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This publication, theCompetitivenes¥ earbookd n mreliés on the latest data and survey reports to present the position of Hungary, on the
basis of 7Zompetitivenessndices and factors, in comparison to neighbouring competitor countries and Germany (one of the key migration
target countries for the popattion of this region), and the average of the European Union; it illustrates and assesses the direction and extent of
changes that haveccurredin the last 810 yearsOn the other hand, this retrospective observation also gives a more accurate pictvreod
progress in the economy could be made, and where our lag increased against other countries, especially as a conseqeetit&or s

volume does noattempt to present all indices and factors that impact competitivendssyange of indicesan be expanded by additional ones,

and our analysis is limited to the presentation of indices that we found to be most of the essence

General economic development figures express the level of development of the economy and the quality of life, whlsb barregarded as

synthetic competitiveness indiceBhese are important elements of the longer term competitiveness potential of soéidtitional indices look

at the supply side of competitiveness by examining the business environment, educatiastructure, research and development, and the
innovation environment! LJ- NI 2F GKS RIGF A& olFladaSR 2y KIFINRX adGraAradAaort AyT:
subjective assessmerttlowever, investor decisions are often basedodzOK o &d2 Fi.é AYTF2NX I GA2Y

A certain part of the indicatorsanalysed in this volume are also featuredcompetitivenesgeports known around the world, and several of
those are also used as a source by this stidg primarily relied on two such reportshe IMD World Competitiveness Yearboakd the WEF
Global Competitiveness Report publisheader the Global Competitiveness Program of the second World Economic Fbluwever, these
reports give only a general answer to some important competitiveness related questiorasidein the Hungarian economy, and their approach
(wide range of interviews with experts) contains largely subjective evaluatitmsever, they masvely complement more objective statistical
data, so that they provide an indispensible data source

In this volume, we have compared the competitiveness indices of Hungary with the slightly more developed competitors éQuelat) R
Slovenia), and thenes that are on the same level (Poland, Slovakia, Romé#rigajmportant to note that, with regard to a number of indiors,
Romania lags behind other CentishstEuropean countries featured in this study, however, it belongs more to the grouesé tountries than
the group of Croatia or Bulgaria that show a significant disadvantage, which is due to the performance shown by Roneslaist fiewhyears.
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Competitiveness$s a status marker of the economy that covers a much more complex conceptftih@axample economic growthWhile the

latter can simply be expressed with the GDP in@ex thefigure measuring the gross domestic produathmpetitiveness can bdefined as a
multi-dimensional ingcator only. The two concepts are different from each other in this regard, but they are also insepa&bieely, no

economic growth can be achieved withocbmpetitiveness and stabile and sustainable economic growth t@none of the elements of
competitivenessg with particular regard to attracting capitaNo economy of a competitive nation state is feasible without competitive
stakeholdersHungary suffers from very substantial competitive disadvantage tod@iie soltion of this problem is ever more pressing as the
f1rO01 2F F 1jdzAOl YR STFFSOUALBS AYGSNBSyGA2y YlIe& fSIR (G2 |dzy3l NBQa

This volume does not wish to give political or economic policy advice, on espeaigigstefor an upswingdt only attemptsto present the
strengths and weaknesses of the Hungarian econotingough the comparison of approximately seventy economic and social var;jainieé$o
examine theirchangesover the last yearsResults can be attained by both developing gieengthsfurther and byresolvingbottlenecks, while
any change will obviously also have general political and economic policy requirements

The three bets known and most quotedmpetitiveness rakings andgporting indices are published by théorld Economic ForunfWEF)IMD
(International Institute for Management Developmentand theWorld Bankeach yearHungary showed a somewhat uneven performance in
these rankings in the last 10 yeahs the WEF raking we slid down 25 positions over 10 yeatamong 140 countries) and stood at position 63

in 2015; weslipped 13 positiongfrom 61 countries)n the IMD rankingbetween 2006 and 2015, and stood at position W8jle we managed

to make a 6position progress in the World Bank rankin@.89 countries) to position 54. Looking at the competitor countries, the Czech Republic
and Poland are well ahead of us in M#=Fand IMD rankings, while we are in the same group with Slovakia, Slovenia and Romania.iiv2015
have overtaken only Slovakia in the first, and Romania in the second raltkihg World Bank ranking, we were the last among the countries
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examined here in 201%vith Romania, Slovenia and the Czech Republic holding a small advantage over us, atidafbl&lovakia holding
substantial advantages

When comparing the 6 countries of the region, Hungary ranked first in 5 cases, second in 4 cases, third in 15 cased, faasls, fifth in 15
cases, and sixth in 12 cases on the basis of 85 indickgled in this analysis of the latest available d@&@13, 2014r 2015) which results in
anaverage rankingf 4.0 (weighted averageln comparison to the basis year included in thearboolusually different for eacindicator), we
progressed irthe regional ranking in 20% of the indices (in some of those we were already raking among the first), our position didget ch
for 35% (we were originally last at several cases), and our ranking deteriorated at 44% of the indices against the vegigaal a

From among European Union Member Staté8), the comparison of competitiveness indicpaces us at the 20th or lower position for 36
indices, we rank 1A9th positions at 23 cases, and we are at one of the first 9 positions at 9 indices, whiltth ne araverage ranking of 18.6
The best position we hold in an European context is a 3rd raking fatehsity of the public road networkWe are in the first quartile of all
EU28 countries for the density of the railroad network, the time and nunsbeps required to establish a new business, the rate of-tegh in
processing industrial exports, and the rate of dependehtywever, we rank last for many indic@$ieageing of society is the biggest problem
in Hungary business executivesay that we have théowest level of foreign language skillshe operation of SMEs is the least efficienthe
innovation capacity of businesses is the weakggalue chains are missing in Hungahe most; while therelative rate of mobile broadband
subscriptions is also lowest in Hungargnd we have thénighest VAT rateWe are also amongst the last three in terms of per capita public
spending on education; the quality of mathematical and scientific educatwenefficiency of competitiveness regulatis; and the quality of the
health care infrastructur¢according tdusiness executives

Thecompetitive position of Hungary has deteriorated against regional and European benchmavies the last 8.0 yearspoth in terms of the

value of indices, andhe ranks that the country ha$he global and consequent European credit crisis and its impacts, and partly economic policy
decisions and their consequences are in the background of this deteriordi@composite position d?oland which was the least impacted

by the crisis and has introduced the biggest number of reformproved for its total rankings and the main competitiveness indices (81% of
the indices examined show improvementNext toPoland, it was Romania that couldpmve its competitiveness substantially (even though

the basis was much lower); Slovakia and the Czech Republic saw minor drops in a regional context. Slovenia was aféectedibgribis the

worst, and they had to see a massive drop in competitigsne
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The three most quoted competitiveness rankings
and their supporting sets of indices are published

1 CHARTCompetitiveness rankings each year by the Wor_ld Economic For(WiEF)|MD
(International Institute for Management
2006:2015(lower values are bettqr _ _ Development), and the World Bankhe first o
WEF IMD WB Doing Business look at countries from a wider perspectiymacro
0 o o o o 0 GKAETS 0KS &2AX RI . lididoksf S a a ¢
more at the possibilities to establish and do
10 10 1o 10 business, the legislative environment of enterprises,
10 o . relevant resolutions and the business environment
20 20 in general
30 30
30 30 20 20 Hungary has shown uneven performance in these

a0 rakings over the lastOyears On the WEF list (140
countries) we dropped 25 positions over 10 years to

40
40

30 50 50 rank 63 in 2015; on the IMD list (61 countries) we
30 & o slipped 13 positions to rank 48 between 2086d
2015 while we could inch up 6 positions on the
50 o 0 World Bank list to position 54 (amg 189
countries).
70 80 80
30 On the WEFand IMD lists the Czech Republic and
50 90 90 Poland were well ahead of us in 2Q1#hile we are
in the same group with Slovakia, Slovenia and
90 90 60 60 100 100

RomaniaWe are ahead of Slovakia on the first, and
..... HU PL DE cZ S SK RO of Romania on the second listve werethe last
among the countries examined here on the World
Bank list in 2015

SOURCHMD, WEF, World Bank



2. CHARTChangesan realGDP RealGDPshows changes in the economic output of
the country in the given year at comparative prices

20062015 (2006=100 ’ : :
( ) thus allowing a comparison across countries

140 The slowdown in economic growth or a downturn
136,9 was characteristic for all countries (eytefor
Poland) in 2009Polandcould avoid the downturn
130 130,2 due to its substantial internal market and the
consequent lower level of exposure itternational
s markets as compared to other countrieSlovakia
120 o and Romania turned to an upward trajectory after
200 and 2010 respectively; while another
1129 downturn happened in the Czech Republic, Slovenia
110 1107 and Hungary 2012, which continued to erode the
%EE economy further also in 2013 in the first two
_/ lqE countries Hungary reached the real GDP level of
100 before the crisis irf015¢ much later than the other

countries analysed here, except for Slovenide
could grow by a little less than 3.6% against the
90 figure of 2006 thus showing the worst performance
in the region; and we have a substantial lag against
Poland, Slovakia dRomaniawhich started from a
80 lower basis as we did

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

— 28 —— CZ DE HU PL RO 51 SK

SOURCIHurostaf COMMEN:T2015 Forecast by th&umopean Commissian

Ranking of Hungary in th&U(2015) 20/28.
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3. CHARTPercapita GDPat purchase power parity The most widespread index for economic
development is the pecapitaGDPwhich shows, on

2yS KFyRX (KS SO02y2YeQa 2dzi
hand, the total impact of changes in the number of
population

EU3B=100

Calculated at purchase power parity, the peapita
GDP reached 62% of the EU28 average in Hungary
in 2006 which increased to 65% of the then average
by 2010, and then t®8% of the average of 2014
With this, we could reduce our lag mildly (by 2
percentage points) against the Czech Republic, and
substantially (by 9percentage points) against
Slovenia.Used as the reference value, Germany
started from a much higher basis, but moved away
slightly bothfrom us and the EU averag8lovakia
started from the same basis as we did, and they
approached the EU average by 15 percentage points
due to their performance betwee8006 and 2010
This means that they are 9 percentage points ahead
of us while Poland cold eliminate its backlog of 12
percentage points against Hungary between 2006
and 2014 Meanwhile Romania grew from 38% to
55% of the EU average

Sl SK HU PL
2006 = 2010 = 2014

SOURCIHEurostat
Ranking of Hungary in the E(2014) 18/28.
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4. CHARTHumandevelopment index(HDI)

point

1,0

0,9

0,8

0,7
PL SK| HU

m 2014 e 2011 o 2008

SOURCHHuman Development Report UN

Ranking of Hungary in the E(2014) 24 /28.

2"Human Development Report 2018/ork for Human Development"
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Thehuman development indexis often seen as an
alternative to the gross domestic produespecially

that it has a wider interpretation of human welfare

than the concept of the GDFPhis index igenerated

as the simple average of three indicésK S of 2y 33
KSIHtakKe tAFSe GFNBSG Aa |
expectancy at birtheducation is expressed through

the rate of adult literacy and the proportion of

people with different degrees in the populatip

GKAES oaf AGAYy3 adl yRIFNRaé¢ I N
capita gross domestic product at purchase power

parity.?

All'in all, the HDI ranking of Hungary deteriorated by
one notch(rank 43 among 182 countries 2008
rank 44among188 countries ir2014), while we are
also one position down in comparison to countries
in the region TheHDIimproved for all countries of
the region but Romania between 2008 and 2014
mostly in Polandhat overtook both Hungary and
Slovakia over 5 years



Life expectancy at birthis an importanindicatorfor

) the level of development of society. This increased
5. CHAR'Life expectancy by 1-1.5 years in the countries analysed here
2014 geary between 2008 and 2014. Life expectancy is 80.9
years in Germany, while Slovenia has the highest life
expectancy in the region (80.4 years), followed by
the Czech Republic (78.6 years), Poland (77.4 years),
Slovakia (76.3 years), Hungary (75.2 years) and
finally Romania (74.7 years).

However, the level of economic development and
the number of years lived in good health do not
necessarily correlateLike n Romania, people in
Hungary live 66.3 years in good health on average
(2014), Slovaks, Poles, Czech and Slovenes live 1, 1.6,
2.4 and 4 years longer respectivelyherefore the
role of healthy lifestyles and health care services
becomes increasingly imptant also in Hungary
The deterioration of the economic situation,
increased stress (fear from unemployment,
chronically low income, increasing social disparities)
have a stronger impact in Hungary than in the other
analysed countriesContinuous cuts inhie health
DE Si CZ PL SK HU RO care budget have also had a negative impact, while
- these are leveraged by increasingfomding from
93Sal aSaA LINRBoOoftSYL 111 ¢ the population and this is primarily whatstill

secures the functionality of the health care system

m93Sal aS306Sy @t NKIGs St ¢

SOURCHuman Development Report UN

Ranking of Hungary in the E(2014) 24/28.
Life expectancy at birtlis an importanindicatorfor the level of development of society.
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6. CHARTRate of dependency The rate of sustenance, also known as the
Rate of the total number of younger than 15 and older than 65 year olds adhost between 15 and dependency rateshows the rat(_e of childrer0-14

64 years of agé) y.o.a) and elderly(aged65+)against the number of
population aged between 15 and 6Zhe rate of
persons younger than 15 y.o.a. is less of a problem
for decisionrmakers in Europe; the real challenge for
state households is the ageing of sociefyhe
process of ageing has an impact on this réte the
size of working age population decreases, the
number of elderly grows who need to be sustained
This means that thdependency rate is increasing

EU28

PL 48  CZ Thedependency rate grewn all countries analysed

here except for Germany, as did also for the EU
averagebetween 2008 and 2014WestEuropean
countries increase the EU average substantibliff
of the population of Eurpe is sustained in 201Zhe
situation is somewhat better in the Member States
Si of the region:The rate of dependency is 48% in the
Czech Republig}7-47%in Hungary and Slovenia
46%in Romania42%n Polandand the best rate of
HU 41%is found in Slovaki& heindicatordeteriorated
the most in the Czech Republic (by 8 percentage
—2008 2014 points) over six yearsvhile the rate of increase was

SOURCHEuUromonitor International 2 percentage points for Hungary

Ranking of Hungary in the E(2014) 5/26.

FRI H , .
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7. CHARTAgeing society The rate of the elderly will increase sharply, while
the rate of working age populatiowill decrease
substantially in European Union Member States in
the next decadelt is a tremendous achievement
that people live longer todgyhowever, the ageing
of society is a serious burden on economies and
welfare systems of EuropeThis demographic
change can be described as one of the biggest
challenges that the EU is facinGhanges in the
length of life of the population do and will have an
impact on pensions, on loAgrm care and support,
education and unemployment benefits

O=impediment to economic development0=ro impediment to economic development

10

[HE
o

All in all, the ageig of society has different impacts
on the various countriesAccording to a survey
performed byIMD with business executiveis the
region, the ageing of society is the biggest
impediment to the development of the economy in
Hungary from among thesecountries in 2015

oAt
However, Slovakia, Poland, Slovenia and Romania

CZ EU28 SK PL DE Si RO | HU are also in a more disadvantaged position than the

EU average.Czech position of all countries

2015 e 2012 o 2009 examined, and the average of the EU have
deteriorated since 2009; but the most obvious

SOURCHMD WCY Executive Opinion Surveyte: EU28without Cyprusand Mdta. deterioration happened in Romania, we assume that
the reason might be the volume and speeding up of

Ranking of Hungary in the E{2015) 26/26. emigration of younger working age generations.

O FRP N WP OUILO N 0O
O FRP N WP OUILO N 0O
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The rate of unemployment worsened in all countries
in the region after the economic crisithe rate of
8. CHARUnemployment rate the number of unemployed and the working age
% population), and then it could level out to some
extent (except for Slovenia that saw an increpde
35 35 Hungary, the rate of unemployment increased from
o 7.8% in 2008 to 11% in 2011, and then dropped to
30 30 7.7% in 2014 mainly due to a development in the
public work program, employment abroad and, to
Py a lesser extent, the ability of thecompetitive
25 25 market to absorb some workforce Net of the
effects of the public work program, this rate might
20 be around 10%and it would be at 15% if we also
deducted the impact oemployment abroad (after
15 2010)on a comparative basiShe unemployment
rate of the EU28 increased from 6.5% to 10.4% over
six years
10 Thelong-term unemployment rate which moved in
the same direction as the unemployment rate in
5 countries examinedrepresents the proportion of
people out of work for a longer term of minimum 12
months Thisgrew from 3.7% to 4.9% between 2008
= and 2014 (despite public work)which is still a
better rate than what Slovakia or Slovenia have
Youth unemployment is a sere problem both

20

15

RO I W ¢
S| I
HU I
CZIIEE °

EU28 I
DE I ¢
o

EU28 I D
S| IO N
NN o=
HU I o
RO I ¢
CZ K Ne
DE 1IN ¢
SK I

EU28 IS
S| Kl
HU I
PL I
RO D
CZ D
DE IHe
SK I

TELJES TARTOS 25 EV ALATT economically and socially, and the economic crisis
E 2014 e 2011 e 2008 has worsened the situation that was never quite
positivein the first placeThe rate of unemployment
SOURCIHurostat, OECD Main Economic Indicators for younger than 25 years of age was the highest in
Ranking of Hungary in the E(2014) 10/26,18/26,8./26. Slovakia and Poland with 29% and/&8espectively

in 2014, while it was 18% in Hungary
EﬁR i\ G“' GKI Gazdasagk i
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9. CHAR TParttime employment There are twatheoretical approaches to spreading
the concept ofpart-time employment One aims at
FEtSEAGES 62NJAy3a GSN¥Ya GKI(
DE needs; while the other tries to secure support to
27 preserve and create job§his is often almost the
only possibility forwomen and young people to find
SK EU28 a job, while others prefer this form of employment
because it leaves them more time for their families
16 or hobbies This is more characteristic in case of
12 countries with higher levels of salarigs.g. the
5 Netherlands, Sweden)

CZ 7 10)10 Si

Parttime employment saw an expansive growth in
! \%.O the European Union before the economic crisis, but

this growth slowed down after the crisis, and it even
10 dropped in some countries (Poland, RomariiaYo
of employees worked partime in the European
HU RO Unionin 2008, which increased to 16% by 20T4e
growth was from 3% to 7% for Hungary and the
Czech Republic, and from 3% to 5% in Slovakia.

Proportion of all employmen(b)

PL There was no change in Slove(1#%).0One of the
main targets of workforce migration, Germany saw
—2008 2014 an increase of 22% 27% between 2008 and 2014

SOURCBECD Main Economic Indicators

Ranking of Hungary in the E(2014) 25./28.
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10 CHARPublic spending in education

2013 proportion of theGDP)the size ofbubbles represens the value of public spending on education
per one inhabitant in euro in 2013

8

St 6,3,1475

PL 5,4, 718
EU28 5,2 1874

HU 4,7, 635

DE 4,2,1838

4 CZ 5,2,1025
SK 3,8, 650

’ I
RQ 2,8 272

2

SOURCIHEurostat
Ranking of Hungary in the E{2013) 21/28, and 27./28.
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Both the material and the personal conditions of the
Hungarianeducationalsystem aredisadvantageous
In many regardsThis also leads to the consequence
that Hungary has a quitpoor standing in terms of
the performance of students in international
comparison Not only the education of general
knowledge is weak, but the vocational educational
system is also inefficientNeither the structure of
higher education, nor the its gugl meet the
current and future requirements of the economy
The shortcomings of this inflexible education
provided in the frames of the school system are only
partly balanced by education available outside the
school system, which allows for more flexilil
More and more people get education throughout
their lifetime, but Hungary still ranks last

Public spending in education was at 4.7% of the
GDP in Hungary in 2013, which is lower than the
EU28 averager the rates in Slovenia, Poland and
the Czech Raublic, however, it is higher than the
rates of Slovakia or Romanfand it is also higher
than in Germah Percapita public spending in
education was only higher than in Romania in 2013
(although it was much higher than ther@)he wage
increase of teaddrs took the percapita spending
rate somewhatcloser o the EU average in 2018.



11 CHAR Mathematical skills and science knowledge of 15 year olds  Initiated by OECD PISA tests measure applicable
knowledge and examines to what extent-g&ar old

pupils can use their knowledge in life situations, and
how that is influenced by the background of schools
540 and pupilsPISA test findings answer the question to

what extent pupilscomingout of the educational

systems of various countries respond to challenges
w = N
aPo

scores
Mathematics Natural science

520

500

480

460

440

420 !

0 suonEsze ¢
:

m 2012 e 2009 e 2006

of everyday life and the modern labour market

According to the latestPISA test of 2012, the
mathematical skills and knowledge of 1§ear old

v
Hungarian pupils exceed those of Romanian pupils
only, if we look at the region (although the
difference is substantial). While the average of the
| EU28 improved, the mathematical skills of
L

Hungarian pupils deteriorated lgyhtly between
2006 and 2009, andubstantially between 2009
and 2012

The knowledge of Hungarian youth in natural
sciences ranks somewhat better on the PISA list than
mathematical skills, but we are still behind the EU28
averagelt is no reason for ggmism that the natural
science score dropped by 10 points between 2006
and 2012, a deterioration that was exceeded by
Slovakia only.

RO I NI

SOURCIPISA OECD
Ranking of Hungary ithe EU(2012) 24./28, and 19/28.
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12 CHARRateof academic graduates among@5-34years of age In the countries of the European Union, three of ten
young people aged 234 have a higher education
degree; however, this rate is five out of ten in e.g.
50 50 Japan, Israel, Canadad KoreaA bigger or smaller
45 45 grovvth of t_he rate of_ people with_ higher education
increased in altountriesof the region(we only have
40 40 data for 2012 for Romania)rhe 30 percent rate
measured in Hungary in 2012 is a median result for
35 35 the region (21 in RO6), but it is higher than the rates
in the Czech Republic, Slovakia or Romé&naand

30 30
is the country where the catching up has been the
25 25 fastest, with the rate of professionals already
20 20 exceeds the average of the EU due to a rapid
expansion of higher edation.
15 15
10 10 There has been a dynamic change in higher
education in Hungary in the last one and a half
5 5 decades The number of students in higher
0 0 education has quadrupled sincel990. The

expansion of higher education was accompanied by

%

PL EU28 SI| HU | DE CZ SK RO a parallel deterioration of the quality of
education;the value of diplomas deteriorated, so
m 2012 e 2009 2000 that the requirement towards educational policy is
to increase the quality of education rather than to
SOURCHOECD Education at a Glance increase the number of participantshis is not
supported by the continuous drainingf resources
Ranking of Hungary in the E(2012) 17/26. from higher education or the partial introduction

of higher education provided against a tuition fee,
which has resulted in a drop in the number of
students after 2012
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13 CHARQuality of mathematical and scientifieducation The fundamental objective when developing the
mathematical thinking of pupils is that they are able

1=amongst the worst in the world’=excellent, one of the best in the world L
to select the models, thinking approaches, methods

4 !/ and descriptions that best fit natural and social
phenomenain the best possible waylathematical
6 6 educationdevelops the modelling skills of pupils in a

multi-faceted way However, the development of
skills to determine the scope of validity and practical
5 applicability of models is equally important.
Teaching and learning of reproductive and problem
solving and creative thinking are of equal

4 importance, while the ability to automatically
perform basic activities (e.g. measurements, basic
3 designs) and functions (e.g. arithmetical, algebra

functions, transformations) should also not be
neglected. Teaching mathemats provides the
2 fundaments for future scientific education

1 According to the WEF survey, thguality of
mathematical and scientific educatiodeteriorated
in all countries of the region (including Hungary) to
varying degrees between 2006 and 20Hungary

Y [ ]
v
4
3
2
1
SI DE RO PL @ HU CzZ SK

m 2014 e 2010 2000 slid from very good to average in the period

examined.lt is still ahead of the Czech Republic an

SOURCBMBVEF, Executive Opinion Survey Romania, but it lags behind Slovenia (this was the
only country in the region that saw an
Ranking of Hungary in the E(2014) 26./28. improvement) Poland and Romanid his is also in

line withthe findings of PISA tests
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14 CHAR University educationand the needs of the business sector Hungary has been preferred investment target of
multinational companies since the early ninetiés

0=rot adequate 10completely adequate FRRAGA 2 y G2 GKS 02 dzy'l'fl NE O3 3.
10 and relatively low labour costs, one of the
fundamentalattracting factors was the availability
of qualified, easily trained workforce, which was
good for labour intensive activitiesThis was the
reason why approximately 60% of foreign working
capital invested into the electronics industries of
Central and Easrn Europe flowed into Hungary
Investors appreciated in particular the increased
capacity of higher education and the fact that the
® output of higher education doubled over a few
years, and the benefits offered by the Hungarian
labour market could be expited not only in
assembling industries but also, occasionally, at
higher stages of the value chain
I OO0O2NRAY 3 {2 busiress GiecutivezNII S & 3
interviewed judged Hungarian higher education to
be less adaptive to the needs of the business sector
DE EU28 CZ PL SI RO|] HU SK as conpared to the EU28 countries and those of the
region, with Slovakia as the only one worse ofthe
m 2015 e 2012 2009 situation also worsened against 2008he Czech
Republic, Slovakia and Slovenia, like Hungary,
SOURCHMD WCY Executive Opinion Surveyie: EU28without Cyprusand Mdta. showed milddeteriorationbetween2009and 2015
while therewas significant improvement in Poland
and Romaniarlhe very purpose of reforms in higher
Ranking ofHungary in the El{{2015) 21/26. education in 2010 was to make sure that higher
education in Hungary is more in line with the needs
of businesses

[HEY
o
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15 CHAR Availability ofskilled engineers on the labour market University graduates with a technicdegree are
quickly absorbed by the Hungarian labour market

The biggest need is there for mechanical, electric
and mechatronic engineers because these
professions are most connected to the automotive
industry. Also, IT experts can find work relatively
quikly as the IT sector is also developing
continuously with several international software
companies relocating their development bases to
Hungary and with export oriented Hungarian
software companies showing rapid development
The SSCmarket also relies rgatly on technical
professionals

[EY
o

O=are not available at gliLO=are available
10
The survey ofMD with business executiveshows
that companies find it easier than the average to
source engineers in the countries of this regiBren
though there is no substantial difference across the
countries emmined,Hungary still ranks last on this
list. We could temporarily improve our position
PL EU28 CZ SK RO DE SlI| HU between 2009 and 2012, and the we slid down to
almost the level of 2009 by 201Bccordingto the
m 2015 e 2012 2009 PISA test results, it is not surprising that there is a
lack of interest for technical careers: if someone is
SOURCHMD WCY Executive Opinion Surveyte: EU28without Cyprusand Mdta. weak in sciences amathematics they will hardly
choose to become engineers Meanwhile,
Ranking of Hungary in the E(2015) 22./26. competing countries in the region could all impeo
their positions, Poland and Romania could do it
substantially
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16 CHARTCTsKIlls Societies in Europe and overseas could recognise the
importance of using infecommunication tools on a
societal level Aims are more or less similar,
however, there are massive differences in the
implementation both in terms of the outgoing
situation, and the resources that can be mobilised
Hungary is in the middle of the field in terms of
technical infrastructure (hardware, software,
Internet access), however, it is indispensible for
avoiding any drop that all planned infrastture
developments are fully implemented, that good
practices of frontrunners be continually studied, and
that our own conditions and possibilities be
appropriately developed further.

[HEY
o

O=completely missinglO=fully available
10
o
L
L

According to the opinion obusiness executivedCT

skills of Hungarians were behind the EU averaige

2015 and also from the average of all examined

countries in the region except for Romaniall
countries in the region but Hungary (and Germany in
PL SI CZ EU28 SK DE| HU RO this comparison) could improve their index; the

biggest improvement was achieved by Romania,
m 2015 2012 o 2009 which still remains the last on the list, and Poland

OFRP N WP OUILO N 0 O
OFRP N WP OUIO N O

SOURCHMD WCY Executive Opinion Surveyte: EU28without Cyprusand Mdta.

Ranking of Hungary ithe EU(2015) 23/26.
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17 CHARTADbility to retain talent

1=cannot prevent talented people from going abrga@=substantial, the best people stay using
possibilities in the countries

In dynamically changing, information and
knowledge driven economietglent, in addition to
human capital, has gained importana@nd become

7 7 a strategic factor on the competitive mark&tThere
IS a growing attention towards the identification,
6 6 selection, development and retention of talent, and

towards remedying shortcomings in this fielss an
effect of the global economic crisishere is a
5 simultaneous oversupply and a shortage of talent on
the labour marketThe uneven distribution of talent
no longer affects developed but also developing
countries, which is then largely impacted tnyeven

[ )
levels of technological development
3 3 WH- has been measuring the ability of countries to
retain talent since 2013, which is one of the
important elements of competitiveness in the
2 future. It is an extremely big challenge for the
countries of the region, including Hungary, to retain
1 1 our talents We were on almost theamelevel with
DE CZ Sl PL

4

N

Poland and Slovakia #015 while Slovenia and the

HU SK RO CzechRepublicare more effective in preventing

talent from migrating to abroachowever, even they

m 2015 e 2013 are on a lower level than the averag&mall

countries are in alifficult situation in this regard:

SOURCHhe Global COmpetitiveneSS Report WEF they can offer On|y a few Weﬂaid positions) the
technical and tehnological environment idess
Ranking of Hungary in the E(2015) 24 /28. attractive than in more developed countrieghere

thesOASYUGATAO 0aONBIFGABSEL YS
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18 CHARTLanguageskills as seen by businesses
O=rot appropriate 10=appropriate

10

DE SI RO EU28 SK CZ| HU
m 2015 e 2012 » 2009

SOURCHMD WCY Executive Opinion Surveyie: EU28without Cyprusand Mdta.

[HEY
o

O L N WSS~ O1 O N 0 ©
OFRP N WP OUIO N O

Ranking of Hungary in the E(2015) 26/26.
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It is a wellknown fact that therate of people with
good foreign language skills is low, which is seen by
businesses as an increasingly serious problem year
after year Although foreign languageducationis
mandatory, and academic degrees are dependent
on language skills, these skille aot satisfactory for
the needs of businesseslowever, language skills
are an important factor in competitiveness, it is a
condition for businesses to expand their
international relations e.g. to obtain sales or
purchase markets abroad, or to get infieation on
competitors

Surveys in Hungary show thqtaccording toself
reported datag 73 % o f the popul
speak any foreign languages, not even on a basic
level. The picture is slightly more positive with the
younger generationsaonly 33% of people between

16 and20year s of age don’t
language About 3% of the population can negotiate,
and 11% can hold a conversation in a foreign
language There is a very big difference in the
language skills of college and unisi¢y graduates

Hy 2F GKS FANRGEZ YR MH:
foreign languages

According to the opinion ofbusiness executives
the situation even deteriorated betweer2009and
2015 so that Hungary still ranks last amongst the
countries of theregion, far behind Poland, Slovenia
or Romania One reason can partly be migration,
because it is mostly people who speak the language
of the country (or English) well who go to work
abroad

ati

S pe
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19 CHARTAnnual average net salary dfouseholdsz two average wage Purchase power is a factor that influences the

earning adults with two children competitiveness of a country from several aspects
and it is based on the changes in incomes and wages

Thousand euros that make up the bulk of incomes

70 70
One of the most characteristic indices is the net
average income wages afhousehold composed of
60 . :
two adults (both earning at the level of the national

60

average) and two children, which was 14.6

50

50 thousand euros in 2014This puts Hungary in the
second worse position after Romania on the ranking
40 40 of countries of the regionThe average of EU28
countries is 49.1 thousand euros. Poland is 8%,
30 30 Slovakia 17%, the Czech Republid%@ Slovenia
79% ahead of us case of this type of households
20 20 (however, the comparison of other household types
shows a similar picture). Germany stands 24% above
the EU averageComparison at purchase power
10 10 parity (PPS) also shows similar relatioakhough
0 n 0 there our disadvantagagainstthe EU28 average is

about 10 percentage points smaller
DE EU28 SI CZ SK PL| HU | RO
m 2014 e 2010 o 2006

Theproportion of Hungarian average/agesto the
EU28 average increased from 24% to 30% over
eight years Meanwhile Poland, which started form
the same baselinesaHungary, grew to 32%, Slovakia
from 29% to 35%, the Czech Republic from 30% to
39%, andsloveniadropped from 57% to 53%

SOURCIHurostat

Ranking of Hungary in the E(2014): 25/28.
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20. CHARTThe rate of lifelong learning Ore third of the workforce in Europe is of low
education, and there are fewer and fewer

Participants in education aged 25 to . .
P I 64) workplaces that can be filled with workforce of

20 20 lower education Workforce requirements of the
18 18 globalising world are changing rapidly, and
employability necessitates continuous learning
16 [ 16 Most countries pay special attention to the
employment of groups of society that have lower
14 14 than average education, such the elderly or
12 12 migrants, fant;i1 also to providing the training
necesary for this
10 10
8 8 The development of human resources was
particularly important during the crisignvestments
6 6 into training and educatiom if they are possible
A will certainly yield a return during thperiod of an
4 upturn, but the structure is importanttraining
2 2 should target areas that will see a market demand
“ over a perspective of 5.15 years. Knowledge
0 0 becomes obsolete in 105 years
SI EU28 CZ DE PL, HU SK RO . o :
Whilethe rate of people participating in continuous
training was at an average of 11% in the EU28
w2014 2010 2006 countries in 2014t surpassed 9% in the Czech
SOURCIEurostat Republic as a result of substantial growth, however,

it hardly even reached 3% in Hungaryhe rate of
those participating in training or education even

Ranking of Hungary in the E(2014) 23/28, deteriorated over eight yeardAlthough Slovenia is
first on the list, tley suffered a substantial drop
between 2006 and 2014It is easy to see the
consequences of phasing out tax allowances after
company training courses.
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The density ofpublic road network increased
slightly in these countries after the turn of

21 CHARPublic road network millennium Change is not substantial in any of the
Density Quality cases, attributable to the fact that the public road
2014 network had been established earlier already
Length of roads per square kilometfiem) 1=undeveloped 7=high quality The density of public roadss by far the highest in

Hungary within the region however, tle
modernisation and maintenance of this network

7 7 requires large sums of mongy is true that thebulk
° of the road network is technically obsoleteften in
6 6 a state of neglect, the renovatiomd development
backlog is largdt is primarily the quick expansion of
5 5 international freight traffic that has rendered the
construction of rings around cities a pressing issue in
4 4 network development The apparent longerm
incompleteness of the ring arodnBudapest is a
3 3 good symbol for these problems
WEFcomparisonshows ttat the road network in
competitor countries is better in Slovenia ongnd
2 2 it also could improve substantially betwe&007
and 2015. At the same time, as multinational
1 1 companies settling into the region after 1990
DE SIHUSKCZPLRO selected locations with existing good lgic road
connections (especially near motorwaysictions
HU S| CZ PL SK DE RO m 2015 2011 o 2007 targeting the quality of the road network can also be
o _ . assessed in the context of motorway$hecondition
SOURCMVorld Roads Statistics, International Road Federation of lower rankirg roads is criticabr sometimes even
The Global Competitiveness Report WEF derelict), which is a good explanation for why there
Ranking of Hungary in the E{201415) 3./26, and 21/28. are so few investors in the moteackwardareas of

the country while the rate of unemployment is high
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2?2 CHARRailroad network The Hungarian rail network is very expansive, its
) ) density exceeds the EU average by far. It is almost
Density Quality the double of the rail density in Romania (but this

2014

Length of rails per square kilomet(m)  1=undeveloped 7=high quality certainly has geographical reasons, taufile it lags

behind the networks in the Czech Republic of

v v Germany;
Problems arise at other features of rail transport and
6 6 not at the density which are a massive burden on
e the state budgetThe density of the network is no
5 5 longer an advantage in itseliecause railways are a
less dominant part of transport ingeneral
Sometimes high density is more of a disadvantage
4 4 There is hardly any traffic on many lines, while
maintenance is expensive, and the closing of
3 3 uneconomical lines is strongly opposed by society
and harms lobby interests
2 2 WER) @omparisorshows hat, amongst countries of
the regionthe quality of the rail network is betten
- - the Czech Republic and Slovakizan in Hungary
DESKCZHU SI PLRO but Hungary still showed the biggest improvement
between 2007 and 2015. The statements for the
CZDEHU SK PL SI RO m 2015 2012 » 2009 public road network also apyp here multinational

companies(if they use railways at alprefer high
traffic international corridors(TENT), which have
shown a great degree of development due to EU
subsidies over the past few yearEhis does not
apply, however, to sidénes andthe majority of
main lines

SOURCHnternational Railways StatisticEhe Global Competitiveness Report WEF

Ranking of Hungary in the E(201415) 5./24, and 20./26.
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23 CHARQuality of energy supply Insecurities ithe energy supply can basically disrupt
the functioning of the economy and undermine its

efficiency Strikes, natural disasters, political
instability, factory accidents, acts of terrorism and a
number of other factors can cause situationben
energy supply can be disrupted or limited for shorter
or longer time periods

[ B
o

Despite the large number of insecurity factors,
Hungary shows a generally high level of stability,
with only the Czech Republic and Slovakia being
better off, which areoutstanding also on a global
scale

O=undeveloped 10=high quality

Opinions about the quality of energy supply
improved in the countries examined, except for
Hungary and Germany, betwe@009and2015 and
the improvement was by far the most intensive in
Slovakia Crossborder grds have served network
security, which have grown substantially since 1990,
so that impacts of an electricity shortage can be

10
[ J
[ )
I I '
SK CZ DE Sl HU PL RO
neutralised quickly However, strong exposure to

m 2015 2012 » 2009 imports (sometimes up to 30% of electricity used
comes from abroad) also representkigh degree of

SOURCHMD World Competitiveness Onlingote: EU28without Cyprusand Mdta. risk (but it also keeps domestic prices lpw

O L N W PO O N 0O ©
O FRLP NWPHKMOUOIO N OO O©

Ranking of Hungary in the E(2015) 22/28.

FRI H s

EBER G K 1  GKIGazdasagkutaté Zrt.

STFTUNG  / sazdasagtato .
oooo P &&wgun&; £ Z«&)’bx?&@umj:-, i atog'{x'(_

Biiro Budapest



24. CHARTRateof domestic energy production to demand Securing long term energy supply also concerns
fundamental theoretical problemsuch as the issue

% : :
’ of renewable (green) energgftitudes of society to

90 90 nuclear power plantsenvironment protectionetc.
° These are then exacerbated by the political
80 80 implications of energy dependency on Russia,
70 70 however, we could also refer to the societal
problems resulting fronthe closing ofmines
60 60 The constrained nature of domestic resources puts
50 50 special focus on Hunga®@a i Tha {rale of
domestic energy production against the existing
40 g 40 demand increased from 38% to 45% betwe06
30 30 and 2012 Within the region, this puts us ahead of
Slovakia (and also Germany), however, we lag
20 20 behind other countries in the region, mainly
Romania, the Czech Republic, where domestic
10 10 production covers app. 80% of domestic production,
and this rate has even increased since 200 rate
0 0 might have changed in the negative direction due to
RO CZ PL SI HU DE SK increased imports sinc2013.

m 2012 e 2009 o 2006

SOURCIERNergy Balances, OECD/International Energy Agency

Ranking of Hungary in the E(2012) 15/28.
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25 CHAR Number of mobile phone subscriptions The ICT sector is of key importance also for the
development of other industrgectors, so that it is

per one hundred inhabitants . . L
in a relatively lucky position also under the

180 180 circumstances of a crisiBeveloping and emerging
countries that were less concerned by the crisis
160 160 create large development potentialShe former

stabile ratio of global wireless netwks has
140 _ ; R
reversed: More data than voice communication is

140

being exchanged on mobile networks. The reasons

[
L
120 e 120
why people use mobile broadband are no longer
100 100 limited to reading emailsContinuous visits to social
media also intensively increase data traffic
80 80 Y
Thischange of trends will certainly have an impact
60 60 = :
on all participants of the marketMobile phone
40 40 service providers will have to shift more and more to
maximising profit from broadband services, while
20 20 GKSNB Aa 2yt& + aOSNIIAY oI :
communication services
0 0
PL CZ DE HU SK Sl RO

The number of mobile phone subscriptions per one
hundred inhabitants increased dynamically in all

W 2015 @ 2011 2007 countries between 207 and 2015 by 28% in
Hungary, which puts the country into the middle of
SOURCHhe Global Competitiveness Report WEF the field The ratio more than doubled iholand over

9 years so that they moved from the bottom to the
top of the list

Ranking of Hungary in the E(2015) 16/28.
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26. CHAR Number of mobile broadband subscriptions

hundred inhabitant . .
per one hundred inhabltants The framework regulations of the EU and its open

70 70 access policy has supported the competitive
markets thus increasing supply and reducing
60 60 consumer prices while some countries of the
European Union moved into the global top echelon
50 50 of countries with broadband acce$sHowever,
broadband system are widespread mostly in
40 40 Member States where there is a competition in
infrastructure
30 30 The main specific advantage ofoladband internet
connection is not its speed but the availability of a
20 20 constant, unlimited connection, and the lump sum
fees payable Another important advantage is the
10 10 possibility to use telephone and internet
connections in parallel
0 0 The number of broaband connections per one
DE CZ PL SK RO Sl HU hundred inhabitants was lowest in Hungary

comparedto the region, both in 2011 and in 2015
m 2015 e 2011 despite the fact that we achieved the second biggest

_ o _ o growth after Romaniabetween 2011 and 2015
SOURCHnternational Telecommunication Union, ITU Wolldlecommunication/ICT =~ consumers are often unable to buy the talaly

Indicators Database 2015 expensive packages due to the small purchase
power they haveand in many cases they are not
Ranking of Hungary in the E(2015) 28/28. interested in using these packages

4 COMMUNICATION FROM THE COMMISSION TO THE EUROPEAN PARLIAMENT, THE COWdM@ite TfHEEommurications: report on the outcome of the
EUROPEAN ECONOMIC AND SOCIAL COMMITTEE AND THE COMMITTEE OF THE REGIONS8blUnicensaltation and the third periodic review of the scope
in accordance with Article 15 of Directive 2002/22/EC
FRI H  Seseese:
g._i_FR G K1 GKlGazdasagkutato Zrt. )
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27. CHAR Health care infrastructure The level of development of health is not only one of
the conditions for a good quality of life, it is also

related tocompetitiveness as a market potentiéil
supporting the globalisation of services may even
bring about explosive development in remote health
care services (training, diagnostics, care for the
elderly) and the framework for that is secured by
health careinfrastructure.On the other hand, new
expectations (e.g. day surgery) also promote the
more cost effective use of infrastructure

[HEY
o

O=very weak 10=excellent

The opinion about the health care infrastructure
deteriorated further in Hungary between 2009 and
2015, while it had already been seen as pods a
result, we are on the same level as Romamihich
showed improvement over that same periodlhe
guality of health care infrastructure lags far behind
the German, Czecbr EU average, and it is also
under the quality indices of Slovenia, he much

10
([
L
I I I u
improved Polish or Slovak indicédl this despite the

DE CZ EWS8 Si PL SK| HU RO fact that there has been an unprecedented influx of

EU resources into infrastructure improvement
m 2015 e 2012 e 2009 between 2010 and 2013%However, thesewent into
new buildings (renovation) rather than into

SOURCHMD World Competitiveness Onlingote: EU28except Cgrusand Mdta. equipment

O L N W PSS O1 O N 0 ©
OFRP N WP OUILO N 0O

Ranking of Hungary in the E(2015) 24./26.
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economic and social policies, and corporpl@nning
as well This is not positive for innovation, which

28. CHARIR+Dexpenditure as portion ofGDP requires longterm investment decisiondHowever,
2013 (%) developed market economies and businesses also
Size obubble Percapita R+D expenditur2013(dollar) know that their competitiveness cannot be
3,5 sustained unless with innovation and effective R+D
DE 2,94 1350

Typically, developed countries spend3% of their

3,0 GDP on research and developmeS8tovenia is the
only country in the region where the index exceeds
2%, and this is also the only country where the rate
2,5 increased significantly between 2007 and 2qhg
7101379 St2.59 603 1.1 percentage pomt);aggmst the GDPResearch
20 Pa and development spending amounted to 1.4% of

the GDP in 2013which is no substantial growth
against the 1% measured i2007. Two of the
15 competitors in the region have a better, and three
’ e EU281,72 673 have a worse positiorand the rate of growth was
HU, 1,41; 190 similar to Hungary in all of them but Slovenia and
1,0 | [PL08a1I9 | RomaniaThe rate of R+D spending is under 0.5% of
\} K 0.63 150 the GDP in Romanid is around 0.8% in Poland and
: Slovakiawhile the Czech Republic stands at 1.9%
0,5 N EU R+D tender sources caused a temporary increase
' RQ0:39 37 in the index with a peak 201415, but the
00 efficiency is questionable

SOURCIOECD Main Science and Technology Indicators

Ranking of Hungary in the E{2013) 15/28 and 18/28.

The period after the financial and economic crisis is characterised by a shorter term
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29. CHARTR+D spending of businesses as portion of the GDP CorporateR+D spending in the developed countries
2007, 2013% substantially exceed public R+D spending

Composed oheterogeneousconomies, one of the
= 3 main challenges the EU is facing is how corporate
> R+D spending can be increased to stand the
~ competition with NorthAmerican and FaEastern
regions

LL

K +

DE Spending by large corporations integrated into
2 Sl ° global market processes represanore than 60% of
/ corporate R+DResearch in the pharmaceutical and
automotive industries stand out, but it is large
businesses, mainly international, that have own R+D
budgets also in other sectar§he problem is that
HU CZ the weight of domestic knowledge isaf from big in
1 0.4" terms of adding value at international companiges
\@© except for the pharmaceutical industriHowever,
> / EU28 there is a core group of a few dozen smaller
SOKPL businesses in IT and engineering services that are
< “/ strongly export oriented and build okRlungarian
RO® knowledge

al at

0 1 2 3 Corporate R+D spending corresponds to more than
_ ) 70% of all R+D spending in Hungary, and this rate is
A K+F ki adasok a GDI slowly increasing The rate of corporate R+D
spending increased to 1% of the GDP by 20ft8m
SOURCIOECD Main Science and Technology Indicators 0.5% in 2007Meanwhile, growth in tfs field was
registered in other Member States in the region,
except for Romania that saw a drdfye believe that
Ranking of Hungary in the E(2013) 13/28. Hungarian R+D measurements strongly
underestimatereal R+D spending
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30. CHAR TLevelof development of R+Dnstitutions Research institutionand R+D institutiongare an
important element of the research and

1=very undevelopeg74nternationally outstanding development The economy will not develop but

! 4 shrivel without and efficient institutional system of
research, development and innovatiolm addition

6 6 to increasing the efficiency of the institutional
system, it is also necessary to concentrate
developmentsources along a strategyhich can

5 g 5 result in the creation otentresof excellence that

2 are globally competitive.

4 ® 4 Expert opinions let us conclude thidte position of
Hungary is good on a regional scdl@e rank first)

3 3 although there has been a sligh¢tgrioration in the
last eight yearsThe indices in Romania, Poland and
the Czech Republic have not changed betw2ed7

2 2 and 2015 while there has been some improvement
in Slovakia and Slovenia

1 1

DE HU Sl CZ SK PL RO

m 2015 e 2011 » 2007

SOURCHhe Global Competitiveness Report WEF

Ranking of Hungary in the E(2015) 14/28.
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31 CHAR'Rateof high-tech inprocessing industrial exports A substantial part of Hungarian processing industries
can successfully stand global competitiorhis is

% : ) : .
’ also confirmed byhe high proportion of highech

30 30 exports that started to boom after the second half of
the nineteennineties The share of these products
exceeded, for example, the value achieved in Japan

25 | 4 25 p p

or the United States ir2010. However, higkech
export primarily neans assembly work done for
20 20 foreign companies mainly from imported
constituent parts. The import content of total
exports from Hungary amounts to about 60%, which

15 15 is by far the highest in the OECD member countries
(By comparisonExports from Japan corita app.
10 ® 10 10% of importk
Although we could preserve our leading position
5 against regional competitors also in 2013, giare
n of high-tech exports in all exportslropped from the
0 previous 2324% to 16%. At the same time, this same

rate increasedn all d the countries examined
HU DE CZ EU28 SK PL
m 2013 2010 o 2007

SOURCMVorld Development Indicators Database

Ranking of Hungary in the E(2013)5/28.
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32 CHAR Naluechains and innovation capacities of businessgss
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The import content of exports is also lower in more
developed countries because exporting companies
are also engaged in activities that represent the
highest value and added value in thalue chain
such as research, development, logistics eabour
intensive activities (like assembly or business
services) are relocated to countries where wage
costs are lower

According to the opinion dfusiness executiveshe
Czech Republic is the leader in the region both in
terms ofvalue chainsaandinnovation capady, their
LR2aAbdAz2y Aad oSGGSNI (KIF Yy
that of GermanyHungary is the last in the group of
regional countries with regard to both indices

| dzy



33 CHAR Development of clusters Foreign working capital makes a significant
contribution to the dynamism of the Hungarian

1=very undevelopeg7=verydeveloped . .
economy However, foreign companies often

4 ! produce or provide servicesn virtual enclaves
Regionally concentrated clusters, typical for
6 6 developed countries, have evolved in the

automotive industry of West and Central Hungary
and in the field of pharmaceuticals, medical

5 5 products and health services, whibuild on certain
local characteristics and servicealthough this is
already not too much, clustering in Hungary has

4 4 even deteriorated as a consequence of the
economic crisisalthough it is also true that we are

3 3 still in the middle of the field of reghal countries
The emergence of clusters allow the availability of

2 2 various research and development (and other, e.g.
legal, financial, marketing, IT etc.) services and
training locally, with only little searchingResearch

1 1 shows that such clusters are sestial for more

CZ SK RO HU dynamic development However, the main
requirement for the development of clusters &
m 2015 e 2011 2007 stronger regional approach while none of the
countries of this region are strong in that arédso,
SOURCHhe Global Competitiveness Report WEF the indicatorof Hungary and Romania has worsened

substantially over the laskight years from the
formerindicatorthat was on par with Germanyhis

Ranking of Hungary in the E(2015) 21/28. area shows very clearly the disadvantages of the
aadKz22d Fff OGKIG Y2@Saé &aiaNI
little support for operation and development
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34. CHARTIntellectual property protection Limitations to the enforcement of intellectual
property rights are a clear impediment to

innovation Weakness of protecting intellectual
property is generally typical in the Central and East
European regionAccording to the IMD survethe
situation in Hungary is somewhat better than
average although it still lags behind the situation in
developed countries

O=very weak 10-on par with the most rigorous jurisdicticgiobally

10

DE EU28 PL CZ HU  SI RO SK
m 2015 e 2012 » 2009

SOURCHMD WCY Executive Opinion Surveyte: EU28without Cyprusand Mdta.

[N
o

Accordingto IMD data, the countries of the region
could reduce their backlog against the EU average to
varying degrees since 2009the positive
performance of Poland and Romania is particularly
obvious The protection of intellectual property in
Hungary is seen more or less as it was in the year of
the economic crisis; there is some improvement, but
it is negligible just like in Sloka.

O L N W PH Ol O N 0 ©
O FRP N WP OIUILO N O

Ranking of Hungary in the E(2015) 19/26.
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35 CHARTKnowledge transfer between businesses and universities The views ofbusiness executivesonfirm official
statistics: Thevailability of good research places in

Hungary has become substantially more difficult in
the app. 10 years since the political chang@dso in
comparison to direct competitocountries in the
region This constrains the possibilities for capital
flow towards innovation

=
o

0=R 2 S a y Q10=-werkskdcellently
Corporate relations with universities have improved
slightly in the majority of the countries examined
here (Germany, Romania, Czech Republic) since the
year d the economic crisis (2009), and the same
applies to the EU average, too. However, they
deteriorated slightly in come countries (including
Hungary) Having said that, relations between
businesses and universities were somewhat more
intensive in Hungary, dtnania and the Czech
Republigdhan in other countries of Easind Central
Europe in 2015 Smaller or bigger research

10
[
([ 4
I I I ' |
departmentsof a few multinational companies have

DE EU28 RO CZ| HU SI SK PL settled in the neighbourhood of leading technical

universities in Hungary, Poland and the Czech

2015 e 2012 e 2009 Republic This is a clear indicator that there is
competitive knowledge in the region that is

SOURCHMD WCY Executive Opinion Surveyie: EU28without Cyprusand Mata. important for businessedf it pays formultinational
companies to use this knowledge, then all of this can

Ranking of Hungary in the E(2015)20/26. also become, on longer term, the engine for
development of local (Hungarian owned) businesses
in the vicinity of universities'he phasing out the use
of innovation contribuions by companies does not
support this process

O L N WP O1 O N 0 ©
O P N WK OUIO N OO
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36. CHAR Number of patent applications Patent applications constitute an important
measurementndicatorfor the efficiency of research

per 100thousand inhabitants o
and development activities

250 250

The number of patent applications per 100 thousand

inhabitants shows an od picture in an international

200 200 comparisonThe existencef the so called European
paradox is confirmed by theubstantialadvantage
of the United States and Japan in comparison to

150 150 European countriesHungary, amongst others, is
alsocharacterisedy rare patents and a strong focus

(]
H o s
M Kl .o 0.

on publications and the econmic exploitation of
100 100 scientific results is less typical
The backlog in Hungarian patentingay be related
50 to the general low intensity of corporate innovation
but it may also be attributable to the fact that
companies often hide their inventions, andalthat
0 patenting is a costly and complicated procel$ds
also common that completed inventions are not
DE EU28 SI CZ HU PL SK RO patented in Hungary but in a country where financial
advantages are more tangibl&his is particularly
m 2013 e 2010 2007 common in case of inventions which manifastthe
further development of already existing obje¢esg.
SOURCMVIPO Statistics Database software).

50

Ranking of Hungary in the E(2013) 18/28.
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37. CHAR Numberof researchergFTE) The human factor is decisive in any success of
2013(per 1000person3 research, developme_nt and innovatiofhe number
Size of bubbleENumber of researchers (FTE)rkingin the business sector (p&000persons) of people employed in research and development
per a thousand inhabitants is much lower in
10 Hungary (and other countries in the region) than,
St7,40 4,77 for example, in the Czech Republic that has a
similar size of populationThe level of employment
Is mwch higher in Slovenia as in Hungary, while other
countries of the region lag substantially behind
Looking at the relative number of researchers
working in the business sector, Slovenia surpasses
even the indicator of Germany, while the Czech
Republic surpasses the EU average. Hungary is below
g CZ5,90 3,21 the EU average but well above Slovakia, Romania,
and Poland

DE 7,45 4,62

‘ EU285,10, 2,50

On average, half of all researchers work in the
HU, 3,85 2,25 business sector in EuropeResearchers in the
2 3 business sector ar@ majority in Hungary, Slovenia
u SK3,17,0,67 and Germany; one third of them are in the business

N T sector in Poland and Romania, and difth of them
PL2.44 9’79 in Slovakia
G RQ 1,66 0,53

R N W P~ 01 OO N 00 ©

0

SOURCHOECD Main Science and Technology Indicators
Ranking of Hungary in the E(2013) 18/28, and 14/28.
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Work productivity is an importantindicator for
competitiveness which reflects output per hour
worked (added value), and is usually estimated in
PPPthousandUSD statistical practice as th&DP per one employee
While previously, pecapita GDP has been used to
120 120 measure the level of development and the standard
of living, the rate of GDP per one employee is

100 100 suitable to analysethe efficient use of available
workforce®
80 80
LL
)

60 The slowdown oproductivity was a clear sigrf the

40
20

0 00

AR

-

LL

T

60 economic crisis, still thi;ndicator grew on parity
SOURCHhe World Bank

38. CHARIGross added value per one employee

basis in all countries examined for the entire
40 economy between 2008 and 2014, while the rate of

growth was the lowest in Hungarput of the six
20 countries of the region, oglSlovenia was ahead of

us in 2008already Romania had a better ranking in
0 2014

- I
SK T
e o

- T

HU I

RO I

S| I
SK N
CZ I

PL I

RO N °
HU I °

EU28 I

As regards theroductivity of the industry, Hungary
was in the middle of the regional field in 2Q@R&it it

, slipped down to the last rank bg2014 due to a
ELJES GAZ DA S WPRAR reduction in thegross added value per employee, so

that the country is now substantiallyehindthe EU
w2014 2011 2008 average Industry suffered a drop not only in

Hungary but in Romania as well, while ineicator
increased in otheregionalcountries

Ranking of Hungary in the E{2014) 24./28, and 25./28.
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The business environment tends restrain the
39. CHAR Operation of SMEsin international comparison competitiveness of businesses across entire Europe
but it is even stronger in Hungary than the EU
average with an increasing intensity in several
regards According to a survey by the European
Union made with SMEghe high level of labour
costs, the limited nature of the market, and the
administrative burdens on businesses are
substantial burdens on the progress of small and
medium sized enterprises in Hungary

B
o

O=not at all efficienf 10=very efficient

It is particularly curious that labour costs are the
biggest problem for theHungarian SME sector
despite the fact that these costs are much lower
than in older EU Member State$his means that

Hungarian SMEs have a labour intensive and not
very competitive product palette The frequent

mentioning of market access impediments is
another signal of this same problem, with the lack of
demand in the background Hungarian SMEs

10
typically produce for andell their services on the

DE PL CZ SK EU28 SI RO HU domestic market, and the survey shows that this is
increasingly difficult for them
m 2015 e 2012 o 2009

O L N WP OO N 0 ©
O R, NWPHKMOUOIO N OO O

The efficiency of the opration of Hungarian SMEs
SOURCHMD WCY Executive Opinion Surveyte: EU28 without Cypruand Mdta. is worse than average in international comparison,
according to the opinion ofbusiness executives
and Hungary is the only country in this position in
Ranking of Hungary in the E(2015)26/26. 2015 and it even deteriorated slightly between
2009 and 2015At the same tine, the operation of
Polish, Czech and Slovak SMEs is even more efficient
FRI H s than the EU average
EBER G K1  GKIGazdasagkutato Zrt.
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40. CHAR TOperation of large businesses in international comparison ~ The chart on the left presents the change in the
operational efficiency of large businesses between

2009 and 2015 as seen bysinessexecutivesThe
operationalefficiencyof large companies improved
in all countries in the region, including Hungary
with the exception Slovenia, and to varying degrees
This places Hungary right above the EU28 average

[EY
o

0=not at all efficient; 10=very efficient
Looking at the countries in thisomparison, the
operational efficiency of large companies is better
(or equal) than that of small and medium sized
enterprises in all countries but Slovenia, and the gap
is substantial in Hungary onli?roductivity is high
primarily in businesses workingrfexport (e.g. car
manufacturing, electronic devices) that function
with a high rate of foreign working capitathigh
technological level, modern corporate structures;
and where there is @oncentrationof skilled and
well trainable workforceHowever, tte price of that

10
o o
is that the difference betweenthe efficiency of

DE SK PL CZ HU EU28 RO S| large companies and SMEs was the biggest in

Hungary in international comparison in 2009 and
m 2015 e 2012 2009 2015, and it has been increasing

SOURCHMD WCY Executive Opinion Surveyte: EU28without Cyprus and Malta

O L N W PH O O N 0 ©
OFRP N WPHKOUILO N 0O

Ranking of Hungary in the E(2015) 15/26.
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The tax regime in Hungary has been subject to
criticism from several aspectBaxation is either very
guestionable or the rate or structure of itnon-

41 CHARTTotal tax revenueto the GDP preferentialin case of certain tax type$he tax and

% social cost burden on labour is particularly .bitpis
45 45 is partly the cause of the low level of employment
the high rate of black labourand the decline in
40 40 competitiveness

The tax regime has been changing couéilly in

35 — 35
Hungary over the last yearEhe personal income tax
30 30 rate has been droppinghe flat family tax rate has
25 25 been introduced, while the amount of payable
contributions has increased, and tax credits have
20 20 been discontinued The overall revenue redut
effect of these measures is balanced byimerease
15 15 in taxes on consumptian
10 10 The 38.9% tax burden in Hungary was higher than
the EU average, and it also surpassed the rates of
S S competitors in Central and Eadturope in 2013It
0 0 was lower, however, thathe rate in 2007 40.3%)

and higher than in 201(87.8%) The differences in
HU DE EU28 SI CZ PL SK RO taxation did not change across regional Member

States betweer2007and 2013
m 2013 2010 o 2007

SOURCIOECD
Ranking of Hungary in the E(2013) 18/26.
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42. CHARTRate of effective personal income tax

In proportion to percapitaGDP income equivaleli¥o)
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m 2014 e 2011 o 2008

Ranking of Hungary in the E(2014) 23/26.
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There was a strong tax competition across the
countries of the region before the crisis in 2008

However, while the fight to attract investors remains
a priority, most countries had to take stepsarder

to curb budget deficits over the last few yedrs

One group of countries, including Hungary, tried to
find a solution by reducing income taxes and
increasing consumption taxe3he most extreme

solutions were implemented by Hungary in this
group, but Romania also went down a similar path

In Hungarythe change from two personal income
tax rates to one resulted in thieighest reduction of
the effective personal income tax burdern the
region, while there was no change in the EU average.
A smaller cut was implemented in Romania, Slovenia
and Poland, while the rate increased in the Czech
Republic and Slovaki@he combination of these
resulted in a redced spread across the region

Despite the changes, thaate of PIT burden is still
the second highest in Hungary after Romania if the
pfopoftion df p¥r-tagifa BBP eluivaldntirzomis
regarded (this is no longer certain after the PIT rate
reduction in 20.6).



43. CHARTRate of value added tax Consumption taxes (VAT and excise tade
important sources of state revenues in ampdern

% ) - )
economy, in addition to corporate and income taxes

40 40
With the exception of Poland, the VAT rate was 19%
35 35 20% in all countries of the region including Hungary
in 2008 Effective from 1 July 2009, the then 20%
30 30 VAT rate was split into two rates: one part was

increased to 25%, and some products were granted
25 25 a preferred VAT rate of 18%he 25% VAT rate was
increased to 27% from 1 January 2012, and this

20 20 makes Hungary the country with the highest general
VAT rate in the world
15 15
In 2014, the ranking according tWAT rates shows
10 10 Romania second to Hungary with 24% (increased by
5 percentage points against 2008), and then Slovenia
5 5 (21%) and the Czech Republic (21%) are immediately
0 0 below the EU average (21.2%), then Slovakia (20%),

and the Poland, which used to bedthast and is now

HU RO EU28 SI CzZ SK DE PL the first (18%).
m 2014 2011 e 2008

SOURCIOECD

Ranking of Hungary in the E(2014) 26/26.
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44, CHAR TTaxevasion The effects of tax evasion can be felt in every
O=constrains business activities0R 2 Say Qi O2yaGN} Ay odaAiySaa | O Eoé)’?t[‘yx]@g its economic impact s usually seen very
rigorously, as a constraint to businesBrivate
10 10 individuals and companies that diligently pay taxes
suffer a doublecompetitive disadvantagegainst
GKS 2ySa GKIFId R2yQio®

Business executivesthink that Slovenia and
Hungary are in the weakest position as far as tax
evasion is concernedalthough the situation was
better in 2015 than six years beforeThere are
fewer swjects that evade taxes in Romania, the
Czech Republic and Polade assume that this is
due to the much lower tax burderThe opinion
about tax evasion as a barrier to business has
improved substantially in Romania since 2009, and it
has improvedslightly in PolandCzech and Slovak
business executives think that this problem is a
much bigger impediment in their countries now than
it was in 2009

DE EU28 PL RO CZ SK HU | SI : : . . .
Domestic and international experience increase the

importance of areas and tools where progress needs
w2015 2012 2009 to be made to curb tax evasiomhis is an extremely

O L N W PSS O1 O N 0 ©
OFRP N WP OUILO N 0O

SOURCHMD WCY Executive Opinion Surveyte: EU28without Cyprusand Mdta. complicated process. The task mcludes,_ on the one
hand, the encouragement of declaring incomes in

the widest range possible, foexample through
Ranking ofHungary in the EU2015) 22./26. gradual reduction of income taxes, on the other
hand thiough cutting back, or making more costly,
0KS LR2aaArAoAtAGASE (2 aoNRGS
the tax base
FRI H ls ajatajatetats
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Then investment rate to the GDP illustrates
investments This index is also good to be used to

45. CHAR Tnvestment rate trend the economyln case of privatearticipants of
Gross accumulation of fixed assétSDP(%) the economy in a crisis (and also after it) making an
investment is a signal of confidenc&ccording to
40 40 growth theories investments should reach a certain
35 35 critical level(Rostowconsiders this to be thd8
20% investment rateto kickstart economic growth
as an important institution of modernity
30 30 . . _
nvestments allow capital to expand, which can, in
25 25 turn, increase the level of potential GDP as means of

production in the next period

[
[

20 20 A reduction in the rate of investments &natural

15 15 phenomenonduring the time of a crisjas thedrop
in demand made certain capacities obsolete, and the
10 10 reduction in the supply of credits constrained the

launch of investments on the funding sideéhe rate
5 5 of investments in Hungary reached the level of
before the crisis after a temporary recession by

0 0 2014 Although to a varying degree,he rate

dropped at all other competitors in the region

CZ RO| HU SK Si DE PL EUZ28 (mainly in Slovenia and Roma)leetween 2008 and
2014 but the EU average also shrunk by more than
m 2014 e 2011 2008 4 percentage poits. We ranked third on the
regional list behind the Czech Republic and Romania
SOURCHMD WCY Executive Opinion Surveyte: EU28without Cyprusand Mdta. with a 21.3% investment rate 2014.

Ranking of Hungary in the E(2014) 9./26.
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46. CHARTFDI influx at yeatend (inward stock)
To theGDP (%)

90
80
70
60
50
40
30
20
10

0

HU EU28 CZ SK PL RO Sl DE
m 2013 e 2010 » 2007

SOURCUNCTADSTAT

Ranking of Hungary in the E(2013) 6./28.
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The growth of foreign capital investments, typical
for former years, slowed down substantially as an
accompanying feature of the global crisis a2€08
This reduction in growth is mainly the consequence
of a reduction of the volumeof working capital
flowing into developing countries by about ottard
(two-thirds of global FDI stock concentrates there

The stock of foreign direct investments in Hungya
was 80.6 billion euros at the end of 201®&7.8
billion euros of that were shas, other stock and re
invested income, while 12.8 billion euros were other
capital), which is the highest rate to the GDP (83%)
and the second highest in Central Europe in terms of
per-capita rate. 77.2% of all capital investments in
Hungary originate frm the EU including a 24.7%
share of Germany.

There was no substantial change in the Hungarian
FDI rate betweer2007 and 2010 followed by an
increase by 12 percentage points by 20T8e rate

of FDI to the GDP increased also in other countries
of the regon and the EU, however, its relative
volume was lower than the growth achieved in
Hungary The situation has deteriorated in Hungary
since2013.



47. CHARTForeign working capital investment promotion The economic crisis was an impediment on the
global flow of foreign capital already in 2008, and

then even more in 2002010 which also hit the
region very hard

O=investment incentives (if all available) have no impact on foreign investdi@=nvestment incentives
strongly attract foreign capital investments

10

[HY
o

Hungary’s situation was bet
the region in 2015 than it had been 2012, but still

worse than in 2009when the crisis had hitThe

Czech Republic, Poland and Slovakia are ahead of us,

but Romania and Slovenia are behind Tisere has

been a drastic deterioration of investment
incentives in Slovakia since 2009some
deterioration of the same in Sloveniwhile other
competitors in the region improved investment
incentives somewhat

[
What we find is thain addition to traditional tools
used to attract investments (lower tax rates,
preferential prices for land purchases gicmore
and more countries use other, less widespread

measures such as the state subsidisation of property

CZ DE PL EU28 SK! HU | RO S| rents, various administrative simplificatioifs.g. in

the field of company registration However, it

m 2015 e 2012 2009 would be a mistake to overestimate these atsi
the investment and business environment that is key

SOURCHMD WCY Executive Opinion Surveéyte: EU28without Cyprus and Malta ~ for foreign investments Protectionist measures
clearly hinder the free flow of capital in a number of

countries

O L N WP O1 O N 0 ©
OFRP N WP OUILO N 0O

Ranking of Hungary in the E(2015):15/26.
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48. CHARTRIsk of relocation of production and services toother

countries
O=very high 104nsignificant

10
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The riskof relocation of production to a different
country hasreduced in all countries but Slovenia
since the economic crisis in 2009, according to
business executives aske@urrently the risk of
business relocation is lower in Hungary than in
Poland, Slovenia or Slovakia, and Hungarian business
executives had an ew better opinion of the
situation than the EU average

Most large engineering manufacturers and
automotive businesses have implemented massive
investments in Hungary in the recent perioghich
means that relocation cannot be done in an
economicalway. Also, the largest investors have
received substantial individual benefits and
subsidies However, a predictable and preferential
legal and tax environment may be necessary for new
investments

The risk of service relocation has not changed
significantly in any of the countries since 2009
Hungary was on the level of the EU average and
Germany in 2015just like SlovakiaNot unlike in
2009, the risk of relocation of services is smaller in
the Czech Republic, while it is slightly higher in
Slovenia than irother countries of the region like
Hungary



49. CHAR TLegislative and regulatory environment

O=constrains thecompetitivenes®f companies 103ncites the competitiveness of companies
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Legislative securitythe predictability of the legal
and regulatory environment is an outstandingly
important element of thebusiness environment for
companies The lack of quick and effective
enforcement of laws eases corruption and gives
room for the violation of tax regulation€hain debts
are common in Hungary, and businesses that
operate in a compliant way have no effedilegal
remedies to recourse toThis can land small and
medium sized businesses in bankruptcy

According to the survey dMD the legislative and
regulatory environment was a strong barrier to the
competitiveness of companies in Hungary, just like
in Sbvenia and Slovakia, in 201%lthough it was
also more of a barrier than an incentive in other
examined countries as welWe, together with
these two countries, have suffered a significant
drop in this regard sinc0092 Meanwhile, changes
in Polandwent the opposite direction, while the
position of Romania and the CzeBepubli¢ or in
fact the EUaveragedid not change significantly



50. CHARTTimerequired to establish a company The method and time requirement of establishing a
2014(day3 company becomes impor_tant especially from the
Size of bubbleENumber of steps required to establislcampany(number) aspect ofinternational capital movemen@and thus
35 signifies the competitiveness of the entire country
Almost all countries try to make it easier to
establish new companigsand Hungary has been
30 performing outstandingly in this fieldAccording to
the World. | y Daih@ Businessurvey 5 days were
needed to establish a company in 2014, while 16
25 days were needed for the same in 2008e number
of steps required is still 4, and only Slovenia has
fewer steps required
20 In regional comparison, Hungary moved rfothe
middle of the field to the top of the list in a period of
six years Establishing a company requires the
15 longesttime in Poland from the countries examined

EU2811,%,4,9 (30 day9g, while it requires the biggest number of

DE 15,9
steps (9 steps)in the Czech Republigust like in
10 Germany. The average of theEU28Member States
is 11days and 5 steps to set up a new company
)
HU, 5; 4
0
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Ranking of Hungary in the E(2014)5/26, and 7/26.
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51 CHAR Bureaucracy Compliance with government regulations (e.g.
disclosure of data to public bodies) is necessary, but

it also means substantial time atigus regular costs

to businessesThe reduction of resulting tasks is on
the EU agenda, and the results of the Netherlands,
the United Kingdom and Denmark are seen as
examples that other countries should follo@utting
back bourgeoningbureaucracyis only possible
through systematic commitment that permeates the
entire system of public administration, and
perseverant work However, state administrative
apparatuses arenot sufficiently interested in
reducing administrative burdens on businesses
and they are also not sufficiently prepared for
surveys that would assess the additional burdens
caused by changing the rules or introducing new
ones.The proliferation ofregulations the increase

of burdens are typical, while a few particular areas
show some spdacular achievements on short term

O=impedes business activiti0=does not impede business activity
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DE CZ EU28 RO PL SK!I HU ¢S] According to the IMD survey with business

executives,bureaucracy in Hungary, just like in
m 2014 e 2011 e 2008 Slovenia and Slovakia, is a substantial barrier to

business, and the situation has not improved but

SOURCHMD WCY Executive Opinion Surveyte: EU28without Cyprus and Malta rather worsened since 2008Vhile the bureaucracy
index improved significantly in Poland and Romania,
and it has remained unchanged against 2008 in the

Ranking of Hungary in the E(2014) 21/26. Czech Republic, it is still true for them that
bureaucracy is more of an impediment in the work
of companies
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52 CHARTAcceptance of economic and social reforms Theacceptance of innovation on the level of society
is particularly important during the time of

economic crisis. Companies that are able to renew in
line with the challenges can adapt the quickest, and
their ability to create value will define the welfare of
individual national economies

O=society does not support reformd0=society supports reforms
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According to thelMD survey European society is
less supportive of economic and social reforms than
it was in 2009 However, there has been slight
improvement in Hungary in this aréalthough some
deterioration since @12-), and we are in the middle
of the regional field in this regardThis is
encouraging also from the aspect of innovation
processes in Hungargs it conserves more flexibility
and an attitude that is prepared more for
cooperation From among regional copetitors, the
index of Romania improved significantly over six
years, while Slovakia and Slovenia deteriorated
substantially
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53 CHARCredit and venture capital terms and conditions Corporate credit terms typically improved after
2000, and then deterioratedlobally after 2007The

global credit crisis had an identical effect on all
countries in this regard; credit access terms
improvedbetween2009 (which was already erisis
year) and 2015,except for Slovenia However,
businesses still find it harder thaaverage (score 5)

to access credits in Romania, Hungary and Slovenia
while it is easier than average in the Czech Republic,
Poland and Slovakitihe EU28average is slightly
above the median valye

o

Classical or traditional venture capital finance
usualy means the longerm funding of starup,
innovative businesses that show great growth
potential and are not publicly listedThis is also
typical for investments in Hungary Access to
venture capital has become easier in all examined

0t is hard to access corporatgeditsand venture capitall0=easy
10
&
countries sinc009 andHungary could move from
the last positionby a twanotch improvement and

A overtaking Romania and Sloveni#owever, we still
HITEL KOCKAZATI T lag behind the EU average and also the Polish and

H 2015 e 2012 o 2009 Czech positions that are better than the EU average
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54. CHARCorporate leverage Business executive opinions show that the
indebtedness of Hungarian companies has

increasingly been a competitive disadvantage in
global competitionsince thebeginning of the crisis.
From amongst countries in the region, Poland could
develop dynamicallyand overtook us in the last six
years, and also surpassed the EU ave(atpch also
improved. Alimost faced with state bankruptcy,
corporate indebtedness became a strong barrier to
competitiveness but the situation also worsened
greatly in Slovakia andRomania From among the
countries of the region, it applies to Poland and the
Czech Republic that leverage is not an impediment
on thecompetitiveness of businesses

[HEY
o

The stock of defaulted corporate loans within the
lending portfolios of banks first grevapidly after

O=strong impediment tacompetitiveness10=ro impediment to competitiveness
the beginning of the crisis, and then it reduced
slowly only The poor performance of the real

10
[
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economy has a negative effect on companies that

CZ DE PL EU28 SK| HU RO SI focus on the domestic market through drastic
drop in domestic consumption, and then its slow
m 2015 e 2012 2009 expansion Project loans make up a significant, more
than 20% part of the corporate lending portfolios of
SOURCHMD WCY Executive Opinion Surveyte: EU28without Cyprusand Malta. banks in Hungary. These are mainly related to
property investments in Hungary, so that the
ailments d the domestic market are of defining
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55 CHAR'RIsk of political instability
O=very high 10=very low
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Politi cal instabilityworsens economipredictability,

it constrains the dynamism of foreign investments
inhibits interest rate cuts, and predicts a worse
economic trajectory than would potentially be
possible Government stability a predictable legal
and economic environment and the fight against
corruption are important in order to improve
political confidence

According to the survey ofMD with business
executives, exposure to political instahjlithas
reduced or not changed significantly in the
competitor countries except for Slovenia since the
onset of the economic crisi®oland was very much
of the bottom of the list in 2009, while executives
saw the risk of instability lower than the EU28
average in 2015Despite improvingperformance
Hungary is on the level of Sloveniand issecond
last behind Romania



56. CHAR TCompetition laws The theoretical foundation focompetition rulesin

the Member States of the European Union is the
acqus, however, the effectiveness of competition is
very different in individual countriesaccordingto

the opinion of businesse3herefore there is a huge
difference between old Member States, while the
differences across CentrBlastEuropean countries
aresmalletHungary’'s situation 1is
EU average and we also rank last among
competitors in the regionOnly business executives

in Poland think that competitive rules rather limit
unfair competition than the opposite The
conditions for competibn deteriorated in Hungary
substantially while somewhat less than in Hungary
in the Czech Republic, Slovakia and Slovenia
between 2009 and 2015 and the same conditions
improved in Poland and Romania

[EY
o

0=rp impediment to unfair competition10=efficient impediment to unfair competition
Beyond its traditional role in market regulation,

10
o
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competition is also an important engine of

DE PL EU28 CZ RO §S| SK HU innovation therefore a stronger drive to innovate

will automatically imply the appreciation of the
m 2015 e 2012 o 2009 value of competitionWe can even dare say that a
tougher functioning competition board can

SOURCHMD WCY Executive Opinion Surveyte: EU28without Cyprusand Mdta. promote innovation mae than all stakeholdersin
the economy that work towards the same aim
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57. CHAR TCorporateethics _ .
The ethics culture of companies includes

management methods, continuous training,
communication between staff members and the
management, the enforcement of rights and
rewards Opinions about this aspect have generally
worsened all around the world, including Slovenia
and Romania. Th&tuation in Hungaryimproved to
the level of the average in this regard due to
positive changes over the last six yeass a result,
we are furtrer ahead than the two countries
mentioned and PolandTwo competitors in the
region, the Czech Republic and Slovakia are ahead of
us.

[HEY
o

O=amongst the worst in the worldlO=amongst the best in the world
Business executives think that companies operate
more ethically in countries that are more developed
than Hungary (e.g. @many) The crisismproved
the situation in ethics in developed countries, and it

10
o
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I has worsened it in developing countries; crises

DE EU28 CZ SK! HU PL S| RO usually tend to weaken rather than strengthen
ethical behaviour
m 2015 e 2012 » 2009

SOURCHMD WCY Executive Opinion Surveyte: EU28without Cyprusand Mdta.
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EUROSTAT

Eurostatis an integral part of th&uiopean Statistical SystefESS)In addition to EurostatESSlso includes the statistics offices, agencies and central bankemiber
States which collect official statistical data from the Member States, Iceland, Norway and LichteMgenter States capture data according to criteria defined by the EU
ESSworks like a network, and its member Eurostat is mainly responsibléndomonising and publishing the statistical indices of natiohlso, ESS does continuous
coordination with international organisations, the OECD, UN, IMF and the World Bank

KSH

The Central Statistical Office is a national agency with a great histoigh véports to the government directly but is professionally independiémtasks include the planning

of data capture, data recording, processing, storage, analysis and publicatidthe protection of individual datdhe Office supplies data fublic administration bodies

and the parliament, to socialrganisationsinterest representations, local governments, public bodies, academia, business entities, the general public and méalia, and
international organisations and foreign users.

OECD

OECDncludes30 member states, which are characterised by democratic governance and a commitment to the market ectimoaigtains continuous active relations
with 70 countries, national governmenésmd NGOsutside the organisationts activity includesg, in the economic and societal aregsnacroeconomic analyses, trade and
education activities, andcientificresearch andlevelopment. Thelatabases 0OECIaggregate economic and social statistical data and indices of member.states

IMD World Competitivengs Yearbook, IMD World Competitiveness Online

TheWorld Competitiveness Yearbook (W@} first published in Lausanne, Switzerlanii989as a product ofnstitute for Management DevelopmerRublished annually

for 18 years, the priority objective of tte S Nb 221 Aad (2 lFaasSaa GKS O2YLISGAGAGSYySaa 27 (HSdagienndtie Qa O2 dzy
usual indices of competitivene§sroductivity index unit labour costjhey also include indices that define theenvio y i 2 F odzaAy SaasSa FyR GKS STF
functioning largelyTheWCYincludes51 developed and developing countridsranks countries according to more than 300 competitiveness criteria organised according to

the following areaseconomicoutput, governanceefficiency businesfficiency infrastructure.

IMD World Competitiveness Onlimdfers also longer term historical dats/C¥s based, on the one hand, on statistical data, and on the views of app. 4200 experts polled
with a survey a the other handThe latter is called thExecutive Opinion Survegnd the questionnaire is completed by top and midekecutivesf companies working in

the givencountries In order to make sure that the survey is statistically representathe siz of the country samples &djustedto the GDP of the relevant countrieBhe
respondent sample is representative for the entire economy as it considerathef contribution of individual economic sectors to the GREspondents rate the questions
asled aboutcompetitiveneson a scale of 1 to 6, which is then converted to a scale of 0 to 10.



International Railway Statistics
This trilingual publication contains the statistical figurel8member railway companie3he publication discusses the following areas of raile@aration network, rolling
stock personne] operation, passenger traffidtransport tariffs financial resultsenerg, safety and speed

International Road Federation

A nongovernmental, noffor-profit organisation that was created with the objective of promoting and supporting the development and maintenance ofanetterore
sustainableoads and road network§he annually publishedorld Road Statistics (WR&msup the public road, traffic and transport data 885 countries;it is a unique
resource in this field

International Telecommunication Union
¢KS ! bQa Aigférmatioi aizd dodngunidagoiNechnologiewith membership froml93countries

UNESCO
¢CKS !'bQad 2NHFYAalFGA2Y F2N SRdzOFiA2ys a0OASyOS I yR Coexfdr caButicatiok &ross cidliSatons) dilfire2 T A G 3
and people, based on the respect of joint valu@arrentlyl93countries aremembers

UN Human Development Report
This report of the UN contains two types of statistical informati@artain indicators of social developmewhich provide an impression on social development, and thematic
comparisons of countries according to @ért chaptersThe repat is published annually, with relatively large delays

WEF The Global Competitiveness Report

A Global Competitiveness Repdras been published sincE979in the framework of the Global Competitiveness Program of Werld Economid=orum (WEF).This
publication, which includes contributions from renowned experts Miehel Porteranalyses the competitiveness of countries on the basis of two indiGeswth
Competitiveness IndexGCland Business Competitiveness InddXCl) Thesewo indices are generated from publicly available data and a survey conducted in 103 countries
6 C2 NHzY Q& 9 E S O dzii ApprBximiateiA9P00 Buginessdzbetlifvésican express their views on certain factors or the business environment

WIPO
The WoH Intellectual Property Organisation was established @670 2 4G LINBE G§SO0G0 Ay (St SOGdz f LINRPLISNI& | NRdzyRé GKS g2
Currentlyl84 countries are members
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World Bank, Doing Business

¢ KS 2 2 NXDRing.Blsifidsdatabase encompasses the regulatory environment of companies on the basis of internationally comparable indices for theesaino
175 countries

World Development Indicators
A World Development Indicators (WDd)the publication of the World Bankdh measures and presents the level and progress of development in the world, published
annually This material contains more than 900 indicators80 tables ordered into 6 main chaptdk&orld, Society Environment EconomyMarkets Global Relatior)s

* k k

COMMUNICATION FROM THE COMMISSION TO THE EUROPEAN PARLIAMENT, THE COUNCIL, THE EUROPEAN ECONOMIC AND SOCIRQICRMVEEETEGE AND THE
THE REGIONS Universal servicecionemunications: report on the outcome of the public consultation and thedtperiodic review of the scope in accordance with Article
15 of Directive 2002/22/EC

58t 1yS Dtf !yAlsfF ! NBIAZ2YytIfAEd OSNBSKHEIISYISGBSAT iSNEEINBETI $RE1 YA ATUHSIAYGISH GBRT §
http://elib.kkf.hu/okt_publ/szf_15_01.pdf
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FDI

Foreign Direct Investment

GDP

Gross Domestic Produdfotal value of goods (products and services) produced

HDI

A Human Development Indewombines the average life expectancy, the level of education and thegpeta gross domestic prodti(GDPpn purchase power parity in a

single index

ICT

Information and Communicatiofiechnobgy

IMF

International Monetary Fund

SME

Small and Medium Sized Enterprise

R+D

Research and development

ABBREVIATIONS OF COUNTRIES AND REGIONS
CZc CzechRepublic

DE¢ Germany

EUB3 ¢ European Union

HU¢ Hungary

PL¢ Poland

RO¢ Ronania

SI- Slovania
SK¢ Slovkia
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PISA THS
PISA(Programme for International Student Assessmeasta series of comprehensive surveys done globally on behalf of developed industrial co{@E®EB)with the
objective of assessing the effectiveness and success of education
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