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THE LABOUR MARKET AND SOCIAL
SITUATION IN HUNGARY IN THE LAST
DECADE

Annamaria Artner’

Introduction

The success of a country can be measured in many ways. The most
frequent indicators are level and growth of GDP and GDP per capita,
domestic spending on research and development (GERD) as a per-
centage of GDP and also foreign direct capital inflow and stock. Fur-
ther, the growth of export and its share to GDP, the state of the
equilibrium (balance of the government budget and the current ac-
count) and the rate of inflation are also used frequently.

However, as good as these indicators may be, economic success
means nothing if it doesn’t go hand in hand with the improvement of
the population’s standard of living. For describing the latter the char-
acteristics of the labour market and social conditions are the most
adequate tools. Some other aspects (e.g., education and health) are
helpful in gaining a deeper insight into the living standard of the pop-
ulation and the perspectives for its future. In the following | examine
the state and changes in unemployment, consumption, real wages,
income distribution, poverty, social protection expenditures of the
government and the structure thereof in Hungary in the last decade,
i.e., since 2004. Further attention will be given to education, demog-
raphy, migration and public opinion about the EU. The examination
of health indicators would be important too, but | will not deal with it

1 Senior researcher, Institute of World Economics — Centre for Economic and Regional Studies
of the Hungarian Academy of Sciences, Budapest



304 Annamaria Artner

in detail, as the state of health of the population and the efficiency of
the system of health care are special problems for which a separate
study should be devoted.

| am aware that even these indicators are not sufficient to describe
the quality of life of a population perfectly and completely. | still think
that they by and large reflect the social and political situation of a
country from the viewpoint of the interests of the majority of people
living on salaries, wages and unemployment benefits.

Labour market

Unemployment - ILO definition

Eurostat works with the internationally accepted concept of unem-
ployment that was created by the International Labour Organization
(ILO). According to the ILO definition the unemployed are those peo-
ple who haven’t had even a one-hour paid job in the week prior to
the date of survey, actively sought work in the previous month and
are available to start work within the next two weeks. They also used
to be called the “active unemployed”. First we examine the Hungar-
ian labour market by using this indicator.

Unemployment in Hungary as defined above has grown consider-
ably after accession to the EU. In 2013 there were 449,000 unem-
ployed in Hungary, compared to 252,000 in 2004. The balk of this
growth derived from the crisis beginning in 2008. Between 2004 and
2007 the number of unemployed people swelled by 60,000, while be-
tween 2007 and 2010 it grew by 163,000. Following 2010 the level
remained high until 2012 when it began to decrease thanks to the ef-
forts of the government through launching workfare programs.? The
number of unemployed persons who have taken part in these pro-
grams has grown considerably in the last year and a half (I will return
to this later).

Even with these results the number of unemployed did not de-
crease much between 2010 and 2013. In 2013 the number of unem-
ployed people in Hungary was 26,000 or 5.5% less than in 2010.
Comparing this number with the 2004 data, unemployment has

2 They are so-called “fostered workers”.



The labour market and social situation in Hungary in the last decade 305

grown by 197,000 persons and the unemployment rate rose from 6.1
to 10.2% by 2013. Within this time period the peak of the number of
unemployed was 476,000 in 2012.

The situation of young people in the labour market has also dete-
riorated during the years of membership. The number of young un-
employed under 25 years of age was 56,000 in 2004 and 84,000 in
2013. However, their share in total unemployment had been decreas-
ing until 2011 more or less continuously. Then it began to rise and
reach the pre-crisis level (Figure 1).

Figure 1. Unemployment and youth unemployment
in Hungary (2004-2013)
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From the second half of 2013 the labour market situation has im-
proved considerably inasmuch as the number and rate of both young
and elder “active” unemployed decreased substantially.

In May 2014 the number of unemployed persons decreased to
355,000, which equals an unemployment rate of 7.9%. The number
of unemployed youth (under 25 years of age) reached 65,000
(19.9%). The share of long-term unemployed (people who are unem-
ployed for longer than 12 months) in total unemployment was 49.5%
in the first quarter of 2014. This rate is higher than the corresponding
EU average. Even with these beneficial developments in the last one
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and a half years the numbers of both young and elder “active” un-
employed were higher in the first quarter of 2014 than before the cri-
sis (2008).

Unemployment - Registered unemployed

In the previous section | used Eurostat data that follows the unem-
ployment definition of the International Labour Organization. There
is, however, another indicator, prepared by the Hungarian National
Employment Service (NES) that refers to the number of people who
registered themselves as jobseekers. They are also unemployed but
may have occasional work and as such they are not unemployed ac-
cording to the ILO definition. This means that quite a number of this
category of jobseeker is not recorded in the statistics prepared by
Eurostat and the Hungarian Central Statistical Office (HCSO).

On the other hand, the number of registered unemployed people
depends on some specific factors. Those jobseekers who think they
can find a job quite rapidly are not likely to register because it re-
quires time and poses other bureaucratic burdens. People with better
qualifications, young people or those who are living in a region where
more jobs are offered (e.g., in Budapest) are less likely to apply at
the National Labour Office for registration as jobseekers. Besides,
the advantages, which can be enjoyed by being registered unem-
ployed, influence jobseekers’ inclination for registration too. If the un-
employment benefit is meaningful, it is worth making the effort,
otherwise not. In Hungary the unemployment benefit was cut by the
government in 2010, which had a discouraging effect on jobseekers’
registration.

Bearing in mind the above-mentioned processes, we can assume
that the number of registered jobseekers at the NES is smaller than
the number of those who are actually looking for stable or at least
relatively stable employment. Despite this, the number of jobseek-
ers at the National Employment Service is much higher than that of
the unemployed on the basis of the ILO definition. In May 2014
there were 355,000 unemployed persons according to the ILO def-
inition while there were 514,000 jobseekers according to the data
of the NES. As mentioned above, the labour market situation
seemed to improve in the first half of 2014, thanks mainly to a de-
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crease in the number of jobseekers at NES in June 2014. As a re-
sult, the official unemployment rate (ILO-definition) was 8% in the
first six months of 2014 on average. This rate matches the pre-crisis
level. The situation is not so promising, however, if we examine how
the data on jobseekers for June of every year changed in the past
decade.

In June 2014 there were 439,000 people in Hungary who looked
for employment, according to the data of the NES. This number is
107.000 less than in June 2010 but with 23,000 more than in June
2008, i.e., before the outbreak of the crisis. Further, it is important to
know that in June 2014, 291,000 jobseekers, i.e., 57% of all jobseek-
ers received no unemployment or social benefits. Their number rose
by 11.000 in two years (since June 2012) and by 68,000 in four years
(since June 2010). Relative to June 2004 the number of jobseekers
grew by 2% in June 2014. In the same period the number of unem-
ployed persons receiving no benefits has more than doubled and the
number of those who receive unemployment allowances or social aid
decreased by 15% (Figure 2).

Figure 2. Number of jobseekers with or without unemployment
or social benefit in Hungary in June of every year (2004-2014)
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Fostered workers

Since 2005 Hungary has been following the guidelines of the employ-
ment policy (“guidelines”) of the EU and has created an institutional
structure to suits it. The crisis activated those labour market institu-
tions and measures, for example the unemployment benefit, which
helped to mitigate the socially disadvantageous effects of the crisis
on people. However, the decrease in the number of unemployed was
not possible until the new government restructured unemployment
policy by taking a turn toward the workfare program. Participation in
this program is compulsory for the unemployed, and those who par-
ticipate in it are called “fostered workers”. Since 2012, according to
the modified labour law, all jobs that the labour offices offer to the
unemployed persons are to be accepted by them even if the job has
much lower qualification than the unemployed person has. Those
who do not accept the job lose the social benefit that amount to ap-
proximately 76 euro per month in 2014. Three years ago this benefit
was higher, but in order to motivate unemployed people to work the
conservative government decreased it by 20% from 2012 on.

The workfare program has involved more and more unemployed
people since 2010, reaching 129.100 people on average in 2013 and
178,700 people on average in the first half of 2014.3 This is an ex-
ceptionally high number since the program has been launched and
this is the reason why the official unemployment was considerably
lower in May and June 2014 (see Table 1).

In Hungary the minimum wage is approximately 330 euro per
month, and the average gross monthly earnings of workfare workers
is 75-80% of that. This means a net monthly income of approximately
170 euro, which is less than 60% of the minimum subsistence for a
single person that is given by the HCSO.* The workfare program of-
fers cheap labour to the government and to those private sector em-
ployers who take part in the program. The unemployed, especially in
disadvantaged regions where regular and formal employment can
hardly be found, are usually thankful for the possibility of secure em-
ployment in the program and they hope it will continue.

3 HCSO (2014a)
4 HCSO online database Table 2.2.12. (Minimum subsistence since 1990, HUF/month)
http://www.ksh.hu/docs/hun/xstadat/xstadat_eves/i_zhc011.html
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Table 1. Labour data of fostered workers in Hungary
(2010 — May 2014)

2013 2014 Jan-May

monthly average

Number of employees (thousands) | 87.4 60.9 90.8 129.1 178.7

Of which: Number

. 67.9 20.3 72.4 111.5 176.0
of full-time employees
Number of part-time employees 19.5 40.6 18.4 17.6 2.7
Average gross monthly earings | 75 4»7 | 78 369 | 73,151 | 76,846 78,051

of full time employees (HUF)

Source: HCSO. KSH Gyorstajékoztatok, Keresetek
http://www.ksh.hu/keresetek_tn

The labour market policy of the government

The above-outlined developments reflect the socio-economic con-
cept of the new government (since 2010) that is built on the principle
of the so-called “work-based society”. As such, so-called “passive”
labour market policy (LMP) measures — unemployment benefits, early
retirement — have been scaled back and the structure of so-called
“active” measures - that aim at employability and job creation — has
been changed.

Regarding labour market policy expenditures of the new govern-
ment since 2010, the absolute level of expenditures has been re-
duced with the exception of direct job creation (i.e. workfare) and
employment incentives (allowances given to employers). The gov-
ernment spent more than the half of the total LMP expenditures on
the latter two types of actions in 2012. In 2013 the budget of the
workfare program was further raised to more than 180 billion HUF
(approximately 600 million euro).

On the other hand, the role of training and education of the unem-
ployed within labour market policy has significantly weakened in the
last couple of years. In 2008-2009 54-55 thousand unemployed took
part in some kind of training and education programs each year. This
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number shrank to 36-47 thousand in 2011-2012.5 Between 2004 and
2010 the previous governments spent an average of 50 million euros
a year on labour market training. In the following years this amount
fell radically, equalling only 3.4 million euros in 2012.6

Cutbacks of the passive measures in labour market policy have
also been radical after 2010. The maximum amount of the unemploy-
ment benefit was cut from 120% of the minimum wage to 100%. The
time span for receiving unemployment benefits has been reduced by
two-thirds, from 270 to 90 days. The result, as | have already stated
above, is that fewer people get less unemployment benefit for a
shorter period of time, with the share and number of unemployed
getting no unemployment or social benefit having increased (see Fig-
ure 2). On the other hand, the number of those who are involved in
the workfare program and receiving very low wages has risen (see
Table 1). As a result, it seems that in the slogan of the government’s
“work-based society” the word “work” is used instead of “cheap
wage-labour”. This is also reflected in the decreasing real wages in
the public sector and increasing wage differentials within the labour
market.

Social conditions

Consumption, real wages and income

First of all, it is worth casting a glance at Figure 3. This shows how
the growth of real wages, real income and consumption has slowed
down after 2003. They even turned into a decreasing trend following
2006 when the government was forced to apply an austerity policy
because of a huge budget deficit. Here | should note that the year
2006 was an exceptional one, as in that year the government deficit
grew extremely high, reaching 9.6% of the GDP. For this reason a
quick and strong adjustment was necessary; it was carried out at the
expense of the population. However, in the years following until 2010
government policies more or less paid attention to the interests of

5 Tajti (2009, 2012)
6 Eurostat Online, Statistics by theme, Labour market, Labour market policy, Public expendi-
ture on labour market policy (LMP) interventions.
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the most helpless strata of society. Even this was not enough to sat-
isfy the needs of the population. The shock of the crisis in 2008 and
the following austerity policy resulted in a change in government at
the 2010 elections. However, social conditions haven’t improved
since the inauguration of the new government.

In 2012 consumption and real income of the Hungarian population
were below 2004 levels and real wages in 2013 were only by 6.6%
higher than they were ten years earlier.

Figure 3. Real wages, real income and consumption in Hungary
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Source: Own calculations on the basis of data from the Hungarian Central
Statistical Office, http://www.ksh.hu/docs/hun/xstadat/xstadat_hosszu/h_
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Figure 3 shows an upward trend in all three indicators between
1996 and 2007. This, however, hides the differences between various
strata of society. The increase of the general level of real wages, in-
come and consumption doesn’t mean that these indicators grew for
all citizens. Differences have increased quickly in recent years.

This will be discussed in the following chapters.
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Growing wage differences

within the group of employees

The real value of net labour incomes increased in the first years after
accession to the EU and since 2006 has been more or less the same.
However, the differences within the group of employees have
widened.

First, since 2006 the average private sector wage grew faster than
that of the public sector. In the year of accession (2004) state em-
ployees earned 16.2% more than private sector employees. In 2009
the wages of these two sectors were essentially equal, and since then
public sector wages have been gradually lagging behind the wages
of the private sector and equalled 88.2% of the private sector aver-
age in 2013. What is more, by correcting this data with consumer
price inflation we find that the real wages of the public sector have
been decreasing since 2006 and in 2013 were under their 2004 level
by 11%. In the same period of time, i.e., between 2004 and 2013,
the real wages of the private sector grew by 17.6 %.

Second, the flat income tax rate that was introduced in 2011 by the
new government favoured the highest wage earner groups dispro-
portionally in every sector of the economy and caused increasing in-
come inequality in society as a whole. | will discuss in more detail
below. Third, between 2004 and 2013 the average gross compensa-
tion of all employees (public and private together) grew by 63% in
nominal terms while consumer prices went up by 60.8%. This means
that the real value of labour compensation on average has strength-
ened only by 1.3%, and in some branches has even decreased. The
latter, as | have mentioned above, is characteristic of the public sec-
tor. Those who are employed as medical staff or social workers lost
more in real terms. Employees in trade and construction industries
enjoyed the highest real increase of their wages.”

Fourth, the gap between the wages of blue and white collar workers
has widened in all sectors. Blue collar employees in the public sector
have suffered the largest deterioration both in their absolute and rel-
ative position (Table 2).

7 HCSO: 2.1.40. Azalkalmazasbanallokrendszereshavibruttoatlagkereseténekalakulasa a nem-
zetgazdasagban (2004-) http://www.ksh.hu/docs/hun/xstadat/xstadat_eves/i_qli022.html
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Table 2. Net earnings of blue and white colour
workers in Hungary by main sectors 2008-2012

Rate of net earnings,

2008 2009 2010 2011 2012 2008-2012change in

percent percentage point
e L T I T e 4.9
total economy

Bheceliniiizesla, | o0 | sen | smg || 47 | @l 7.0
prlvate economy

Blue-collar/white-collar, | g5 | 23 | 50.4 | 64.1 | 54.6 -8.3
government

e 851 | 795 | 792 | 69.4 | 67.4 17.8
economy, white-collars

Gl T 99.7 | 92.9 | 888 | 932 | 786 21.1
economy, blue-collars

Source: HCSO online statistics, STADAT. ,Munkaerdpiac. Idésoros éves
adatok.”(Labour market. Annual data.) Table 2.1.45.and 2.1.46. http://www.ksh.
hu/stadat_eves_2_1

Finally, the gender pay gap was over 20% in the 1990s. Until 2006
this gap had narrowed considerably, reaching 14.4% in 2006. Fol-
lowing that year the gap began to rise again and reached 20.1 in
2013, which was the fourth highest rate within the Central and East-
ern European member states of the EU after Estonia, the Czech Re-
public and Slovakia, and the sixth highest in the EU28.8

Divergence of wage-groups is not the only problem. It is accom-
panied by growing poverty, social exclusion and income differences.

Poverty, social exclusion and income distribution

The labour market situation is always in significant connection with
the state of poverty. These two social factors also reflect the class
content of the policy of a government. In Hungary, as we have seen
above, the unemployment decreased in the last few years, but the
support that the government has been offering for the unemployed
people in the form of unemployment and social benefits has dimin-
ished even more. This situation leaves many people without help and

8 Eurostat Online, Statistics by theme, Labour market, Earnings, Gender pay gap in unadjusted
form.
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hope although the head of government that gained a two-third sup-
port on the last two elections (2010 and 2014) promised that “we
leave nobody behind”®. To be honest, he said it in connection with
the families that are indebted in foreign currency and there are not
many such families among the poorest ones.

Table 3. People at risk of poverty or social exclusion
between 2005 and 2013 (percent of the population)

2005 2006 2007 2008 2009 2010 2011 2012 2013

Total population

EU28 . . . . . 23.7 24.3 24.8
EU27 25.7 25.3 24.4 23.7 23.2 23.7 24.3 24.8
NMS12 41.0 38.0 35.0 31.7 30.6 30.8 30.6 30.7

Hungary 32.1 31.4 29.4 28.2 29:6 299 31.0 32.4 33.5

Less than 6 years old

EU28 . . . . . 25.6 25.4 25.9
EU27 26.6 25.7 24.5 24.6 24.6 25.6 25.4 259
NMS12 42.4 39.4 35.7 31.7 31.3 31.4 31.3 30.7

Hungary 36.9 37.7 33.8 31.7 37.0 37.1 36.8 39.1 42.4

Source: Eurostat, Statistics by theme, Income, social inclusion and living
conditions

In 2013 more than one third (33.5%) of the Hungarian population
was at risk of poverty or social exclusion, which is among the highest
rates in the EU and it is also higher than the average rate of the new
member states (NMS12). Besides, this rate is bigger than it was in
2005 in Hungary (earlier data are not available in Eurostat) when it
stood at 32.1%. Within the period of 2005-2013 the number of the
people at risk of poverty or social exclusion was the lowest in 2008
with 2,794 thousand. Since then the number has been continuously

¢ The Prime Minister’s video massage: https://www.facebook.com/video/video.php?v=10150
311565624836
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growing and reached 3,285 thousand in 2013 which is one hundred
thousand more than eight years ago and with 491 thousand more
than in 2008. Children under 6 years of age are even more affected.
For them the above mentioned rate of risk was 42.4% in 2013, the
highest since 2005 in Hungary and the third highest rate in the EU
after Bulgaria and Romania. In 2013 there were 24 thousand more
children at risk of poverty and social exclusion than eight years earlier
(Table 3.).

Another important indicator concerning children and thus referring
to the state of living standard of the population is the infant mortality
rate. This decreased almost continuously in the 2000s, with the ex-
ception of 2007 when it increased a little (by one percent only) and
then has fallen again. This favourable long trend broke in 2011. Be-
tween 2011 and 2013 the infant mortality grew by 21,000 or 4.8 %.°

Material poverty is measured by the share of persons with an in-
come below the risk-of-poverty threshold, which is set at 60% of the
national median equivalised disposable income. This is the so-called
at risk-of-poverty rate. This is measured both before and after receiv-
ing social transfers. The good news is that in Hungary the share of
the population that lives under this threshold before receiving social
transfers has been decreasing (Table 4). However, the picture alters
significantly if we take a look at the rate of those who live under the
poverty threshold after social transfers. Surprisingly, this rate has
been growing in recent years. In 2013 after social transfers 1.4 million
people were below the risk-of-poverty threshold. This is the highest
number since 2005 with the exception of 2006 (Table 4). With these
two rates it is possible to calculate the rate of those whom the social
protection system frees from poverty. This is also presented in Table
4. This rate increased from 2005 until 2008. Since that year it has
been declining and its decline has been accelerating since 2010. The
rate of the population whom the social policy lifts out of material
poverty was the lowest in 2013 (since 2005).

10 HCSO online database, Table 6.1.4.http://www.ksh.hu/docs/hun/xstadat/xstadat_eves/i_
wdsd006.html
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Table 4. At risk of poverty rate before and after
social transfers in Hungary (2005-2013, percent)

GEO/TIME 2005 2006 2007 2008 2009 2010 2011 2012

At risk of poverty
rate before so- 294 | 296 | 29.3 | 304 | 289 | 28.4 | 289 | 27.1 | 26.3
cial transfers (A)

At risk of poverty
rate after social 135 | 159 | 123 | 124 | 124 | 123 | 13.8 14 14.3
transfers (B)

Rate of those
whom the social | 159 | 13.7 | 17.0 | 18.0 | 16.5 | 16.1 15.1 13.1 12.0
sytem help (A-B)

Source: Eurostat, Statistics by theme, Income and living conditions, Mone-
tary poverty.

Similar tendencies are to be found when examining the number of
severely materially deprived people, i.e., those whose living condi-
tions are severely constrained by the lack of resources.' Their num-
ber decreased from 2.3 million (22.9% of the population) in 2005 to
1.8 million in 2008. After that year, however, the number of people
within this group began to rise and reached more than 2.6 million in
2013 (26.8% of the population).'?

The Gini coefficient is the generally accepted measure of income
inequality. In the case of Hungary this coefficient was unusually high
(83.3%) in the exceptional year of 2006 but then had eased down to
24.1% in 2010. Since then inequality has been on rise again, reaching
28% in 2013." The distribution of income by income deciles presents
the “perverse redistribution” after 2010 even more clearly. Between

1 Those people, who — according to the Eurostat definition — “experience at least 4 out of 9
following deprivations items: cannot afford i) to pay rent or utility bills, ii) keep home adequately
warm, iii) face unexpected expenses, iv) eat meat, fish or a protein equivalent every second
day, v) a week holiday away from home, vi) a car, vii) a washing machine, viii) a colour TV, or
ix) a telephone.” See Eurostat Europe 2020 indicators explanatory notes. http://epp.eurostat.
ec.europa.eu/portal/page/portal/europe_2020_indicators/headline_indicators

2 Eurostat, Statistics by theme, Income and living conditions, Material deprivation.

13 Eurostat, Statistics by theme, Income and living conditions, Income distribution and mone-
tary poverty.
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2005 and 2010 the share of the bottom nine income deciles in the
national income grew and the share of the tenth decile, i.e., the rich-
est 10% of the population, lessened. After 2010 the trend reversed.
Between 2010 and 2013 only the ninth and tenth deciles saw their
positions improve and the upper 10% of the population has gained
the most. All the other deciles lost and the first decile, the poorest
ten percent of the population, lost the most (see Figure 4).

Figure 4. Distribution of the national income by income deciles in
Hungary 2005-2013 (changes in percentage point)
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Source: Eurostat, Statistics by theme, Income and living conditions, Distri-
bution of income, Distribution of income by quantiles.

As a consequence, the ratio of the tenth decile to the first one in-
creased from 4.8 to 6.5 between 2010 and 2013. Before 2010 the
trend line was the opposite, even despite the unhappy year of 2006
when for the above-mentioned reasons income distribution deterio-
rated significantly but was quickly corrected afterward.

The social policy of the government

How is the government dealing with the impoverishment of the lower
strata of society? In the last few years the government did very little
to prevent this compared with the efforts to push the public deficit
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under three percent, which it did successfully. Besides, the govern-
ment aims to reduce national debt and retrieve a substantial part of
the economy from foreign owners and into Hungarian private and
public hands. Regarding these goals the principles of “who doesn’t
work shall not eat” and the “work-based society” are coupled with
the eventuality of dismantling the social protection system.

According to Eurostat data'+ the social protection expenditures of
the Hungarian state were equal to 17.1% of the GDP in 2012. That
rate is the lowest since 2006 and is substantially lower than the av-
erage of the EU28 (19.9% in 2012). In 2012 the level of social pro-
tection expenditures was only 0.5% higher than in 2009, meaning a
decrease in real terms (Figure 5).

Figure 5. Structural change* in government expenditure
in Hungary: government expenditure as a share of GDP
(change in percentage point)
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* Note: 1. Recreation, culture and religion; 2. Economic affairs; 3. Health; 4. Environment
protection; 5. Public order and safety; 6. Defence; 7. Housing and community amenities; 8.
Education; 9; General public services; 10. Social protection.

Source: Eurostat Statistics by theme, Government statistics, General gov-
ernment expenditure by function

4 Eurostat Statistics by theme, Government statistics, General government expenditure by
function.
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Since 2004 the structure of the social protection expenditures has
changed at the expense of the poorest people. The most disadvan-
tageous developments in this respect happened after 2009. Between
2009 and 2012, within the social protection expenditures, only old
age pensions and benefits to survivors gained bigger shares and
sums, whereas the amount of money devoted to sickness, disability,
family and children, housing, unemployment, social protection and
exclusion (not specified elsewhere) decreased. The government
saved close to 400 billion HUF (1.3 billion euro) on these latter items
in 2010, 2011 and 2012 together (Figure 6).

Figure 6. Structural change in social protection expenditures
of the government in Hungary 2004-2009 and 2009-2012
(change in million HUF)
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* Note: 1. Old age; 2. Sickness and disability; 3. Family and children; 4. Survivors; 5. Unem-
ployment; 6. R&D Social protection; 7. Housing; 8. Social protection and social exclusion
n.e.c.

Source: Eurostat Statistics by theme, Government statistics, General gov-
ernment expenditure by function

Education

In the last two decades the participation rate in education for the 15-
24 years of age cohort has been growing faster in Hungary than in
the EU on average. Before 2004 the Hungarian participation rate was
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lower than the average of the EU27. In 2004 the rates were equal,
and then the Hungarian rate continued to rise. In 2012 66.6% of the
Hungarian population aged 15-24 years participated in formal edu-
cation compared with 62% in the EU28. The Hungarian rate was the
ninth-highest in the Union. This is partly thanks to the extension of
the private education sector in Hungary that originated in the reform
processes of the 1990s, when the establishment of private schools
on all levels of education became possible. Further, persistent un-
employment has also inspired young people to learn more and for
longer as participation in post-secondary and tertiary education
(ISCED 4-6) is an advantage in finding better-paid jobs after finishing
school and also serves as a means of avoiding unemployment for
some time.

In the first years of EU-membership (between 2004 and 2007) and
in 2010 government spending on education relative to the GDP was
higher than the EU27average. In 2012 the Hungarian rate decreased
to 4.8%,which is considerably lower than the average of the EU and
one percentage point lower than at the time of accession to the EU.
Again, similarly to other disadvantageous social developments, most
of the decrease happened in 2011 and 2012, when the conservative
government that was elected by a two-thirds majority withdrew 789
million euros from education. As a result, the money devoted to ed-
ucation in 2012 is the lowest since accession to the EU and 85 million
Euros (or 1.8%) less than in 2004. With this Hungary is one of the
two member states that spent less money on education in 2012 than
in 2004. The other country is Portugal where the decrease was 7.2%
in the same period. The EU as a whole (without Croatia) increased
education budgets by 24.1% between 2004 and 2012, although the
absolute level of expenditures stagnated in 2011 and 2012.7°

Between 2004 and 2008 the ratio of students to teachers at the
ISCED 1-3 level decreased: after that it increased and became higher
in 2012 than in 2004. The rate of early school leavers from education
and training aged 18 to 24 years who finished the level ISCED 3 less-
ened considerably until 2010 and then began to grow. This means

5 Eurostat, Statistics by theme, Government statistics, General government expenditure by
function.



The labour market and social situation in Hungary in the last decade 321

that in the last three years Hungary has rolled away from the Europe
2020 target on education according to which the rate of early school
leaving is to be reduced to below 10% (Table 5).

Table 5. Some indicators of education in Hungary 2004-2013

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Participation rates
in education,
ISCED 1-6, aged
15-24 years (%)

59.7 | 61.6 | 62.6 | 63.7 | 64.5 | 64.6 | 65.6 | 66.3 | 66.6 | n.a.

Ratio of students
to teachers, 11.0 (| 11.0 | 109 | 10.8 | 11.3 | 11.4 | 114 [ 11.3 | 11.3 | n.a.
ISCED 1-3

Early leavers from
education and
training, from 18
to 24 years (%)

12.6 | 125 | 126 | 11.4 | 11.7 | 11.2 | 10.5 | 11.2 | 11.5 | 11.8

Entrants at theo-
retical starting
age in ISCED
level 5as % ofall | 12.3 | 12.7 | 11.8 | 11.8 | 11.2 | 9.3 | 9.1 8.0 | 69 |n.a
persons of the
corresponding
age group

Entrants at the
theoretical start-
ing age in ISCED
level 5 as % of all
entrants in ISCED
level 5

1562 | 1563 | 142 | 149 | 154 | 13.7 | 125 | 10.8 | 9.3 | n.a.

Source: Eurostat online, Statistics by them, education and training, Educa-
tion indicators - non-finance

According to PISA assessments between 2000 and 2009 the per-
formance of the Hungarian 15-year old pupils improved in reading
literacy and did not change significantly in mathematics and sci-
ence.'® In 2009 the scores of Hungary in all fields were around the

16 Halasz (2011)
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OECD average.'” The results of the assessment in 2012 showed
considerable deterioration. On the basis of this data and indicators
of the social conditions in Hungary, the balance of the last decade
shows a negative result at the end of the period.

Demographics, migration

and the judgement of the EU

Similar to the general trend in Europe, Hungary’s population has been
decreasing for decades, by approximately 35-40 thousand persons
per year. The number of marriages per thousand inhabitants has
been decreasing and more than half of marriages end with divorce.
While the birth rate is low and decreasing, more and more children
are born outside marriage. Although these trends are naturally results
of socio-economic development in general, they reflect not only pos-
itive developments.

Contrary to more developed countries, where net immigration fre-
quently outnumbers the natural decrease of the population, Hungary
doesn’t attract enough foreigners. What is more, in the last years the
number of emigrants has risen as a consequence of growing unem-
ployment (due to the crisis) on one hand and the opening of the Ger-
man and Austrian labour markets on the other. There is no reliable
data on emigration. Politicians and newspapers speak of about 300-
500 thousand or even more, while the Central Statistical Office puts
this number at 95.000 in the first quarter of 2014. The HCSO also
stated that emigration showed an upward trend between 2011 and
2013 but now seems to have halted: emigration in the first 3 months
of 2014 was not higher than a year ago.'

The general feeling among people, however, is that many Hungar-
ians under 40 years of age are leaving or at least planning to take
their chances in some Western-European country to find a better-

7 Reading: Hungary 494, OECD 493. Mathematics: Hungary 490, OECD 496. Science: Hun-
gary 503, OECD 501.https://docs.google.com/spreadsheet/ccc?key=0AoBYy67Qwoevd-
Hlyc2Rha2VYamZ0LUIOXy1TdUszRkE&usp=sharing#gid=2

'8 Reading: Hungary 488, OECD 496. Mathematics: Hungary 477, OECD 494. Science: Hun-
gary 494, OECD 501.https://docs.google.com/spreadsheet/ccc?key=0AoBYy67Qwoevd-
Hlyc2Rha2VYamZ0LUIOXy1TdUszRkE&usp=sharing#gid=0

19 HCSO (2014b), p. 2.
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paid job. The amount of the money in euro that Hungarians can earn
in more developed member states of the EU inspire them, as well as
other Eastern Europeans, to work in them at least for a while.

The above is especially true for young people in general and par-
ticularly for those students who have had the possibility to get ac-
quainted with life abroad thanks to the EU student exchange program
(Erasmus). According to the last Eurobarometer results, Hungarians
appreciate the Erasmus program of the EU quite a lot. 30% of those
surveyed stated that the Erasmus program is the most positive result
of the EU against 23% on average in the EU28.20

The opportunity to work and study in other EU countries likely
played a role in the growing popularity of the EU in Hungary in recent
years. Optimism concerning the future of the European Union has
grown and became the majority view in Hungary (53% in spring 2014
vs. 44% in autumn 2013). A growing proportion of Hungarians (59%
in spring 2014) feels that they are citizens of the EU too. Optimism
regarding the crisis on the job market has also been increasing, and
Hungary was among the four most optimistic EU member states in
spring 2014 in this aspect. 61% of respondents thought that the cri-
sis in the job market had already reached its peak.?' Still, 46% of re-
spondents felt they could fall into poverty, which is the fifth-highest
rate in the EU28.

Changing governments - changing concepts

Although the crisis has played a crucial role in the changes in the
labour market and in the social conditions of the majority of em-
ployed and unemployed people, the effect of the policies of Hungar-
ian governments cannot be neglected in these processes. As | have
presented above, the most disadvantageous developments for the
most vulnerable strata of the society happened after 2010, when the
bulk of the negative effects of the crisis had already passed. Since
2010 new legislations have come into force. Their essence shows a
clear preference for the upper-middle and — even more so — the top

20 EC (2014a), p. 4.
21 EC (2014b), pp. 11., 22., 27., 29.
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income strata. The negligence of education disadvantageously af-
fects foremost the lower-income segments of the population.

The governments ruling before the crisis were convinced that the
best direction of the country’s development and its successful inte-
gration into the world economy was to make Hungary a place where
globalized capital finds it worth producing and investing in. This re-
sulted in a neoliberal policy where the largest companies could ex-
ploit the incentives of the government most successfully and where
either the manufacturing and service industries or financial institu-
tions could gain substantial profits from their operation. This strategy
was justified by the increasing stock of foreign direct investments
(FDI) in the country and also with the relatively high rate of GDP
growth. In the 2000s the stock of FDI as a percentage of GDP in Hun-
gary had been among the highest of the new member states of the
EU, being surpassed by Bulgaria and Estonia only. After accession
to the EU the annual growth of the Hungarian economy was around
4% until 2007.

EU membership has supported these processes and the strategy
of these governments seemed to be on track in terms of increasing
real incomes, salaries and consumption. This was, however, a short
period of time, and was fuelled by the financial (credit) bubble that
the same governments allowed to take place, rather irresponsibly.
First, the immense budget deficit in 2006, then the subsequent col-
lapse of economic growth in 2007 and finally the outbreak of the cri-
sis in 2008 questioned the validity of the neoliberal model, especially
because the growth of the economy that was led by external factors
had gone hand in hand with the indebtedness of private households.
These factors made the failure of the neoliberal economic policy in-
evitable.

Still, as the data above has illustrated, the neoliberal governments
paid attention to the problems of the most vulnerable strata of the
society and did their best in the frame of the global capitalism to re-
distribute incomes in favour of lower income groups. In this sense
the governments before 2010 can be called “left-neoliberal”. What
they did, however, was far from satisfactory for people living on
wages, salaries or social benefits and carrying the burden of the cri-
sis. The reason for this is that in the meantime the Hungarian econ-
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omy has become “empty”. National capital has been forced back by
the market processes and/or has not been able to grow out from the
small and medium-sized enterprise sector because of the stronger
competitiveness of the much larger foreign companies. Thus, the
Hungarian economy with its national capital has become strongly de-
pendent on globalized “foreign” capital. This model of development
is a natural and frequently repeated mode of integration into the
world economy by less developed countries. It is also true for bigger
countries, for example Brazil. Larger countries, especially if they are
well-endowed with natural resources, seem to have a larger playing
field and more possibilities to stand on their own feet. However, even
they need partners in order to catch up, as the cooperation between
the large and dynamic BRICS countries proves.

Returning to Hungary, the new conservative (or “right-neoliberal”)
government was able to win the last two elections on the wave of
general social dissatisfaction that was caused by the weakness of
the national economy and the lack of perspective for a stable future
for those who can make a living from selling their labour only.

Since 2010 the new government has changed the strategy of na-
tional development, but not completely. The government endeavours
to turn, at least partly, the supportive power of the state towards na-
tional capital instead of the foreign capital. This does not mean giving
up neoliberal principles. First, the new government has been sup-
porting foreign investments in the manufacturing sector. Second, it
has been creating an environment that offers good profit opportuni-
ties to both national and foreign capital by creating a low wage envi-
ronment and a weakly protected labour market.

From the viewpoint of the labour market, however, these two di-
rections have the same consequences: the share of the labour in
added value inevitably decreases, as this stimulates competitiveness.

Conclusions
In this paper | have tried to assess the state of the Hungarian labour
market and social conditions since accession to the EU on the basis

of statistical data available in Eurostat and Hungarian Central Statis-
tical Office databases. The majority of the indicators show an inverse
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U-turn from the viewpoint of the majority of the population. This
means that most of the indicators improved in the first half but dete-
riorated in the second half of the examined period. The most recent
values of the examined indicators in most of the cases are worse
than those at the beginning of the examined decade.

In some cases, for example the number of unemployed people, the
turning point is the year of the crisis and the concomitant austerity
policy of the government. However, the first three years of the crisis
don’t explain the recent state of labour market properly. For most is-
sues deterioration happened or worsened after 2010, when the new
government with its new socio-economic concept came to power.

The concept of the new government is to build the economy of
Hungary on stronger national capital with the help of more and
cheaper labour. This policy does not contradict the rules of the mar-
ket. What’s more, it is rather liberal in the sense that it favours the in-
terest of company owners. The core of competitiveness is unit labour
cost. With increasing productivity, i.e., strong investments in tech-
nological innovations, ULC can be cut back so that in the meantime
the level of the compensation of employees and hence their standard
of living increase or at least do not decrease. However, in the ab-
sence of or insufficient level of technological progress the growth of
productivity cannot substitute for the absolute decrease of wages.
To increase productivity, however, a substantial amount of capital is
needed: an amount that weaker companies don’t have.

To help smaller, technologically less developed, less competitive
firms, like the national capital of a small country usually is, a govern-
ment has to decrease the unit labour cost by pushing down the ab-
solute level of wages. Domestic companies are technologically and
financially less developed than the large, globalized foreign compa-
nies used to be. This means that competitiveness of national capital
can be developed by decreasing the unit labour cost through the ab-
solute decrease of the labour costs.

The result of this “national capital-minded” economic policy is re-
flected in the labour market and social situation of Hungary and in
the unequal redistribution of national income in favour of the better-
off strata of society. As a consequence, the ratio of the compensation
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of employees as a share of GDP decreased from 46.8% in 2007 to
45.5% in 2013. Those who produce the added value receive less and
less of it. This strategy is however beneficial for foreign capital too,
at least in the short run. In 2012 the inflow of FDI to Hungary hit an
all-time record high level and Hungary attracted the most foreign
capital after Poland within the Central and Eastern European EU
member states in the four years between 2010 and 2013.22

In the longer run, increasing inequalities, the growing number of
poor people within the society and the worsening conditions in edu-
cation and healthcare will backfire by creating a morally, intellectually
and physically ill society in which less profit can be generated both
for foreign and national capital.

List of references

— European Commission (2014a). Standard Eurobarometer no 81.
Hungary. European Commission. Factsheets in English. Spring
2014.
http://ec.europa.eu/public_opinion/archives/eb/eb81/eb81_fact_
hu_en.pdf

— European Commission (2014b). Standard Eurobarometer no 81.
Public Opinion in the European Union. First results. European
Commission, Directorate — General for Communication (DG
COMM “Strategy, Corporate Communication Actions and Euro-
barometer” Unit. Spring.
http://ec.europa.eu/public_opinion/archives/eb/eb81/eb81_first_
en.pdf

— Eurostat online database (2014). Statistics by theme.
http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/
themes

— Halasz, G. (2011).The background of the improvement of PISA re-
sults in Hungary - the impact of the EU funded educational devel-
opment programs. ELTE University Budapest.
http://halaszg.ofi.hu/download/Trendy.pdf

22 UNCTADstat Inward and outward foreign direct investment flows, annual, 1970-2013,
http://unctadstat.unctad.org/wds/TableViewer/tableView.aspx?Reportld=88



328 Annamaria Artner

— HCSO (2014a). Gyorstajekoztato No 110. Keresetek. Kbzponti Sta-
tisztikai Hivatal (Hungarian Central Statistical Office) Aug 22.
http://www.ksh.hu/docs/hun/xftp/gyor/let/let21406.pdf

- HCSO (2014b). Statisztikai TUikér. Munkaerd-piaci folyamatok,
2014. I. negyedév, No 55. June 13.,
http://www.ksh.hu/docs/hun/xftp/idoszaki/mpf/mpf1403.pdf

— HCSO online database. Tablak (STADAT) http://www.ksh.hu/stadat

— Tajti, J. (2009). Az aktiv foglalkoztataspolitikai eszkbzék miikbdése
2009-ben. Nemzeti Foglalkoztatasi Szolgalat, Nemzeti Munkatgyi
Hivatal.

— Tajti, J. (2012). Az aktiv foglalkoztataspolitikai eszkézék fontosabb
létszamadatai 2012-ben. Nemzeti Foglalkoztatasi Szolgalat,
Nemzeti Munkatgyi Hivatal.

- UNCTADstat online database (2014). Foreign direct investment
flows and stock.
http://unctadstat.unctad.org/wds/ReportFolders/reportFolders.as
px?sRF_ActivePath=p,5&sRF_Expanded=,p,5



