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ECONOMIC BACKGROUND

Hungarian GDP increased by 4.1 percent in 2017 compared to the previous
year. The accelerated growth was mainly influenced by the favourable interest
rate environment, the expandinglending and the large-scale availability of EU
resources. The GDP growth has its roots basically in the increasing domes-
tic consumption, which was also reflected in the import dynamics exceeding
the export growth. Nevertheless, the structure of the economic growth was
balanced: on the production side manufacturing, construction and service
sectors — within predominantly commerce and ICT sectors — performed
exceptionally well while on the utilization side consumption and gross fixed
capital formation contributed to the expansion to the largest extent.

Opver the past year the volume of investments increased by 16.7 percent,
which was the second fastest growth rate since 2000 (HDB, 2018). Favour-
ably, the investment boost was large scaled and characterized all sectors of
the national economy except for the administrative and service supporting
sectors, the latter of which rather stagnated. The volume of investments has
grown in all other sectors and investments in education achieved the fastest
growth (67.1 percent), which — taking into consideration its long-term labour
market impact — is a highly positive phenomenon.

In 2017 the economic environment in total — especially the relatively dy-
namic economic growth and the unfavourable demographic trends — made
the labour market tight and employers faced growing recruitment challenges,
which resulted in the improvement of the bargaining position of employees
in several sectors.

LABOUR FORCE SUPPLY AND EMPLOYMENT

According to the results of the representative data collection of the Hungar-
ian Central Statistical Office (the Labour Force Survey, hereafter CSO LES)
in 2017 the annual average number of employed' reached 4 million 421 thou-
sand (Figure 1.), which represents a further significant increase of 1.6 percent
compared to the previous year. In the course of the year, however the pace of
the employment growth has continuously slowed down due to the shrinkage
of the labour force potential thus the annual growth was considerably below
the 3.4 percent increase of 2016.
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1 According to the definition of
the CSO LFS employed is a per-
son who worked at least one
hour during the reference week,
or was temporarily absent from
a job. Maternity leave means
temporary absence, however
in the current accounting
scheme only those persons are
classified as employees in this
group who effectively carry out
gainful activity in addition to
the use of maternity benefit -
independently from the fact of
whether or not they have a job.
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2 The target for 2020 is 75 per-
cent.

Figure 1: The number of employed persons
and the employment rate of age group 15-64,2010-2017
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Source: CSO, LFS.

In 2017 one of the sources of the supplementary labour force was the ‘addi-
tional’ age group remaining at the labour market due to the gradual increase
of the retirement age while the other source signified those individuals who
belong to the category of the labour force potential in a broader sense name-
ly the unemployed, the inactive who want to work and public workers. The
number of working pensioners and students also increased although this
growth was well below government expectations. The modifications on the
entitlement criteria of child-care benefits also contributed to the expansion
of the labour force by establishing a financial interest in an early return to
the labour market. The — pretty much insatiable — demand for additional la-
bour force represents though a greater and greater challenge in several fields
of the economy.

The question is — if this and the growing labour costs hinder the establish-
ment of new production capacities in Hungary and if it encourages — and if
so to what extent — the spread of new technologies substituting human labour.
In addition to the ‘traditional’ reasons for labour demand — which hits certain
fields especially hard - the increasing solvent demand as a consequence of the
dynamic real-value growth of wages in 2017 — also contributed to the need for
additional labour force potential (both in the commercial and service sectors).

Asaresult of the multiannual favourable trend the Hungarian employment
rate of the age group 20-64 (which was 66.7 percent in 2014) reached 73.3
percent in 2017* exceeding the EU average by 1.1 percentage points as pub-
lished by the Eurostat. The employment rate of males was 81 percent i.e. 3 per-
centage points higher, while the 65.7 percent employment rate of women was
0.8 lower than the EU28 average. As regards the employment rate — during
ashort decade — Hungary became a member of the middle-ranked countries
from a country lagging behind. This sharp increase, however — in addition to
the growing number of the employed - also had its origins in the shrinking
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number of the working age population which is the denominator of the em-
ployment rate and which thus explains the 0.8 percentage point improvement
from the 1.8 percentage point increase in 2017 compared to the previous year.

After the strong growth in the number of public workers over the past few
years — which contributed significantly to the improvement of the employ-
ment rate — their number stagnated in 2016 and - in accordance with the

government’s intention — has already decreased in 2017 (7zble 1).

Table 1: Evolution of the number of employed by certain important aspects

Number of employees

(thousand pers.) Change
2016 2017 thousand o ntage
persons
Total
Male 2,362.5 2,417.3 54.8 102.3
Female 1,989.1 2,004.1 14.9 100.7
Type given in the LFS
Primary labour market, domestic 4,014.3 41178 103.4 102.6
Public employment 220.9 194.0 -26.9 87.8
At foreign site 116.4 109.6 -6.8 94.2
Region
Budapest 840.3 845.3 5.0 100.6
Pest 565.6 578.0 124 102.2
Central Transdanubia 487.9 498.7 10.8 102.2
Western Transdanubia 457.0 469.6 12.6 102.8
Southern Transdanubia 370.7 369.3 -15 99.6
Northern Hungary 466.6 474.8 8.1 101.7
Northern Great Plain 613.9 631.1 17.2 102.8
Southern Great Plain 549.5 554.8 5.2 100.9
Status
Employed persons 3884.4 3964.4 80.1 102.1
Membe.r of business partnerships and co- 148.0 156.8 88 105.9
operatives
Self—emplgyed en_trepreneur, independent 319.3 300.2 191 940
and helping family member
Age group
15-24 301.1 302.6 1.5 100.5
25-39 1,569.4 1,550.8 -18.6 98.8
40-59 2,207.0 2,267.2 60.2 102.7
60+ 274.1 300.8 26.7 109.8

Source: CSO, LFS.

Besides this — at least among members of the households covered by the CSO
labour force survey — fewer persons worked abroad than in the previous year.
Therefore, the number of the employed in the domestic primary labour mar-
ket increased by 2.6 percent i.e. by 1 percentage point more than the total
number of the employed. The improvement of the employment rate of men
was more remarkable than that of women supposedly because the gradual in-
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3 Sinceits introduction in 2013
to the end of 2017 the benefit
was utilized by nearly 200 thou-
sand individuals, which means
that the female labour force po-
tential decreased annually by
30 thousand on average.

4 Information in the Hungari-
an labour force survey contains
information only regarding
those foreign-working indi-
viduals of whom - as of house-
hold members — the recorded
households provided data.
The number of those Hunga-
rians who work abroad but are
not covered by the labour force
survey cannot be taken into ac-
count additionally because the
adjusted population model - as
the framework of the weight-
ing of the LFS - could count
only with that part of foreign-
working Hungarians who are
revealed in administrative da-
tabases, i.e. the population that
should be used for multiplica-
tion could have been already
calculated into the number of
Hungarians working abroad.

crease of the retirement age affected the expansion of the female labour force
less intensively than men due to the early retirement opportunity exclusively
for women after 40 years of employment.® A sign of the slight increase of in-
country labour mobility is that the employment increased more intensively
in regions where the labour reserve was below average.

After the dynamic increase of the past years the number of foreign-working
Hungarians stagnated in 2016 and slightly decreased in 2017 (7zble 2).* Simi-
larly to the five years carlier household survey three-quarters of the foreign-
working population reported Austria or Germany as the country of work. The
majority of households of those working in Austria is situated in the coun-
ties at the Western border of Hungary and had frequently moved there from
another part of the country explicitly with the goal of working abroad. The
typical ‘cross-border commuter’ is a man, young or middle-aged with a vo-
cational or vocational secondary qualification and has a job in the industrial,
construction or possibly in the catering sector in the target country.

Table 2: The number of persons who reported a foreign workplace
in the labour force survey of the CSO by target country, 2017 (thousand persons)

United

Austria Germany Kingdom Other Total
Total 49.3 329 10.7 16.7 109.6
Gender
Male 36.7 26.1 7.4 13.0 83.2
Female 12.6 6.8 3.3 37 26.4
Age group
15-29 9.1 7.1 39 35 23.6
30-49 31.3 19.0 5.1 10.9 66.3
50-74 8.9 6.9 1.7 2.3 19.7
Highest qualification
At most primary 4.5 3.6 0.5 1.8 10.4
Secondary (wﬂhput secondary 216 174 26 59 167
school graduation)
Secondary (with secondary
school graduation, without 8.3 3.5 2.1 2.2 16.1
vocational qualification)
Secondary (with secondary
school graduation and voca- 8.8 5.9 2.0 4.3 20.9
tional qualification)
Tertiary 6.1 2.6 3.6 33 15.5
Sectoral classification of the
employer
Industry, construction 17.4 20.6 2.2 7.3 475
Commgrce, transportation, 9.4 48 25 33 201
logistics
Accommodation and catering 11.1 35 3.8 2.3 20.7
Other sectors 11.4 4.0 22 3.7 21.3

Source: CSO, LFS.
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The other data source on the number of foreign-working Hungarians are mi-
gration statistics published by the Eurostat and provide an additional per-
spective to the topic. In 2017 more than 300 thousand Hungarians between
the age of 15-64 (i.c. active aged from a labour market perspective) were re-
corded by the labour force surveys of different EU Member States (72b/e 3).>

Table 3: Number and employment rate of Hungarians
living in other EU Member States

2010 2016 2017
Number (thousand persons)
Born in Hungary but lives in another EU country, aged 15-64 145.2 323.7 339.3
Hungarian citizens aged 15-64 living in other EU countries 114.8 312.6 3211
Of which
- Aged 20-64 112.4 303.5 307.6
- Women 60.7 158.6 168.0
- With primary educational attainment 16.3 439 55.1
- With tertiary educational attainment 36.7 104.2 106.2
- Employed 90.7 2529 261.7
Employment rate (percent)
Hungarian citizens aged 20-64 living in other EU countries 74.0 80.5 80.5
Out of which
- Men 82.7 89.1 89.5
- Women 66.3 72.0 72.4
- With primary educational attainment 62.9 75.9 74.5
- With secondary educational attainment 73.2 80.1 80.8
- With tertiary educational attainment 79.0 81.0 82.6

Source: EU-LFS (Eurostat database).

In 2017 in contrast with the outcomes of the Hungarian survey indicating
the dominance of males among Hungarians working abroad the narrow ma-
jority of the foreign-working population were women according to the for-
cign surveys and, in addition the proportion of the highly-educated was even
higher than the Hungarian average. There were differences in the share by
target country too: 46 percent of Hungarian employees recorded in foreign
surveys worked in Germany, 22 percent in the United Kingdom while Aus-
tria with 15 percent was only the third target country.

89.5 percent of men at the age of 20-64 were in employment, which is
8.5 percent higher than the employment rate according to the records of the
Hungarian survey. Although the employment rate of women recorded in the
surveys of other EU countries was below that of men it exceeded significantly
the performance presented by the Hungarian LES of the CSO. Even more
interesting is the fact that while the outcomes of the LFS show that although
less than 54 percent of persons aged 20-64 with at least primary qualifica-
tion were employed this rate was 74.5 percent according to foreign surveys.

The majority of Hungarians living in another EU Member State changed
country of residence due to labour market reasons, therefore their employ-
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5 The overlap between the two
populations, namely those who
reported a foreign workplace in
CSO LSF and Hungarian citi-
zens in the registers of other EU
countries is only partial. A part
of the former group is in fact
daily commuter and therefore
do not fall under the scope
of the labour force surveys of
other EU countries. Another
part is those who, due to the
long distance, also have foreign
residence or are more challeng-
ing to reach than in general (for
example due to the reason of
community type housing or
because they do not speak the
language of the target coun-
try properly). Persons without
a Hungarian household rela-
tion or who moved abroad
with their families frequently
occur exclusively in the surveys
of other EU countries. This dif-
ference could be demonstrated
by the example of the United
Kingdom where the labour
survey of 2017 registered six
times more Hungarian workers
in the UK than the Hungarian
register.
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6 This problem however has
its roots probably not only in
the lack of nursery places. Ac-
cording to a supplementary
survey of the labour force sur-
vey of 2014, three-quarters of
women entitled to child-care
benefit wished to spend the en-
tire eligibility period at home
with their child by taking the
traditional view (consciously or
under circumstances) created
by the possibilities of the pre-
vious decades that it is the best
for the child if the mother pro-
vides them with personal care
at home until kindergarten-
age. This approach is the least
characteristic of women with
a tertiary qualification, whose
career development could be
hampered by the long-term
absence and for whom return-
ing to the previous job could
mean higher financial gain
than average.

ment rate is significantly higher in all important breakdowns than the do-
mestic one. According to foreign surveys the number of Hungarians working
abroad increased significantly by 30-50 thousand persons annually — from
a low basis — between 2010 and 2015. This increase was among the fastest
ones in the European Union. In 2016 labour emigration already declined
remarkably and has apparently stopped in 2017 although the decrease indi-
cated by the LFS of the Central Statistical Office in this segment is still not
demonstrable.

The European Commission in its country report of 2017 provided an over-
all picture on the Hungarian employment policy too (EC, 2018) and as well
as appreciating the improvements of labour market indicators also had some
critical remarks. These — among others — related to the disproportionately
low labour market participation of the low-skilled, women, the disabled and
the Roma although the employment of these groups also showed some im-
provement. Even in 2017 a significant part of Roma and low-skilled people
worked in public works, which was severely criticized by the European Com-
mission from the beginning especially due to its less effective and sometimes
even counter-productive nature in labour market integration.

Figure 2: Employment rate of men and women at age 20-64
by age group, 2017 (percent)
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The gender gap in employment of the age group of 20—64 was 15.3 percentage
pointsin 2017 - slightly exceeding the EU average. The EC report (2018) links
this phenomenon to the low participation rate of children under 3 in formal
child-care. As presented by the figure on the employment rate by age group
the employment rate of Hungarian women evolves in line with the employ-
ment rate of men only until their mid-twenties then in the period of child-
bearing age it lags significantly behind.® The employment rate of women in
their mid-forties reaches again the employment rate of men but the steep fall
due to retirement starts two-three years earlier than that of men. By main-
taining the current retirement rules the gender employment gap is not ex-
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pected to decrease even if more women with young children decide to spend
a shorter time on child-care leave than the maximum period.

Related to the gender employment gap the fact also has to be mentioned
that part-time employment among women is one of the lowest in the EU and
other forms of employment which could facilitate the reconciliation of work
and family life (e.g. teleworking, flexible working time and zero hours con-
tract) hardly exists. Although it is true that the proportion of women on shift
work is around, while the share of women working regularly or occasionally
Saturdays and Sundays is below, the EU average.

Labour market expansion affected all social groups unrelated to qualifica-
tion level though labour market chances of the less-educated (with a primary
qualification) are still considerably less favourable. In 2017 53.9 percent of
persons with a low level of education at age 20-64 were employed, which is
asignificant improvement compared to the 36.1 percent employment rate in
2010. Nevertheless, this value is still almost 20 percentage points below the
employment rate of persons with a secondary qualification. (In addition, the
public works programme has the strongest impact on the employment rate of
the lowest qualified. Without this, the increase of the employment rate com-
pared to 2010 would have been 4 percentage points less.) The employment
rate of persons with a higher than primary qualification exceeded, while that of
persons with maximum primary qualification lagged behind, the EU average.

The gender employment gap also depends on the qualification level. The gap
is the narrowest between men and women with the Baccalaureate. In addition,
in the first part of the period between 2010 and 2017 the employment rate of
women at this qualification level even exceeded the employment rate of men.
The gap is the widest in the population with at least a lower secondary quali-
fication, however the growth of the employment rate (compared to 2010) of
both genders was the most rapid at this education level. (Note, that the data
do not include public workers.) In 2017 more than 60 percent of men aged
20-64 (including public workers in total 64.7 percent) were in employment
while the employment rate of women was 38.9 percent (and 45.4 percent in-

cluding public workers).

LABOUR DEMAND AND LABOUR FORCE POTENTIAL

By the continuous decline of the domestic labour reserve and the hardly
changing numbers of Hungarians working abroad labour demand of the
economy has further increased in 2017. This — besides the expansion of the
production capacities as well as the housing and general construction boom
— was influenced by the long-time unseen increase of incomes (and the pro-
portionally growing consumption). According to the aggregated outcomes

of the Job Vacancy Survey’ of the CSO the non-profit and the public sec-

7 Besides the CSO-data collec-
tion based on common Europe-
an provisions, another data col-
lection exists with the purpose
of monitoring the evolution of
labour demand of the economy.
In reporting labour demand to
the National Employment Ser-
vice (as data collector), mainly
those employers have an inter-
est who wish to hire workforce
in a supported form (this, typi-
cally takes two-thirds of the
reports) or those who search
workers for low-qualified jobs
(and therefore see a chance to
find them among registered
job-seekers). As these two
observations indicate quite
different demand structures,
consistency between the two
neither in trends nor in vol-
ume necessarily exists. For
example, in the last month of
2017 the number of vacancies
in the register of the NES was
123.2 thousand which is highly
above the number estimated
by CSO. Although, while the
number of vacancies reported
at CSO continuously increased,
the number of vacancies in the
NESregister was 11 percentless
than in the same period of the
previous year.
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tor reported already 70 thousand job vacancies on annual average in 2017,
23 percent higher than in 2016. The number of current job vacancies or job
vacancies of the near future (for which employers have already taken steps
to fill - for example by advertisement) at business sector enterprises with at
least five employees was 43.1 thousand in the first quarter, 48.5 thousand in
the second quarter and already 53.6 thousand in the third and fourth quar-
ters of 2017 (Figure 3).

Figure 3: The number of job vacancies in the business sector
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In the fourth quarter of the previous year the number of job vacancies has
shown a nearly 36 percent surplus compared to the same period of the pre-
vious year, which also means that the number of job vacancies increased at
a similar pace than in the last year. In the last quarter of the past year 2.5
percent of the business sector jobs were unfilled. Compared to the number
of employees in certain sectors the number of job vacancies was the highest
in the administrative and service supporting sector (5.2 percent) followed
by the manufacturing sector (3.2 percent) and the I'T sector (3.1 percent). In
manufacturing — hiring the largest number of employees within the national
economy — the number of job vacancies reached nearly 22.3 thousand in the
4™ quarter of 2017, which means an increase of 49 percent compared to the
same period of the previous year.

In the past few years the number and proportion of unfilled jobs has con-
tinuously increased in Hungary but also in the EU as a whole. In the 4™ quar-
ter of 2017 2 out of 100 jobs was unfilled in the EU28 countries, however the
situation varies significantly among Member States. The proportion of unfilled
jobs is high in countries with a low unemployment rate while the number of
job vacancies is low in countries still facing post-crisis challenges. The high-
est proportion of job vacancies within the EU occurs in the Czech Republic
where 4.4 out of 100 jobs were unfilled in the 4* quarter of 2017. This was
followed by Belgium (3.4 percent), then Germany (2.8 percent) — which at
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the same time is the main target country of Hungarian migrant workers. In
Germany, this means almost one million unfilled jobs despite the fact that 1.5
million — partly economic — refugees arrived in the country presumably with

the purpose of work. At the opposite side of the scale stood Greece facing sta-
ble economic constraints and where only 0.1 percent of the jobs was unfilled

in the given period. The rate of unfilled jobs was 0.7 percent in Spain and 0.8

percent in Bulgaria and Portugal. Although the proportion of job vacancies

in Hungary was medium-high it was one of the two-three countries where

the number of unfilled positions showed the most intensive growth in 2017
(and in the previous year).

The extended definition of labour reserve includes the unemployed, the in-
active, who want to work, the underemployed and public workers. In 2017 all
of these categories — connecting to the labour market with various strengths —
were characterized by a decrease. Labour reserve in total (without the under-
employed) was slightly above a half million (7zb/e 4). In the event of strong
labour demand the underemployed are able to find a full-time job easier and
the ‘unemployed’ status could also be transformed easier to ‘employed’ There-
fore, the number of persons in these two categories has decreased signifi-
cantly. In the case of public workers, the change was the result of a targeted
governmental intervention while the number of those inactive who want to
work but in reality, do not carry out any job-search activity decreased only
to a smaller extent.

Table 4: Evolution of the number of the employed and the potential labour reserve,
2010-2017 (thousand persons)

Change
2010 2016 2017 2017 2017 2017/2016
Proportion of ~ Men and women
men and women total women
women (percent)  total (percent)
Employed total 3,732.4 43516 4,421.4 2,004.1 45.3 101.6
QOut of which:
- underemployed 59.2 50.6 40.4 24.1 59.8 79.8
- public worker 725 2209 1940  105.7 54.5 87.8
Unemployed 469.4 2346 1917 96.0 50.1 81.7
Out of inactive:
-wantstoworkbutisnot 455 g9 g 33 49.1 986
disposable
-wantstoworkandis 5508 1985 1206 639 53.0 939
disposable

Source: CSO LFS.

The underemployed — who work part-time due to the lack of an available full-
time job and also meet the criteria of disposability — are taken into account as
part of the labour reserve in the EU. In spite of the low number of part-time
workers in Hungary and the fact that it is not easy to find such a job, nearly
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one out of five part-time employees was underemployed according to the an-
swers provided in the LFS. The decision on working other than full-time is
usually influenced by a combination of factors, therefore it is not possible to
know what proportion of underemployed would accept a full-time job if of-
fered. Due to this reason and because the only option in this case were to be
the extension of their working time, this category may be ignored by the re-
cording of the labour reserve.

In 2017 the largest group within the labour reserve were public workers. In
line with the transformation of the unemployment benefit system and the ex-
pansion of public works schemes their number increased substantially between
2013 and 2015. In 2016 the increase slowed down but the number of public
workers still remained 223.5 thousand on an annual average — 15.3 thousand
more than in the previous year. However, in 2016 the government explicitly
expressed the intention to speed up the transition of public workers into the
primary labour market through administrative measures on the one hand and
establishing incentives (i.c. the widening of the gap between the minimum
wage and the public employment wage) on the other hand.

The reduction of the number of PWS participants has already started in
2017 (Figure 4) and in line with this the number of public workers decreased
by 40 thousand at an annual average compared to the previous year. (While
the number of those who reported themselves as public workers in the LES
decreased somewhat slighter.) Another change was that the number of public
workers was less cyclical in 2017. As labour demand has been continuously
growing the decreasing number of public works jobs did not influence un-
employment statistics.

Figure 4: Evolution of the number of public workers, 2013-2017 (thousand persons)
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Source: CSO monthly labour statistics.

Primarily those persons were able to leave public works who were better quali-
fied or lived in settlements with better transport links or more job opportu-
nities. The former aspect resulted in a further decrease of the (already low)
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average educational attainment of public workers and made it more and more
difficult to find the appropriate workforce for the more qualified positions
(e.g. site managers) within public works. As regards the importance of PWS
territorial differences remained significant: in counties (and small regions)
with a less favourable labour market situation its weight is still considerable
while in better situated areas PWS ensures work opportunity and an income
exceeding the amount of social benefit for those who — for some reason — can-
not find a job or could enter into a job after combating serious obstacles in
the primary labour market.

The most closely linked segment of the labour reserve is the unemployed ac-
cording to the definition of the ILO. Those, who although they do not work
and do not have a job from which they are temporary absent want to work
and take steps in order to find a job, and in the event that they find one, there
is no obstacle, which could hamper them to start working. Albeit the decrease
of unemployment started to follow employment growth with some delay after
the financial crisis it was quite intensive in recent years. In 2016 the number
of unemployed was half the number existing in 2013 while in 2017 the num-
ber of unemployed in the LFS was below 200 thousand — for the first time
in the history of the survey since 1992. At an annual average level 95.7 thou-
sand men and approximately the same number of women were unemployed.
Thus, the unemployment rate of men was 3.8 percent while that of women
4.6 percent. Thereby the Hungarian unemployment rate became among the
four lowest ones of the EU.

The growing labour demand could shorten the period between the job
loss and the replacement. In Hungary, a further incentive is that the eli-
gibility period of the insurance-based unemployment benefit is unprec-
edentedly short in the EU. In 2017 the average length of the unemploy-
ment period became 2 months shorter however the average length is still
equal to 16.4 months and 42.6 percent of the unemployed are long-term
unemployed (Figure 5).}

Figure 5: Proportion of long-term unemployed and average length of unemployment
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8 In the past ten years the
long-term unemployment rate
has never been so low except
for 2009 when — due to the
mass-influx into the unemploy-
ment register as a consequence
of the economic crisis — the
number of newly registered
unemployed became suddenly
extraordinarily high.
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Another important information source on the number of unemployed is
the administrative register of job-seekers. A certain section of the unem-
ployed do not search for a job effectively (however through the registration
the client declares that he/she is ready to accept a job opportunity offered
by the labour office), therefore do not fall under the unemployed category
according to the labour force survey based on the ILO definition. Further-
more, another smaller element of jobseckers carries out some kind of gain-
ful activity and therefore is considered to be employed. The number of reg-
istered job-seckers — in addition to the labour market situation - is highly
influenced by the national characteristics of the benefit system. Therefore
this definition is clearly not suitable for international comparison but is es-
sential to gain exact knowledge for the understanding of the domestic la-
bour market situation. In 2017 the number of registered job seckers further
decreased but the change was more moderate than the decrease of the un-
employed according to the ILO definition — the reason behind this is prob-
ably that a significant element of public workers switch regularly between
registered job-secker and public worker categories. The annual average num-
ber of registered job-seckers was 283 thousand from which 29.6 thousand
were career-starters. (The number of job-seekers was 313.8 thousand in the
previous year.) The proportion of those registered job-seckers who are not
eligible for any kind of benefit decreased (to 46.8 percent in 2017 from 49
percent in 2016) while the proportion of those eligible for a limited period
of unemployment benefit (unemployment assistance) remained more or less
unchanged in the previous years.

In past years a part of those inactive who are capable and also would like to
work were ‘absorbed’ by the public work system, therefore only slightly more
than 120 thousand persons belonged to this category in 2017. The reasons
why individuals who would like to work yet do not search for a job are various.
The answer chosen by the majority of persons was that they did not expect
the job search to be successful. This reason was mentioned by 47.5 percent of
men and 35.2 percent of women which — even by growing labour demand -
could be a real fear in the case of those having less favourable labour market
characteristics than average. This was followed (by 17.5 and 12 percent) by
the answer ‘waiting for the recall of the former workplace’ which in most cas-
es probably was the expression of the intention to re-enter into public work.
In the case of women ‘caring responsibilities’ was an equally serious reason,
while in the case of men the share of answers was more or less equal among
the further options given in advance. Beside the structural mismatch between
labour demand and supply, there were significant geographical differences in
the distribution of job vacancies and the labour reserve in the broader sense

in 2017 (Figure 6).
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Figure 6: The Proportion of job vacancies and the labour reserve” by regions, 2017
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" Labour reserve — in addition to the unemployed and the inactive who want to work -
also includes public workers. Annual average data, 2017.
Source: CSO LFS, and CSO job vacancy statistics.

EARNINGS

The significant, 6 percent growth of real wages in 2016 was followed by a fur-
ther 13 percent wage increase in 2017. The direct and indirect effects of the
government measures as well as the favourable economic trends and the grow-
ing competition for labour force all contributed to the fastest wage growth
of the past decade. The 15 percent increase of the minimum wage and the 25
percent increase of the guaranteed wage minimum were the most powerful
government measures in their effect. Wages in the lower wage segments of
the business sector were directly influenced by the minimum wage increase
while in higher wage segments it contributed to the increase through the de-
mand on retaining the former wage proportions. The consequences of the
drastic increase of the minimum wage were controversial in the public sector.

The wage increase was realized in the earnings of the lowest earners at the
bottom of the public-sector wage grid — typically in positions with a voca-
tional qualification requirement (and therefore with an eligibility for the
guaranteed wage minimum of 161 thousand HUF). Institutions with a lack
of resources however, created the margin of the wage increase by cutting back
different wage supplements and benefits thus the increase of the basic salary
did not necessarily mean a similar increase in earnings at the same time. An-
other negative consequence of the minimum wage increase was that it pre-
vailed over the salary items in the career system (where wages depend on the
length of seniority) causing overlaps among certain items. This impact was
especially strong in the case of salary items of jobs with secondary qualifica-
tion requirements. A further increase of the minimum wage is among the
plans of the government.’

The increasing minimum wage caused difficulties for less efficient companies
or companies hiring employees with lower additional value producing capac-
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10 In 2017 the public employ-
ment wage increased to 81,530
HUF from 79,155 HUF (valid
in 2015 and 2016) while the
guaranteed wage minimum
increased to 106,555 HUF from
101,480 HUF. The wage of site
managers — slightly above the
general public employment
wage — increased by a similar
proportion.

11 From 2017 the former rates
(10 percent up to 500 million
HUF of the positive tax base
and 19 percent above 500 mil-
lion HUF) were modified uni-
formly to 9 percent regardless
of threshold.

ity because they have to put up financial resources for the growing labour costs.
If they fail employees could only be hired in public work (with a salary more
and more below the minimum wage) which system — even if in decreasing
volume — the government counts upon over the long-term. In addition, this
phenomenon could speed up the terminating of companies with a low level
of profit which ones, however are important from a local community perspec-
tive (such as shops in small settlements — of which more closed down in 2017
than in previous years). Due to the further increased labour demand the mini-
mum wage growth did not have a considerable crowding-out effect in 2017.
Besides the increase of the minimum wage the selective wage re-arrangement
of public sector employees also continued, although there are still areas where
wages have been unchanged for almost a decade. In 2017 the evolution of the
number of public workers did not substantially influence the pace of salary
growth (without public workers the growth rate was 0.4 percentage points
lower because the number of PWs participants stagnated and their wage also
remained unchanged). In 2017 however, there was a 20 percent decrease in
the number of PW participants leading to a ‘surplus’ of 1.2 percentage points
in the growth rate of wages. This decrease contributed to the wage dynamics
of the public sector — where 90 percent of public workers are hired — by 2.9
percentage points. The growth rate of the wage increase of public sector em-
ployees — without public workers — exceeded the growth rate in the business
sector only by 1.6 percentage points (and within the regular salary part only
by 0.2 percentage points). There was a modest increase in the public employ-
ment wage in 2017 too however its proportion compared to the minimum
wage decreased even more significantly than in the previous years (Figure 7).

Figure 7: Growth rate of gross salaries (2013 = 100 percent)

150

140

- 130 == Public workers’ wage

8 c==3 Minimal wage

[<5)

120 == Public sector without public work

Public sector
110

100

2013
Source: Monthly labour report.

2014 2015 2016 2017

The additional financial source for the wage increases was ensured by the de-
crease of employers’ labour costs (i.c. social contribution tax rate decreased
from 27 to 22 percent) and the cutback and unification!" of the corporate tax
rate which is only linked indirectly to labour costs. (This latter however had
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only a limited effect on the expenditure savings of small and medium sized
enterprises.) Another modification in the taxation system also contributed to
the financial viability of the wage increase which, originally did not serve this
goal. In 2017 the reduction of the VAT on certain food products was followed
by a similar decrease in catering but its impact was not reflected in catering
prices. This phenomenon was mostly explained by the wage growth (as a reac-
tion on the growing minimum wage as well as the intensifying competition
environment). Although the reduction is able to counterbalance the deterio-
ration of competitiveness as a consequence of the dynamic wage increase in
the short-term, the impact of this measure is only limited."

The interim statistics on wages'” in the business sector cover companies with
at least five employees, which in total hired 2.08 million persons in 2017.'
The growth rate of gross salaries was 11.6 percent overall. Within the earn-
ings of blue-collar workers they increased by 14.9 percent to 221,3 thousand
HUF and of white-collar workers increased by 8.6 percent to 444,7 thousand
HUE. The unusually considerable difference between the wage dynamics of
the two basic groups (moreover in favour of blue-collar workers) originat-
ed partially in the increase of the minimum wage and the guaranteed wage
minimum. The wage increase was also connected to the fact that employees
of the nearly 200 state-owned enterprises received a wage increase of 13-14
percent as a first step of the triannual agreement on wage development. Such
large companies as the National Railway Company (MAV), the Hungarian
Post, the Volan (national bus company) or regional water providers were also
among the enterprises concerned by the agreement. The growing bargaining
power of employees is indicated by the fact that the number of strikes with
the aim of enforcing wage demands also increased. (Although the number of
such actions still remained low.)

In 2017 the highest-level wage increase among business sector-dominated
sectors of the national economy was taking place in real-estate and water and
waste management (17.6 and 15 percent). The other considerable growth of
earnings ensued in the accommodation and food service sectors (14.2 percent).
In this growth — besides the increase of the minimum wage — the intention
of tackling labour force problems of the sector also played an important role.

Administration and service activities sectors were characterized by an in-
crease above average (14.3 percent). The rate of the wage growth was around
average in the most important sectors from a labour market perspective; such
as manufacturing, commerce and repair of vehicles and motorcycles, however
there were significant differences at sectoral or company level. In the commer-
cial sector employees of foreign-owned chains (Lidl, Aldi, Auchan and partly
Tesco as a result of enforcements in strikes) were provided a salary well-above
average. At the same time, smaller companies even faced difficulties to ensure
the financial source for the increased wage minimum. Conversely, the increase
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the social contribution rate the
hourly labour costincreased by
10 percent in 2017.

13 The data of micro enterpris-
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once a year, therefore this data
becomes available only at the
end of 2018.

14 From 2018 the continuously
up-dated register of the NTA
provides the framework for the
weighting of the interim insti-
tutional labour data collection.
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above is already based on the
same method.
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15 Intellectual occupations
are strongly overrepresented
in both sectors of the national
economy, which partly explains
the high average wage.

remained well below-average in the information and communication sector
(6.5 percent) and in financial and insurance activities sector (8.2 percent) in
those two sectors of the national economy where average wages are excep-
tionally high (510.7 thousand HUF and 561.6 thousand HUF monthly)."

In 2017 the subsistence of more than one-fifth of employees (including pub-
lic workers) was ensured by the public sector. Thus, government measures af-
fecting the wage of public sector employees strongly influence the rate of the
wage increase in the national economy as a whole. Taking into consideration
that three out of four public sector employees are women this influence is even
stronger on the wage position of women. An overall wage arrangement with
acommon approach was not carried out although there were smaller measures
in all the three sectors of the national economy - all of them characterized by
the dominance of public bodies — which through their carry-over or current
year effect contributed to the increasing rate of the wage growth.

Therefore, there are certain fields in the same sectors of the national econo-
my where considerable wage development had been carried out in the last pe-
riod and others, where salaries did not change at all. Above all, this is typical
for public administration, defence and compulsory social insurance sectors.
Here, as part of the agreement on the 50 percent wage increase until 2018
police and defence officers were provided with an increase of 5 percent from
1* July and, in addition those employees who were previously not subject to
wage re-arrangement also received an additional allowance. As from 1* Janu-
ary 2017 earnings of the employees of the National Tax and Customs Office
(NAV) increased by a further 5 percent while the wages of the employees of
county and capital level government offices increased too. The decision on
the average annual wage increase of 5 percent of judicial employees between
2016 and 2018 was also approved. Thus, salaries of employees in the public
administration, defence and compulsory social insurance sectors increased in
total by 14 percent compared to the previous year.

The most important factor of the 8.8 percent wage increase of educational
employees was the multiannual wage arrangement of lecturers and research-
ers in higher education which commenced in the Autumn of 2016. Besides
this, in line with the life-career model of pedagogues in public education
introduced in 2013 an average increase of 3.5 percent was also foreseen to
2017. The wage arrangement linked to the life-career model follows a typical
pattern: a significant part of the wage increase concentrates on the first year
while in the following years smaller increases are divided proportionally. The
disadvantage of this system is, that once the wage arrangement process termi-
nates the significant impact of the first-year wage increase is hardly noticeable
anymore — as was also underlined by the reactions of the pedagogue society.

In 2016 and 2017 wage correction measures targeted primary health and
social care sector employees. After several smaller corrections, the wage ar-
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rangement started in the second half of 2016 and therefore — as a basis val-
ue — also influenced the wage increase. As from November 2017 the wage
of medical specialists and hospital-pharmacists rose by 100 thousand HUF
while colleagues without a specialist exam were eligible for a wage increase
of 50 thousand HUF. Besides this, the earnings of health care professionals
increased by 12 percent on average. The arrangement also abolished several
smaller anomalies in certain grades (e.g. kindergarten teachers with a ter-
tiary qualification came under the wage category of pedagogues). For a sig-
nificant element of social sector employees, the wage arrangement however
solely meant that their wage was increased to the amount of the guaranteed
wage minimum.

The gross average salary of employees in the human health sector — without
public workers — exceeded the wage level of the previous year by 17.4 percent,
while the increase in the social care sector was 20.5 percent. From January 2017
20 thousand employees of the cultural sector were also provided with a wage
increase of 15 percent on average, however in most cases this only achieved
the amount of the wage minimum guaranteed by law.

The evolution of the gross salary of public sector employees in the most im-
portant sectors is illustrated by Figure 8.

Figure 8: The evolution of gross earnings in the public sector in the most important
sectors of the national economy (without public workers, thousand HUF)
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In 2017 the wage of employees in the non-profit sector — which role in terms
of employment capacity remains below the two other sectors — increased by
10.6 percent compared to the previous year. (The data do not include public
workers.) Employees of public institutions and non-profit organizations ful-
filling state-delegated tasks whose salary decreased as a result of the changes
of personal income and social contribution taxation in 2011 and 2012 are
cligible to request a compensation payment (which is not included into the
salary). As a result of further wage corrections and the change of the labour
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16 According to the Hungarian
definitional framework work
income means wage and other
work income together which
equals to the definition agreed
in international practice.

force the number of employees eligible for compensation decreased from nearly
400 thousand in 2012 to approximately 100 thousand in 2017. The monthly
average amount of the compensation was 8,700 HUE.

Besides wages other work income forms part of the employees earnings too.
Its main form is the so-called fringe benefits — in Hungary usually referred
as cafeteria.’® In 2017 no major change was carried out in the rules on cafe-
teria benefits and the upper limits of the preferential taxation also remained
unchanged. (200 thousand HUF/year for public sector employees and 450
thousand HUF /year for employees at other types of employers.) Based on
this, employers did not have an interest in the rearrangement of its propor-
tion within work income. This, and the fact that in some cases the source of
the minimum wage increase was realized by cutting back cafeteria benefits at
the same time resulted in the situation that the 7.6 percent growth rate of the
other work income remained well below the level of the wage increase. This
means that the proportion of other work income decreased within the total
work income. The annual average of other work income of full-time employ-
ces was 186 thousand HUF in the business sector and 178 thousand HUF in
the public sector, however there are large differences behind the average even
in the case of employers in the same economic sector.

The amount of the net earnings depends on the current legislation on taxes
and contributions. In 2017 the sole change influencing net salary substan-
tially was that tax credit after two children further increased: parents rais-
ing two children could deduct their monthly tax-base by 100,000 HUF per
child instead of 83,300 HUF per child in the previous year. Tax credits of par-
ents with one and three or more children remained unchanged: parents rais-
ing one child could diminish their tax base by a monthly amount of 66,670
HUF while with three and more children by 220,000 HUF per child. 7able
5 presents the evolution of net and real earnings taking into account the fam-
ily tax credit in 2017.

Table 5: Net and real earnings calculated with the family tax relief, 2017

Calculated net Net earning Real earning ~ Share of employees
Number of dependent earnings/person by household
ohidren mongth/FHUF) ! change comparet o 2016 (gercentage)
0 child 193,659 12.6 10.0 54.1
1 child 201,999 12.8 10.2 22.4
2 children 230,815 13.7 11.1 17.1
3 children or more 249,235 117 9.0 6.4
National economy total 205,431 12.8 10.1 100.0

Source: Monthly employment report and micro simulation model with the use of the
data of Household Budget and Life Circumstances Survey.

The growth rate of the net average wage without family tax credit was 12.9
percent — corresponding to the increase of the gross wage — therefore average
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net earnings in the national economy (without public workers) equalled 206,7
thousand HUF. Besides the 2.4 percent increase of the consumer price index
the real value of salaries was 10.3 percent higher than in the previous year.

References

HDB (2018): Periscope. Hungarian Development Bank, Budapest, July.
EC (2018): Country report — Hungary, 2018. March, 2018, European Commission. Brus-
sels, 2018.3.7.SWD(2018) 215 final.

39



