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	Basic Statistics of the Hungary, 2014


	
(Numbers in parentheses refer to the OECD average)a







	
Land, people and electoral cycle





	
Population (million)


	
9.8


	



	
Population density per km2


	
105.8


	
(34.9)





	
Under 15 (%)


	
14.4


	
(18.1)


	
Life expectancy (years, 2013)


	
75.7


	
(80.5)





	
Over 65 (%)


	
17.6


	
(16.0)


	
Men


	
72.2


	
(77.8)





	
Foreign-born (%, 2013)


	
4.5


	



	
Women


	
79.1


	
(83.1)





	
Latest 5-year average growth (%)


	
-0.4


	
(0.6)


	
Latest general election


	
April 2014





	
Economy





	
Gross domestic product (GDP)


	



	



	
Value added shares (%)


	



	






	
In current prices (billionUSD)


	
139.4


	



	
Primary sector


	
4.5


	
(2.5)





	
In current prices (billionHUF)


	
32373


	



	
Industry including construction


	
31.2


	
(26.9)





	
Latest 5-year average real growth (%)


	
1.3


	
(1.9)


	
Services


	
64.4


	
(70.6)





	
Percapita (000USDPPP)


	
24.9


	
(39.0)


	



	



	






	
General Government





	
Per cent of GDP





	
Expenditure


	
49.5


	
(42.3)


	
Gross financial debtb


	
99.0


	
(114.4)





	
Revenue


	
47.3


	
(38.5)


	
Net financial debtb


	
71.3


	
(72.6)





	
External Accounts





	
Exchange rate (HUF perUSD)


	
232.2


	



	
Main exports (% of total merchandise exports)


	



	






	
PPP exchange rate (USA=1)


	
132.0


	



	
Machinery and transport equipment


	
54.1


	






	
In per cent of GDP


	



	



	
Manufactured goods


	
10.5


	






	
Exports of goods and services


	
88.7


	
(53.8)


	
Chemicals and related products, n.e.s.


	
10.4


	






	
Imports of goods and services


	
81.5


	
(49.8)


	
Main imports (% of total merchandise imports)


	



	






	
Current account balance


	
2.3


	
(0.0)


	
Machinery and transport equipment


	
44.5


	






	
Net international investment position


	
-65.2


	



	
Manufactured goods


	
13.6


	






	



	



	



	
Mineral fuels, lubricants and related materials


	
12.1


	






	
Labour market, skills and innovation





	
Employment rate for 15-64year-olds (%)


	
61.8


	
(65.7)


	
Unemployment rate, Labour Force Survey (age15 and over) (%)


	
7.7


	
(7.3)





	
Men


	
67.8


	
(73.6)


	
Youth (age15-24, %)


	
20.4


	
(15.0)





	
Women


	
55.9


	
(57.9)


	
Long-term unemployed (1year and over, %)


	
3.8


	
(2.5)





	
Participation rate for 15-64year-olds (%)


	
67.0


	
(71.2)


	
Tertiary educational attainment 25-64year-olds (%, 2013)


	
22.5


	
(33.3)





	
Average hours worked peryear


	
1 858


	
(1770)


	
Gross domestic expenditure on R&D (% of GDP, 2013)


	
1.4


	
(2.4)





	
Environment





	
Total primary energy supply per capita (toe)


	
2.3


	
(4.1)


	
CO2emissions from fuel combustion percapita (tonnes, 2013)


	
4.0


	
(9.6)





	
Renewables (%)


	
8.5


	
(9.1)


	
Water abstractions percapita (1000m3,2012)


	
0.6


	






	
Fine particulate matter concentration (PM2.5, μg/m3, 2013)


	
15.8


	
(13.8)


	
Municipal waste percapita (tonnes, 2013)


	
0.4


	
(0.5)





	
Society





	
Income inequality (Gini coefficient)c


	
0.288


	
(0.308)


	
Education outcomes (PISA score, 2012)


	



	






	
Relative poverty rate (%)c


	
10.1


	
(10.9)


	
Reading


	
488


	
(496)





	
Median equivalised household income (000USDPPP, 2010)


	
9.3


	
(20.4)


	
Mathematics


	
477


	
(494)





	
Public and private spending (% of GDP)


	



	



	
Science


	
494


	
(501)





	
Health care, current expenditure (2013)


	
7.4


	
(8.9)


	
Share of women in parliament (%, November 2015)


	
10.1


	
(27.8)





	
Pensions (2011)


	
10.5


	
(8.7)


	
Net official development assistance (% of GNI)


	
0.11


	
(0.36)





	
Education (primary, secondary, post sec. non tertiary, 2012)


	
2.6


	
(3.7)


	



	



	








	
Better life index: www.oecdbetterlifeindex.org



	
a) Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 29member countries.



	
b) 2013for the OECD aggregate.



	
c) 2012for the OECD aggregate.



	
Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency, World Bank, International Monetary Fund and Inter-Parliamentary Union.







Acronyms

ALMP

Active labour market policies






EBRD

European Bank for Reconstruction and Development






EEA

European Economic Area






FDI

Foreign direct investment






FGS

Funding for Growth Scheme






GDP

Gross domestic product






GNI

gross national income






GSP

Growth Supporting Programme






GVC

Global value chain






ICT

Information and communications technology






MARK

Hungarian Restructuring and Debt Management Ltd






MFB 

Hungarian Development Bank






MVM

Electricity company






MVNO

Mobile virtual network operator






OLAF

European Commission's Anti-Fraud Investigation Office






R&D

Research and Development






RIA

Regulatory Impact Assessments






SME

Small and medium enterprise






VAT

Value added tax






VET

vocational education and training








Executive summary





Strong economic growth has returned




GDP growth


[image: graphic]

Source: OECD (2016), OECD Analytical Database.


StatLinkhttp://dx.doi.org/10.1787/888933349234



Macroeconomic imbalances are being corrected with the public debt-to-GDP ratio falling and the current account moving to a surplus. Financial vulnerabilities have been reduced, but non-performing loans still hamper bank lending. Growth has been strong since2012. However, income levels are still well below those in more advanced economies and as economic slack disappears, sustaining growth will require structural reforms to strengthen the business sector and upgrade skills.





Investment has started to pick up




Total investment as a share of GDP


[image: graphic]

Source: OECD (2016), OECD Analytical Database.


StatLinkhttp://dx.doi.org/10.1787/888933349246



Akey driver behind faster growth is more rapid business capital accumulation. Inward FDI and EUstructural funds are strong investment drivers. On the other hand, domestic business investment, particularly by SMEs, is held back by a frequently changing regulatory environment and entry barriers in network industries. Reforms on these fronts could increase the integration of domestic firms, which are overwhelmingly SMEs, into global value chains.





Low-skilled have weak labour market outcomes




Employment rates of people with below upper-secondary education


[image: graphic]

Source: OECD (2015), Education at a Glance 2015.


StatLinkhttp://dx.doi.org/10.1787/888933349254



Skill requirements in the labour market are changing rapidly as the economy becomes increasingly knowledge based. The education system has reacted slowly, leaving many graduates without needed skills and unprepared to apply knowledge in novel and unfamiliar settings. Training in public work schemes has not been effective enough in generating relevant labour market skills. Women’s skills are underutilised, as many do not participate in the labour market.






	
MAIN FINDINGS


	
KEY RECOMMENDATIONS





	
Macroeconomic policies







	
Public debt is still high, considering the openness and vulnerabilities of the economy. Public spending is high, especially given Hungary’s income level.


	
Gradually reduce spending over the medium-term to further lower the structural deficit.

Monitor and limit contingent public liabilities in the electricity sector.





	
Non-performing loans are high and credit growth remains subdued, particularly to domestic SMEs.


	
Implement a strategy for the asset management company to step-up offloading of non-performing assets. Expand capital surcharges on non-performing loans detained by banks beyond a certain period.

Bolster competition in the banking sector by selling stakes in state-owned banks.





	
The tax system still relies a lot on labour taxation, which is distortive.


	
Step up the fight against VAT fraud. Rely more on non-distortive consumption taxes while monitoring the income distribution consequences.









	
Bolstering private investment and the business environment







	
Frequent changes in the regulatory framework undermine investment incentives.


	
Improve transparency, stability and formulation of regulatory policies. Continue efforts to cut red tape and make better use of regulatory impact assessments.





	
The effectiveness of the competition framework is reduced by exemptions to the application of competition policy and entry barriers in network industries.


	
Remove sector exemptions to apply the modern competition policy framework as widely as possible.

Systematically review mergers that might reduce competition and only allow competition limiting mergers on clear public interest grounds.

Secure non-discriminatory third party access in network sectors.









	
Enhancing skills to boost growth







	
Public work schemes aim at increasing labour market inclusiveness. However, few participants find jobs on the primary labour market.


	
Increase the focus on training and identify programmes that get workers into the primary labour market.





	
Women with younger children have low labour market participation.


	
Expand early childhood care. Reduce the effective length of parental leave and provide incentives for paternity leave.





	
Changing technologies are increasingly making workers’ skills obsolete.


	
Creating a tool set, including individual learning accounts, to promote lifelong learning.





	
Graduates from the vocational training programmes face high unemployment.


	
Assess recent reforms and continue integrating the vocational training programmes into secondary vocational schools.





	
Enrolment in tertiary education has increased sharply over the past decades, while graduation rates remain low and labour market outcomes are uneven.


	
Increase funding and expand means-tested support for disadvantaged students. Provide incentives to tertiary institutions to better respond to labour market needs.














Assessment and recommendations



	
Resuming inclusive growth



	
The recovery is broadening



	
Bolstering business investment



	
Enhancing skills to boost growth









Resuming inclusive growth


Prior to the 2008 global crisis, the Hungarian economy was performing well compared with other countries in the region, partly due to unsustainable external lending, which led to macroeconomic imbalances (Figure 1). Subsequently growth was slower than in most other countries in the region, before accelerating strongly more recently. Moreover, imbalances have been reduced, notably the current account deficit was turned into a surplus and exposure to foreign currency denominated loans was sharply reduced. Nonetheless, the level of real GDP only surpassed its pre-crisis level in 2015. In addition, there has been no significant income convergence vis-a-vis the five richest European countries since the crisis, leaving Hungarian per capita incomes among the lowest in the OECD (Figure 2).




Figure 1. Growth has recovered recently


[image: graphic]

Source: OECD (2016), OECD Analytical Database.


StatLink  http://dx.doi.org/10.1787/888933349269






Figure 2. Income levels are still low



GNI per capita, 2014


[image: graphic]

Source: World Bank, International Comparison Program Database.


StatLink  http://dx.doi.org/10.1787/888933349271



Since 2012, the economy has expanded strongly on the back of stronger exports and macroeconomic policy stimulus (Figure 3, Table 1). The associated strong job creation has moved employment to its highest level in two decades and the unemployment rate has been cut by more than a third, in part because of an expansion of public works schemes. In addition to achieving a current account surplus, the public debt-to-GDP ratio has been declining since 2011 (Figure 4). The major potential financial vulnerability posed by a sizeable stock of household loans (notably mortgages) that had been denominated in foreign currency has been eliminated through a new law that required banks to convert those loans to domestic currency. At the same time, the share of foreign currency loans in public debt has been markedly reduced to one-third.




Figure 3. Growth has resumed



GDP growth and domestic demand


[image: graphic]

Source: Hungarian Central Statistical Office (2016), National Accounts Database.


StatLink  http://dx.doi.org/10.1787/888933349287




	
Table 1. Macroeconomic indicators and projections


	
Annual percentage change, volume (2005 prices)







	


	
2012 
Current prices (billion HUF)


	
2013


	
2014


	
2015


	
2016 
(projected)


	
2017 
(projected)







	
GDP


	
28 744


	
2.0


	
3.6


	
2.9


	
2.5


	
3.0





	
Private consumption


	
15 363


	
0.3


	
1.8


	
3.0


	
3.7


	
3.7





	
Government consumption


	
5 756


	
2.4


	
2.9


	
0.6


	
0.2


	
0.6





	
Gross fixed capital formation


	
5 548


	
7.3


	
11.2


	
1.9


	
-1.8


	
6.9





	
Housing


	
581


	
-27.0


	
16.8


	
-4.2


	
10.6


	
18.5





	
Final domestic demand


	
26 666


	
2.2


	
4.1


	
2.2


	
1.6


	
3.7





	
Stockbuilding1


	
154


	
-0.6


	
0.1


	
-0.3


	
-0.0


	
0.0





	
Total domestic demand


	
26 820


	
1.6


	
4.2


	
1.9


	
1.6


	
3.7





	
Exports of goods and services


	
24 855


	
6.4


	
7.6


	
8.4


	
4.6


	
5.6





	
Imports of goods and services


	
22 931


	
6.3


	
8.5


	
7.8


	
4.1


	
6.7





	
Net exports1


	
1 924


	
0.5


	
-0.2


	
1.2


	
0.8


	
-0.4





	
Other indicators (growth rates, unless specified)


	


	


	


	


	


	





	
Potential GDP


	
. .


	
1.1


	
1.5


	
1.8


	
1.8


	
1.9





	
Output gap2


	
. .


	
-3.4


	
-1.4


	
-0.3


	
0.4


	
1.5





	
Employment


	
. .


	
1.7


	
5.3


	
2.7


	
2.2


	
1.6





	
Unemployment rate


	
. .


	
10.1


	
7.7


	
6.8


	
5.8


	
5.3





	
GDP deflator


	
. .


	
3.3


	
3.2


	
1.7


	
1.7


	
2.3





	
Consumer price index


	
. .


	
1.7


	
-0.2


	
-0.1


	
0.7


	
1.7





	
Core consumer prices


	
. .


	
3.8


	
2.3


	
2.0


	
1.7


	
2.0





	
Household saving ratio, net3


	
. .


	
3.9


	
4.9


	
5.9


	
6.5


	
6.5





	
Current account balance4


	
. .


	
4.0


	
2.0


	
4.4


	
5.4


	
5.1





	
General government fiscal balance4


	
. .


	
-2.6


	
-2.3


	
-2.0


	
-1.9


	
-2.5





	
Underlying government fiscal balance2


	
. .


	
-0.8


	
-1.9


	
-2.2


	
-2.8


	
-3.3





	
Underlying government primary fiscal balance2


	
. .


	
3.3


	
1.8


	
1.2


	
0.5


	
-0.1





	
Gross government debt (SNA definition)4


	
. .


	
96.1


	
99.0


	
97.7


	
96.8


	
95.9





	
Gross government debt (Maastricht definition)4


	
. .


	
76.2


	
75.7


	
74.9


	
74.0


	
73.1





	
General government net debt4


	
. .


	
70.0


	
71.3


	
69.0


	
68.1


	
67.2





	
Three-month money market rate, average


	
. .


	
4.2


	
2.2


	
1.2


	
1.1


	
1.4





	
Ten-year government bond yield, average


	
. .


	
5.9


	
4.8


	
3.4


	
3.3


	
3.7







	
1. Contributions to changes in real GDP, actual amount in the first column.



	
2. As a percentage of potential GDP.



	
3. As a percentage of household disposable income.



	
4. As a percentage of GDP.



	
Source: OECD (2016), OECD Economic Outlook: Statistics and Projections Database.









Figure 4. Macroeconomic imbalances are falling



As a percentage of GDP


[image: graphic]

1. Maastricht definition.



Source: OECD (2016), OECD Economic Outlook: Statistics and Projections Database.


StatLink  http://dx.doi.org/10.1787/888933349294



Compared with the OECD average, Hungary is performing well on many aspects of well-being, particularly work-life balance, but also in terms of personal security and environmental quality (Figure 5, Panel A). Despite having a relatively good income distribution, particularly in terms of addressing poverty through the tax and transfer system (Figure 5, Panel B), the areas where Hungary is doing relatively poorly are linked to low incomes, a lack of affordable quality housing, low health status and low self-reported well-being. This picture is broadly consistent with the UN Sustainable Development Goals for Hungary (United Nations, 2015).




Figure 5. Well-being indicators are mixed


[image: graphic]

1. Each well-being dimension is measured using one to three indications from the OECD Better Life Indicator set with equal weights.



2. Indicators are normalised by re-scaling to be from 0 (worst) to 10 (best).



3. Unweighted average of Czech Republic, Poland and Slovak Republic.



Source: OECD (2015), “Better Life Index 2015”, OECD Social and Welfare Statistics Database; OECD (2015), “Income Distribution”, OECD Social and Welfare Statistics Database.


StatLink  http://dx.doi.org/10.1787/888933349304



Against this backdrop, the main messages of this Survey are:


	
Strengthening medium-term growth with an emphasis on securing inclusiveness is key to sustainably raising living standards and well-being.



	
Raising business sector investment, particularly among domestic small and medium-sized enterprises, would raise incomes and well-being by raising productivity (Chapter 1).



	
Improving skill formation and better matching of skills to job requirements would also raise productivity and would make growth more inclusive by ensuring that more people benefit (Chapter 2).








The recovery is broadening


The recovery is being supported by domestic demand and, more recently, a sharp improvement in exports. Domestic demand growth has been underpinned by monetary easing, which started in 2012 (Figure 6). This also led to a depreciation of the currency that improved exports. Non-orthodox monetary policy in the form of the Funding for Growth Scheme (FGS), by which the central bank directed liquidity to the funding of SMEs (see below), has strengthened firms’ balance sheets and, to a lesser extent, business sector investment. Fiscal policy has also been expansionary since 2013, but the fiscal stance is set to become broadly neutral in 2016 before becoming expansive in 2017. Nonetheless, this suffices to maintain the downward trend of the public debt-to-GDP ratio.




Figure 6. Monetary policy has been easing



Interest rates


[image: graphic]

Source: OECD (2016), OECD Analytical Database; Magyar Nemzeti Bank.


StatLink  http://dx.doi.org/10.1787/888933349312



The remarkable turnaround in the current account balance after 2010 reflects improving external cost competitiveness as the effects of rising unit labour costs were more than offset by a weaker currency (Figure 7, Panels B and C). Exporters started to gain market shares (Figure 7, Panel A) and the rising trade surplus sharply strengthened the current account balance – a development reinforced by a slowly narrowing deficit on the investment income balance. Contributing factors were strong inward FDI in the automotive sector, which bolstered car exports after 2013.




Figure 7. Export market gains reflect improved competitiveness


[image: graphic]

1. Ratio between actual export volume and the country's export markets.



2. Competitiveness-weighted relative unit labour costs for the overall economy in dollar terms. Competitiveness weights take into account the structure of competition in both export and import markets of the goods sector of 53 countries. An increase in the index indicates a real effective appreciation and a corresponding deterioration of the competitive position. For details on the method of calculation, see Sources & Methods of the OECD Economic Outlook (www.oecd.org/eco/sources-and-methods.htm).



Source: OECD (2016), Analytical Database; Eurostat.


StatLink  http://dx.doi.org/10.1787/888933349328



Private consumption is supported by higher personal incomes, arising from real wage growth and employment growth, including the strong expansion of public work programmes. Also, household financial positions were improved by legal measures that required banks to compensate households for past unilateral interest rate hikes and costly foreign exchange transactions, which were ruled unfair by the Supreme Court, In addition, foreign exchange risks were eliminated by the conversion of foreign-exchange denominated household loans to domestic-currency loans.

Investment has been rising in recent years. Nonetheless, as a share of GDP investment is lower than before the crisis (Figure 8, Panel A). This reflects partly a surge in public spending on infrastructure as the funding cycle for EU structural funds ended and projects had to be put in place. Housing investment has just started to recover from the collapse that resulted in a one-third drop in real house prices following a curbing of credit and a banking crisis. A relatively large share of corporate investment is by foreign companies (Figure 8, Panel B). As in the Czech Republic and Slovakia, this inward FDI has been particularly directed towards the automotive and electronic sectors (Chapter 1).




Figure 8. Investment is recovering



As a percentage of GDP


[image: graphic]

1. Non-financial corporations.



2. 2013 data for Chile, Iceland, Korea, Mexico, New Zealand and Switzerland.



3. Gross investment in tangible goods by multinationals in % of GDP in 2012.



4. 2014 data for Hungary and Poland; 2013 data for Chile and Switzerland.



Source: OECD (2016), Analytical Database; OECD (2016), OECD National Accounts Statistics Database; OECD (2015), OECD Statistics on Measuring Globalisation Database.


StatLink  http://dx.doi.org/10.1787/888933349330



Despite the stronger economy, the toll of the recession in terms of foregone output, measured as the differences between continued trend growth and actual output in early 2014, is nearly 25 percentage points (OECD, 2015). This reflects a sharp deceleration in productivity growth (Figures 9
 and 10) from a level that was already lower than in other countries in the region. The very weak labour productivity growth reflects partly the inclusion of more low-skilled workers in the workforce. Faster productivity growth requires stronger investment in the business sector and better trained workers. Unless this materialises, there is little prospect of faster sustained growth as the working-age population is set to continue its decline.




Figure 9. Labour productivity has fallen markedly since the crisis



Average annual growth rate, percent¹


[image: graphic]

1. Productivity is defined as real gross domestic product (GDP) divided by total employment. The OECD aggregate is calculated as an unweighted average of the data shown.



Source: OECD (2015), OECD Economic Outlook: Statistics and Projections Database.


StatLink  http://dx.doi.org/10.1787/888933349344






Figure 10. Total factor productivity remains low



Decomposition of GDP growth into input factors and TFP


[image: graphic]

Source: OECD (2016), OECD Economic Outlook: Statistics and Projections Database.


StatLink  http://dx.doi.org/10.1787/888933349359



Employment creation accelerated early in the recovery and subsequently labour participation increased. The unemployment rate has fallen markedly after a sharp run-up in the recession (Figure 11). This is partly reflecting a large increase in public work schemes (Figure 12). Subsequently, job growth has increasingly been underpinned by the private sector, although the public work schemes have continued to expand. Female employment is picking up, but is still well below male employment, despite being less affected by the downturn.




Figure 11. The labour market is improving


[image: graphic]

1. Employment for those aged 15 and over; participation rates for 15-64.



Source: OECD (2016), OECD Employment and Labour Market Statistics Database.


StatLink  http://dx.doi.org/10.1787/888933349362






Figure 12. Public work schemes have underpinned the expansion of employment



Decomposition of the cumulative change of employment since 2008


[image: graphic]

Source: Hungarian Central Statistical Office, Labour Market Statistics, Tables 2.1.6, 2.1.33 and 2.1.60; Hungarian Central Statistical Office (2012), Statistical Reflections 9/2012.


StatLink  http://dx.doi.org/10.1787/888933349372



The priority of the public work schemes is to ease the depressed labour market prospects for vulnerable groups, notably Roma, in the poorest (eastern) part of the country to facilitate inclusiveness. Nonetheless, the strong employment growth has still left holes in terms of inclusiveness (Figure 13). The overall poverty rate and income inequality (as measured by the Gini coefficient, which situates the income distribution between full equality – everyone has the same income – and full inequality – all income goes to one household) are around the OECD average, and the gender wage gap is relatively small. However, long-term and youth unemployment remain high despite recent progress and there is widespread poverty in rural areas in eastern and southern Hungary. This concentration of problems reflects low geographical mobility (OECD, 2014). Moreover, the Roma population...
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