcompetitivenessofenterpriseswasperceivedin
thepastfewyears,butprogressinincreasingproductivity,mitigatingthelabourshortageandfurtherreducing
theshadoweconomyisessentialforHungary’scontinuedsuccessfulconvergence.

4Schneider, Friedrich (2015): Sizeanddevelopmentof the shadoweconomyof31Europeanand5otherOECDcountries from2003 to2015:
differentdevelopments.January2015,http://www.econ.jku.at/members/Schneider/files/publications/2015/ShadEcEurope31.pdf
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3.2.5  R&D and innovation

Competitive research and development (R&D) and innovation are preconditions for an economy that 
functions on the basis of the innovation-driven model. Forthechange-overfromthe investment-driven
modeltoaninnovation-drivenmodelitisnecessarytoincreaseR&DexpendituresandR&Dpersonnel,the
expansionofwhichfacilitatesthecreationofaresearchinfrastructurethatiscompetitiveinternationallyas
well.However,theresearch,developmentandinnovationecosystemdoesnotonlydependonfundingand
headcountconditions,butalsoontheexpansionanddevelopmentoftheinnovationcapacitiesofenterprises,
easyaccesstothelatesttechnologiesandthespreadofrobotisationanddigitalisationacrosstheeconomy.

Hungary’s innovation performance is below the EU average, but on par with the regional average. inHungary,
theratiooftotalR&DexpenditurestoGDPincreasedfrom0.92percentto1.38percentbetween2005and
2015.Whiletheamountofbusinessexpendituresishigh,Hungaryfallsshortoftheaverageofthevisegrád
regionintheareasofhighereducationandpublicR&Dexpenditures.Onaverage,thev3countrieshavealready
reachedthetargetsundertakenfor2020,butHungarystillhasnotreacheditstarget,whichishigherthan
thatoftheregion.Forthecreationofaresearchecosystemthatiscompetitiveoverthelongtermitwouldbe
expedienttoincreaseHungarianR&Dexpenditures,andwithinthatthefundsintendedforhighereducation
andpublicR&D.Similarlytotheregion,theR&DworkforcefollowedarisingtrendinHungaryuntil2013,but
thendeclinedslightly,whilethev3countrieswereabletofurtherincreaseit,catchingupwithHungaryby
2015.Nevertheless,noneofthevisegrádcountriesreachestheEUaverage.PuttingtheR&Dworkforceon
arisingpathagainwouldbeimportantintermsofthecompetitivenessofR&D&i.

In terms of corporate product and process innovation as well as organisational and marketing innovation 
indicators, the Hungarian SME sector was in the last quarter in the EU in 2015. Hungary’sperformanceis
belowtheEUandv3averagesinproductandprocessinnovationaswellasinorganisationalandmarketing
innovationprocesses.theimprovementachievedintheproductandprocessinnovationindicatorreflectsthe
adoptionofnewtechnologies,robotisationanddigitalsolutions.Atthesametime,progressinthefieldof
organisationalandmarketinginnovationfacilitatestheconvergenceincorporategovernanceandmanagement
competences.

Chart 3.13
R&D expenditure in the economy and by sectors
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Hungary and the Visegrád region falls well short of the EU average in the number of patents. thenumberof
HungarianpatentsgrantedbythenationalpatentauthorityofHungaryislowerthanthevisegrádaverage,but
thenumberofpatentsregisteredbyHungariancitizenswiththeEuropeanPatentOfficeexceedstheregional
average.Firstly,thelowHungarianvalueisattributabletothefactthatlargemultinationalcompaniesregister
newtechnologicalachievementsintheirrespectivehomecountrieseveniftheywerenotdevelopedthere.
Secondly,mostoftheknowledge-intensivebusinessresearchactivityiscarriedoutinthecorecountriesoftheEU.

Both in a regional and EU comparison, the ratio of those employed in the high-tech sector is outstanding in 
Hungary. Moreover,incontrasttothestagnationobservedintheothercountries,inthepastyearsthisratio
increasedfurther inHungary,coveringthoseworkingthefieldsofelectronics,optics,thepharmaceutical
industryanditaswellastelecommunications,tv,broadcasting,soundtechnology,programming,consultancy
andresearchanddevelopmentactivities.AccordingtotheinnovationscoreboardoftheEU,Hungaryisthe
firstintheexportsofproductsrepresentingmediumtechnologicaldevelopmentandofhigh-techproducts,
andisalsoamongtheleadersintheEUintherapidlygrowingenterprisesoftheinnovativesectors.

Compared to the EU, both the price and penetration of broadband internet are favourable in Hungary. 
Awell-functioning infocommunicationsector isalsonecessaryforacompetitiveeconomicecosystem.At
purchasingpowerparity,themonthlybroadbandinternetpriceis20percentlowerthanthevisegrádaverage,
whichfacilitatesthefurtherincreaseintheratioofbroadbandsubscriptions.Hungaryisamongtheleaders
bothatEUandgloballevelin4Gcoverageandthespeedofmobileinternet.Atthesametime,mobilephone
subscriptionprices(900calls+2GBinternet)areamongthehighestintheOECDcountries.

In the field of digitalisation, it is primarily the development and spread of enterprises’ digital technologies 
as well as an improvement in the quality and ratio of use of e-administration that is necessary in Hungary. 
thelatestaspectofR&D&iistheprocessofdigitalisation,whichhasformedthebasisofadoptingthemost
moderntechnologiessince2010.BasedontheEU’sDigitalEconomyandSocietyindex,intermsofdigitalisation
developmentHungarylagsbehindtheEUaverage,butisonparwiththev3average.inthedimensionsof
connectivityandtheuseofinternet,HungaryoutperformstheEUaverage.Atthesametime,intermsofthe
developmentofcompanies’digitalcompetencesaswellasthequalityandratioofuseofe-administrationit
isamongthelastintheEU.5

3.2.6  Competitiveness of the energy market

Similarly to the other countries of the Visegrád region, the energy intensity of the Hungarian economy is 
high. AlthoughtheenergyrequirementperunitofproductionhasfollowedadownwardtrendinHungarysince
2010,andasimilardeclineisalsoobservedintheEUasawhole,theenergyintensityofthev3andHungary
aremorethantwiceashighastheEUaverage.inrelationtothat,theratioofHungary’snetenergyimports
isalsohighandisnotdeclining.

5EuropeanCommission(2017):DigitalEconomyandSocietyindex2017–Hungary.http://ec.europa.eu/newsroom/document.cfm?doc_id=43017
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In the use of renewable energy sources, Hungary reached its EU target set for 2020, but has been unable to 
show any further progress since 2014,whiletheshareofrenewableenergysourceshasincreasedslightlyin
boththeEUandtheothercountriesofthevisegrádregion.theratioofuseofrenewableenergysourcesin
HungarydeclinedbelowtheEUaveragein2014–2015,whichisprimarilyattributabletothedecelerationinthe
spreadofwaterandwindenergy.Nevertheless,thev3averageisstilllowerthantheHungarianindicator.By
increasingtheratioofrenewableenergysourceswithinthetotaluseofenergyitwouldbepossibletodiversify
thecountry’senergysupply,toprogressintheimplementationofsmartbuildingsandsmartsolutionsand
topromotecompliancewithenvironmentalaspects.6Atthesametime,theexpansionofrenewableenergy
capacitiesfacessignificanttechnologicalconstraintsandadditionalcosts.

As a result of regulatory interventions after 2012, at purchasing power parity, Hungarian energy prices 
for households declined to moderate levels. inviewofpricereductionsinseveralsteps,between2012and
2014thepriceofelectricityforhouseholdsdeclinedbelowtheaverageofthevisegrádregionfirst,andthen
belowtheEUaverageafter2014.Asaresultofregulatedpricereductionsinseveralsteps,between2011
and2014thepriceofgasforhouseholdsalsodecreasedfirstbelowthevisegrádaverageandthenbelowthe
EUaverage.thelowHungarianhouseholdenergypricelevelincreaseshouseholds’disposableincomethat
canbespentonotherconsumergoodsandaddstohouseholds’savings,whichimproveHungary’seconomic
competitiveness.therefore,keepinghouseholdenergypricesatlowlevelsmaycontinuetobeanimportant
meansofpreservingHungary’senergyindustrycompetitiveness.

The prices of gas and electricity for Hungarian enterprises are higher on average than the averages in the 
EU or Visegrád countries. Althoughbetween2013and2016thepriceofgasforindustrialconsumersdeclined
inHungary,itwasunabletofallbelowthev3andEUaverageprices,whichwerealsodecreasinginthesame
period.Similardevelopmentsareobservedinthepriceofelectricenergyfor industrialuse,whichisalso
higherinHungarythantheaverageoftheEUorthev3.Atthesametime,theHungarianPowerExchangewas
launchedin2010,wherethedailypriceofelectricityusedforindustrialconsumptionisdeterminedonthe

6Ministry of National Development (2010): Hungary’s Renewable Energy Utilisation Action Plan 2010–2020 http://2010-2014.kormány.hu/
download/2/b9/30000/Meg%C3%BAjul%C3%B3%20Energia_Magyarorsz%C3%Alg%20Meg%C3%BAjul%C3%B3%20Energia%20
Hasznos%C3%ADt%C3%Alsi%20Cselekv%C3%A9si%20terve%202010_2020%20kiadv%C3%Alny.pdf

Chart 3.14
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basisofthecurrentdemandandsupply.italsodependssignificantlyonindividualenterprises’management
abilitiesunderwhatpriceconditionstheyareabletoobtainelectricity.theexpansionofthechannelsofaccess
toindustrialenergyhasaprice-reducingeffect;therefore,solutionssimilartothepowerexchangeconstitute
thebasisforindustrialenergysupplythatiscompetitiveoverthelongtermaswell.

Withineconomiccompetitiveness,stepsnecessaryforHungary’slong-termconvergenceintheenergymarket
havealreadybeentakenforhighereffectivenessinpricecompetition.Atthesametime,furtherstepsare
necessarytoreduceHungary’senergyintensity,enhanceitsenergyindependenceandincreasetheuseof
alternativeenergysources.

3.2.7  Demography and social structure

One of the key issues of economic growth and convergence is the quality and quantity of the human capital 
that is active in the labour market. Overthelongterm,thequantitativefactorsofhumancapitalaremostly
determinedbydemographicdevelopments,ofwhichthedecreaseinandageingofthepopulationrepresent
thegreatestchallengesforalmostalldevelopedcountries,includingHungarysincetheearly1980s.According
theHCSO’sprojection,inHungarythenumberofinhabitantsisdecliningsteadilywithoutamajorriseinthe
numberofbirths,whereasinothercountriestheeconomicconvergenceinmostcasestookplaceinparallel
withanincreaseinthepopulation.inordertoreversetheunfavourabletrendsitisimportanttoformulate
asocialpolicythatsupportschildbearingevenbetterthanthecurrentone.

Boosting the fertility rate is a precondition for reversing the unfavourable demographic trend. inorderto
preventafurtherdecreaseinpopulationinthemediumterm,fertilityshouldrisetoatleast2.1(italsofailsto
reach1.6intheEU).inHungary,contrarytothetrendsinthecountriesoftheEUandtheregion,followingits
historicallow(1.23)in2011,thefertilityraterosecontinuously,reaching1.49by2016,butitisstillbelowthe
valueof2.1,whichistheminimumrequirementforsocialreproduction.Anotherdeterminantoftheincrease
inthenumberofinhabitantsislifeexpectancyatbirth,theriseinwhichalsoaddstothequantityofavailable
humancapital,butatthesametimealsoincreasesthemedianage.Lifeexpectancyatbirthincreasedin
Hungaryinthepasttenyears.Nevertheless,itisstillbelowtheaverageofthecountriesintheregionandtheEU.

Chart 3.15
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Not only the number of inhabitants is important, but also the composition by age, in which ageing is the 
determining trend at present. theproportionoftheabove-65agegroupisonarisingtrendinmostdeveloped
countries,owingtoboththelongerlifeexpectancyandthedecreasingpopulation.inHungary,theageingof
thesocietyfollowsasimilartrendtotheEUaverage,althoughatalowerlevel.inthev3countries,theratio
oftheelderlyinthesocietyisbelowtheEUaverage,butthegrowthrateisfasterthanintheEU.Allofthis
meansthattheworking-agepopulationmaydecreaseevenfasterthanthetotalnumberofinhabitants,and
theratioofthedependentpopulation(childrenandelderlypeople)willgrow.

In the Human Development Index Hungary falls below the averages of both the V3 countries and the EU, 
whichismainlyattributabletothelowervaluesoflifeexpectancyatbirth,thenumberofyearsspentatschool
andpercapitaGNicomparedtoHungary’speersintheregion.inthepasttenyears,continuousimprovement
similartotheEUaveragewasobservedinHungary,althoughitsdegreeisbelowtheregionalaverage.

In Hungary, inequalities in terms of income and wealth are lower than the EU average. intheEuropeanUnion,
theinequalityinmarketincomesismedium-high,butitisreducedconsiderablybygovernmentredistribution.
inthevisegrádcountries,theincomedisparityistraditionallylowerthantheaverageoftheEU,butwithin
theregion–withminimumdispersion–thefigureforHungaryisthehighest.Wealthdisparityintheregion
andHungaryisevenlowerthanincomedisparity,themainreasonofwhichisthateveninthelowerwealth
layertheratioofrealestateownersisrelativelyhigh.inthisfield,oneofthelowestinequalitieswithinthe
EUisobservedinHungary.theimportanceandconsequencesofinequalityhavebecametopicsofeconomic
interestinthepastyears,butthecauseandeffectrelationshipwithdevelopmentandgrowthisnotclear-cut.

3.2.8  Education

Through the quality and productivity of the available workforce, education has a major impact on the 
economic performance and competitiveness of a country. Atthesametime,itisnoteasytomeasurethe
efficiencyofeducation,asinthecaseofauniversitygraduatewecanspeakaboutatleast18yearsofeducation,
whereitisdifficulttoclearlyseparatethevalueaddedoftheindividuallevelsofeducation.

Early childhood education is of special importance in learning the basic skills necessary for later studies. 
inHungary,attheageof3theratioofthosereceivingearlychildhoodeducationreachestheaverageofthe
countriesoftheEUandtheregion,whileattheageof4itexceedsthataverage.inordertoacquireadequate
socialskills,theHungarianregulationexpresslychangedtowardsthewidestpossibleexpansionofnurseryand
kindergarteneducationinrecentyears.inaddition,discussionsaregoingonabouttheintroductionofonemore
gradeinthecurrent8-yearelementaryschoolsystemasof2019.themainobjectiveofthismodificationisto
enabletheHungarianeducationsystemtoprovidemorethoroughcompetenciestostudentsthanatpresent
aswellastobetterbalancethedifferencesstemmingfromchildren’ssocioeconomicbackgrounds.

International tests measuring the effectiveness of the educational system show that although Hungarian 
students learn the curriculum as expected of them, in the case of examples taken from real life they are 
unable to use this knowledge to an adequate degree. thetiMSSandPiRLStestscompletedbystudentsfrom
grades4and8focusmainlyoncheckingthecurriculumlearnt.inthesetests,Hungarianstudentsperformed
abovetheaverageofEUcountries.Bycontrast,inthePiSAtests,whichexaminehowstudentscanusethelearnt
curriculuminreallifeexamples,theHungarianresultsarebelowtheaverageregionalandEuropeanlevels,
andevenfollowadeterioratingtrendovertime.AnespeciallysignificantprobleminHungaryisthehigher
ratiooflowachieverscomparedtotheregion:18.5percentofHungarianstudentsdidnotreachtheminimum
requiredlevelinanyofthethreePiSAsubjects,whilethisratioisonly13.9percentintheEUcountries.the
inadequatelevelofdigitalskillsmayalsohaveplayedaroleintheincreaseintheratiooflowachieversin
Hungary,asthefirstsurveythatstudentshadtocompleteentirelyonthecomputerwasconductedin2015.
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Of the output indicators on the education system, the analysis of early leavers from education and training 
deserves special attention; Hungary’s lag behind its peers in the region is significant. inHungary,withinthe
18–24agegrouptheratioofthosepeoplewhofinishedonlyelementaryschoolatmostanddonotparticipate
inanyfurthereducationortrainingamountedto12.4percent,whichisnearlythedoubleoftheaverageofthe
region,andexceedsthe10percenttargetsetintheEurope2020strategy.therestructuringoftheHungarian
vocationaltrainingsystemby introducingadualtrainingstructureaimstoreduceschool-leavingwithout
qualification;therelevantimpactwillunfoldinthecomingyears.

Increasing the ratio of those with a tertiary education degree, and within that those with a degree in natural 
sciences, is one of the objectives of Hungarian education policy. inviewofthetechnologicaldevelopment
anddigitalisation,labourmarketrequirementsarealreadychangingnowadays,andthesedevelopmentsare
expectedtobeperceivedevenmorestronglyinthefuture.Educationsystemsfaceseriouschallenges:they
havetopreparestudentsforlabourmarketneedsthatareunknowntoday.Digitalknowledgeisalsobecoming
increasinglyimportantamongbasicskills;itscontinuousdevelopmentwillbeindispensableforasuccessful
career.thehighestpossiblenumberofgraduateswithnaturalsciences,technicalandiCtdegreessignificantly
contributestoHungary’sbestpossibleadjustmenttofuturechallenges.7

Due to the constantly changing labour market needs, lifelong learning and continuous (self)-development 
will be essential parts of people’s lives. inHungary,participationinlifelonglearningisstillbelowtheEuropean
average,althoughHungary’speers in the regionarestrugglingwithsimilarproblems.At thesametime,
Hungary’s indicatorsareamongtheworst intheareaofforeignlanguages:only37percentofthewhole
populationsaythattheyspeakatleastoneforeignlanguage,althoughthisratioismuchhigheramongthe
youth.ComparedtoHungary,thecorrespondingratioistwiceashighintheEUandvisegrádcountriesas
well.thefinancialliteracyofthepopulationcouldalsobeimprovedinHungary,towhichtheincreasingof
theratioofactivesaverscouldcontributesignificantly.Althoughstemmingfromitsstatutorymandate,the
MNBcontributestoboostingfinancialliteracy,providingfinancialknowledgeinpubliceducationmorewidely
wouldalsohelp.

7ChangingGearsintertiaryEducation:Developmentpoliciesforperformanceorientedhighereducation.Governmentstrategy.
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The ratio of public education expenditures to GDP depends to a great degree on the attitude of the data 
source examined. Basedontheclassificationofbudgetaryitems,thelevelofexpendituresinHungaryexceeds
theaveragesoftheEUandtheregion,whileonthebasisofthespecialstatisticsbrokendownbythelevels
ofeducationHungaryisbelowtheEUaverage.Accordingtothelatterapproach,inexpendituresonearly
childhoodeducationHungaryisamongtheleadersinEurope,whichisattributabletotheextensivekindergarten
networkmaintainedbythestate.inaddition,educationexpendituresforsecondaryschoolsarealsoremarkable.
Bycontrast,asignificantlagisidentifiedintheexpendituresonelementaryschoolandtertiaryeducation.the
lowlevelofelementaryschoolexpendituresmayreducetheeffectivenessofthefurtherlevelsofeducationthat
relyupontheelementaryschoollevel.thecareerpathmodels(pedagogicalandthoseforuniversitylecturers)
introducedinthesectorincreasedtherespectfortheteachingprofession,andthusHungarianstudentscan
betaughtbyteacherswhoareabletoadaptthemselvestocontinuouslychanginglabourmarketexpectations.

The education management system underwent several significant changes in the past years. Publiceducation
institutionsthathadbeenmaintainedbylocalgovernmentswerefirsttakenintostatemaintenance,and
then,followingtherestructuringoftheKlebelsberginstitutionMaintenanceCentre(KLiK),58educational
districtswereformed.Radicalchangesinvocationaltrainingalsostartedinthepastyears:asof1July2015,
themaintenanceofmanyspecialisedgrammarschoolsandvocationalsecondaryschoolswastakenover
bytheMinistryforNationalEconomy.Atthenationallevel,theywereorganisedinto44vocationaltraining
centres,andtheweightofdualtrainingstructuresisalsoincreasingwithinvocationaltraining.theobjective
ofrestructuringistoimprovetheefficiencyoftheHungarianeducationsystemandthatstudentswhofinish
theirstudiescanbettermeetthecurrentandfuturerequirementsofthelabourmarket.

3.2.9  Health care

Through the quantity and quality of the available workforce, health care has an impact on both the economic 
performance and competitiveness of a country. Prolongedillnessessignificantlyreduceboththeactivetime
spentworkingandlabourproductivity,andthelostpotentialactivelifeyearscanalsocausemajordamageto
theeconomy.8Healthcarehasasignificantdirectimpactaswellontheeconomy,ashealthcareexpenditures
amountto6–10percentofGDPinEuropeancountries.

The share of the overweight population is a serious problem in developed countries, which significantly 
contributes to premature mortality and the deterioration in the quality of life through the related illnesses 
(such as diabetes and high blood pressure). theobesityrateinHungary(20.6percent)exceedsboththeEU
andtheregionalaverages(17.1percent).theratioofthosestrugglingwithweightproblemsisincreasingwith
age:76percentofthe65–74agegrouparealreadyconsideredoverweightinHungary.

By their own admission, more than 10 percent of the Hungarian adult population experienced depressive 
symptoms, which is the highest value in the EU. in2014,inthevisegrádcountries,theratioofthoseperceiving
depressivesymptomswasamere4.0percentonaverage,which iseven lowerthantheEUaverage(6.7
percent).inHungary,thevalueofthisindicatorisextremelyhighamongthosewithloweducation,wherethe
valueforHungaryexceedsthatofPortugal(12.8percent),whosevalueisthesecondworse,by6.4percentage
points.

With the promotion of healthy lifestyle and the strengthening of prevention it would be possible to 
significantly improve the quality of life of the population, and the negative consequences of premature 
mortality could also be reduced. intermsofhealthylifeyears,Hungarycaughtupwiththeaverageofthe
visegrádcountriesintheperiodunderreview,butisstillbelowtheaverageoftheEUcountries.inthisrespect,
adifferencebetweensexesisperceivedatpresentaswell:in2015,similarlytotheregion,Hungarianmencould
liveanaverage2yearslesswithouthealthdamagethanwomen.theaveragedifferenceforEUcountriesis
lessthanayear.Productivityandthenumberofyearsspentworkingdecreaseinthecaseofemployeeswith

8MinistryofNationalResources:SemmelweisPlantoSaveHealthCare.October2010
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inadequatehealthcondition.inspiteofasteadydecrease,thenumberofpotentialyearsoflifelostisstillhigh
inHungary(deathduetoapreventablecause).

In 2015, in spite of the below-average ratio of public expenditures, total expenditure on health care continued 
to be higher than the regional average,whilethelevelofcurrentexpenditureonmedicalgoodsinHungary
isconsideredtobesignificantlyhighamongEuropeanandOECDcountries.inHungary,twothirdsofcurrent
expenditureonhealthoriginatefrompublicsources,whileprivateexpenditures(voluntaryfundsystemsand
households’out-of-pocketpayments)accountedforonethirdofthecosts.Bycontrast,theproportionof
stateexpenditureswas78percentinthev3countries,and75percentinthecountriesoftheEU.in2015,the
ratioofcurrentexpenditureonmedicalgoodstoGDPwas2.3percent,i.e.0.5percentagepointlessthanin
2011,primarilyduetothereductionofdrugsubsidiesfromthebudget.Changingthetraditionsofprescribing
andtakingdrugsinHungarymay,overthelongerterm,significantlycontributetothereductionofhealth
careexpendituresandtotheefficientoperationofthehealthcaresystem,forexample,byregroupingthe
expenditurestoprevention.9

The ageing of physicians is typical not only in Hungary, but also in Europe. intheEUcountries,onaverage,
35.2percentofthephysicianswereolderthan55in2015.thisratiois40.5percentinHungary,37.2percent
intheCzechRepublicandashighas53.3percent in italy.theproportionofphysiciansyoungerthan35
yearsis20.3percentinHungary,whichisslightlyabovetheEUaverage(19.7percent).Atthesametimeitis
aseriousprobleminHungarythat15.9percentofthephysicianswithalicencetopracticeareover65yearsof
age,whichisthefourthhighestvalueamongtheEUcountries.thefactthatmanyoftheEuropeancountries
strugglewiththeproblemoftheageingofhealthpersonnelcontributestothestrengtheningofthemigration
ofphysicianstowardsWestandNorthEuropeancountries,wherefinancialconditionsaremorefavourable.

9MinistryofNationalResources:SemmelweisPlantoSaveHealthCare.October2010

Chart 3.17
Potential years of life lost

3,000 

4,000 

5,000 

6,000 

7,000 

8,000 

3,000 

4,000 

5,000 

6,000 

7,000 

8,000 

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 

Year Year

V3 range
Hungary
EU average
V3 average

Note: The indicator shows, for 100,000 inhabitants, the number of lost life years in a given year due to preventable death before the age of 70.
Source: OECD.



MAGYAR NEMZETI BANK

COMPETITIVENESS REPORT • 201744

3.2.10  Banking system competitiveness

The competitiveness of a country structurally depends on the efficiency and quality of financial 
intermediation, which is closely related to the competitiveness of the banking system. thelinkbetween
thefinancialsystemandeconomicdevelopmentisalsoacentraltopicintheinfluentialbookbyGerschenkron
(1962),10inwhichtheauthorpresentsthemodelsappliedindifferenterasforthefinancingofindustrialisation
andhence,economicconvergence.Model-leveldifferencesacrossthebankingsectorsofEuropeancountries
havebecomelesssignificantbynow,butduetotheirvariousstructuralcharacteristicstherearedifferences
amongthemintermsofcompetitiveness.However,duetolackofrelevantandwide-rangingcomparison,only
fragmentsofinformationhavebeenavailableaboutthesedifferences.

By virtue of its financial stability mandate, at the beginning of the new financial cycle the Magyar Nemzeti 
Bank examined the competitiveness ranking of European countries, developing a previously non-existent 
index that synthesises contrasting perspectives.11 theindexisabletocapturethecharacteristicsofEuropean
banking sectors seen in thepast fewyears in a comparablemanner and todrawattention toneuralgic
pointsrevealedbythiscomparison.Atthesametime,thisdetailedandcomprehensive indexdeveloped
bytheMNBhelpstoidentifyandunderstandthereasonsforthedeficitoftheHungarianbankingsectorin
competitiveness,andalsoprovidesadequatesupportinformulatingthecentralbankvisionthatservesthe
long-termdevelopmentoftheHungarianbankingsector.Weprimarilyexaminethestructuralcharacteristics
ofefficientlyfunctioningandgrowthsupportingbankingsectorsthroughtheindex,althoughwithitshelpit
ispossibletofurtherexaminetheroleofthebankingsectorinthecompetitivenessofindividualcountries.

Basically, we consider those banking sectors competitive over the long term that operate efficiently in 
financial allocation and are able to support growth persistently, although banking sector competitiveness 
can be interpreted according to various approaches, depending on which market player’s preference system 
is focused on. inconnectionwithretailandcorporateclients,thedecisionoffinancialinvolvementorexclusion
mayariseiftheydonothaveaccesstofundsortheyconsidertheservicetooexpensiveorlowquality.However,
inrespectofthecapitalnecessaryforthedevelopmentofbankinfrastructureorfromabankinvestor’sview,
abankingsectoralsomustbeabletocomplywithotheraspectsinordertoremainattractivecomparedto
thealternativesaswell.theseaspectsincludecapitaladequacyandstability,profitabilitythatallowscapital
accumulationandexpansion,asupportiveoperatingenvironment,adequategrowthpossibilitiesaswellas
technologicalconditionsandefficiencycharacteristics.

In the Competitiveness Report we intend to present both perspectives. Oneaspectintheselectionwasto
includethebasicindicatorsofboththedemandandsupplysides,andthattheEuropeancomparisonshould
carryrelevantmessagesforHungary.Firstly,wepointoutcriticaldeficits,wherecatchingupcanonlybe
achievedwiththecooperationofallmarketparticipants.Secondly,therearefieldswhereHungary’sbanking
sectorhasmovedsignificantlyforwardfollowingthefinancialcrisis,evenoutperformingthebankingsectors
ofmoredevelopedcountrieswhereconditionsarebetter.

Hungary made progress in terms of the Texas ratio, which reflects the stability of the banking sector, or in 
the simplification of companies’ access to credit. thetexasratioshowsthemagnitudeofloansbecoming
non-performinginabankingsectorandalsoshowstheprudentoperationandaccumulationofcapitalreserves
neededforthegivenbankingsectortoreachthatstate.Basedonitsaveragevalue,Hungarycannowbe
consideredverystableintheEuropeanranking,asaresultofcapitalinjectionsafterthecrisisandtheregulatory
stepsthatfacilitatetheclean-upofthenon-performingloanportfolios.Startingfromend-2015,thelending
growthtotheSMEsectorincreasedtothe5–10percentband,whichisestimatedtobeoptimalbytheMNB,
andfrom2017thecreditexpansionofthecorporatesectormayalsobewithinthisrange.theaccessofthe

10Gerschenkron,Alexander(1962):‘Economicbackwardnessinhistoricalperspective,abookofessays’,Cambridge,Massachusetts:BelknapPress
ofHarvardUniversityPress.

11PéterAsztalos–GáborHorváth–ŠtefanKrakovský–tamástóth(2017):ResolvingConflicts inMeasuringBankingSystemCompetitiveness–
MNBBankingSystemCompetitivenessindex,FinancialandEconomicReview,vol.16,issue3,September2017
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realeconomytosufficientfundsisaparticularlyimportantfieldintermsofsustainableandinclusivegrowth,
asasignificantportionoftheactiveagepopulationisemployedbytheSMEsectorinmostEuropeancountries,
includingHungary.theMNB’sFundingforGrowthSchemeplayedamajorroleinincreasingthevolumeofand
reducingthespreadsoncorporatefinancing,andatpresentasimilarroleisbeingplayedbythecentralbank
measuresthatsupportmarket-basedlending.

Nevertheless, the Hungarian banking sector also faces important deficits in the areas of efficiency, operating 
costs, digitalisation as well as confidence and household spreads. Although among internet users the
proportionofthosewhouseinternetbankingincreasedconsiderablyinthepastdecade,thedeviationfrom
theEuropeanaveragehasnotdeclinedsignificantly.inHungary,theinterestandfeeincomeperbankemployee
exceedstheaverageofthevisegrádcountries,butisonlyhalfoftheEuropeanandonethirdoftheWest
Europeanaverage,whichispartlyexplainedbythelowdomesticcreditpenetration.Confidenceofenterprises,
whichdeterminescreditdemand,hasalsonotrecovered.itmayhavesignificantlybeenerodedbythefallin
lendingfollowingthecrisis,withtheterminationofanumberofcreditlinesandrefusalsofloanapplications.in
addition,boththeoperatingcostsandthusthespreadsobservedinlendingarehigh.12ComparedtoHungary,
onlythepopulationofBulgariafacesworsecreditdemandconditions;therealargepartofthebankingsector
isforeign-owned,andtheassetsideisFx-denominatedduetothecurrencyboard.

12Hicks,J., 1935:AnnualSurveyofEconomictheory:thetheoryofMonopoly.Econometrica,vol.3.,No.1,January,pp.1–20

Chart 3.18
Texas ratio
(2015)

0 

20 

40 

60 

80 

100 

120 

140 

160 

180 

0 

20 

40 

60 

80 

100 

120 

140 

160 

180 

Lu
xe

m
bo

ur
g

Es
to

ni
a

Fi
nl

an
d

U
ni

te
d 

Ki
ng

do
m

Sl
ov

ak
ia

Sw
ed

en
Ge

rm
an

y
M

al
ta

Po
la

nd
La

tv
ia

Fr
an

ce
V3

 a
ve

ra
ge

N
et

he
rla

nd
s

Be
lg

iu
m

Au
st

ria
Hu

ng
ar

y
Sp

ai
n

Li
th

ua
ni

a
Cz

ec
h 

Re
pu

bl
ic

Ro
m

an
ia

Cr
oa

tia
Sl

ov
en

ia
De

nm
ar

k
EU

 a
ve

ra
ge

Bu
lg

ar
ia

Ire
la

nd
Po

rt
ug

al
Ita

ly
Gr

ee
ce

Cy
pr

us

Percent Percent

Note: The Texas ratio describes the coverage of non-performing loans by capital and loan loss provisioning. The indicator is used to measure the 
stability and efficiency of banking sectors.
Sources: IMF – FSI, ECB – CBD.



MAGYAR NEMZETI BANK

COMPETITIVENESS REPORT • 201746

3.2.11  Regional competitiveness

In terms of regional competitiveness, the CEE region is a special area. As a result of the size and the economic 
and social system of the countries, the regions of the capitals dominate strongly. thestageofdevelopment
ofindividualregionsisdeterminedmorebytheirlocationwithinthecountrythantheaveragedevelopmentof
thegiveneconomy.inthevisegrádcountries,theregionsofPrague,BratislavaandBudapesthavehighvalues,
whileterritorialequalityismoretypicalofPoland.inthepastquarterofacenturynoterritorialequalisation
tookplace.Moreover,thedifferencebetweenthestagesofdevelopmentofthecentreandperipherybecame
evenlarger.

In terms of per capita gross domestic product measured at purchasing power parity, disparities across the 
country are high in Hungary. in2015,theCentralHungaryregionincludingthecapitalexceededeventhe
EUaverage,whiletheNorthernGreatPlainregionwasamongthepoorestareasintheEuropeanUnion.in
Hungary,theworstdeclineduringthecrisiswassufferedbytheCentraltransdanubiaregion,wherethefall
wasnearly12percentinayear(between2008and2009).theriseinthelevelofdevelopmentoftheWestern
transdanubiaregionisoutstanding;inthepast10yearsthepercapitagrossdomesticproductincreasedone
andahalftimesintheregion(itsannualaveragegrowthratewasabove7percentbetween2013and2015).
themaincontributortogrowthintheregionwastheindustrialsector,theoutputofwhichincreasedinnominal
termsbymorethan60percentintheregionbetween2009and2016.

Chart 3.19
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In recent years, Hungary’s industry concentrated in Central Hungary, where the strengthening of the services 
sector did not entail a decline in industrial capacities. in2016,thethreenorth-westernregions(Western
transdanubia,CentraltransdanubiaandCentralHungary)providedtwothirdsofthetotalindustrialGvA,i.e.the
industrialcentreoftheHungarianeconomyislocatedalongtherouteoftheM1motorway.Atthesametime,
theindustrialcontributionoftheNorthernHungaryandSouthernGreatPlainregionsisgrowinggradually;the
developmentoftheregionseeninthepastyearsismainlyattributabletothehigh-volumeprojectsofforeign
investors(Bosch,Mercedes)andtheexpansionofthedomesticsuppliernetwork.13theoverallconclusion
isthatstrongregionalconcentrationtookplaceintheHungarianindustryafterthepoliticaltransformation.
However,thisprocesswasmitigatedbyinvestmentprojectssupportedbythegovernment,whichisseenin
theemploymentfiguresaswell.

From 2010 to 2016, Hungary increased its employment rate by 11.6 percentage points. The less developed 
eastern regions contributed to the growth to a greater degree than the more developed western ones.in
theperiodunderreview,theEUmembersandthev3statesincreasedtheirrespectiveemploymentindicators
by2–3and6percentagepointsonaverage,whileallHungarianregionsreachedhighergrowthrates.therise
intheemploymentrateinunderdevelopedHungarianregionsismainlyattributabletotheexpansionofthe
PublicWorkSchemein2010,withsome200,000employeesworkinginthisframeworkin2016.inHungary,the
employmentratebecamemoreevenacrossregions;theindicatorwasbetween61.8and70.8percentin2016.

In relation to the employment rate, the differences in the unemployment rate across regions also declined 
in Hungary in recent years. Between2010and2016,theunemploymentrateoftheCentraltransdanubia
region,whichsufferedfromfactoryshutdownsandcapacityreductions(e.g.Nokia,Flextronics)duringthe
crisis,declinedfrom10percentto3percent,whileintheNorthernHungaryregion,wheredevelopmentwas

13Gelei, A. – venter, L. – Gémesi, K. (2011): A multinacionális vállalatok a járműgyártás iparágban (Multinational companies in vehicle
manufacturing).Chikán,A. (ed.):Amultinacionális vállalatokhatásaahazai versenyreésa versenyképességre (the impactofmultinational
companiesondomesticcompetitionandcompetitiveness).CorvinusUniversityofBudapest,CompetitivenessResearchCentre,Budapest.pp.
179–232

Chart 3.20
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thestrongest,thisindicatorimprovedbynearly10percentagepoints.inspiteofthedevelopments,in2016
theWesterntransdanubiaregion,whichhadthelowestvalue,stoodat2.7percent,whileunemploymentwas
9.3percentintheNorthernGreatPlainregion.

In summary, similarly to the CEE region, regional disparities within Hungary in 2016 were still very high 
compared to the average of the EU. intheregion,thedisparitiesacrossareasareattributabletothehigher
developmentofthecapitalsandtheirsurroundingsandtothesmallsizeofthecountries(namely,inparallel
with thecapital,noothersettlementor region isable togainsimilar importance). inHungary, following
thepolitical transformation, infrastructure improvements (mainly intransport)wereabletomitigatethe
shortfallsofthemoreunderdevelopedregions,buttheproximityofwesternexportmarketsandthedominance
oftheregionofthecapitalcontinuetodeterminetheconfiguration.14theavailabilityofskilledlabourhas
afundamentalinfluenceontheconvergenceofthelessdevelopedregions,butthestructuralimbalancein
thelabourmarkethinderstheconvergenceprocess.After2010inHungary,asaresultoftheJobProtection
ActionPlanandthePublicWorkScheme,theterritorialimbalancedeclinedinthequantitativedimensionof
thelabourmarket,butfurtherareasofdevelopmentcanbeidentifiedinthequalitysegment.

14Pavlínek, P. – Domański, B. – Guzik, R. (2009): industrial Upgrading through Foreign Direct investment in Central European Automotive
Manufacturing.EuropeanUrbanandRegionalStudies,1.pp.43-63
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4  Competitiveness indicators 

4.1  MACROECONOMIC ENVIRONMENT

Measuring macroeconomic competitiveness is a complex task, and many indicators and indexes need to be 
used to obtain a comprehensive picture of the developments in Hungary’s competitiveness. In this analysis, we 
examine Hungary’s relative performance in terms of earning power and production efficiency as well as with 
the help of price-based and cost-based competitiveness indicators. In addition to the relative developments 
in per capita GDP and labour productivity, the changes in labour cost are also taken into account upon the 
assessment of competitiveness. For a small, open economy such as Hungary the value it produces in terms of 
products and services for international trade is a key issue. In order to quantify this, we examine the change 
in Hungary’s export market share as well as the terms of trade impact originating from the relative change in 
foreign trade prices. The competitiveness of a country is affected by its financing environment and investment 
activity as well, and thus the relative developments in the external debt-to-GDP ratio and investment rates also 
constitute an important aspect when identifying competitive advantages. In addition to the above, in the case 
of financing capacity it is of particular importance to what extent the given country relies upon the sources 
created by domestic savings, and thus the examination of the gross savings rate, which is the basic indicator 
of the creation of domestic funds, is also a part of our analysis framework.

4.1 GDP per capita 

inthecaseofHungary, in2006thePPP-basedGDP
percapita,anindicatorfrequentlyusedtomeasure
economicdevelopmentininternationalcomparisons,
was still higher than the average of the visegrád
region.However,duringtheyearsofthecrisis–due
amongstotherthingstothehighindebtednesswhich
spreadfromtheearly2000s–astrongerdeclinein
economic development was observed than in the
visegrád countries. the downturn was followed
byseveralyearsof stagnation,asa resultofwhich
Hungary fell behind all the three countries of the
visegrádregionby2012.Asaresultofthefiscaland
economicstabilisationafter2010,Hungary’srelative
lag behind the other countries of the visegrád
regioncametoahalt following2013,andwiththe
turnaroundingrowththeconvergenceprocesstothe
EUaveragestartedagain.
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4.2 Unit labour cost (real, 2005 = 100)

inrealterms,asignificantdeclineinunitlabourcost
was observed compared to 2005. Accordingly, the
nominal total cost of labour increased to a lesser
extentthannominalproductivity.thedevelopments
acceleratedconsiderablyfollowingthe2009crisisand
wereonlytemporarilysloweddownbythesignificant
minimumwage increase in 2012. the decrease in
realunitlabourcostimpliesthatthedomesticwage
shareisdeclining,i.e.itscomplement,theprofitrate
increaseduntil2015.in2016,duetothetemporary
decelerationofeconomicgrowththistrendreversed,
buttherealunitlabourcostisstillbelowthepre-crisis
level.

 
 

4.3 Unit labour cost (nominal, 2005 = 100)

Althoughtherealunitlabourcostreflectssignificant
adjustment in the labour market, contrasting
developmentsare seen in the caseof thenominal
labourcost.thedifferenceisattributabletotheGDP
deflator,whichmore thanoffset the impactof the
relativedeclineinlabourcosts.Whilethedeviation
of thev3 fromtheEUaveragewasnotsignificant,
thegeneralprice increase inHungary (i.e. theGDP
deflator)washigherthanthepriceincreaseobserved
intheregion.
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4.4 Labour productivity (GDP per working hour)

in the pre-crisis years, the level of Hungarian
productivity exceeded the average of thevisegrád
region, but growth already started to decelerate
at that time. in themeantime, a dynamic, general
risewasobservedboth in the caseof the regional
competitorsandtheaverageof theEU.Asa result
of the stagnation in Hungarian productivity,which
started from2010, theaverageproductivityof the
competitorsinthevisegrádregionalreadyexceeded
that of Hungary starting from 2012, and this gap
increased further by 2016. the rise in Hungarian
productivitybetween2006and2016issmallerthatof
thecompetitorsinthevisegrádgroup,butthelevelof
productivityperhourisstillwithintheregionalrange.
Oneofthereasonsforthestagnationofproductivity
inHungaryafter2010isthesignificantstimulationand
riseinemploymentbyeconomicpolicy.Asaresult,
newgroupsoftheinactivebecameactiveinthelabour
market,althoughinparallelwiththatthenumberof
employeesproducinglowvalueaddedalsogrew.

4.5 Annual changes in exports

inthepre-crisisyears,thegrowthrateofHungary’s
exportsexceededtheaveragesofboththeregionand
theEuropeanUnion,whichwasmainlyattributableto
thehighvolumeofforeigndirectinvestmentinflows
toHungary.thecrisisresultedinamajordeclinein
export volumes. Demand for consumer durables,
whichaccountformostofHungary’sexports,isvery
sensitivetobusinesscycles.therefore,bothduring
the 2009 crisis and in the subsequent period the
dynamicsofHungarianexportswasbelowtheregional
average. Accordingly, in the case of Hungary the
declinefollowingthecrisisprimarilyresultedfromthe
exportstructure,whichamplifiedthe impactsfrom
theexternalmarketduetothesignificantfallingoods
exportssensitivetoexternalbusinessactivity.Anew
wave of FDi and capacity increases in the vehicle
industry lentnewmomentum toexports, resulting
in a significant expansion inmanufacturing export
capacitiesafter2013,thuscontributingtothegrowth
inexports.
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4.6 Export market share (share in global exports, 2005 = 100)

Hungary’sshare inglobal tradewasrisingtogether
withthecountriesofthevisegrádregionuntil2008
and thenstarted todeclinesignificantlyasa result
of the crisis. this is due to theexport structureof
the region, as income elastic consumer durables
constitute an important element of exports in the
region.However, starting from2010,mainlyowing
toproblemsinthecompetitivenessofenterprisesin
themanufacturingofelectronicandopticalproducts,
whichhadpreviouslybeenaleadingsector,Hungary’s
exportmarketsharedivergedfromtheregion.the
negative trend was broken by large investment
projects in the automotive industry in 2013. Since
then,theexportmarketshareofHungaryhasbeen
convergingwiththeregionallevel,showingstronger
growththantheEUaverage.

4.7 Annual change in terms of trade

Hungary’stermsoftradedevelopedsimilarlytothe
averageof thevisegrád region in thepastdecade.
Afterthe2008crisis,duetothedeclineincommodity
prices,therewasasharpimprovementintheterms
of trade, but then in the years after the crisis, in
parallel with the renewed increase in commodity
prices, the indicator started to worsen. in recent
years, the decline in commodity prices once again
significantlycontributedtotheimprovementinthe
termsoftradeandcorporateprofitability.inthecase
ofHungary,theimprovementinthetermsoftrade
exceededthelevelobservedfollowingthecrisis.the
strongerimprovementinthetermsoftradecompared
to thecountriesof the regioncanbeexplainedby
thefactthat–inaregionalcomparison–thelevelof
energyimportscanbeconsideredhigh,andthusthe
improvingeffectofthelowoilpricesonthetermsof
tradewasstrongerinHungary.
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4.8 Value added as a proportion of production value

One important indicator of an economy’s earning
power is the ratioof theproducedvalueadded to
output.thehigherthevalueaddedperunitofoutput,
thegreatertheearningpowerofeconomicgrowth.in
Hungary,valueaddedasaproportionofoutputfalls
shortoftheEUaverage,butishigherthantheaverage
oftheregionalcompetitors.this indicatordeclined
slightly after the crisisbefore starting to riseagain
from2011.Atpresent,valueaddedasaproportion
ofoutputisaroundthepre-crisisaverageinallofthe
countriesunderreview.Asopposedtoassembling,
processeswithhighervalueaddedarerelatedtothe
servicespriortoandfollowingmanufacturing(R&D,
marketing,etc.),buttheproductionstructureofthe
countriesintheregionisbasedonhighvalueadded
servicestoalesserdegree,andthusinthisrespectthe
regionfallsshortoftheEUaverage.

4.9 Difference between GNI and GDP as a percentage of GDP

Foreigncapitalinflowistypicalinthecaseofemerging
economies;therefore,itisimportanttoexaminethe
gross national incomeadjusted for foreign income
transfers. in the pre-crisis period, in a regional
comparisonthegapbetweenGNiandGDPwaswide
inHungary,whichwasprimarilyattributabletothe
significant external indebtedness and the high FDi
stock.Followingthecrisis,thegapbetweenGNiand
GDPnarrowed,resultingfromadeclineincorporate
profits, a significant fall in external debt and an
increaseinthenumberofHungariansworkingabroad.
themajorriseinincomesrepatriatedbyHungarians
workingabroadandthedeclineinforeigninvestors’
corporateincomesinHungaryjointlycontributedto
the decrease in the difference seen until 2013. At
present,theGNi–GDPgapinHungaryissimilartothe
averageoftheregion,butthedegreeofthedifference
continues to significantly exceed the EU average,
whichisstronglyattributabletothedifferenceinthe
stageofdevelopment.
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4.10 Net external debt-to-GDP ratio (excl shareholder loans)

thepathofHungary’snetexternaldebtdiffersstrongly
fromthatoftheregionandtheEU. intheyearsof
theeconomiccrisis,Hungary’snetexternaldebt-to-
GDP ratio increased sharply, due to revaluation of
theoutstandingdebtvis-à-vistherestoftheworld
and further borrowing by the private sector.With
theaccelerationofthedomesticsectors’adjustment
process,theindicatordeclinedsignificantly.By2016
Hungary’snetexternaldebtratiohaddecreasedto
ahistoric level, comingclose to theaverageof the
visegrádandEUcountries.theconsiderabledecline
inexternaldebtobserved in thepastyearsaswell
astheconversionintoforints,whichreducedtheFx
debtofindividualsectorsconsiderably,andtheSelf-
financingProgrammecontributedsignificantlytothe
improvement inHungary’sexternalvulnerabilityas
wellasriskassessment,whichresultedinadecrease
inspreadsandanimprovementincompetitiveness.

4.11 Investment rate as a proportion of GDP

the Hungarian investment rate as a percentage
of GDP is lower than the average of Hungary’s
regional competitors. the Hungarian rate already
departed from the regional average prior to the
crisis, following the adjustments in 2006 and then
dropped considerably after the crisis. During the
yearsofrecoveryfromthecrisis,thelastingdecline
in the investmentratewasprimarily relatedto the
weakdevelopmentsunderlyingcorporateinvestment.
A turnaround occurred in 2012 and 2013 with
contributions from the central bank programmes
thatstimulatedcorporateinvestmentactivityaswell
as froman increase in–partlypublic– investment
financed from EU funds, and thus the rate once
again approximated the regional average. in 2016,
however, theHungarian investment rate fellbelow
theEUlevelduetothesharpdeclineininvestment
financed from EU funds, which is attributable to
thechangeoftheEUbudgetcycle.thevalueofthe
Hungarianindicatorisexpectedtoadjustfrom2017
withstrengtheningdomesticeconomicactivityand
increased drawdowns of EU funds from the new
programmingcycle.Keepingthe investmentrateat
ahighlevelensuresthemaintenanceandexpansion
ofcorporateproductioncapacities,which–inaddition
toGDPgrowth–alsoservesasabasisforpotential
growthandcompetitiveness.
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4.12 Gross savings rate as a percentage of GDP

in thepre-crisisyears,Hungary’sgrosssavings rate
asapercentageofGDPfellshortoftheaveragesof
boththeregionandtheEU,whichwasrelatedtothe
excessive lending activity of theHungarian private
sector.inaddition,thesavingsratewascontinuously
belowtheinvestmentrate,whichwasreflectedinthe
highcurrentaccountdeficit.Followingthecrisis, in
linewith theadjustmentprocessof thehousehold
sector,theHungariansavingsrateroserapidly,with
significantcontributionsfromthegradualreduction
of the previously accumulatedunsustainable debt,
the persistently subdued lending activity after the
crisis and the rise in incomes. in recent years, the
savingsratewasstagnant,butstillexceedsboththe
regionalandEUaverages.Anadequatelyhighsavings
rate is intended to ensure the cover for domestic
corporateinvestmentforthepurposeofsustainable,
continuous capital accumulation without external 
indebtedness.

4.13 Households’ net financial wealth

Households’ net financial wealth is an indicator
definedasthedifferencebetweenfinancialassetsand
liabilities.Sharesandotherequityaswellascashare
thekeycomponentsinthestructureofassets,which
havebeenincreasingsteadilysince2010.inaddition,
the stock of debt securities also rose significantly
in recent years. Within that, a significant role is
playedbytheexpansionofhouseholds’government
securitiesholdings,which is also supportedby the
economic strategy of the government. By 2010,
households’ liabilitiesmorethandoubled,followed
byaconsolidationprocessasaresultoftheMNB’s
marketregulationmeasures,theearlyrepaymentand
theconversionintoforints.inadditiontotheMNB’s
post-2013programmes,thegovernment’smeasures
to stimulate the economy, boost employment and
support wage growth also played a major role in
the decline in indebtedness after 2010 and in the
significantincreaseinnetfinancialwealth.
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4.2  LABOUR MARKET COMPETITIVENESS

The labour market supports economic growth through employment and labour productivity. Before 2010, 
the degree of activity and employment in Hungary was extremely low in international comparison, i.e. one 
of the lowest in the European Union, and labour market developments clearly limited the economy’s growth 
potential. Low activity and employment along with a high level of taxes on labour were typical of Hungary in 
the quantitative dimension of the labour market, while low labour productivity and a training structure that 
has trouble matching the labour market expectations were reflected in the quality segment. In terms of growth 
potential, both quantitative and qualitative aspects are of key importance; improving the latter is essential for 
strengthening the knowledge-based economic model.

After 2010, in the labour-based Hungarian economic policy model, emphasis was placed on increasing 
employment. In order to develop the quantitative side of the labour market and to boost employment, after 
2010 the personal income tax was restructured and reduced, the Job Protection Action Plan was introduced, 
the Public Work Scheme was started, and in the tax system the weight shifted from taxes on labour towards 
consumption taxes. On the quality side, reforms were implemented in public education and higher education, 
affecting both the training and financing sides. In connection with the labour market, the unsustainable 
pension system was restructured, including the revision of early retirement pensions and the disability pension  
system.

4.14 Employment rate in the 15–74 age group

in the pre-crisis period, the low employment rate
limited the economy’s growth potential and put
excessive burdenson the social benefits system in
Hungary.After2010,employmentstartedtorise in
Hungary,whichwasattributabletothegovernment
measuresaimedatincreasinglabourmarketactivity
andtheexpansionofPublicWorkSchemein2013.
theriseinemploymentobservedinrecentyearswas
stronglysupportedbythepick-upineconomicactivity.
Asaresultofallthis,by2016theemploymentrate
inHungarywasclosetotheaveragesoftheEUand
theregion.20
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4.15 Unemployment rate in the 15–74 age group

intheyearsafterthe2008crisis,theunemployment
raterosesharply,whichwasageneralphenomenon
intheEUcountries.2013canbeconsideredaturning
point: as a result of an upswing in domestic and
external aggregate demand, demand for labour
also started to grow, supported by the tenders of
theEUbudgetcycleaswell.Bothlabourreservesin
anarrowsense(unemployed)andlabourreservesin
awidersense(alsotakingintoaccounttheinactive
whoaremorecloselyrelatedtothelabourmarket)
havefollowedadowntrendinthevisegrádcountries
since 2013. in Hungary, the substantial decline in
theunemploymentratewasattributabletotheJob
ProtectionActionPlan,whichfacilitatedemployment,
totherestructuringofthepersonalincometaxsystem
andtotheexpansionofPublicWorkScheme.By2016,
theunemploymentrateinHungaryhaddroppedto
ahistoricallow,anditisoneofthelowestamongthe
EUMemberStates.

4.16 Average weekly number of hours worked in the national economy

WithintheEuropeanUnion,thevisegrádcountriesare
amongtheleadersintermsoftheaveragenumberof
hoursworked,whilepeopleintheNetherlandsspend
theleasttimeworking(onaverage,employeesinthe
visegrádcountriesworksevenhoursmoreperweek
than in theNetherlands).Onemain reason is that
part-timeemploymentisnotcommoninthevisegrád
countries.intermsoftheaveragenumberofhours
worked, littleconvergence to themuch lower-level
EUaveragecanbeidentifiedinthevisegrádregion.
Moreover, the tight labourmarket environment in
recent years has slowed down this trend through
companies’intensive-sideadjustment,andhaseven
reverseditinthecaseofHungary.
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4.17 Activity rate by educational attainment level in the 15–74 age group (2016)

Lookingatthemainlevelsofeducation,theactivity
rate in thevisegrádcountries is lowerthantheEU
average,andtheactivityrateofthelow-qualifiedis
extremelylowinthevisegrádcountries.inHungary,
theactivityratesofthosewithhigherandsecondary
education are both lower than the average of the
othervisegrádcountries.However,theactivityrate
of the low-qualified is higher in Hungary than the
averageofthevisegrádcountries,whichisprimarily
attributabletotheintroductionoftheJobProtection
ActionPlanandtheexpansionofPublicWorkScheme.

4.18 Activity rate in certain social groups

the activity rate measures the ratio of the active
(employed and unemployed) to the working-age
population. Following the crisis, the labourmarket
activityofthelow-qualified,thosebeforeretirement
and the youngwas at a low level in the European
Union,butthesesocialgroupsgraduallyre-enteredthe
labourmarket.inHungaryandthevisegrádcountries,
theactivityof the low-qualifiedwasespecially low,
but theHungarianfigureshave improved in recent
years. this was mainly attributable to the Public
Work Scheme and the 2013 Job Protection Action
Plan,withintheframeworkofwhichemployersthat
employedpeoplebelongingtodisadvantagedsocial
groups were granted considerable reductions in
contributions.WithintheJobProtectionActionPlan,
employers benefited from the scheme for nearly
900,000employeesin2016.
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4.19 Part-time employees as a proportion of total employment

the average ratio of part-time employees ismuch
higher in the EU than in the visegrád countries,
whereflexibleworkingschemesarenotcommon.in
2006,amere4percentofemployeeshadpart-time
jobsinHungary,whileanaverageratioof18percent
wasobservedintheEU.itwasmainlycyclicaleffects
(labourhoardinginmanufacturing)thatplayedarole
in the increase in part-time employment following
thecrisis.inparallelwiththetighteningofthelabour
market, theshareofpart-timeemployeesdeclined
closetothepre-crisislevel.

4.20 Average effective age of retirement

Asaresultofexemptions(‘backdoors’),theeffective
ageof retirementmaybemuchdifferent from the
official retirement age. in Hungary, the actual age
ofretirementhasbeenincreasingdynamicallysince
2010,andthusin2014italreadyexceededtheaverage
ofthev3andisclosetotheEUaverage.Firstly,this
isattributabletotherevisionofearlyretirementand
ofthelawfulnessofdisabilitypensions,andsecondly,
to thegradual increase in the legal retirementage
between2013and2022.
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4.21 Wage share in the national economy

it is typical in the countries of the region that the
wageshare(theratiooflabourcosttovalueadded)
ismuchlowerthantheEUaverage.thewagesharein
Hungaryishigherthanintheothervisegrádcountries.
intermsofthedevelopmentsinthewageshare,prior
tothecrisisthevisegrádcountriesandtheEuropean
Unionshowedamixedpicture.Duringthecrisis,ofthe
visegrádcountries,theshareofwagesinproduction
valuedeclinedinHungaryandPoland.Followingthe
crisis,both theEUaverageand theaverageof the
othervisegrádcountries canbe considered stable,
while a slightly declining trend was observed in
Hungary.in2016,however,thewageshareincreased
sharply,primarilyasaresultoflargepayrises.

 

4.22 Labour productivity and labour costs in the EU (2016)

in comparing labour costs across countries, it is
necessary to take into account the purchasing
powerofwagesandsalaries. in2016,calculatedat
purchasingpowerstandard(PPS),thelagofHungarian
wageswasmore than twofold behind the average
ofthecountriesthatareconsideredtobethemain
emigrationdestinationsofHungarianlabour(United
Kingdom, Germany, Austria). However, upon the
evaluationofwagesitisalsoworthtakingintoaccount
the value added produced by the workforce, i.e.
productivity.LookingattheEUcountries,changesin
theHungarianwage levelare in linewithdomestic
productivity.
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4.23 Average tax wedge in the case of single persons at 100 percent of the average wage

theaveragetaxwedgeshowsthedegreeofthetotal
tax burden on job-taking (both on employee and
employer); this burden is an extremely important
factor in terms of employment. Although the tax
wedge has declined since 2009, at levels near the
averagewage its size in the case of single earners
in Hungary is still higher than the averages of
the EU Member States and the region. the main
underlying reason is the larger social contribution
tax,whichwilldeclineby7.5percentagepointsover
two years from 2017, reducing the tax wedge by
another 3 percentage points. in addition, targeted
allowancescanalsobeappliedinthecaseofthose
concernedbytheJobProtectionActionPlan,themore
disadvantagedpeoplefromalabourmarketaspect,
butinternationallycomparablestatisticsdonotreflect
this. Slightly below-average values are observed in
caseofHungary’scompetitorsintheregion.

4.24 Average tax wedge in the case of families with two children at 100 percent of the 
average wage

inviewofthedifferencesintaxallowances,thesizeof
thetaxwedgevariesacrossthegroupswithdifferent
incomes.inHungary,thefamilytaxbaseallowance,
whichwas introduced in 2011, reduces the tax to
bepaidbyfamiliesthatareraisingchildren.thetax
wedgeissevenpercentagepointslowerforfamilies
thatraisetwochildrenthanthatofsinglepersons.
Nevertheless,thesizeofthetaxwedgestillexceeds
theaveragesoftheEUandthev3.Sincetheoutbreak
oftheeconomiccrisis,anincreaseinthetaxwedge
has been observed in the EU, while a contrasting
trend is seen in Hungary, which may stimulate
labour demand and labour supply willingness and
employment. With the legal framework currently
inplace,inthisregardHungarymaysinkbelowthe
averageleveloftheEUby2018.
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4.3  PUBLIC SECTOR COMPETITIVENESS

As the largest economic agent, the state is one of the most important determinants of a country’s 
competitiveness through regulations, contributions and expenditures. All economic agents must act within 
the framework of and in compliance with the laws determined by the state, and government redistribution 
regulates the functioning of the private economy. In addition to its regulatory tasks, the state is the largest 
employer, through which it has a further impact on macroeconomy and competitiveness. Inevitably, the state 
has recourse to its resources from the private sector; therefore, their efficient use is especially important. It 
is difficult to measure state competitiveness using objective indicators. Accordingly, distortions and private 
opinions are often involved.

4.25 Gross public debt-to-GDP ratio

thedegreeofpublicdebtaffects theperformance
oftheeconomyaswellasitslonger-termprospects.
Hungaryhasbeenstrugglingwith–partlyinherited
–highpublicdebtsincethepoliticaltransformation.
Asaresultoftheirresponsibleandprocyclicalfiscal
policy typical of the 2000s and the unsustainable
macroeconomicstructurerelyingmainlyonexternal
debt-fuelled consumption, at the time of the
financial crisisafter2008,compared to its stageof
development, Hungary became one of the most
indebted countries. As a result of the fiscal policy
followed since 2011 and the upturn in economic
growth,thepreviousunfavourabletrendhasreversed,
andthedebt ratiohasdeclinedgradually in recent
years.Since2012ithasbeenlowerthantheaverage
oftheEU.inaEuropeancomparison,thegovernment
debt-to-GDPratioisextremelylowinthev3member
states;withthelowestvalue,theCzechRepublicstood
at37.2percentin2016.

4.26 Tax centralisation

in addition to the tax structure, indicators
quantifying the total tax burden play a prominent
role in the assessment of a country’s tax system.
the most frequently used aggregate indicator is
tax centralisation, which measures the total tax
and contribution revenue as a percentage of GDP.
itmeasureswhatproportionof thegrossdomestic
productistakenintheformoftaxesbythestate.in
Hungary, the degree of tax centralisation exceeds
theaverageofthecountriesof theregion,buthas
remainedslightlybelowtheEUaveragesince2010.
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4.27 Public administration expenditures as a percentage of GDP

Administration is the state’s basic activity;modern
states cannot functionwithout wide ranging, high
qualityadministration.Nevertheless,ahighlevelof
expendituresofthistypeindicatesanexcessivedegree
ofbureaucracy,anditsfinancingdeprivesproductive
sectors of funds. in the case of Hungary, over the
horizonunder review, administrativeexpenditures,
i.e. the amount spent on general public services,
significantly exceeded both the EU and regional
averages. Nevertheless, a steady decline has been
observed since 2013, which is also the result of
the reduction of red tape and disciplined fiscal
management.

 

4.28 Number of procedures required to obtain construction permits

the number of procedures required to obtain
constructionpermitsisanindicatorofthebureaucratic
burdensfacingcompanies.inHungary,theissuance
ofconstructionpermitsforresidentialpropertieshas
becomemuchsimpler,butcompaniesneed17permits
for the constructionof a commercial building. the
reductionofadministrativeproceduresmayincrease
the willingness to invest, contributing to further
stimulation of the economy and an improvement
in competitiveness. the compilation prepared by
the World Bank examines the competitiveness,
opportunities and challenges of the SME sector.
Accordingly, this indicator also presents data
concerningtheseenterprises.
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4.29 Number of days required to obtain a permanent electricity connection

thenumberofdaysrequiredtoobtainapermanent
electricity connection plays an important role
in constructing a new facility or industrial plant.
Electricity is an indispensable element of basic
infrastructure,andnotonly itsconnectionbutalso
itslaterreliablequalityareessentialforacompany’s
operations. the connection time is extremely long
inHungary;bylawitcantakeasmuchas257days.
this isseveraltimeshigherthantheEUorregional
levels,whichrepresentsacompetitivedisadvantage.
Atthesametime,thedatapresentedbytheWorld
Banktakeintoaccountthemaximumtimestipulated
bylaw;therefore,itdoesnotnecessarilyprovidean
exactpictureoftherealsituation.

 
4.30 Public administration through the internet (2014)

the prevalence of handling public administrative
matters through the internet, i.e. e-administration,
is an important issue in terms of competitiveness
and efficiency both in the case of households and
companies. in Hungary, the ratio of online public
administrationanddataqueryexceedstheregional
average,butisslightlybelowtheEUaverage.Whilein
somecountries,suchinEstonia,itisalreadypossible
to vote online in the parliamentary elections, in
Hungary the number of official matters that can
behandled completely through the internet is still
limited. the spreadofonlinepublic administration
would facilitate cutting red tape and accelerating
publicadministrativeprocesses.
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4.4  COMPETITIVENESS OF ENTERPRISES

The competitiveness of enterprises and within that the prosperity of the SME sector constitutes the basis for 
economic development. Until now, Hungarian enterprises have usually joined international value chains, in 
which they could progress by increasing their productivity, through their low labour cost. To meet the modern 
challenges (e.g. labour shortage, digitalisation), it is indispensable for businesses to implement sufficient 
investment and to have an adequate business environment available for this. Accordingly, the competitiveness of 
enterprises is determined by both external and domestic conditions. External conditions include the availability 
of skilled labour and a favourable corporate tax environment, i.e. low tax burden on companies as well as rapid 
and transparent tax administration. Domestic conditions include, inter alia, the intention to establish businesses, 
i.e. entrepreneurship that ensures revival, the variety of the structure of exports and industrial production, 
the high proportion of high-tech exports within manufacturing exports and a satisfactory investment rate of 
companies. At the same time, domestic and external conditions cannot be separated perfectly, which can be 
perceived well through the aspect of examining the size of the hidden economy.

4.31 Availability of skilled workforce

theindicatoroftheannualbusinessactivityreport
of the German-Hungarian Chamber of Commerce
evaluatestheavailabilityofskilledworkforcebyasking
230corporateexecutives.Onascaleof5,1means
a very satisfiedopinion and 5 is a very unsatisfied
opinion, i.e. a serious shortage of labour. in the
visegrádregion,withtheimprovementineconomic
activityandthetighteningofthelabourmarket,the
availabilityofskilledworkforcestartedtodeteriorate
gradually from2014,and theemploymentofwell-
prepared,newlabourhasnowbecomeachallenge
foreachcountryintheregion.inHungary,thenumber
ofjobvacanciesintheprivatesectorhasincreasedby
65percentcomparedto2007,whilethetightnessof
thelabourmarketis39percenthigherthanin2007.
itisimportant,however,thattogetherwiththerise
inwagesandsalariesthevalueaddedproducedby
domestic companies (the suppliers in particular),
i.e. productivity, should also increase. it would be
importanttoprogressfromthebusinessmodelbased
on low labourcost towardsaproductivityoriented
model.
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4.32 Entrepreneurial intentions

Entrepreneurship is oneof themaindriving forces
behind economic growth. in Hungary, the ratio of
entrepreneurswhoworkonthe implementationof
theirbusinessideasororganisetheactivityoftheir
alreadyestablishednewenterprisesisabovetheEU
average.theabove-averageratiowastypical inthe
pre-crisis years as well. in addition to the general
indicatoroftheintentiontoestablishbusinesses,after
2008theratioofHungarianswho intendto launch
a new enterprisewithin 3 years also increased. in
2015,forHungarythevalueofthisindicatorwaseven
higherthantheaveragesoftheEUandthevisegrád
countries. Following the downturn in 2010 caused
by the crisis, since 2011 the intention to establish
abusinesshasbeengrowingsteadilyinHungary,in
contrasttotheEUandregionaltrends.

4.33 Investment rate of non-financial corporations as a proportion of the gross value 
added (GVA)

the investment rate of non-financial corporations
measures the investment in tangible assets of
companiesoperating in thenon-financial sector as
aproportionofcorporatevalueadded.Asaresultof
the2008globaleconomiccrisis,due topostponed
investment,theindicatorfellbyaround3percentage
pointsonaverage in theEU,withthedeclineeven
greater in the v4 countries. Following the crisis,
governmentmeasures at both the EU level and in
Hungaryaimedatfacilitatingcorporateinvestment,
butallofthisislessreflectedintheinvestmentrates.
inHungary,withdomesticeconomicagents’significant
balance sheet adjustment and the easing of their
precautionarymotives,thelendingmarketisexpected
topickupandtheSMEsector’sinvestmentactivityto
grow.Accordingly, thecorporate investmentrate is
alsolikelytoincreaseinthecomingyears.
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4.34 Labour productivity of the SME sector (2014)

increasing labour productivity is key to economic
growthandconvergence.themajorityofHungarian-
ownedenterprisesareSMEs;therefore,anincreasein
theirproductivitywouldstrengthentheconvergence
oftheHungarianeconomy.inthevisegrádregion,total
corporatelabourproductivityisaroundEUR25,000
perperson,whichisonly35–40percentofthetotal
corporateproductivityofWestandNorthEuropean
countries. While in West and North European
countriestheproductivityofsmallenterprisesreaches
60–80 percent of that of the large ones, and the
productivityofmedium-sizedenterprisesisclosetoor
evenexceedsthatofthelargeones,intheCentraland
EastEuropeancountriestheproductivityofmedium-
sizedenterprisesisaround70–80percentandofsmall
enterprisesisaround60percentofthatofthelarge
ones.Hungarianlabourproductivitycorrespondsto
the regional average, but theproductivity of small
andmedium-sized enterprises is somewhat below
whatisobservedintheregion.Catchingupfirstwith
theregionalandthenwiththewesternproductivity
level aswell as the reduction of corporate duality
wouldgreatlycontributetoraisingpotentialGDPand
successfuleconomicconvergence.

4.35 High-tech export in proportion of manufactured exports

According to the World Bank’s classification, the
high-tech sector comprises aerospace, scientific
instruments, it, pharmaceuticals and electronic
devices,ofwhichthelatterthreeindustriesaccounting
forhighoutputinHungaryaswell.theshareofhigh-
techexportswithinmanufacturingexportshasbeen
steadily increasing in the v3 countries since 2008,
whilethedevelopmentsobservedinHungaryarejust
theoppositeofthat.theunderlyingreasonisthatthe
assemblyofelectronicdevicesgraduallyleftHungary
in thepast10years (e.g.Nokia,Philips, Samsung),
whileotherhigh-techsectorsdidnotincreasetheir
exportstothesamedegree.Atthesametime,the
upswinginthepharmaceuticalindustryinHungarycan
beconsideredapositivechangeincompetitiveness,as
thestructureofhigh-techexportsisshiftingtowards
anactivitywithhighervalueadded.
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4.36 Export concentration indicator

Export concentration can be measured by the
Herfindahlindex,where1meanstotalconcentration
anditslackisthezerovalue.ingeneral,competitive
countries have low export concentration, so the
structureoftheirforeigntradeismoreheterogeneous,
i.e.theireconomystandsonseveralpillars.Following
theeconomiccrisis,exportconcentrationdeclinedin
Hungary,reachingastructuresimilartothatofthe
visegrád countries, where export structures were
much more heterogeneous. Since 2012, however,
similarlytothecountriesoftheregion,thestructure
of Hungarian exports has gradually become more
homogeneous, which is attributable to a stronger
upswing in the export-oriented investment in the
vehicleindustry.

4.37 Industrial concentration indicator

theindustrialconcentrationindicatormeasuresthe
homogeneityofthemanufacturingstructure;itsvalue
measuredbytheHerfindahlindexrangesfrom0to
1.Avaluearound0 indicates theheterogeneityof
theeconomy,(basedonseveralpillars),whileavalue
around1meansahighdegreeofdominanceofcertain
sectors.WithregardtotheEU,itcanbeestablished
that its industrial concentration is relatively low,
whileHungary isamongthecountrieswithamore
homogeneousstructure.industrialconcentrationin
Hungarydeclinedafterthecrisis,althoughnowadays
it exceeds the pre-crisis level, mainly due to the
dominanceofthevehicleindustry.Asteadyincrease
hasbeenseenintheconcentrationindexofthev3
member countries since the early 2000s, which is
probablyattributabletothedeclineinlesscompetitive
sectorsandthustotheincreasinghomogeneityofthe
industrialstructure.
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4.38 Total tax rate of enterprises as a proportion of commercial profit

the indicator of companies’ total tax rate in the
publication ‘Paying taxes’ by PwC and the World
Bankevaluates the sizeof the total taxburden for
amodelled,domesticenterpriseemploying60people.
Companies’‘totaltaxrate’inHungarydeclinedfrom
59.3percentto46.5percentin10years.Asaresult,
Hungary caught up with the v3 average and is
approachingtheEUaverage,whichshowsasteadily
decliningtrend.Nevertheless,toreachtheEUaverage,
itisnecessarytofurtherreducethetotaltaxrateof
Hungariancompaniesandwithinthattheemployer’s
contributions,whicharestillrelativelyhigh.Adecline
in the total tax rate is facilitated by the uniform
reduction of the corporate tax rate to 9 percent
from 2017 and by the employer’s contributions,
which decreased by 5 percentage points to 22
percentstartingfrom2017.Asaresultofthewage
agreementconcludedbythegovernment,employers
andemployeesinNovember2016,thecontribution
burdens on employers are expected to gradually
declinefurtherinthecomingyears.thetaxburden
paidbycompaniesaffectstheabilitytoattractcapital,
thewillingnesstoinvestaswellasthecompetitiveness
oftheeconomythroughprofitexpectations.

4.39 Number of tax types paid by enterprises

thenumber of tax types paid by enterprises is an
indicator in the publication ‘Paying taxes’ by PwC
andtheWorldBank,whichdealswithtaxation.the
indicatorshowsthetotalnumberoftypesoftaxesthat
amodelledmedium-sizedenterpriseemploying60
peoplehastopayinayear.thenumberoftaxtypes
paidbyHungarianmedium-sizedenterprisesissimilar
tothatoftheEU.ComparedtotheEUaverageof11.3,
annually11differenttypesoftaxpaymentobligations
mustbemetinHungary,whichishigherthanthe7.7
averagevalueofthevisegrádregion.
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4.40 Time to start a business

it ispossible to setupanenterprise inHungary in
arelativelyshorttime.Ontheonehand,thismakes
iteasiertolaunchdomesticsmallandmedium-sized
enterprises,whileontheotherhanditisalsoattractive
forforeigncapital.Adecliningtrendisobservedinthis
fieldacrosstheEU,butHungaryachievedaresultprior
tootherEUcountries.Despitethefactthatin2007
startingabusinessinHungarytookmoretimethan
theaverageoftheregion,therelevantadministrative
stepscannowbecompleted innearlyonethirdof
thetimethanbefore,whichisevenfasterthanthe
EUaverage.

 

4.41 Time to comply with tax filing for enterprises in one year

thetimetocomplywithtaxfilingforenterprisesin
oneyearisalsoadeterminantintermsofinvestment
decisionsandcorporatecompetitiveness.Corporate
tax payment time is rather high (277 hours/year)
inHungary,whichisaresultofthehighnumberof
bureaucraticprocesses.Bycontrast,thetimeoftax
paymenthasdeclinedsteadilyintheothercountries
ofthevisegrádregionsince2009.inordertopreserve
Hungary’s competitiveness in the field of business
environment, itwould be necessary to reduce the
timeoftaxpaymenttotheleveloftheEUaverageto
haveacompetitiveadvantageagainovertheother
countriesofthevisegrádregion.thecorporatetax
return–similartothepersonalincometaxreturn–
preparedbythetaxauthoritymayleadtoprogressfor
companiesinthisrespect.
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4.42 Estimated size of the shadow economy in the EU as proportion of GDP (2015)

theshadoweconomymeansbasicallylegalactivities
thatareconcealedfromtheauthorities.intheEU,the
proportionoftheshadoweconomyisonadowntrend,
butthiswasinterruptedbythe2008crisis.Following
therecession,theeliminationoftheshadoweconomy
continued,andby2015its levelasapercentageof
GDP fell to a historical low. Reducing the shadow
economycontributestofaircompetition,theproper
distribution of resources and budgetary balance.
Forcingbacktheshadoweconomyisoneofthekey
measuresoftheHungariangovernmentaswell.As
a result, the indicator as a proportion of GDP has
improvedbynearly2percentagepointssince2010,
althoughitremainsabovetheEUaverage.

4.43 Cumulated change in VAT gap between 2013 and 2015

the vAt gap shows the difference between the
actual and theoretically collectable vAt revenues.
theindicatorcanestimatetaxavoidanceandshow
theeffectivenessofmeasuresaimingatcombating
the shadow economy. Since 2013, the vAt gap as
apercentageofthetheoreticallycollectablevAthas
fallenbyatotal7.2percentagepointsto14percent
inHungary.thedeclineintheestimatedsizeofthe
hidden economy was significantly larger than the
EUandregionalaverages.in2015,theaveragelevel
of the vAt gapwas 13 percent in the EU, but the
Hungarianfigure(14percent)ismuchmorefavourable
thanthatofthev3countries(23percent).inrecent
years,amajorpartoftheincreaseinHungarianvAt
revenueswasattributabletoanimprovementinthe
efficiencyoftaxcollection;therestoftheincreasecan
beexplainedbythegrowthoftheeconomyandarise
inthetaxbase.
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4.5  RESEARCH, DEVELOPMENT AND INNOVATION

A competitive research, development (R&D) and innovation environment is an essential condition for Hungary 
to be able to transition to an innovation-driven business model. Measuring innovation, R&D and digitalisation 
is a developing branch of economic and statistical analysis. The two main indicators of R&D activity are R&D 
expenditures and R&D personnel, which examine the costs and the availability of human resources of research 
activities. The EU’s Innovation Scoreboard is used for the analysis of developments in innovation. In relation to 
the European Union, it approaches – through a summary index – innovation and the ability to innovate from 
various aspects, including corporate product and process innovation as well as organisational innovation. 
Digitalisation, which constitutes a new form of production and work organisation, is also a new area related to 
R&D&I. Digitalisation makes industrial production more efficient and increases labour productivity. Deliberate 
strategies in the EU Member States started to be formulated around this phenomenon in 2010, and the process 
has numerous economic policy dimensions as well: amongst other things, it has a major impact on the financial 
infrastructure, education, health care and public administration. The most complex quantification of the 
individual aspects of digitalisation is provided by the European Digital Economy and Society Index.

4.44 R&D expenditures in the economy and by sectors

ExpendituresonR&DhaveincreasedintheEuropean
Union since 2005. Although the average of the
visegrád countries caught up with the Hungarian
level by 2015 (primarily owing to developments
in the Czech Republic), in the CEE region Hungary
is stilloneof the threebest countries in thisarea.
the EU and Hungary need to increase their R&D
expendituresbyapproximately1.0and0.4percentage
point respectively, to reach their targets for 2020.
Regardingthedistributionofexpenditures,inHungary
expendituresonhighereducationandpublicR&Dare
lowerthantheaveragesoftheEUandthevisegrád
region.With an increase inR&Dexpenditures, the
representationofknowledge-intensive industries is
expected to become stronger,whichmay result in
ahigherGDPgrowthrateandthusinanimprovement
incompetitiveness.
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4.45 R&D personnel as a proportion of the labour force

Between2009and2013,R&Dpersonnel increased
ataboutthesamerateinHungaryandintheother
visegrádcountries,although the indicatorsarenot
closetotheEUaverage.Moreover,between2009and
2013theshareofR&DemploymentinHungarygrew
inawaythatthenumberoftheactive,andinparallel
with that the number of the employed, increased
steadily.AnincreaseintheR&Dpersonnelisakeyto
higherinnovationperformanceandthedevelopment
of knowledge-intensive industries. Accordingly, it
would be important for Hungary to return to an
upwardpath in theshareofR&Dpersonnelwithin
all employees,whichmoved on a downward path
in 2014, and already fell below the v3 average by
2015.An increase inR&Dpersonnelcontributes to
advancementininternationalvaluechains.

4.46 Employment rate in high-tech sectors

the high-tech sector is the driving force of the
economy in the sense that it requires trained
workforce, itsvalueaddedishighanditsadvanced
technologymayspillovertoothersectors.According
to themethodology of Eurostat, employees in the
high-tech sector include those employed in the
pharmaceutical industry, computermanufacturing,
electronicappliancesmanufacturingandtheoptical
sector, as well as thosewhowork in the areas of
telecommunications,television,broadcasting,sound
technique, programming, consultancy as well as
research and development. in Hungary, the share
ofpersonsemployedbythissectorisveryhighboth
inEUandregionalcomparison.However,thevalue
addedofthesectorcanbeboostedwiththeincreased
involvementofdomesticcompaniesatotherpointsin
theproductcycleaswell,inadditiontoassembling.
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4.47 Total patent grants (2015)

inHungaryandthev3countries,thenumberofnew
patentsregisteredinayearislow,amountingtoone
halforone thirdof theEUaverageperonemillion
people.this ispartlyaconsequenceofmoreactive
R&DactivityintheWesternEuropeancountries,and
ispartly attributable to the fact that foreign-owned
enterprises–even if theyconductbasic research in
Hungary–tendtoapplyforthenewpatent intheir
homecountryorwherethecompanyisregistered.At
present, the number of patents registered annually
withthenationalpatentauthorityisevenlowerthan
thev3average,whilein2016thenumberofpatents
registered byHungarian citizenswith the European
PatentOfficeexceededthev3averageandwasbelow
theEUaverage.theriseinthenumberofpatentsis
affectedbytheincreaseininnovationcapacities.

4.48 Summary Innovation Index (2016)

the Summary innovation index of the European
Commissionisacompositeindicator,whichcompares
each country to the 2010 EU average. Hungary's
performance varies in some sub-indexes. Hungary’s
performance is below the EU average in human
resourcesofinnovation,inresearchinfrastructures,in
thefinancialbackgroundof innovation, incorporate
investment, in theSME sector’s innovationcapacity
andinintellectualpropertyrights.Atthesametime,
Hungary’scompetitivedisadvantageissmallerinthe
innovation-friendly business environment as well
as in the innovation cooperation of the public and
privatesectors.Hungary’spositioncorrespondstothe
EUaverage in theeffectsof innovationactivitieson
employmentandsales.

4.49 SMEs with product or process innovations (2015)

WithinSMEs,intheperiodbetween2008and2015
theshareofcompaniespresentingnewproductsor
startingnewproductionprocesseswas lower than
both the EU level and the level for the visegrád
countries. An increase in the private sector’s R&D
expenditurescontributes togrowth inproductand
processinnovationactivities.
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4.50 SMEs with organisational or marketing innovations

As a percentage of all SMEs, this indicator shows
the share of SMEs that launchedorganisational or
marketinginnovationprocesses.Followingthedecline
duringthecrisis, theHungarianSMEsectorstarted
improvingafter2012,before itsorganisationaland
marketinginnovationperformancedecreasedagain
in 2015. the valueof the indicatordeteriorated in
theother countriesof thevisegrád regionaswell.
Astrongerpresenceoforganisationalandmarketing
innovation processes than in the region may be
conducive to increasingHungary’s competitiveness
intermsofscienceandtechnology.

 

4.51 Penetration and monthly price of broadband internet

in terms of the monthly price and penetration of
broadband internet,Hungary is among the leaders
in theEU.Compared to theother countriesof the
visegrádregion,theratioof30Mbpsorhigherspeed
subscriptionsisaround20percentagepointshigher,
andexceedsthelevelsofGreatBritain,Germanyand
France.81percentofallHungarianhouseholdshave
somekindofinternetconnection,whichcorresponds
to the regional average, but is slightly below the
average of EU countries. in Hungary, calculated at
purchasing power parity, the monthly price of an
internet subscriptionbetween30and100Mbps is
nothigh,at12.5euros.intheothercountriesofthe
visegrádregionresidentshavetopaysome3euros
more for this. After Lithuania, theHungarianprice
isthe lowest intheEU.the lowerpriceof internet
subscriptions contributes to a further increase in
thenumberofbroadband internetsubscriptions in
Hungary, which is indispensable for the extensive
spreadofdigitalisation.
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4.52 4G mobile internet coverage (2015)

4Gmobile internetcoverageshowsthepercentage
ofhouseholdsinthegivencountrythathaveaccess
to4Gmobileinternetservice.Hungaryisamongthe
leaders in4Gcoverage in theEuropeanUnion,but
theprovisionofwidecoverageiscoupledwithahigh
subscriptionprice. intermsofthespeedofmobile
internet(50Mbps)HungaryisthesecondamongEU
countries,andisoneofthegloballeadersatthesame
time.

 

4.53 EU Digital Economy and Society Index (2017)

the Digital Economy and Society index calculated
by the European Commission evaluates the digital
developmentofEUMemberStatesinawaythatthe
individualcomponentshavedifferentweightsinthe
index:connectivity25percent,digitalskillsofhuman
capital25percent,useofinternet15percent,digital
technology20percentanddigitalpublicservices15
percent.thelevelofHungary’sdigitaldevelopmentis
belowtheEUaverage,butcorrespondstotheaverage
of theothervisegrádcountries.According to2017
data,withintheEUHungaryismostlyfallingbehind
in termsof thedigital technologyande-commerce
solutionsappliedbycompaniesandindigitalpublic
services.Basedonthat,progressisprimarilyneeded
inthedigitalisationofthebusinessandpublicsectors.
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4.6  COMPETITIVENESS OF THE ENERGY MARKET

Network industries and the energy market are areas that are subject to government regulation and provide 
basic infrastructure for the economy; their competitiveness affects the whole economy. Ensuring affordable 
industrial electricity and gas prices is essential in terms of the competitiveness of the energy market and in 
a wider sense that of the business sector. Energy costs are important items of the operations of companies, 
and minimising these costs is an optimisation task for the corporate sector. In addition to industrial energy 
prices, household energy prices are also important as they affect households’ disposable income, which has an 
indirect effect on the competitiveness of the national economy through consumption and savings. The ratio of 
net energy imports shows the energy dependence on the rest of the world, while the energy intensity of the 
economy indicates the energy consumption per unit of GDP. Renewable energy sources contribute to sustainable 
growth and through that to economic competitiveness; therefore, monitoring these indicators is also essential.

4.54 Use of renewable energy sources

Between2009and2015,theuseofrenewableenergy
sourcesasapercentageoftotalenergyconsumption
increased faster in Hungary than in the region or
the EU, doubling compared to the pre-crisis state.
Between 2011 and 2013, in terms of the use of
renewable energy sourcesHungarywas above the
averageofnotonlythev3butalsotheEU.However,
in2014,theincreaseintheshareofrenewableenergy
sources came to a halt in Hungary as the further
spreadofwindandwaterenergyceased.Asaresult,
theHungarian level fellbelow theEUaverage,but
stillexceedstheaverageoffellowcompetitorsinthe
region.in2015,Hungaryexceededitstargetsetfor
2020by1.5percentagepoints.theEuropeanUnion
already exceeded the Hungarian 2020 target level
in2011.theothercountriesofthevisegrádregion
are also expected to exceed their targetsby2020.
Byincreasingtheratioofrenewableenergysources
within total use of energy it would be possible to
diversifytheenergysupplyofthecountryandalso
tofacilitatecompliancewithenvironmentalaspects.
However,atpresenttheexpansionandpromotionof
renewable energy capacities involves considerable
additionalcosts,whilethemassstorageofrenewable
energyhasnotyetbeensolved.
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4.55 Electricity price (for households)

intheperiodbetween2012and2014,asaresultof
thereductioninregulatedpricesinseveralsteps,the
priceofelectricity(forhouseholds,includingtaxesand
otherlevies,calculatedatpurchasingpowerparity)in
Hungaryfellbelowtheaverageofthevisegrádregion,
andsince2015itwasevenlowerthantheEUaverage.
thedeclineamountedtomorethan25percent. in
2016,thepriceoftheHungarianhouseholdelectric
energy(includingtaxesandotherlevies)amounted
toEUR0.11/kWh.

 

4.56 Electricity price (for industrial consumers)

Whileforhouseholdstheelectricityisprovidedinthe
formofuniversalservice, inthecaseofcompanies
the freemarket supply results inmore diversified
electricity prices. How favourable price conditions
acompanycanaccesselectricityalsodependsgreatly
onacompany’sindividualmanagementabilities(and
individual trading structure). Hungarian industrial
electricityprices(includingtaxesandotherlevies,at
purchasingpowerparity)havebeendecliningsince
2013, although they are higher than in the other
visegrádcountriesandtheEUaverage.in2016,the
priceofHungarianelectricenergyforindustrialuse
(includingtaxesandotherlevies)amountedtoEUR
0.09/kWh.inaddition,theHUPx,i.e.theHungarian
PowerExchange,whichdeterminesthedailypriceof
industrialelectricitytradingonademandandsupply
basis,wasalso launched in2010.A furtherdecline
inindustrialelectricitypriceswouldbeimportantin
ordertoallowthefixedcostsofenterprisestoremain
atlowlevelsinHungaryoverthelongtermaswell.
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4.57 Gas price (for households)

Mainlyduetothereductionofregulatedprices,the
priceofgasforhouseholds(includingtaxesandother
burdens, at purchasing power parity) in Hungary
declined by 34 percent inmultiple steps between
2011and2014.Asaresult, itwasbelowtheprices
observedintheothervisegrádcountries,andin2014
and2015itwasevenlowerthantheEUaverage.At
present,thepriceofonekWhofgasforhouseholds
(including taxes and other levies) costs EUR 0.03.
Between2012and2016,theworldmarketpriceof
gas(thepriceofRussiangasattheGermanborder)
alsodeclinedbynearly60percent,andthisdegreeof
declinewasnotfollowedbythehouseholdgasprices
intheregionortheEU.thelowlevelofhouseholdgas
pricesincreasestheconsumptionofothergoodsor
thesavingsofhouseholdsand,throughthat,economic
competitivenessaswell.

4.58 Gas price (for industrial consumers)

Similarlytohouseholdgasprices,asaresultofglobal
market trends the gas prices for industrial – i.e.
corporate – consumers (including taxes and other
levies,atpurchasingpowerparity)declinedbetween
2013 and 2016 in Hungary, although they are still
highercomparedtothegaspricesvalidintheother
countriesofthevisegrádregionandtheaveragegas
prices in theEU. in2016, thepriceofonekWhof
gasforindustrialconsumerswasEUR0.04(including
taxesandotherlevies).Asaresultofthedeclinein
theworldmarketprice,thepriceinHungaryalsofell
considerablybetween2013and2016.Nevertheless,
thepriceinHungaryisstillhigherthantheaverage
levelsintheregionortheEU,asthelatterhavealso
declinedrecently.
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4.59 Net energy imports

inHungary, net energy imports as a proportion of
total energy use are higher compared to both the
visegrádcountriesandtheEUaverage,andincreased
slightly in 2014 and 2015. Compared to 2009, the
CzechRepublic increased itsnetenergy importsby
nearly6percentagepoints,theproportionofenergy
importsremainednearlyunchangedinPoland,while
energy imports declined by almost 4 percentage
points in Slovakia. With a decline in net energy
imports,acountry’senergydependencyalsodeclines,
resulting inan improvement in thegivencountry’s
economic independence and competitiveness.
Afurtherreductionoftheenergydependencycanbe
advantageous,asitwouldimprovetheenergysecurity
ofHungary.

4.60 Energy intensity of the economy

the energy intensity of the economy shows the
amountofenergyconsumptionperunitofGDP.Until
2014,energyintensityinHungarywaslowerthanthe
averageoftheothervisegrádcountries,butin2015
Hungary’s energy intensity rose to the level of the
regionalaverage.theenergyintensityofthevisegrád
region is still about double the average of the EU.
Lowerenergyintensityischeaperfortheoperation
of theeconomy, results inan increase inefficiency
andprovidesmoreenvironment-friendlyconditions
forsuccessfulconvergenceoverthelongterm.
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4.7  DEMOGRAPHY AND SOCIAL STRUCTURE

The quality and quantity of human capital are key factors for economic growth and convergence. Over the 
long term, the quantitative factors of human capital are primarily determined by demographic trends, of 
which the decline in and ageing of the population represent the greatest challenges for almost all developed 
countries, including Hungary since the early 1980s. Hungary’s current state and its position within the region 
are presented with indicators that are the most suitable for describing the demographic situation and trends 
(e.g. old age dependency ratio, fertility rate). In addition, with the help of the UN Human Development Index 
we attempt to present the stage of development of the society as well as the value of the Gini index from two 
aspects, which summarises the degree of income disparities in the society.

4.61 Total fertility rate

totalfertilityrateisahypotheticalnumberofchildren
calculated for childbearing-agewomen (15–49) on
thebasisof thecurrentnumberofbirths. inorder
topreventa furtherdecline inpopulationoverthe
mediumterm, this indicatorshouldreachthe level
of at least 2.1. the low number of live births is
amajorchallengeinalmostalldevelopedcountries.
Asaresultofcontinuouslyencouragingchildbearing
andstrengtheningthefamilysupportsystemaswell
asduetothegeneralimprovementintheeconomic
environment,thevalueofthis indicatorinHungary
hasincreasedtangiblysincethehistoricallow(1.23)in
2011anditexceedstheregionalaverage.Althoughit
reachedalevelof1.49in2016,theindicatorremains
belowthedesirablelevel.

4.62 Life expectancy at birth

Life expectancy summarises the mortality trends
of the current population. Life expectancy at birth
showshowlonga lifeanewborncanexpectunder
thegivenyear’smortalityconditions.Asaresultofthe
developmentofwelfaresocietiesandhealthcare,life
expectancyincreasedsignificantlyaroundtheworld
in the 20th century. Between 2005 and 2015 the
indicator forHungaryrose in linewiththeregional
andEUaverages.However,asthestartingvaluewas
belowtheaveragesofthecountriesoftheregionand
theEU,Hungaryhasnotyetcaughtupwiththeother
countriesunderreview.
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4.63 Share of the over-65 age group within the total population

theproportionoftheover-65agegroupisonarising
trend inmost developed countries, attributable to
both the higher life expectancy and the decline in
fertility.inHungary,theageingofthesocietyshows
asimilartrendtotheEUaverage,althoughatalower
level.inthev3countries,theratioofelderlypeople
insociety isbelowtheHungarianandEUaverages,
butitsgrowthrateisfasterthanintheEU.theageing
ofsociety increasestheratiooftheinactivetoone
employee,affectstheconsumptionandsavingsrates,
addstohealthcareandpensionexpenditures,and
throughallofthesemaymitigateaneconomy’sability
togrow.

4.64 GINI index (based on income)

the GiNi index measures the income or financial
disparitiesof the society,where1means the total
concentration of income or wealth. the income
basedGiNiindexcanbemeasuredinboththemarket
income(Mi)anddisposableincome(Di)categories;
thedifferencebetween them isattributable to the
stateredistributionofincome.itisgenerallytruefor
European countries that theyhaveamediumGiNi
valueinmarketincome,whichdeclinesconsiderably
in thedisposable incomes following redistribution,
whichcanbeconsideredaresultofthefiscalincome
policy.OftheEUmembercountries,incomedisparity
inHungary is relatively low, although ofHungary’s
competitors in the region, lower disparities are
measuredintheCzechRepublicandSlovakiaaswell.
AccordingtotheinclusiveGrowthandDevelopment
index(WEF-iDi),whichisbasedentirelyonobjective
dataandwasnewlyelaboratedbytheWorldEconomic
Forumthisyear,income-baseddisparityinHungary
is the17th lowestamong the109 countriesunder
review,whiletheEUaverageisthe22nd.
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4.65 GINI index (based on wealth, 2016)

thewealthbasedGiNi index shows thedisparities
existing in theassetsofagiven society. in relation
tofluctuationsineconomicactivity,thevalueofthe
indexissomewhatvolatile,asasignificantpartofthe
assetsof theupper stratafluctuates togetherwith
thepricemovementsofsecurities.ingeneral,itcan
beestablishedthatatagloballevelthewealth-based
GiNi index isatahighvalue indevelopednational
economies, i.e. social inequality is higher in these
countries.Althoughthephenomenonismeasurable,
thecauseandeffectrelationshiparenotproven,i.e.
significant disparity inwealth does not necessarily
contributetothedevelopmentofagivencountry.in
Hungary,thedegreeofwealth-basedsocialinequality
islowbothcomparedtotheEUandglobally.According
totheWEF-iDicalculationsbasedonactualdata,the
valueofHungary’swealth-basedGiNiindexisthethird
lowestintheglobal–economicandsocial–ranking
covering109countries.themainreasonforthelow
disparityinHungaryisthatthescopeofrealestate
owners iswide, including a high proportion in the
lowerwealthstrataaswell.

4.66 Human Development Index (HDI)

theHumanDevelopmentindexcompareslifequality
in the countries of the world on the basis of life
expectancy at birth, literacy, education and living
standard.Similarly to the trends in theEUandthe
region, the indexofHungary is also rising steadily,
althoughitlagsbehindthecountry’speers.themain
reasonsforthedifferencearethelagofHungaryin
lifeexpectancyatbirthaswellasthelowernumberof
yearsspentatschoolandthelowervalueofpercapita
GNicomparedtoHungary’scompetitorsintheregion.
the UN classifies Hungary among the developed
countriesonthebasisoftheHDi.
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4.8  EDUCATION

Through the quality and productivity of the available workforce, education has a major impact on the economic 
performance and competitiveness of a country. Accordingly, the measurement of education expenditures and 
the determination of the efficiency of the expenditures must be parts of a complex competitiveness report. 
At the same time, it is not easy to measure the efficiency of the expenditures, as in the case of a university 
graduate – starting from the kindergarten – we can speak about at least 18 years of education, where it is 
difficult to clearly determine the value added of the individual levels of education. Therefore, in our report we 
try to measure the efficiency of education using interim criteria (e.g. PISA surveys, participation ratio) and 
output criteria (e.g. early school leavers, proportion of those with higher education) as well. In addition, we 
must not neglect the skills that can be partly obtained outside the education system (e.g. foreign languages, 
financial literacy), which can also be considered the results of lifelong learning.

4.67 Enrolment rate in early childhood education (2014)

in2014,theproportionofchildrenenrolledinearly
childhoodeducationinHungarycorrespondedtothe
averageoftheEUcountries,andsignificantlyexceeded
that of the countries of the region. 79 percent of
3-year-old children and 94 percent of 4-year-old
childrenparticipatedinkindergarteneducation.the
highratioinHungaryistheconsequenceofthestrict
statutoryregulation,andtheexpansionofthescope
ofkindergartencateringprovisionsinthepastyears
isexpectedtoentailfurther increaseinthecaseof
needysocialgroups.thehighratioofparticipantsin
earlychildhoodeducationisveryimportantinterms
oflearningthebasicskillsnecessaryforlaterstudies
andforadequatesocialisation.

4.68 Results of PISA tests

thePiSAtestorganisedbytheOECDevery3years
examinesthecompetencesof15-year-oldstudentsin
3selectedareas(mathematics,science,reading).in
thelatesttestconductedin2015,Hungary’sresults
declined in science and reading compared to the
previousyears,whilethepreviousyears’downward
trendstoppedinthecaseofmathematics.According
tothe2015test, theresultsofHungarianstudents
fall short of the averages of the countries of the
regionandtheEUtoagreaterextent thanbefore,
whichisattributabletotheconsiderableincreasein
theratioofstudentswhodidnotachievethe level
consideredtheminimum.Regardingthedeterioration
intheHungarianresults,italsoneedstobetakeninto
account that in the latest survey the results in the
countriesoftheEUandtheregionalsoworsenedin
allthethreeareas.thedownturnisespeciallyvisible
inscience,wheretheaveragescoresdeclinedacross
theEUwiththeexceptionofthreecountries.
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4.69 Results of TIMSS test – Mathematics (2015)

the tiMSS and PiRLS surveys conducted by the
specialised institution of Boston College measure
theknowledgeof4thand8thgradestudentsevery4
years.inthe2015test,Hungarianstudentsachieved
higher scores inmathematics in both grades than
theaverageresultofthestudentsofparticipatingEU
countries.incontrasttothePiSAtest,whichmeasures
abilities, thetiMSS test,with the topicsof science
andmathematics,andthePiRLStest,whichcontains
readingtasks,primarilyfocusoncheckingthesubjects
learnt.theresultsofthetwosurveyscollectivelyshow
thatalthoughHungarianstudentslearnthesubjects
asexpectedofthem,inthecaseofreallifeexamples
theyareunabletousetheirknowledgetoanadequate
degree.

4.70 Early leavers from education and training

the reductionofearly school leaving isoneof the
objectivesoftheEurope2020strategy.Earlyschool
leavers are people aged 18–24 who finished only
elementary school atmost and do not participate
in any further education or training. Hungary’s
performanceinthisindicatorwasrelativelystablein
theperiodunderreview,althoughatthesametime
adecliningtrendisobservedintheEUcountries,while
inthev3countriestheratioofearlyschoolleaversis
muchlowerthaninotherEuropeancountries.inthe
caseofHungary,thetargetsetfor2020canbemet
despitethedeteriorationinthepasttwoyears.Atthe
sametime,targetedmeasureswouldbeneededto
catchupwith thecompetitors in the region in this
area.

4.71 Tertiary educational attainment, age group 30–34

Oneof theobjectivesofEurope2020 strategy is to
increase the proportion of tertiary graduates. the
underlyingreasonforthisistheexpectedfuturerise
inlabourmarketneeds.intermsofthisindicator,from
2006to2015Hungary’sperformancewasbetterineach
yearthantheaverageofthev3countries,but–despite
thedecline inthedifferenceuntil2016–theregion
stilllagsbehindtheEUaverage.inconnectionwiththe
Europe2020indicators,theEUproposestargetvalues
aswell,althoughtheycanberevisedbytheindividual
countries. Hungary undertook a proportion of 30.3
percentby2020.Afteralongtime,2016wasthefirst
yearwhentheratioofgraduatesdeclinedintheage
groupunderreviewinHungary,althoughHungarystill
exceedstheundertakentargetvalueinthisindicator.
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4.72 Ratio of graduates in engineering, natural sciences and ICT

Within all graduates, the proportion of those
graduating in engineering, natural sciences and
infocommunication (iCt) in Hungary has been
on a rising trend over the past 10 years, which is
particularlyimportantinviewofthechangesinlabour
marketneedsduetotechnologicaldevelopmentand
increasing digitalisation. the ratio of graduates in
thesesubjectsexceeded20percent in2014,andis
only0.5percentagepointand2.7percentagepoints
belowtheaveragesofthevisegrádandEUcountries.
the proportionof graduates in the subjects under
reviewhasbeenonadownwardtrendintheCzech
RepublicandSlovakiasince2004,whileacontinuous
risehasbeenobservedinPolandsincethefirstyear
forwhichdataareavailable(2011).Withinthethree
qualificationsunderreview,engineersaccountforthe
highestratio(14.2percentagepoints)inHungary.in
thecaseofiCt,followinganincreasebetween2006
and2008,aslightdeclineisobservedinHungary.

4.73 Public expenditure on education by education level (2014)

Based on the specialised statistics calculated by
Eurostat,theratioofpubliceducationexpenditures
toGDP(4.7percent)inHungaryisbelowtheaverage
oftheEUcountries(5.3percent),buthigherthanthe
averagelevelinthevisegrádcountries(4.4percent).
intermsofexpendituresonearlychildhoodeducation
(0.8percent),HungaryisamongtheleadersinEurope,
which is attributable to theextensive kindergarten
network maintained by the state. in addition,
education expenditures for secondary schools are
also remarkable. By contrast, a deficit is identified
in expenditures on elementary school and tertiary
education. the low degree of elementary school
expendituresmayhaveanunfavourable impacton
theeffectivenessof the further levelsofeducation
thatrelyupontheformer.Asaresultofthemeasures
taken since 2014 (e.g. higher salaries for teachers,
restructuringofvocationaltraining,etc.),Hungary’s
valuesinthisindicatorareexpectedtoimprove.
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4.74 Public expenditure on education by COFOG classification (2015) 

Examining public expenditures on education on
the basis of the COFOG classification used for the
functional classification of budget items, we see
a higher expenditure level in the case of Hungary
compared to the specialised statistics classified
accordingtothelevelsofeducation.thedifference
between the two indicators is caused by the
accountingprinciples(theCOFOG-basedclassification
is on an accrual basis,while that according to the
levelsoftrainingisonacashbasis)andthedifferent
classifications of some items (e.g. accounting of
scholarships,studentloans).inthecaseoftheCOFOG-
basedexpenditurelevel,in2015Hungary(5.1percent)
exceededboththeregionalaverage(4.8percent)and
theEUaverage(5.0percent).therelativelylowlevel
ofthelatterismostlyduetothelowexpendituresas
aproportionofGDPof three largecountries (italy,
SpainandGermany).

4.75 Proportion of those who speak at least one foreign language (2011)

in 2011, Hungary’s lag behind the averages of the
countriesoftheEUandtheregionwassignificantin
termsof thepeoplewho,by their ownadmission,
speak at least one foreign language. A mere 36.8
percentoftheHungarianpopulationspeakat least
one foreign language, and the ratio of those who
speakatleasttwoforeignlanguagesdoesnotreach11
percent.inthe25–34agegrouptheratioofthosewho
speakaforeignlanguagealreadyexceeds57percent,
buttheproportionofthosewhospeakatleasttwo
foreign languages isonly20percent.Nevertheless,
amajorpositivedistortionoftheaveragevaluefor
thev3countriesisattributabletoSlovakia,whereat
least90percentoftheyoungpeoplespeakatleast
oneforeignlanguage,and25percentofthemareable
tocommunicateinatleastthreeforeignlanguages.
Poland is slightly below the EU average,while the
Czech Republic performs somewhat above the
Europeanaverageinthisindicator.Othersurveys(e.g.
bytheGerman-HungarianChamberofindustryand
Commerce)alsoconfirmthattheavailablenumber
ofexpertswithadequateknowledgeoflanguagesis
insufficientinHungary.
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4.76 Participation in lifelong learning

According to the Eurostat definition, in the 25–64
age group those are considered to be participants
in lifelong learning who received some kind of
trainingoreducation in the4weeksprecedingthe
survey.inthecaseofHungary,thequestionforthis
area in thesurveywasamended in2015, resulting
inasharpincreaseinthevalueoftheindicator.Due
to themethodological break observed in the time
series, the 2016 result was especially important.
Althoughitshowsaslightdeclinecomparedtothe
previousyear,itisstillhigherthantheaverageofthe
countriesintheregion.Nevertheless,inspiteofthe
riseinHungary,thelagbehindtheEuropeanaverage
remainssignificant.variousrecentmeasures(e.g.free
secondvocationaltrainingprogrammesaimingatthe
developmentofthedigitalliteracyandknowledgeof
languagesoftheadultpopulation)servedthepurpose
ofimprovingtheadulteducationsysteminHungary.

4.77 Adult financial literacy (2014–2016) 

the OECD conducted a survey in connection with
thefinancialliteracyoftheadultpopulation(18–79
agegroup)in29countriesbetween2014and2016.
Hungaryfinished22ndwith12.5pointsinthesurvey.
Hungaryisinthemiddleoftheranking(14thplace)
in financial knowledge, at the end of the ranking
(29th place) in financial behaviour and among the
leaders (3rd place) in financial attitude. Financial
knowledge supports the development of financial
possibilities,andalowlevelmayentailslowergrowth
orunsustainabledevelopments.theweakresult in
financialbehaviourismainlytheconsequenceofthe
lowproportionofhouseholdsthathavesavingsother
thanabankaccount.inthisrespect,macroeconomic
dataforthepastyearsalreadyreflectamorepositive
picture;nevertheless,itisexpedienttofurtherexpand
the number of active savers in Hungary. it is also
important tonote thatof themaximum reachable
21 points, even the one that received the highest
score (France) reachedonly 14.8 points,while the
average of participating OECD countries was 13.7
points. Consequently, there is ample room for the
developmentoffinancialliteracyineachcountry.
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4.9  HEALTH CARE

Health care has an impact on the economic performance and competitiveness of a country through the quantity 
and quality of the available workforce. Chronic illnesses reduce both the active time spent working and labour 
productivity, and premature mortality also causes major damage to the national economy. Health care also 
has a significant direct impact on the economy, as health care expenditures amount to 6–10 percent of GDP. 
In our analysis, special attention is paid to expenditures on medical goods, which in themselves may account 
for 1–2.5 percent of GDP. Of course we cannot neglect to examine the efficiency of expenditures either, which 
we measure using both interim criteria (e.g. bed utilisation, number of physicians) and effectiveness criteria 
(e.g. proportion of overweight and obese population, potential years of life lost). As the availability of medical 
personnel is a critical issue in the Hungarian health care system, in addition to the number of physicians we 
also examine the distribution of physicians by age.

4.78 Healthy life years

in terms of expected healthy life years, Hungary
caughtupwiththeaverageofthev3countriesinthe
periodunderreview.thebasically improvingtrend
notwithstanding, there isstilladifferencebetween
sexes: in 2015, Hungarianmen had 1.9 years less
withouthealthdamagethanwomen.Hungary’s lag
behindtheEUaverage is3.2years forwomenand
4.4yearsformen.AsaresultofariseintheEuropean
average,thedifferencesincreasedin2015.

4.79 Potential years of life lost

theindicatorshows,thenumberoflostlifeyearsper
100,000inhabitantsinagivenyearduetopreventable
deathbefore theageof 70. thepotential yearsof
life lostdeclinedinthecountriesunderreview,but
Hungary is still well behind the countries of the
region.in2014,5,056lifeyearswerelostinHungary
asaresultofprematuremortality,whichisdown30
percentonthe2005value,butisstillworsethanthe
EUaverageof3,441lostlifeyears.Prematuremortality
reduces thenumberofworking-agepopulation (in
2014,morethanonequarterofthedeathsoccurred
beforetheageof65inHungary),whichhasamajor
impact on the economy and competitiveness. the
levelofthehealthprovisionsystemaswellashealthy
lifestyle and prevention play a primary role in the
reductionofprematuremortality.
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4.80 Standardised death rate – Malignant neoplasm (2014)

the standardised mortality rate shows what
a country’s mortality rate would be like if its
distribution by age corresponded to the standard
European population. the standardised mortality
rateofmalignanttumoursisthehighestinHungary
within theEuropeanUnionboth in thecaseof the
totalpopulationandthosebelowtheageof65. in
2014inHungarythenumberofdeathsper100,000
inhabitantswas348withinthewholepopulationand
140inthebelow-65agegroup.Bothvaluesaremuch
higherthantheaveragesofthecountriesoftheregion
andtheEU.theexpansionofscreeningexaminations
couldplayaprominentroleinreducingdeathsdue
to malignant tumours as timely diagnosis would
improvethechancesofsurvivalinthecaseofmost 
tumours.

4.81 Ratio of overweight and obese adults (2014)

Overweight (BMi>25) andobesity (BMi>30) are
serious problems in European countries as they
contribute significantly to the increase of health
expenditures throughtherelated illnesses (suchas
diabetesandhypertension).theirpreventionisone
ofthemostefficientwaysofimprovingpublichealth.
intheEuropeanUnion,50.2percentofthepopulation
olderthan18yearsstruggledwithweightproblems,
ofwhich15.4percentwereconsideredobesein2014.
thev3countriesarecharacterisedbysimilarratios
(53.9percentoverweight,ofwhich17.1percentare
obese).theratiooftheobesepopulation ishigher
in Hungary (20.6 percent), while the ratio of the
overweightisslightlybelowtheaverageoftheregion.
theratioof thosestrugglingwithweightproblems
isincreasingwithage:76percentofthe65–74age
grouparealreadyconsideredatleastoverweightin
Hungary.
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4.82 Proportion of those who experienced symptoms of depression (2014)

Bytheirownadmission,morethan10percentofthe
Hungarianadultpopulationexperienceddepressive
symptoms,which is thehighestvalue in theEU. in
thevisegrádcountries,theratioofthoseperceiving
depressive symptoms was a mere 4.0 percent on
average,which is even lower than the EU average
(6.7percent).inHungary,thevalueofthisindicator
isextremelyhighamongthosewithloweducation,
wherethevalueforHungaryexceedsPortugal(12.8
percent),whose value is the secondworse, by 6.4
percentage points. Hungary also has the highest
value of the indicator among rural residents (12.5
percent).intheinterestsoftreatingexistingmental
problemsandpreventingfurtherproblemsitwouldbe
necessaryinthefuturetodevelopacomplexpackage
ofmeasuresdealingwithmentalhealth.

4.83 Expenditure on health care 

Since the 2009 crisis, the ratio of expenditure
on health care to GDP has remained practically
unchanged in the EU, with a slight decline in the
averageofthev3region.theslightvolatilityobserved
in recent years was mainly caused by changes in
the levelofprivateexpenditures.As a result, total
expenditureonhealthcareinHungarywasatahigher
level thantheregionalaverage in2015,butwithin
this the share of public expenditures was slightly
belowtheaverage.inHungary,twothirdsofhealth
careexpendituresoriginatefrompublicsources,while
privateexpenditures(voluntarypaymentschemesand
households’out-of-pocketpayments)accountedfor
onethirdofthecosts.Bycontrast,theratioofpublic
expenditureswas78percentinthev3countries,and
75percentintheEUcountries.
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4.84 Expenditure on medical goods (2015) 

AmongtheOECDcountries,Hungaryisthefourthin
the ratioof expenditureonmedical goods toGDP,
afterGreece,SlovakiaandtheUnitedStates.in2015,
this value amounted to 2.3 percent, which is 0.5
percentagepoint lowerthanin2011,primarilydue
tothereductionofdrugsubsidiesfromthebudget.
A declining trend is observed in the v3 countries
aswell. Changing the traditionsof prescribing and
takingdrugsinHungarywould,overthelongerterm,
contributesignificantlytothereductionofhealthcare
expendituresandtotheefficientfunctioningofthe
healthcaresystem,forexample,byredeployingthe
expenditurestoprevention.

4.85 Physicians per thousand inhabitants 

Contrarytothewidelyheldopinion,thenumberof
workingphysiciansperonethousandinhabitants is
notlowinHungary.Althoughtheirnumberisindeed
belowtheEUaverage,inthepastyearsitwasaround
theaverageof thev3 countries.Nevertheless, the
pictureisnuancedbythefactthatthevalueofthe
indicator is also determined by the decline in the
populationaswellasthelaterretirementandageing
ofhealthpersonnel.Moreover,theindicatorshows
the number of physicians who have a licence to
practiceinthegivencountry,butnotallofthemplay
a role in the provision system (career changer) or
actuallyworkinHungary.thenumberofphysicians
obtaining qualifications declined in the past years.
Moreover,significantdifferencesareobservedacross
specialisationsintermsoftheavailabilityofphysicians;
therefore,thesectorfacesmanychallengesinthearea
ofhumanresources.
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4.86 Age distribution of physicians (2015)

theageingofphysiciansistypicalnotonlyinHungary,
asitisageneralchallengeinhealthcareinEurope.
intheEUcountries,onaverage,35.2percentofthe
physicianswereolderthan55 in2015.thisratio is
40.5percent inHungary,37.2percent in theCzech
Republicandashighas53.3percentinitaly.theratio
ofphysiciansyoungerthan35yearsis20.2percentin
Hungary,whichisslightlyabovetheEUaverage(19.7
percent).Atthesametime,itisaprobleminHungary
that15.9percentofthephysicianswithalicenceto
practiceareover65yearsofage,whichisthefourth
highestvalueamongtheEUcountries.thefactthat
many of the European countries strugglewith the
problemoftheageingofhealthpersonnelcontributes
to supporting the migration of health personnel
towardsWestandNorthEuropeancountries,where
financialconditionsaremorefavourable.

4.87 Curative care bed occupancy rate (2015) 

Onekeyissueinservicemanagementisthenumber
of beds needed for active care in hospitals. the
indicator of the efficient utilisation of capacities
is bed utilisation, with a level of 70–85 percent
considered desirable in the relevant literature. in
2015, bedutilisationwas 69.3 percent inHungary,
whichisslightlybelowtheexpectedminimumlevel,
thusshowingreservesinefficiency.theaveragefor
the EU countries in this respectwas 74.9 percent,
while therewereonly threecountries in total that
succeededinreachingthe80percentutilisationrate.
the94.7percentresultinthecaseofirelandindicates
anunderplanningofhospitalcapacities.
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4.10  BANKING SYSTEM COMPETITIVENESS

The efficiency and quality of financial intermediation have a structural impact on the competitiveness 
of a country. Examination of this correlation needs to start with the measurement of banking sector 
competitiveness. An index measuring the competitiveness of the Hungarian banking sector in a European 
comparison was not previously available. Therefore, in order to obtain the accurate possible picture of the 
comparative advantages and disadvantages of European banking systems, and in particular of the Hungarian 
banking sector’s competitiveness and efficiency in a wider sense, an MNB banking sector competitiveness index 
has been developed in the MNB, which synthesises contrasting perspectives as well.15 Basically, we consider 
those banking sectors competitive over the long term that operate efficiently in financial allocation and are 
able to consistently support growth, although banking sector competitiveness can be interpreted according to 
various approaches, depending on which market player’s preference system is focused on.

This report provides a selection of basic indicators which – together with a number of other indicators – 
constitute the backbone of the MNB banking sector competitiveness index. We highlighted indicators on both 
the demand and supply sides where Hungary lags behind or has seen significant progress in solving the related 
dilemmas in the past period. In addition, the expansion and deepening of household lending offers low risk and 
considerable opportunities. At present, the corporate sector’s access to loans is apparently becoming simpler, 
but the ratio of firms turning to banks with confidence is low in the European ranking. Based on volume, the 
proportion of payments by bank card is also an area to be developed, together with the reduction of the 
extremely high interest burdens on mortgage lending.

4.88 Financial card transactions in proportion to consumption per capita (2015) 

the proportion of bank card expenditures reflects
thestageofacountry’schangeoverfromtraditional
modesofpaymenttotheuseofbankcards.interms
of this indicator, Hungary is middle-ranked, and
thus lags slightly behind the EU and v3 averages.
the relative shortfall in the penetration of bank
cardpaymentmay indicatethepopulation’sslower
technological adjustment, the weak attractiveness
of credit institutions’ offers and/or an insufficient
penetrationofPOSterminals.inparticular,thespread
ofPOSterminalsisconsideredanimportantregulatory
task, as their general availability not only makes
domesticbankcardusemorepopular,butisalsoan
expectationofforeignersarrivinginHungary(primarily
frommoredevelopedcountries).Ensuringconvenient,
rapidpaymentforthepopulationandtouristsclearly
increasesthecompetitivenessoftheeconomy,and
mayentailadeclineintheshadoweconomy.

15PéterAsztalos–GáborHorváth–ŠtefanKrakovský–tamástóth(2017):ResolvingConflicts inMeasuringBankingSystemCompetitiveness–
MNBBankingSystemCompetitivenessindex,FinancialandEconomicReview,vol.16,issue3,September2017
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4.89 Individuals using the internet for internet banking 

AccordingtoEurostatstatistics,apositivechangewas
observedinHungaryintheareaofinternetbanking
between2007and2016.itisimportanttomention
that–althoughtheEUaverageforthisindicatorrose
to 49 percent by 2016 – this value is significantly
reducedbyBulgaria,RomaniaandGreeceeveryyear.
ApartfromthesethreeMemberStates,lastyearonly
the performanceof italy, Portugal andCypruswas
worsethanthatofHungary.Lookingback,however,
in2007theEUwasatanaveragelevelof25percent,
sobetween2007and2016 theHungarianbanking
sectordevelopedataratecorrespondingtotheEU
average–madeworsebythelaggingcountries–,i.e.
by24percentagepoints,althoughtheinitialpotential
(11percent)providedmoreroomthanthat.Withits
advanceof39percentagepoints,theCzechRepublicis
anoutstandinglypositiveexamplebothattheregional
andEUlevel.

4.90 Access to bank loans (2017)

theaccesstobankloanindicatorisoneofthesub-
pillars of theMNBbanking sector competitiveness
index (BSCi). this composite indicator, which
condenses5differentbasicindicators,measuresthe
possibilitiesandlimitsofaccesstoloansbothinthe
householdandcorporatesegments.intheaccessto
bankloanindicator,Hungaryhad38.8pointsoutof
100,thusfinishing24thamongtheEUcountries.the
averageoftheEUwasmorethan52points,whilethat
ofthev3membercountrieswasaround59points.
therelativelygoodperformanceoftheregioninthis
areaismainlyattributabletothegenerallyoutstanding
performance (67.6 points) of Poland. the primary
reason for Hungary’s competitive disadvantage is
that economic agents consider the loan products
to be expensive and the application process to be
complicated.
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4.91 Percentage of companies who feel confident talking about financing with banks (2016) 

According to research on the access of European
businessestosourcesoffinancing,inHungaryamere
59percentof respondents turnwithconfidenceto
thedomesticbankingsectorinfinancingissues.this
valuerepresentsasignificantlagbehindtheaverage
of65percentinEUMemberStatesand68percent
in thev3.Accordingly, in this respectHungary can
be considered less competitivebothwithin theEU
andthevisegrádgroupofcountries. inahistorical
comparison,thecurrentresultismorefavourablethan
theaverageobservedrecently,althoughitrepresents
adeclinecomparedtotheprevious63percent.the
indicator for access to loans, which shows supply
constraints,iscoupledwithdistrust:itmaytakelonger
timefortheeconomyofacountrytorecoverfromthis
negativefeedback.

4.92 Percentage of adults who are financially competent (2014) 

Globally,onlyaboutonethirdoftheadultpopulation
understand financial rudiments, but in Europe the
average figure is nearly 50 percent, and Hungary
reachedavaluethatissomepointshigher.Women
inparticularaswellasthepoorerandlesseducated
strata are exposed to financial risks; therefore,
their loanapplicationsdeserveparticularattention.
Nevertheless,inhouseholdlending,riskyborrowingby
evenasmallerportionofthepopulationmayleadto
socialandsystemicproblems,asoccurredwithforeign
currencylending.itisworthobservingthatthepoorly
rankedbankingsectorsthataretheleaststableand
thefinanciallylessinformedcountriesarethesame.
this isoneofthereasonswhydevelopment inthis
areaisakeypriorityoftheMNB.
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4.93 Annual growth rate of bank loans to non-financial corporations 

thisindicatorshowstheannualpercentageincrease
incredit institutions’outstanding loans tofinancial
corporations as a result of loan transactions. the
outbreakofthecrisisentailedadeclineincompanies’
bank financing both in the countries of the region
and in the euro area. this contraction, however,
materialisedinaprotractedcreditcrunchinHungary
and the currency zone, while outstanding loans
typically increased in the other visegrád countries
intheperiodunderreview.theFundingforGrowth
Scheme, which was phased out at the of end of
March 2017, had a significant impact on domestic
developments,andwiththeturnaroundinlending,
the expansion of corporate lending may continue
onamarketbasis,bothinthecorporatesectorand
forSMEs.Consequently,thegrowthrateinHungary
reachedthatoftheregionalcountriesandexceedsthe
euroareaaverage,whichisexpandingonlymoderately
duetotheMediterraneancountries.

4.94 Average interest rate spread on retail loans (2016)

in terms of the average interest rate spread on
retailloans,HungaryisaheadofonlyBulgariainthe
internationalranking.Withhighspreads, it ismore
difficultforhouseholdstopurchaserealestateand
increaseconsumption,whichreducesthecountry’s
competitivenessfromthesideofhouseholds’credit
demand.thegradualdeclineintheriskcostsofcredit
institutionsalsojustifiestheadjustmentofspreads.
inaddition,apositivechangemaybebroughtbythe
expectedpricecompetitioncausedbytheconsumer-
friendlyloanproduct,astheeasiercomparabilityof
productsprovidesaplatformforpickingtheofferwith
thelowestinterestratespread.
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4.95 Household loans to disposable income (2015) 

in a European comparison, the indebtedness of
Hungarianhouseholdscomparedtotheirdisposable
income is low. Only Lithuania and Romania have
greaterpossibilitiesofexpansionintheEU.However,
seriousrisksareseeninthecaseofDanishandDutch
households,whose outstanding debt ismore than
twice their disposable income. Nevertheless, the
concentration,averagematurityandinterestburden
ofoutstandingloansisnotseenfromthisindicator;
therefore, further analyses within countries are
neededforaclearerpictureofhouseholdvulnerability.

4.96 Share of non-performing loans of the credit institution sector

the share of non-performing loans in Hungary
continues to exceed the averages of the EU or v3
countries. the largest difference wasmeasured in
2013,whentheHungarianratereacheditshistorical
high.Startingfromalevelofnearly17percent,the
ratioofnon-performingloansstartedtofallsharply,
andthisfavourabletrendremainsinplace.Whilein
2013thenon-performingratiomeasurableinHungary
exceeded the EU average by some 10 percentage
points and the average of the v3 countries by 11
percentagepoints,by2016thesevaluesdeclinedto
2.5percentagepoints and to around3percentage
points, respectively. the ratio of non-performing
loansinthebankingsectorhassignificanteffectson
theeconomyandoncompetitivenessaswell.Ahigh
ratio significantly reduces the sector’s ability and
willingnesstolend,throughwhichchannelsitaffects
economicgrowthaswell.Furtherdeclineintheratio
ofnon-performing loans inHungary contributes to
theevolutionof a competitivebanking sector that
supports the sustainable growth of the national
economy.
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4.97 Texas ratio (2015)

Hungary’s banking sector has becomemore stable
asa resultof steps takenbyparentbanksand the
central bank in the years following the crisis. the
texasratioshowsthemagnitudeofloansbecoming
non-performinginabankingsectorandalsothelevel
ofprudentoperationbythegivenbankingsectorto
reachthatstate.thelowvaluemaysimultaneously
meanthatlendingtookplacewithlowriskappetite
inthepast,butalsothatalthoughhigher-risklending
occurred,theprofitoriginatingfromhigherspreads
resultedinadequateloanlossprovisioningandcapital
reserves.Basedonitsaveragevalue,Hungarycanbe
consideredstableintheEuropeanranking,asaresult
ofcapitalinjectionsfollowingthecrisisandthesteps
facilitating the resolution of non-performing loan
portfolios. the instabilityof thebanking sectors at
the lastsixplaces iscausedbytheuncleanednon-
performing loans and their costs that comminute
capital.(Note:thetexasratiodescribesthecoverage
of non-performing loans by capital and loan loss
provisioning. the indicator is used tomeasure the
stabilityandefficiencyofbankingsectors.)

4.98 Interest and fee income earned by an employee (2015)

the examination of the productivity of bank
employees reveals thatHungarian banks aremore
effectivethantheircounterpartsintheCentralEast
EuropeanandBalticcountries,butarefarbehindtheir
westerncounterparts.Althoughtakingintoaccount
the labour costs of employees would presumably
provideamore refinedpicture, theproductivityof
Hungarianbankemployeesisaroundonethirdofthat
ofWestEuropeans intermsofthe interestandfee
incomeproduced.theevaluationoftheindicatormay
alsobedistortedtosomeextentbythemagnitude
ofrevenuesstemmingfromcross-borderfinancing,
especiallyinthecaseoftheleadingbankingsectors
ofBritain,LuxembourgandSpain.

0 
20 
40 
60 
80 
100 
120 
140 
160 
180 

0 
20 
40 
60 
80 

100 
120 
140 
160 
180 

Lu
xe

m
bo

ur
g

Es
to

ni
a

Fi
nl

an
d

U
ni

te
d 

Ki
ng

do
m

Sl
ov

ak
ia

Sw
ed

en
Ge

rm
an

y
M

al
ta

Po
la

nd
La

tv
ia

Fr
an

ce
V3

 a
ve

ra
ge

N
et

he
rla

nd
s

Be
lg

iu
m

Au
st

ria
Hu

ng
ar

y
Sp

ai
n

Li
th

ua
ni

a
Cz

ec
h 

Re
pu

bl
ic

Ro
m

an
ia

Cr
oa

tia
Sl

ov
en

ia
De

nm
ar

k
EU

 a
ve

ra
ge

Bu
lg

ar
ia

Ire
la

nd
Po

rt
ug

al
Ita

ly
Gr

ee
ce

Cy
pr

us

Percent Percent

Source: IMF - FSI, ECB - CBD, MNB.

0 
50 
100 
150 
200 
250 
300 
350 
400 
450 
500 

0 
50 

100 
150 
200 
250 
300 
350 
400 
450 
500 

Sp
ai

n
N

et
he

rla
nd

s
Lu

xe
m

bo
ur

g
Sw

ed
en

U
ni

te
d 

Ki
ng

do
m

Be
lg

iu
m

Au
st

ria
Ire

la
nd

De
nm

ar
k

Fr
an

ce
M

al
ta

EU
 a

ve
ra

ge
Ita

ly
Fi

nl
an

d
Cy

pr
us

Gr
ee

ce
Ge

rm
an

y
Po

rt
ug

al
Cz

ec
h 

Re
pu

bl
ic

Hu
ng

ar
y

Es
to

ni
a

Sl
ov

ak
ia

Sl
ov

en
ia

V3
 a

ve
ra

ge
Cr
oa

tia
La

tv
ia

Po
la

nd
Li

th
ua

ni
a

Bu
lg

ar
ia

Ro
m

an
ia

1,000 euro 1,000 euro

Source: ECB - CBD, MNB.



MAGYAR NEMZETI BANK

COMPETITIVENESS REPORT • 2017100

4.99 Return on equity (2010–2015 average)

the average return on equity was negative in
Hungarybetween2010and2015,whichisexplained
by the irresponsible lending before the crisis and
the compensating regulatory steps. Prior to the
crisis, Hungary’s banking sector was characterised
by overheated lending and high risk appetite,
which,however,wasnotaccompaniedbyadequate
provisioning.Mountingloanlossesfollowingthecrisis
aswellasdamagesstemmingfromgovernmentand
centralbankstepsresultedinnegativeeffectiveness.
Nevertheless, the outstanding, nearly 20 percent
profitin2016marksthebeginningofanewperiod
andadouble-digitRoEstructurallyaswell,withwhich
Hungarymayjointheleadersintheregion.

4.100 Operating costs and net interest income as a proportion of total assets (2016)

intheEUranking,Hungary’sbankingsectorhasthe
highestcostlevelasaproportionofthebalancesheet
total,coupledwithsignificantprofits frominterest.
Operatingcostasaproportionofassetsisconsidered
a comprehensive indicator that integrates labour
costsaswell,andadequatelycapturestheefficiency
ofeconomicsectorsofindividualcountries,making
themeasilycomparable.inthisrespect,withitsvalue
of3.2percent,thebankingsectorofHungaryisatthe
bottomoftherankingonthebasisofconsolidated
internationaldata, laggingwellbehindboththeEU
andvisegrádregionaverages.itisworthtakinginto
accountthatallfinancial institutionsarecompelled
to cover their respective operating costs with
proportionaterevenues,inthiscasetheoutstanding
profit frominterestof thesector. it isexpedientto
strivefortheimplementationofthetrendofaparallel
declineinoperatingcostsasaproportionofassetsand
ininterestincomes,whichatthesametimemeans
increasingthebankingsector’sallocationefficiency
and competitiveness as well as the improvement
of customers’ loan repayment potential through
the reduction of spreads. At present, one of the
most obvious forms of efficiency increasing is the
deepeningofbankdigitalisation,primarilythroughthe
automationofservicesanditssubsequentpromotion,
withseriousprogressalreadyseenintheneighbouring
countries.
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4.11  REGIONAL COMPETITIVENESS

In new wave economic paradigms, the measuring unit of competitiveness is shifting from national economies 
towards lower-level statistical regions, and thus territorial analyses are of key importance in competitiveness 
analyses. Central and eastern Europe and within that the V4 region constitute a special area of analysis, as 
in view of the size and economic structure of these countries the regions of the capitals dominate and are 
characterised by outliers. This is partly the reason for the fact that the stage of development of individual 
regions is more dependent on the location of the region within the country than on the average development 
of the given national economy.

In our analysis, we strive to cover various areas of competitiveness during regional measurements and to 
apply regional indicators where the internal territorial disparities are evident and identifiable. As a result, 
we measured general economic development as well as the regional economic structure, and also took into 
consideration the quantitative and qualitative conditions of the labour market. It was possible to demonstrate 
the regional heterogeneity within the country by applying indicators with high relative dispersion. An exception 
is the employment rate, in respect of which territorial values have converged in recent years; regional disparities 
were partly eliminated in this field.

Note: the regional values of the heat maps depict the latest data of the analysed time series in each case.

4.101 GDP per capita at purchasing power parity (EUR, 2007–2015)

in 2015, in the area of economic development –
whichistypicallymeasuredbyGDPpercapita–the
averagelagofthev4statesandHungarybehindthe
EUaverageamountedto20percentand30percent,
respectively,andallthethreevisegrádcountriesare
aboveHungaryintheranking.ComparedtotheEU,
thedisparitiesacross regions in termsof thestage
of development are high inHungary, although the
prominenceoftheregionsaroundthecapitalistypical
oftheEastCentralEuropeanstates,whichstemsfrom
theeconomicandsocialstructureandthesizeofthe
countries. in Hungary, the real GDP growth of the
Westerntransdanubiaregion isoutstanding: inthe
past10yearsthegrossdomesticproductincreased
oneandahalftimesinthisregion(itsannualaverage
growth rate was above 7 percent between 2013
and 2015). With an increase in competitiveness,
efficiencyandproductioncapacities,Hungarymayalso
developfurther,catchingupwiththeaveragelevelof
developmentoftheregionandthentheEU.
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Note: The column diagram depicts the annual change in per capita 
regional GDP.
Source: Eurostat.
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4.102 Employment rate in the 15–64 age group (2007–2016)

Attheregionallevel,theemploymentrate(proportion
oftheemployedwithintheworking-agepopulation)is
anindicatorwitharelativelylowstandarddeviation;
itsvaluewasbetween61.8percentand70.8percent
in Hungary in 2016. From 2010 to 2016 Hungary
increased its employment rate by 11.6 percentage
points.thelessdevelopedeasternregionscontributed
to this growth to a greater degree than themore
developed western regions. in the period under
review, EU member countries and the v3 states
increased their respective employment indicators
by2.6and6.2percentagepointsonaverage,while
allHungarianregionsachievedhighergrowthrates.
Boosting the employment rate in underdeveloped
Hungarianregionswasfacilitatedbytheexpansionof
thePublicWorkSchemein2010,withanaverageof
202,000employeesworkingwithinthisframeworkin
2016.

4.103 Unemployment rate in the 15–74 age group (2007–2016)

the unemployment rate shows the proportion of
theunemployedwithin theactivepopulationaged
between15and74years. in2016,this indicator in
Hungary stood at 5.1 percent (4.5 percent at the
end of the year), which is 3.5 percentage points
lowerthantheEUaverageandalsolowerthanthe
v3average,except for theCzechrate,which is1.1
percentage points lower. the regional distribution
ofunemploymentisheterogeneousinHungary;the
Westerntransdanubiaregion,whichhasthelowest
value, stands at 2.7 percent,while unemployment
amountsto9.3percentintheNorthernGreatPlain
region. it can be observed in the time series that
between2010and2016theunemploymentrateof
theCentraltransdanubiaregion,whichhadsuffered
from factory closures and reductions of capacities
during the crisis, declined from 10 percent to 3
percent.
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Source: Eurostat.
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4.104 Youth unemployment rate (2007–2016)

theyouthunemploymentratemeasurestheratioof
theunemployed inthe15–24agegroupcompared
totheactivepopulation.in2016,theratioofyoung
peoplewho quit school and do not appear in the
labourmarketwaslowerinthev4countriesthanthe
EUaverage,whichisattributabletotheMediterranean
countries,whichboosttheaveragevalue,andtothe
developmentinthevisegrádstatesinthepastyears.
Between 2010 and 2016, youth unemployment in
Hungaryfellbyanaverageof13.5percentagepoints
to12.9percent; thedynamicsof thisdevelopment
was the highest among the EU Members. Within
the country, Northern Hungary achieved the best
development,whereyouthunemploymentdropped
from31.7percentto12.2percentin6years.

4.105 Early leavers from education and training (2007–2016)

theratioofearlyleaversfromeducationandtraining
measurestheproportionofyoungpeoplewhoquit
schoolanddonothaveanyqualificationinthe18–24
agegroup.the indicator for thev3memberstates
isfavourable(6.4percent).in2016,theEUaverage
was9.5percent,comparedtowhichtheHungarian
average is 2.9 percentage points less favourable.
in the post- crisis years, the ratio of early leavers
improvedsignificantlyinthewesternregions,butthe
easternregionsworsenedthenationalaverage.the
trendinthelessdevelopedregionsissimilartothe
moreunderdevelopedregionsoftheMediterranean
countries, where in recent years it has not been
possibletoreducetheratioofearlyschool leavers,
(whichsurgedafterthecrisis)tothepre-crisislevel.

4.106 Regional distribution of industrial production (EUR billion, 2007–2015)

theindicatorfortheregionaldistributionofindustrial
production – excluding construction – depicts the
regionaldistributionofthenationaleconomyindustrial
valueadded.thedatashowthatinthepast10yearsthe
CentralHungaryregionaccountedforroughlyonethird
ofHungarianindustrialproduction,butitscontribution
fellafterthecrisis.in2016,thethreenorth-western
regions(Westerntransdanubia,Centraltransdanubia
and Central Hungary) generated two thirds of total
industrialGvA,i.e.theindustrialconcentrationofthe
Hungarianeconomyisclearlyfoundalongtherouteof
theM1motorway.inaddition,thedevelopmentsseen
inrecentyearsintheNorthernHungaryandSouthern
GreatPlainregions,whicharemostlyduetothehigh-
volume developments of foreign investors (Bosch,
Mercedes),alsodeserveattention.
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5 Follow-up of the MNB’s 
competitiveness proposals

Another objective of this publication is to monitor the implementation of the competitiveness proposals 
formulated in the work ‘Competitiveness and Growth’ published by the Magyar Nemzeti Bank in 2016. 
Widespread implementation of the proposals can only take place over a longer period of time, partly because 
of their large number (some 50 measures) and partly due to their need for fiscal resources. An overview of 
the measures announced in the past period reveals that eight of the 50 proposals given in the book have 
materialised completely or to a great extent, and progressive steps were taken in the case of another 26, 
although they cannot yet be considered as realised.

The main measures implemented by the government were the following: reduction of tax avoidance, 
simplification and reduction of corporate tax burdens, the corporate tax (TAO), the small taxpayers’ itemised 
lump sum tax (KATA) and the small business tax (KIVA), reduction of taxes on labour, formulation of an industrial 
policy strategy, acceleration of the issuance of construction permits, encouraging of childbearing, planned 
increase in the capacity of crèches, increasing expenditures on education, and revision of the system of 
educational institutions. In addition, the MNB also took steps in the fields within its competency. Accordingly, 
of the proposals formulated in the book as objectives, the most progress took place in the following areas: 
expansion in corporate lending, decline in the ratio of non-performing loans, reduction of the procyclicality 
of the banking system, improvement in banks’ capital position and liquidity as well as the stimulation of the 
stock exchange.

Table 5.1
Review of the implementation of the MNB’s competitiveness proposals

Labour market competitiveness

Reductionoftaxesonlabour

Encouragingtheleastemployedgroupstowork

RaisingtheupperlimitoftheJobProtectionActionPlanuptotheamountoftheminimumwage

Developmentofthepublicworkscheme:encouragingtrainingandmarket-basedemployment

Strengtheningtheelementsofthepensionsystemthatmotivatestayinginthelabourmarket

Promotionofnon-typicalformsofemployment

Corporate competitiveness

Reductionoftaxavoidance

Simplificationofcorporatetaxpayment

taxchangesthatencourageinvestment

Regularevaluationoftheexistingtaxallowances

increasingR&Dfunding

increasingthenumberofresearchersanddevelopers

increasingtheinnovationmanagercapacityoftheSMEsector

CompetingguaranteeorganisationinordertofacilitatelendingtoSMEs

Formulatingamoreactivedomesticindustrialpolicy,adoptionofnewtechnologies

Regionalandlocaleconomicdevelopment

Reductionofregulatedenergyprices
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Table 5.1
Review of the implementation of the MNB’s competitiveness proposals (cont.)

Public sector competitiveness

Revisionoftheheadcountandwagecostsofpublicinstitutions

Revisionofthestructureofpublicadministration

Regularsatisfactionsurveyconcerningpublicservices

Promotionoflaw-abidingbehaviour

Accelerationofpublicadministrationthroughe-governance

Accelerationoftheissuanceofconstructionpermits

Developmentofpublicutilityservices

increasingtheeffectivenessofbankruptcyproceedings

Competitiveness of human resources

Measuresconcerningdemographicdevelopments

Providingadditionalfundsbyallowingprivatefundsinthehealthsector

Strengtheningpreventivehealthcare

Connectingchildbearingandpensions

Strengtheningtheroleofself-reliance

increasingtheamountspentoneducationfrombudgetaryandprivatesources

improvingthequalityofelementaryandsecondaryeducation

improvingtheknowledgeoflanguagesinsecondaryeducation

Furtherincreaseinthenumberofgraduates

increasingtheratioofgraduatesintechnicalsubjectsandnaturalsciences

increasingR&Dexpendituresinthetertiaryeducationsystem

Mentalhealthpackage

More efficient absorption of EU funds

Competitivenessandgrowthaspectsofdevelopmentpolicyandtheirimpacts

CompetitivenessandgrowthplansofdevelopmentpolicyinHungary

Furtherpreparatorytasksofthedevelopmentcycleservingcompetitivenessandgrowth

increasingtheabsorptionofdirectlyaccessibleEUfundsinHungary

Special topics

Expansionofstockexchangeactivityandcapitalisation

Stimulatingtheincreaseinhouseholds’savings

Banking system competitiveness

Stimulationofcorporatelendingthatsupportsgrowth

Soundbankfinancingofthehouseholdsector

Strongbankingsystemcapitalandliquiditypositionoverthelongterm

Bankingsystemthatisprofitableoverthelongterm

Declineinnon-performinghouseholdandcorporateloans

Efficientandinnovativebankingsystem

Competingbankingsystem

Legend: partly materialised materialised
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5.1  LABOUR MARKET COMPETITIVENESS 

5.1.1 Reduction of taxes on labour –increasingactivityandemploymentbycuttingtaxesonlabour,forwhich
thereductionofthepersonalincometaxmaybesuitable.

Implemented measure: the16percentpersonalincometaxrate,whichhadbecomeaclearlyflatrate
tax–inseveralsteps–after2011,declinedfurtherto15percentfromJanuary2016.inaddition,taxeson
labourarealsoreducedbythefactthattherateofthesocialcontributiontaxpaidbyemployersdeclines
by5percentagepointsin2017andatleastbyanother2or2.5percentagepointsin2018dependingonthe
rateoftheaveragenominalwageincreaseintheprivatesector(by2.5percentagepointsifwagegrowth
reaches11percentinthefirst9monthsof2017).Accordingtothesectoralwageagreementconcluded
inNovember2016,employers’contributionburdenmaydeclinebyafurtherannual2percentagepoints
from2019until2022iftheaveragewageincreaseintheprivatesectorreaches6percentintheprevious
year.thedeclineinemployers’contributionsreducescorporatelabourcost,thusfacilitatinganincrease
inemploymentandalsocontributingtofightingtheshadoweconomy.Nevertheless,therateoftaxeson
labourisstillhigherthaninthecaseofHungary’sdirectcompetitors;therefore,furtherreductionmaybe
advantageousdependingonthebudgetaryleeway.

5.1.2 Encouraging the least employed groups to work –extensionof the JobProtectionActionPlan to
employees’contributions,whichwouldincreaselaboursupplyinthecaseoftheleastemployedgroups.

5.1.3 Raising the upper limit of the Job Protection Action Plan up to the amount of the minimum wage –
raisingtheupperlimitofthetargetedrelieffromemployers’contributionsavailablethroughtheJobProtection
ActionPlanatleastuptotheamountoftheminimumwage.

5.1.4 Development of the public work scheme: encouraging training and market-based employment–
strengtheningtrainingandfinancialsupportforprivatesectoremploymentinawaythatthestatepaysthe
labourcostforaspecifiedperiodoftimeinordertofacilitatemarket-basedemployment.

Implemented measure: theimplementationoftheprogramme‘Frompublicworktotheprivatelabour
market’startedinMarch2017.Withinitsframeworkthestateallowsthedisbursementoftheamountof
theemploymentsubstitutionsupport(HUF22,800)evenafterthepublicworkerfindsajobintheprivate
sector,untiltheexpiryoftheperiodofthepublicwork.theobjectiveofthismeasureistoincreasetheratio
ofthosewhoflowfrompublicworktotheprivatesector,whichwouldreducelabourshortage,andwould
improvetheperformanceofthenationaleconomyaswell.

5.1.5 Strengthening the elements of the pension system that motivate staying in the labour market –
acknowledgementoftheemploymentperiodexceeding40yearstoagreaterdegreeupondeterminingthe
initialold-agepension.

5.1.6 Promotion of non-typical forms of employment –expansionofemploymentthroughpromotingnon-
typicalformsofemployment(teleworking,part-timework).

Implemented measure: introductionoffundingamountingtoatotalHUF5billionfrom2016forsmalland
medium-sizedenterprisesthatemploypart-timeemployees.Part-timeemploymentisalsosupportedby
themeasurethattheamountoftherelieffromcontributionsavailablewithintheframeworkoftheJob
ProtectionActionPlanisunchanged,irrespectiveoftheformofemployment(full-timeorpart-time).in
addition,theinstitutionofmaternityleavepayment‘GyEDExtra’alsosupportstheemployment(including
part-timeemployment)ofmothersreturningfromchild-caretothelabourmarket,simultaneouslystimulating
childbearingandincreasinglaboursupply.
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5.2 CORPORATE COMPETITIVENESS 

5.2.1 Reduction of tax avoidance–inadditiontoincreasingfiscalrevenues,reducingtheshadoweconomy
mayalsohelpmitigatecompetition-distortingeffects.

Implemented measure: thesystemofonlinecashregistershadalreadybeenintroducedbefore,butthe
scopeofcompaniesobligedtousethemwasbroadened,andnowaffects200,000–230,000enterprisesthis
year.OnlineconnectionofinvoicingprogrammestotheNationaltaxandCustomsAdministrationstarted
fromJuly2017.inaddition,theoperationoftheElectronictradeandtransportControlSystemwasalso
developed.

5.2.2 Simplification of corporate tax payment– reduction of the administrative burden on businesses
andimprovementofthemid-yearplannabilityofthebudgetthroughthecancellationofthetaxadvance
supplement.

Implemented measure: Amajorchangeisthestandardisationofthecorporatetaxrates(10and19percent)
andtheirreductionto9percentasof2017.

5.2.3 Tax changes that encourage investment–creationofataxsystemthatsupportstheimplementation
ofproductiveinvestment.

Implemented measure: theconditionsofbenefitingfromthepreferentialandsimplifiedtaxforms(KAtA
andKivA)alsoeasedfurtherfromJanuary2017,somoretaxpayerswillbeabletousethem.thetaxrateof
theKivAdeclinedfrom16to14percentin2017andwilldecreasefurtherto13percentfrom2018.these
changesresultinadeclineincompanies’costburdensandanincreaseintheirprofitability.

taxpayersqualifyingassmallandmedium-sizedenterprisesonthelastdayofthetaxyearwhenacredit
agreement(includingfinancialleasing)isconcludedmaybenefitfromataxallowancebasedontheinterest
ontheloanusedfortheprocurementandmanufacturingoftangibleassetsandborrowedfromafinancial
institutionandusedonlyforthispurpose(includingotherloanstakeninaverifiedmannerfortherepayment
oftheloanused).Startingfrom2017,thesizeofthetaxallowanceistheinterestrateontheloan.itmeans
thatthelimitationconcerning40/60percentoftheinterestandtheHUF6millionceasedtoapply.

5.2.4 Regular evaluation of the existing tax allowances –expansionofthetaxbasesbytheregularassessment
andrevisionofthemajorallowancesinthetaxsystem,inthecourseofwhichit is importanttoalsopay
attentiontothepredictabilityofthebusinessenvironment.

5.2.5 Increasing R&D funding –increasingtheR&Dexpendituresofthecorporatesectorbythecreationofan
institutional,businessandmarketenvironmentthatfacilitatesresearchanddevelopmenttoagreaterdegree.

Implemented measure: inordertoincreaseresearchanddevelopmentfunding,fromJanuary2017the
basisoftheR&Dtaxallowancewasextendedtothesocialcontributiontax,whichstimulatescorporate
developmentprojects.According to theamendment, ifacompanycannotuse thecorporate taxbase
allowancebecauseitstaxbaseisnothighenough(e.g.thecompanyis loss-making), itcandeductthe
allowancefromthesocialcontributiontaxupto50percentofthetaxbase,atataxrateof9percent.

5.2.6. Increasing the number of researchers and developers–increasingtheratioofemployeesengagedin
R&Dactivities.

5.2.7. Increasing the innovation manager capacity of the SME sector–raisingtheratioofsuccessfulinnovative
firmsintheSMEsectorbyincreasingcapacitiesforinnovationmanagement.
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Implemented measure: inFebruary2017,thegovernmentlaunchedtheSupplierDevelopmentProgramme,
aimingatahigherparticipationofHungariansmallandmedium-sizedenterprisesinthedevelopmentand
manufacturingofproductswithhighervalueadded,thusjoiningthesuppliernetworkoflargeinternational
companies.Within the frameworkof theprogramme, reaching the statusofqualified supplier is also
regulatedprecisely;itselementscontaintechnologydevelopmentthatalsoincreasesinnovationmana-
gementcapacityaswellasincreasingownR&Dactivity.Asimilarpurposeisservedbythefreetraining
seminarslaunchedbythegovernmentfortheSMEsectoratend-2016todevelopmanagement,itand
foreignlanguageskills.

5.2.8. Competing guarantee organisation in order to facilitate lending to SMEs –reductionoftheSMEsector’s
creditrisksandthussupportingthedevelopmentideasofthesectorthroughtheexpansionofinstitutional
guarantee.

5.2.9. Formulating a more active domestic industrial policy, adoption of new technologies –creationofan
institutionalandregulatorysystemthatsupportstheinnovationprocess.

Implemented measure: theobjectiveoftheirinyiPlan,whichwaspresentedin2016,istosupportthe
domesticindustryandstrengthentheSMEsector.theirinyiPlanfocusesonthesegmentsofthevehicle
industry,healtheconomy,foodindustry,‘greeneconomy’development,theiCtsectorandthedefence
industryaskeyareastobedevelopedsothattheeconomyofHungarycanachieveabetterregionaland
internationalposition.theindustry4.0conceptwasalsoformulatedaspartoftheirinyiPlanwiththe
objectiveto facilitate thespreadofproductionactivitieswithhighervalueaddedandhigh innovation
requirement, the digitalisation of SMEs and more intensive integration into the information and
communicationeconomy.theNationaltechnologicalPlatform,whichwassetupinMay2016andcovers
theHungarianindustry4.0concept,andthe2017expansionoftheDigitalWelfareProgram(aswellasthe
strategiesadoptedwithinitsframework)alsointendtofacilitatetheadoptionofnewtechnologies.

5.2.10.Regional and local economic development –strengtheningthecompetitivenessofvariousregionsof
thecountry,acceleratingtheconvergenceoflessdevelopedregions.

Implemented measure: theModernCitiesProgramme,whichwaslaunchedin2015,contributestothe
economic,infrastructuralandsocialconvergenceofthecountry.thegovernmentconcludedagreements
with23cities(thecountyseatsandanother4cities)inavalueofHUF3,400billion.theagreementsmainly
covertheextensionandconstructionofindustrialparks,motorwaydevelopmentandtheconstructionof
communityinstitutions(e.g.swimmingpools,spas,gymnasiums,playgroundsandculturalcentres).

5.2.11.Reduction of regulated energy prices–improvementofenterprises’competitiveness,reductionof
theircostsandincreasingthepurchasingpowerofhouseholds’incomes.

5.3 PUBLIC SECTOR COMPETITIVENESS 

5.3.1 Revision of the headcount and wage costs of public institutions–moreefficientadministration,the
implementationofwhichfreesupresourcesfortheprivatesector.

Implemented measure: thenewclassificationandwage system introduced in the countyandcapital
governmentofficeswithintheframeworkofthereformlaunchedin2016isthefirstmeasureintherevision
ofpublicinstitutions,whichwillcontinueinseveralsteps.thissystemisplannedtobegraduallyintroduced
inpublicadministrationasawhole.thewagescalewillbereplacedbyasystemthatbetterappreciates
performance.Wagebandswillbedetermined,whichbetterencouragesperformanceandhigherefficiency.

5.3.2 Revision of the structure of public administration–makingthefunctioningofthestatemoreefficient,
onemeansofwhichmaybetherevisionofthebackgroundinstitutionsofministriesandtheterminationof
parallelisms.
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Implemented measure: in 2016,within the framework of the reductionof red tape the government
examinedtheclosureof90publicbackgroundinstitutions,halfofwhichwereterminatedbysuccession,
thusreducingparallelismsandbureaucracy.

5.3.3 Regular satisfaction survey concerning public services–improvingthequalityofpublicservicesthrough
regularsatisfactionsurveys.

5.3.4 Promotion of law-abiding behaviour –improvingtheefficiencyofarranginglegalmatters,whichmay
contributetostrengtheningthelaw-abidingbehaviourofeconomicagents.Forthis,itmaybeexpedientto
takesteps,interalia,toacceleratesentencing.

Implemented measure: theNationalAssemblyadoptedthenewcriminalprocedurecode,whichintends
toacceleratecriminalprocedures.

5.3.5 Acceleration of public administration through e-governance – reduction of the private sector’s
administrativeburdens,animportantinstrumentofwhich,basedoninternationalexperiences,ise-governance.

5.3.6 Acceleration of the issuance of construction permits–fasterandmoreefficientadministrationinthe
constructionsector,whichisalsoofkeyimportanceintermsofinvestment,dwellingandeconomicgrowth,
andespeciallythereductionofproceduresnecessaryforaconstructionpermit.

Implemented measure: Asof1January2016,asimplifiedpermitprocedurewasintroducedforresidential
properties not exceeding 300 squaremetres. this significantly reduced the administrative burdenon
households, thus facilitating the expansion in household investment. in addition, however, further
simplificationwouldbenecessaryinthecaseofbuildings,officesandindustrialfacilitiesbuiltbycompanies,
inordertofacilitateinvestmentdecisionsandstimulatetheeconomy.

5.3.7 Development of public utility services–inthecaseofgreenfieldinvestment,theaccelerationofthe
occupancyofnewbuildingsandmakingtheconnectionofelectricityeasier.

Implemented measure: theNationalCompetitivenessCouncil(NCC)isabodyestablishedbytheHungarian
Government.themaintaskoftheNCCistostrengthenthecompetitivenessofHungaryandtoformulate
proposals inorder to improvepublic services. in2017H1,oneof thefirstproposals formeasuresof
theCouncilconcernedtheimprovementofutilityservices,asaresultofwhichtheHungarianNational
Assemblyalsoadoptedanamendmentofthelaw.Asaresultofthenewregulation,belowaspecifiedsize
categorythepermittingproceduresfortheconnectionofelectricity,waterandnaturalgashasbecome
faster,andthefeesrelatedtotheprocurementofmetershavefallen.

5.3.8 Increasing the effectiveness of bankruptcy proceedings–improvementoftheefficiencyofbankruptcy
proceedings,whichwouldcontributetothefinancialstabilityoftheprivatesector,andinparticularofthe
SMEsector.

5.4 COMPETITIVENESS OF HUMAN RESOURCES 

5.4.1 Measures concerning demographic developments–increasingthematernityleavepayment,thefamily
taxbaseallowanceandtheone-offmaternitygrantaswellasthecapacityofcrèches,andtheperiodofthe
childcarebenefit/maternityleavepaymentshouldqualifyasemployment.

Implemented measure: From1January2017thescopeofsettlementswhereitismandatorytomaintain
crècheshasexpanded,andnew,‘flexible’formsofcrècheprovisionhavealsobecomepermitted.inaddition,
thesizeofthefamilytaxbaseallowanceandtherangeofbeneficiarieshaveincreased.Asannouncedby
thegovernment,2018willbetheyearoffamilies.Accordingly,thedegreeofthefamilytaxbaseallowance,
whichhasbeen increasedgraduallysince2016,willberaised furtheruntil2019 for familieswith two



MAGYAR NEMZETI BANK

COMPETITIVENESS REPORT • 2017110

children,theperiodofthematernityleavepaymentforthosewithadegreewillbeextendedbyoneyear,
thestudentandmortgageloandebtsofwomenwhoundertaketohavemorethanonechildwillbereduced
orcancelled,andsomeHUF100billionwillbespentonthedevelopmentandestablishmentofcrèchesand
kindergartenswithintheframeworkofvarioustenders.

5.4.2 Providing additional funds by allowing private funds in the health sector –improvingthestandardof
publichealthcare,forwhich–inadditiontoanimprovementinefficiency–expansioninfundingavailable
forthehealthprovisionsystemseemstobenecessary.

5.4.3 Strengthening preventive healthcare–lifeexpectancyshouldgraduallycatchupwiththeaveragevalue
ofEUcountries;strengtheningpreventivehealthcaremaycontributetothis.

Implemented measure: theimprovementofpubliccateringcontinues,andaprogrammewillbelaunched
todevelopchildren’shealthconsciouslifestyleinordertopromotehealthynutritionandactivelifestyle.
theMinistryofHumanCapacitiesstartedtoelaboratethe‘NationalPublicHealthStrategy2017–2026’for
theperiod2017–2026.From1January2017,thepublichealthproducttaxappliestobeerspreparedwith
sweetenersandtoalcoholicrefreshmentsaswell.Alsofromthebeginningof2017,theorderorminors’
screeningsbecamestricter:therewillbemoremedicalexaminationsthannow,anditwillbecompulsory
toparticipateinallofthemuntiltheageof18.thetwo-stepcolonscreeningwillbecentrallyorganisedand
availablealloverthecountryforthe50–70agegroup.inaddition,theratioofdistrictnursecervixscreening
willbefurtherincreased,andthesystemofbreastcancerscreeningwillbestrengthened.

5.4.4 Connecting childbearing and pensions–thepensionsystemshouldbejustandsustainable,apossible
meansofwhichistheacknowledgementofchildbearinginthepensionsystem.

5.4.5 Strengthening the role of self-reliance –theroleofpartialself-relianceshouldgraduallystrengthenin
thefieldsofhealthcareandthepensionsystem,andtheamountofpensionsavingsshouldgrow.

Implemented measure: AttheinitiativeoftheMNB,variousamendmentstothelawwereadopted,which
aimedatthemoreflexibleuseoffundservices,theimprovementofmembers’knowledge,thegreater
coverageofthesocietywithfundproductsandanincreaseintheeconomiesofscaleforfunds.these
stepsresultedintheappearanceofhealthandmutualaidfundsasnewtypeoffunds,andthusnowwithin
onefunditispossibletohaverecoursetotheservicesthatusedtobeavailableonlywithmembershipsin
twofunds.voluntarypensionfundsthatoperateanoptionalportfoliosystemmayallowtheirmembers
toplacetheamountcollectedontheirindividualaccountintwoportfoliossimultaneously.Asaresultof
thecomprehensiveethicalregulationamendmentinthepensionandlifeinsurancemarket,thechoiceof
insuranceproductswasreplacedbylower-costproductsthatareofmorestablevalue.inadditiontothe
modificationoftheregulatoryenvironment,theMNBcommunicatesthroughprintedandonlinechannels
aswelltocallattentiontotheimportanceofself-reliance.

5.4.6 Increasing the amount spent on education from budgetary and private sources – improving the
performanceoftheeducationsystem,whichcanbesupportedbyincreasingtheamountavailableforeducation
institutionsfrombudgetaryandprivatesources.

Implemented measure: teachers’payriseswithintheframeworkofthecareerpathmodelintroduced
in2013continuedinthepastperiod.teachersworkinginpubliceducationreceiveanaveragepayriseof
around40percentintotaluntil2017.From1January2016,crècheteacherswithtertiaryeducationalso
becameinvolvedinthepromotionsystemofeducators.Startingfrom2016,thecareerpathmodelwas
introducedintertiaryeducationaswell;a15percentpayrisewasgrantedinthesectorinthefirstyear.
Asteadyincreasehasbeenobservedintheeducationexpendituresofthebudgetsince2013.

5.4.7 Improving the quality of elementary and secondary education –thequalityofelementaryandsecondary
educationaswellastheacquisitionofbasicskillsinpubliceducationshouldimprove.
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Implemented measure: Fortheeducationsystemtocomplywiththepresentandfutureexpectationsof
thelabourmarketasbestaspossible,therevisionoftheNationalCoreCurriculumandframeworkcurricula
hasstarted.theunderlyingconceptwasformulatedbythespringof2017,andtherelevantprofessional
consultationsaregoingonatpresentaswell.thesubjectoftheconsultationsistheintroductionofa9th
gradeinelementaryschooleducation.

5.4.8 Improving the knowledge of languages in secondary education –theleveloftheknowledgeoflanguages
shouldimprove,whichmaybefacilitatedbywideninglanguageteachinginsecondaryeducation.

5.4.9 Further increase in the number of graduates –thequalificationofHungarianlabourshouldmeetthe
currentexpectationsandshouldbeabletoconformtofutureneeds.

5.4.10 Increasing the ratio of graduates in technical subjects and natural sciences –thestructureoftertiary
educationshouldbeadaptedtotheneedsofthelabourmarket,i.e.theratioofgraduatesintechnicalsubjects
andnaturalsciencesshouldgrowfurther.

Implemented measure: thestrategy‘ChangingGearsintertiaryEducation’containstherenewalofthe
structureoftechnicalandittraining,increasingtheefficiencyofteachingmethodsaswellasthethorough
revisionof trainingandoutput requirements in the lightof sectoral trends, thedemandsofdomestic
companiesandinternationalexperiences.inaddition,asettargetisthereductionoftheratioofdrop-out,
whichisaseriousproblemaffectingtechnicalandscientifictraining,by10percentagepoints.

5.4.11 Increasing the R&D expenditures in the tertiary education system – the contributionof tertiary
educationtotheinnovationperformanceoftheHungarianeconomyshouldincrease.

Implemented measure: thestrategy‘ChangingGears intertiaryEducation’setsatargetofraisingthe
R&D&iexpendituresintertiaryeducationto0.5percentofGDPandincreasingtheinstitutionalsystem’s
directR&D&irevenuesto10percentby2020.inordertoachievethis,withintheframeworkoftwotenders
thegovernmentprovidedatotalHUF35billionofEUandbudgetaryfundsinthe2016–2020periodforthe
cooperationoftertiaryeducationinstitutionsandindustrialresearchcentres.Withintheframeworkofthe
tender,themembersoftheacceptedeightconsortiaundertooktoincreasethenumberoftheemployed
researchanddevelopmentstaff,andalsoassumedobligationsconcerningthenumberofdoctoralcandidates
involvedintheresearchwork,publications,industrialpropertyrightsproceduresandthespin-offenterprises
startingfromtheinstitution.

5.4.12 Mental health package – thementalhealthoftheHungarianpopulationshouldimprove.

5.5 MORE EFFICIENT ABSORPTION OF EU FUNDS 

5.5.1 Competitiveness and growth aspects of development policy and their impacts–by2020,atleast50
percentoftheenterprisedevelopmentfundingshouldbereceivedbypreferentialsectors.

Implemented measure: thecallsforapplicationswereannouncedforthetotalsupportframeworkofsome
HUF9,000billionbelongingtothe2014–2020cycle,and85percentofthetotalamountisexpectedtobe
contractedbyend-2017.Basedonthefundsallocatedtothethematicobjectives,morethan20percentof
thetotalamountwillbereceivedbytheenergy,informationandcommunicationtechnologyandR&D&i
sectors.inaddition,morethan20percentofthetotalamountservesthedevelopmentandsupportof
SMEsandemployment.

5.5.2 Competitiveness and growth plans of development policy in Hungary –60percentoftheEUfunds
shoulddirectlybespentoneconomicdevelopment,andthisrequiresthereformoftheinstitutionalsystem.
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Implemented measure: 60percentoftheEUfundingscheduledtobedisbursedinthe2014–2020cyclewill
bespentoneconomicdevelopmentaccordingtothegovernment’stargets.Oftheoperationalprogrammes
announcedinthe2014–2020programmingcycle,severalhaveeconomicdevelopmentaspectsaswell,and
theEDiOPandCCHOPoperationalprogrammesexpresslyhaveeconomicdevelopmentobjectives.According
toourcalculations,basedonthetendersannouncedinaccordancewiththeprioritiesoftheoperational
programmes,thevalueofthetendersthathavedirecteconomicdevelopmentobjectivesreaches50–55
percentofthetotalamountofavailablefunds.Withinthefundsbelongingtothe2014–2020cycleand
disburseduntil2017H1,theratiooffundswithadirecteconomicdevelopmentobjectiveisestimatedto
be40percent.

5.5.3 Further preparatory tasks of the development cycle serving competitiveness and growth–focusing
EUfundingonactivities,sectors,groupsofentrepreneursandregionsofhighpotentialeconomicgrowthas
wellasonemploymentandincreasingvalueadded.

Implemented measure: Seethepointsabove.(theactualeffectofthe2014–2020fundsoneconomic
developmentandgrowthcanbeassessedafter2020.)thethematicobjectivesformulatedbytheEUand
theoperationalprogrammespreparedinlinewiththemexactlydeterminethesectorsandregionswhere
thefundingcanbespent.

5.5.4 Increasing the absorption of directly accessible EU funds in Hungary –increasingtheparticipationand
absorptionofHungarianplayersintheawardandabsorptionofthefundsdirectlycontrolledbytheEuropean
CommissionandtheEuropeaninvestmentBank(EiB).

5.6 SPECIAL TOPICS 

5.6.1 Expansion of stock exchange activity and capitalisation – expansionoftheactivityandcapitalisation
oftheBudapestStockExchange inorderto increasetheweightofcapitalmarketfinancingandfinancial
intermediation.

Implemented measure: inDecember2015,theBudapestStockExchange(BSE)becameHungarian-owned
again,withtheMagyarNemzetiBankasitsmajorityowner.in2016,theBSEadopteda5-yearstrategicplan,
theoverarchingaimofwhichistoformulateandimplementacomprehensivestockexchangedevelopment
programmeinHungary,whichwillresultincapitalfundraisingincreasingitsroleinHungariancorporate
finance,makingitaneffectivesupplementtocreditfromthebankingsystem,whichiscurrentlypredominant.
theobjectiveoftheBSEistobecomethemostimportantplatformforcompetitive,successfulenterprisesin
Hungary.increasingstockexchangeactivityhaspositiveeffectsonthenationaleconomy.ifthecapitalisation
ofthedomesticstockmarketincreasedby30percentofGDPinlinewiththeobjectivesofthestockexchange
developmentstrategicplans,accordingtotheMNB’sestimateitwouldraisepotentialGDPgrowthby0.2–0.3
percentagepoint.Waberer’sinternationalZrt.enteredthestockmarketin2017,andtradinginitsshares,
thefifthlargestpaperontheHungarianstockexchange,startedattheBSE.

5.6.2 Stimulating the increase in households’ savings –stimulatinghouseholds’savings,resultinginanincrease
intheamountoffundsnecessaryfor investmentwhichcontributestothedevelopmentoftheeconomy,
withoutariseinexternaldebt.

Implemented measure: thehealthcontributiontaxoninterestincomes,therateofwhichwaspreviously
6percent,wascancelledasof2017.

5.7 BANKING SYSTEM COMPETITIVENESS 

5.7.1 Stimulation of corporate lending that supports growth –restorationofmarket-basedcorporatelending
whichensuressupportforsustainableeconomicgrowthandmeansa5–10percentexpansioninannualterms
incorporate,andwithinthatSME,loansoutstanding.
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Implemented measure: theFundingforGrowthScheme(FGS)introducedasatemporaryandtargeted
instrumentbytheMagyarNemzetiBankin2013fulfilledthetrendreversingandgrowthobjectivesdefined
uponitsannouncement,andthusitwasgraduallyphasedoutstartingfromthebeginningof2016.inparallel
withthattheGrowthSupportingProgramme(GSP)waslaunched,withtheaimoffacilitatingbanks’smooth
returntomarket-basedlending.ApartofthisisconstitutedbytheFundingforGrowthScheme’sthird,
phase-outperiod,whichconsistsoftwopillars.Comparedwiththesecondphase,thefirstpillarallowsfor
morelimitedHUF-basedlendingbothintermsofvolumeandloanpurposes.thesecondpillarallowsbanks
toprovideFxfinancingtoSMEsthathavenaturalFxhedge.WiththispillartheMNBintendstoaddressthe
marketdistortionobservedinlong-termFxfinancing.theGSPalsocomprisestheMarket-BasedLending
Scheme(MLS),apackageofinstrumentscontainingpositiveincentivesforbankstoboosttheirlending
activities.theMLSsupportsthebankingsystem’slendingactivitythroughaninterestrateswapconditional
onlendingactivity(LiRS),acorrespondingpreferentialdepositfacility,aswellasincentivesbymeansof
settingbankingcapitaladequacyrequirementsandanewcorporatecreditinformationsystem.Between
2009and2013,theSMEsector’sloansoutstandingshrankbymorethan5percent.However,asaresult
oftheMNB’stargetedlendingstimulationprogrammes,itwaspossibletoavoidthetotalfreezingofthe
creditmarket,andasaresultofthestimulationoflendingactivityaswellasofthegradualrecoveryofthe
Europeaneconomicactivityfromthecrisis,sinceend-2015theexpansiondynamicsoftheHungarianSME
sector’sloansoutstandinghasbeeninthe5–10percentband,whichisestimatedtobeoptimalbytheMNB.

5.7.2 Sound bank financing of the household sector –achievingactive,butprudenthousehold lending,
primarilyinthefinancingofhome-building.

Implemented measure: As a result of the underregulationof the creditmarket before 2010, the Fx-
denominated (mainly Swiss franc) indebtedness of Hungarian households reached unhealthy and
unsustainablelevels,andinviewoftheconsiderableexternalvulnerabilityandexchangerateincreases,
instalmentsrosesignificantly.inordertoreducehouseholds’financialburdens,theHungariangovernment
andtheMagyarNemzetiBankdecidedtoconverttheforeigncurrencyloansintoforintsandtophasethem
outonceandforall.theMNBundertookanactive,initiatingroleinthenegotiationsbetweenthebanking
systemandthegovernment,buttheimplementationoftheconversionrequiredagovernmentdecision,
forwhichtheCuria’sdecisionof16June2014createdthelegalgrounds.intheimplementationphase,the
MNBcontributedtothesuccessfulconversionofhouseholds’Fxloansintoforintsbymakingthenecessary
Fxliquidity(someEUR9billion)availableforthecommercialbanks.Duetothenatureoftheconversion
intoforints,theconversionexchangeratehadtobefixedinadvance,whichrequiredclosecooperation
betweenthethreeparties(government,banksandtheMNB).theforeigncurrencytenderslinkedtothe
phase-outofhouseholdmortgageloanswereconductedintheautumnof2014andinearly2015,while
theforintconversiontendersforFx-denominatedpersonalandvehicleloanswereconductedinAugust
andSeptember2015,i.e.practicallynoforeigncurrencyloansremainedinHungarianhouseholds’balance
sheetsbyend-2015.theconversionexchangerateofFxloanswassuccessfullyfixedbeforetheSwisscentral
bankterminateditsexchangeratethresholdagainsttheeuro,andthusthenegativeimpactsofthefurther
appreciationoftheSwissfrancdidnoteffectHungarianhouseholds.Asaresultofthesettlement,inthe
caseofanaveragedebtortherepaymentburdensdeclinedby20percent,whileforanaveragedebtorwith
amortgageloantheyfellby25percent.Withoutthesettlementandconversionintoforints,therepayment
burdenoftheearlierFx-basedmortgageloanscouldhavebeeneven70percenthigheruponthetermination
oftheSwisscentralbank’sexchangeratethresholdagainsttheeuro.

Basedon itsauthorisation laiddowninthenewMNBActeffectiveasof1October2013,theMNBas
macroprudentialauthorityadoptedanMNBdecree,whichisatthesamelevelwithgovernmentdecrees
inthehierarchyoflegalregulations,inordertopreventexcessiveoutflowsofhouseholdloans.thenew
regulation,whichenteredintoforceon1January2015,consistsoftwomainpillars.thepayment-to-income
ratio(Pti)limitstherepaymentburdensthatcanbeassumedwithnewloansinacertainratiooftheregular,
verifiableincomesofcustomers,andthusreducestheirindebtedness.theloan-to-valueratio(Ltv)limits
thesizeofavailableloansasaproportionofthevalueofcollateral(valueofrealestate),inthecaseof
collateralisedloans(e.g.mortgageloans).inthecaseofnewforintloanstakenafter1January2015,the
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payment-to-incomeratiomaynotexceed50percent,andinthecaseofcustomerswithhighincome(net
incomeofHUF400,000orhigher)itmaynotexceed60percent.

From2016,signsofapermanentchangeintrendscanbeidentifiedinhouseholdlending,accompanied
byasteadyeasinginsupplyconditions.Nevertheless,theaverageinterestratespreadonhousingloans
significantlyexceedstheonesobservedinthecountriesoftheregion,whichismainlyattributabletothe
insufficiencyofmarketcompetition.Atthesametime,ininternationalcomparison,bothhouseholdloan
penetrationand–inspiteofapick-upinnewloans–thedynamicsofloansoutstandingarewellbelowthe
regionalaverage.

5.7.3 Strong banking system capital and liquidity position over the long term –banksshouldhavesufficient
capitaloverthelongtermaswelltobeabletocovertheirexpectedlossesandadequatelysupportsustainable
growthwithlendingeveninthecaseofanunfavourablemacroeconomicscenario.

Implemented measure: Followingtheoutbreakofthefinancialcrisis,theneedtomitigatethesystemic
risksarisingfrombankingsystempro-cyclicalityarose,andoneofthemostimportanttooltoachievethis
hasbecometheso-calledcountercyclicalcapitalbuffer.Firstly,thisnewinstrumentdirectlyincreasesthe
bankingsystem’sshockabsorbingcapacity,andsecondly,italsomitigatesthefinancialcycleswings.the
supplementarycapitalrequirementaccumulatedintheascendingphaseofthecreditcyclemaycurbcredit
outflows,whileincrisisperiodsthereleaseoftheformerlyaccumulatedcapitalbuffershelpslending,and
therebytherecoveryoftheeconomy.theMNBconductsquarterlyrevisionsofitscountercyclicalcapital
bufferrequirementintroducedfrom1January2016.Aspartofthis,italsopublishesitsassessmentofthe
currentsituationofthefinancialcycle,underlyingtherevision.Consideringthecurrentstateofthefinancial
cycleandthedevelopmentsincyclical-typesystemicrisks,theMNBdeterminedthecountercyclicalcapital
bufferrateapplicabletodomesticexposuresas0percent,henceitdoesnotimpedethedevelopmentof
lendingwhichisabouttoaccelerate.

inordertomaintaintheliquiditybuffersaccumulatedinthebankingsystem,acceleratingtheEuropean
scheduling,from1April2016theMNBprescribedthe100percentliquiditycoveragerequirement(LCR),
whichregulatesandensuresthebankingsystem’ssolvency.Atpresent,thebankingsystemhasadequate
liquidityreserves,themajorityofinstitutionsmaintainsignificantbuffersabovetheminimumrequirement,
andthustheLCRservesasariskpreventiontool.inthefuture,theprescribedminimumLCRlevelislikely
toeffectivelypreventthedevelopmentofliquidityrisksbothatindividualbanklevelandsystemiclevel.

5.7.4 Banking system that is profitable over the long term –overthelongterm,bankingsystemprofitability
shouldbecomestableatalevelthatisabletoensuretheowners’permanentinterest,attainingthisthrough
prudentlendingpracticesandfaircompetitionbetweentheparties.

Implemented measure: Creditinstitutionsclosed2016withanoutstandingresult,i.e.withpre-taxprofits
amountingtoHUF517billion.Asaresultofthehistoricallyhighprofit,thereturnonequityrosetoitspre-
crisislevel,withitspre-taxvaluebeing16.9percent.However,thepositivepictureisrefinedbythefact
thattheincreaseincreditinstitutions’profitabilitymostlyoriginatedfromtheimprovementinsingleand
one-off,unsustainableprofitandlossitems.theimprovementintheoperatingprofitwasinfluencedto
thelargestdegreebythedecreaseincreditlosses;thisprofitandlossitemalsocontributed,inanunusual
manner,totheincreaseinprofits.However,thepersistenceofthissituationisdoubtful:thelossrealised
onthesoldportfoliosindicatesthatthereturnachievablebybanksdoesnotjustifyafurtherpermanent
reversaloftheloanloss.inaccordancewiththeamendmenttothelawthatenteredintoforceinJanuary
2016,thebanklevywasreducedcomparedtothepreviousyear,andthedecreasewillcontinue–albeitat
asmallerrate–in2017aswell.Althoughintheabsenceoftheone-offitemsrecognisedduring2016no
similarprofitcanbeexpectedinthecomingyears,thereductionofthebanklevyandtheimpactofthe
declineinnon-performingportfoliosonprofitsmayraisetheprofitabilityoftheHungarianbankingsystem
closetotheaverageleveloftheregion.
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5.7.5 Decline in non-performing household and corporate loans –significantreductionofthehighnon-
performingratiowithinloansoutstandingextendedbythebankingsystemtotheprivatesector,whichmay
improvethebankingsector’sabilityandwillingnesstolend.

Implemented measure: inthepastyears,thecentralbankhelpedthebankingsystemwithanumberof
targetedmeasurestocleanupthecorporateloanportfolio.Aspartofthis,theMNBestablishedMARKZrt.,
whichcontributedsignificantlytotheeliminationofnon-performingcommercialloansfromthebanking
system.WiththefoundationofMARKZrt.,interestintheHungarianmarketamonginvestorsspecialising
inthisareaincreasedconsiderably,andfordomesticbanksitbecameobviousthattheywereunable,and
itwasalsonotworthit,tofurtherpostponethoroughportfoliocleaning.Astheratioofnon-performing
corporateloansofthebankingsystemdeclinedtonearlyonehalf,andeventhemarketisabletohandle
theremainingportfolio,theMNBdecidedtosellMARKZrt.inthemarket.thewinnerwasAPSinvestment
s.r.o.,oneofthemostimportantprofessionalinvestorsinCentralandEasternEurope,whichacquired100
percentownershipinMARKZrt.

themanagementofthesystemicrisksarisingduetoproblematicprojectloanscanbebestensuredby
atargetedmacroprudentialinstrument,theSystemicRiskBuffer(SRB)requirement.theSRBisaninstrument
forthemanagementofconcentratedrisksstemmingfromspecificexposures.theSRBmustbemadeofthe
best-quality(CEt1)capitalelementsinadditiontotheSREPcapitalrequirement.Basically,thisinstrument
canmanagerisksintwoways:firstly,duetothehighercapitalrequirementsitsignificantlyincreasesthe
resiliencetoshocksoftheinstitutionsconcerned;secondly,byincreasingthecapitalrequirementsandthus
theusercosts,itefficientlyencouragesinstitutionstoreduceproblematicprojectexposures.thecapital
buffermustbefirstaccumulatedstartingfrom1July2017,basedondatafortheendofthefirstquarter
of2017.

2016couldbeconsidereda turningpointinthemanagementofnon-performinghouseholdmortgageloans
inseveralrespects.theextraordinaryforeclosureandevictionmoratorium,introducedasasupplementary
measurerelatedtothesettlementandtheforintconversion,wasliftedinMarch,whichofferedanew
opportunity forportfoliocleaning. inMarch2016, theMNB issueda recommendationconcerning the
permanentrestorationofthesolvencyofdefaultinghouseholdmortgageloandebtors.thelendersfalling
withinthescopeoftherecommendationcontactedthedebtorsfromMay2016atapredefinedschedule:
bytheendoftheyearthefirstcontactwasestablishedwithroughly72,000debtors.

5.7.6 Efficient and innovative banking system–abankingsystemthatfunctionsatlowoperatingcostsandat
thesametimehasadevelopedriskmanagementsystem,whichallowslowermargins.

Implemented measure: in2017,theMagyarNemzetiBankdecidedthatGiROZrt.,whichisownedbythe
centralbank,shouldsetupthecentralinfrastructureoftheinstantpaymentsystem.thesystemmustbe
readyfortheinstantprocessingofpaymenttransactionsasof2019H2,andtheriseinservicelevelmust
notentailanyperceptiblefeeincreaseforpaymentserviceprovidersorfortheirclients.Useofthesystem
willallowtheperformanceoftransfersandotherinnovativepaymentordersbasedonthemwithinmaxi-
mum5secondsoneverydayoftheyear,nightandday.Adatabasehandlingsecondaryaccountidentifiers
willalsobecreated;asaresult,itwillbepossibletolaunchpaymentsbyusingemailaddresses,mobile
phonenumbersortaxnumbers,withouthavingtoknowthereceiver’slongbankaccountnumber.Allof
thesefunctionswillbeensuredbythenewbasicinfrastructurewithoutstandingprocessingcapacityand
continuousavailability.Asaresultofthedevelopment,newpaymentserviceproviders’andFintechfirms’
enteringthemarketwillbecomesimpler,whichencouragesthecreationofinnovativepaymentsolutions,as
allproviderswillbeabletousethesamemodernbasicsystemfortheirservices.thewinnersoftheresulting
increaseincompetitionwillberetailandcorporatecustomers,whowillpracticallybeabletousefastand
efficientpaymentsolutionsaswellinadditiontocashinanypaymentsituation.thenewpaymentsystem
willensuretheimmediateandfinalexecutionofpaymentsforcustomers,resultinginthepromptreusability
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oftheamountssent.Forthispurpose,paymentserviceprovidersmustcontinuouslyensurethattheyalways
keepasufficientamountofmoneyascoveronthetechnicalaccountofGiROZrt.heldwiththeMNB.

FromFebruary2016,theMNBlauncheditssecuritiesaccountqueryapplication(ÉSZLA),wheretheclientsof
investmentserviceprovidersmay–anonymously–learnaboutthebalanceoftheirsecuritiesandcustomer
accountheldwiththeinvestmentserviceprovider.theplatformmayallowasignificantstrengtheninginthe
supervisoryefficiencyofthecentralbank,andthusintheconfidenceinfinancialmarketsascustomersmay
comparewhethertheirdatasenttotheMNBandtothemareinconformity.OnthesurfaceoftheÉSZLA,
theend-of-monthbalanceoftheavailablefundsaswellastheidentifier,descriptionandquantityofthe
securitiesheldontheaccountandthecurrencyofthesettlementcanbeseen;inthecaseofdebtsecurities
(e.g.governmentsecurities),thenominalvalueaswell.SinceJuly2017electroniccustomeridentification
hasbeenpossibleinHungaryaswell.Asaresult,onecanopenanaccountthroughonlinechannelsaswell.
theframeworkofcustomeridentificationandthedetailedrulesoftheprocedurearedeterminedbyDecree
19/2017(vii.19.)oftheMagyarNemzetiBank,inwhichtheMNBdeclaresthatfinancialinstitutionsmust
usesafeandauditedelectronicchannelsfortheaccountopeningprocedures.

inassessingthestepstakentowardsdigitalconvergence,strategiesrelyingonthiswereseeninthecaseof
severalbanks.inthepastperiod,theMNBpaidspecialattentiontotheexaminationofvariousinternational
indicatorsintheareaofbankdigitalisationfortheassessmentofHungary’srelativedevelopment.itwas
foundthatHungarystilllagswellbehindtheEUintermsoftheratioofthosewhouseinternetbankingand
thosewhoexecutepaymentsthroughtheinternet.Althoughtherateofthedevelopmentobservedsofar
canbeexplainedwiththeHungarianbankingsystem’sweakerabilitytoattractcapitaltypicalinthepast
years,thecurrenttrendsofprofitabilityandactivityundoubtedlyprovideadequatemotivationtoattract
furtherinvestment.

5.7.7 Competing banking system – fair competition in the banking system, which may improve the
competitivenessandgrowthpotentialoftheeconomythroughmoreefficientallocationoffunds.

Implemented measure: intermsofbothfinancialstabilityandconsumerprotection,theMNBconsidersthe
developmentofpricecompetitioninthemarketofhousingloanstobeextremelyimportant.intheMNB’s
assessment,pricecompetitionamongdomesticbanksisnotstrongenoughintheareaofhousingloans:
thisisshownbythelevelofaverageinterestratespreads,whichishighininternationalcomparison,and
thelownumberofloanrefinancingtransactions.inordertoreduceinterestratespreadsandincreasethe
transparencyofloanproducts,theMNBcreatedthequalification‘certifiedconsumerfriendlyhousingloan’,
whichcanonlybeawardedtobankhousingloanproductsthatmeettheconditions.Withtheintroduction
ofthequalification,transparentandcomparablehousingloanswithstandardconditionsandfavourable
pricingcanspreadinthemarket.Acriterionvis-à-vistheconsumerfriendlyproductisthatitmustbeavail-
ableforawiderangeofconsumers,includingtheborrowerswhobenefitfromthefamilyhomecreation
allowance(CSOK).Onlyeasilyunderstandableandcomparablehousingloanproductsthatcanbetaken
withsimpleadministrationandthatdonotcontainhiddencostsandtie-upscanreceivethisqualification.
theproductmustensurethepredictabilityoftheamountofthefuturepaymentobligationoverthelonger
termaswell.Otherimportantcriteriaincludeflexibleadjustmenttotheconsumer’schangedcircumstances
andencouragingconsumerstoutilisetheadvantagesstemmingfromloanrefinancing.





Albert Szent-Györgyi
(Budapest,16September1893–WoodsHole,Massachusetts,22October1986)

AlbertSzent-Györgyi,NobelPrizewinnerHungarianphysician,biochemist.

Between1904and1911heattendedthePresbyterianSecondaryGrammarSchoolinLónyayStreet,thencontinuedhisstudies
attheMedicalFacultyoftheBudapestUniversity.HeparticipatedinWorldWariasamedicalofficerontheEasternFront.
Riskinghislife,hehelpedtorescuethewounded,forwhichhereceivedtheSilverMedalforvalour.AfterWorldWarihe
continuedhisstudiesinBratislava,Prague,Berlin,LeidenandGroningeninthefieldsofbiology,physiology,pharmacology,
bacteriologyandthenphysicsandchemistry.

Duringhisstudies,heidentifiedanewmaterialintheadrenalofanimals;laterhesucceededinextractingthesamematerial
fromcabbageandorange.thematerialwiththemolecularformulaC6H8O6wasnamedhexuronacid.in1927hedefended
hisdoctoralthesiswrittenaboutdiscoveringthehexuronacidatCambridgeUniversity,andbecameadoctorofchemical
sciences.

On1October1928hewasappointedtoprofessorofSzegedUniversity,wherehestartedhisresearchandteachingactivities
asaprofessorofthemedicalchemicalinstitutein1931.Asof1931,hedealtwiththeresearchofvitaminC,whoseexact
compositionwasstillunknown.However,Szent-GyörgyiprovedthatthehexuronacidfoundintheadrenalandvitaminCis
thesamematerial.Followingthat,hesucceededinproducingsignificantquantityofvitaminCfromgreenpepper.Hisfurther
researchescovered, interalia,biologicaloxidation, theexaminationofcertainpartsof thecitratecycle,whichwasnot
completelyknownatthattime,andtheexplorationoftheproteinchemicalbackgroundofmechanicalmuscularmovement.

in1937hereceivedtheNobelPrizeinPhysiologyorMedicineforhisresearchrelatedtovitaminC,‘forhisdiscoveriesin
connectionwiththebiologicalcombustionprocesses,withspecialreferencetovitaminCandthecatalysisoffumaricacid’.
HeofferedthemedalhereceivedwiththeNobelPrizetothosewhosufferedfromtheFinnishwarthatbrokeoutatthattime.
LaterthismedalwasboughtbyWilhelmHilbert,acompanydirectorinHelsinki,who,in1940,presentedittotheHungarian
NationalMuseum,whereitisstillpreserved.in1938hebecameamemberoftheHungarianAcademyofSciences.

in1947heleftthecountry,andsettledinWoodsHole,nearBoston,wherefirsthewasthedirectoroftheMarineBiological
Laboratory,thenaprofessorofDartmouthCollege.Hedevotedthelasttwodecadesofhislifetocancerresearch.Hisimportant
observationwastherealisationoftheroleoffreeradicalsinthedevelopmentofcancerandtherealisationoftheradical
catchingroleofvitamins(suchasvitaminC).in1972hefoundedtheNationalCancerResearchFoundation.inthe1960she
startedtodealwithpoliticsaswell.Hewrotenumerousarticlesinwhichhecriticisedthenucleararmsrace,andin1970he
alsoprotestedagainstthevietnamWar.in1978hewasamemberofthedelegationthatbroughtthecrownjewelsbackto
Hungary.

AlbertSzent-Györgyiremainedmentallyandphysicallyfitinhisoldageaswell.Hediedinhishomeduetorenalinsufficiency
on22October1986.HewasburiedinthegardenofhishouseontheshoreoftheAtlanticOcean.
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