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Recommendation

The National Environment Protection Council of Hungary has recently decided that in
addition to its statutory responsibilities, it will also perform some other activities on its own
initiative. Economic regulation connected to environment and nature protection is one of
these new tasks. Clean Air Action Group has been doing pioneering work in this field;
every year since 1992 they have elaborated their proposals for an environmentally-friendly
transformation of the State Budget and the taxation system of Hungary. The National
Environment Protection Council has discussed these proposals on several occasions, appre-
ciating the importance of this work and granting moral support for the continuation. And
now, it has become possible for the Council, as part of its newly initiated work programme,
to grant also financial support for that mission. The National Environment Protection Coun-
cil, however, has not analysed in detail each specific proposal of the Clean Air Action
Group, and has not formulated its standpoint in connection with them. Nevertheless, it
can be ascertained that regarding their fundamental principles, the proposals are in confor-
mity with the concepts set forth in the Programme of the Hungarian Government and with
the requirements of the European Union.
I recommend this study for everyone who is interested in how we could improve the envi-
ronment in Hungary.

István Láng
Member of the Hungarian Academy of Sciences

President of the National Environment Protection Council
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Necessity and possibilities of an eco-social budget reformm 7

jority of those preparing and making decisions do not
fully share our standpoint, although, despite all con-
ceptual disagreements and practical objections, more
and more of them have started to pay attention to our
approach and stand by our principles to achieve sus-
tainable development. A proof of that is that the Gov-
ernment and the Parliament of Hungary have adopted
a series of our specific proposals over the past few years,
and incorporated them into the Hungarian system of
statutes in force.

An increasing number of civil movements, interest
groups and even government agencies represent the
principles upon which our proposals have been based.
The European Commission in Brussels, the European
Parliament, the OECD and other institutions also stand
by those principles and reinforce them in their state-
ments, standpoints and documents published day after
day. Opinion polls in Western Europe also reveal that
people understand and support the ideas to restructure
the state budget in a way that gives priority to people,
culture and environmental protection. Our experience
shows that the representatives of virtually all industries
recognize that the proposals are reasonable. Although,
not surprisingly, the industries which are the most ad-
versely affected momentarily but are still extremely pow-
erful, do their utmost in practice to delay the already
inevitable changes as much as they can.

“Three quarters of the EU population thinks that
politicians fail to pay proper attention to environmen-
tal aspects in taking decisions which have an influence
on the economy, labour market, etc.” (See
Eurobarometer, 5th June 2002.) Among the 7000 Euro-
pean citizens questioned, more think that the state of
the environment (73 per cent) is a stronger determin-

Our proposals for the following year’s state budget have
been published each year  since 1992. This year, tak-
ing into consideration the materials of former years, as
well as the connected discussions and comments, our
study evaluates some major tendencies in the Hun-
garian society and economy, and formulates our pro-
posals for the annual state budget bill and for other
related statutes.

In this year’s study we have placed even greater
emphasis on the environmentally focussed protection
of human life and health. To achieve this goal, it is
necessary to regroup means and instruments in a man-
ner to eliminate or at least reduce the subsidization of
environment-polluting activities and the cross-financ-
ing which distorts economic competition. Besides these
features, we have preserved all elements from the stud-
ies of previous years, which we thought worth taking
over – with modifications in line with changing con-
ditions. We have paid special attention to bringing our
proposals into harmony with the principles, expecta-
tions and future objectives of the European Union. We
were glad to note a strengthening trend within the
European Union of giving priority to the protection of
human life and the environment when elaborating
plans for the future.

Of course, we are well aware that our proposals can-
not be implemented from one day to the other, because
sometimes, in connection with some specific modifica-
tions, it is not easy to recognize that the long-term in-
terests of the economy, the society and the environ-
ment in fact coincide with one another; and proposed
changes may conflict with the interests of certain groups
of great influence and strong interest enforcement
power. At the moment we accept the fact that the ma-

Foreword

“The current development model is outdated and has led to an impasse. ...On the one
hand, industrial societies are squandering natural resources (which either do not have
a price at all, or the price does not express how scarce they are), and on the other, they
are using less and less live labour. ...The low utilization rate of labour and its ever-
growing replacement by capital and energy stem from the distorted prices of produc-
tion factors.”

Quote from the speech of Jacques Delors,
President of the European Union,

delivered on the 1995 Summit Meeting in Essen
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8 Clean Air Action Group, 2003

* Between 1993 and 2000, our budget proposals have been published jointly with the Trade Union of Workers in Public Collections
and Public Education /Trade Union of Culture/ (KKDSZ). Clean Air Action Group continues its cooperation with the KKDSZ and
with other trade unions and numerous non-government organizations.

ing I.factor for their quality of life than the economic
situation (64 per cent) or social equality (64 per cent).
Nearly 86 per cent of those filling in the questionnaire
claimed that politicians and decision-makers should
regard environment protection just as important as the
economy or the social justice. It is important to note
that in 1999, the same type of survey still found that
environment protection was only the fifth most impor-
tant factor.

We do not think that our proposals are extremist;
rather the decisions, only delaying the necessary actions,
which further aggravate the destruction of the environ-
ment – already today seriously jeopardizing social and
economic development in Hungary. These delays will
result in accumulating the contradictions and expenses,
and further increasing the immensurable damage caused
to human life and health. The proposed restructuring
would favourably affect the overwhelming majority of
citizens and enterprises already in the short run, and it
would contribute to the long-term development of the
whole society.

The restructuring of the financial resources, quanti-
fied in our proposals, could have been implemented both
economically and technically already in 2003. In this
year’s study the numerical data of our proposals are based
on the estimates of the Act on the 2003 State Budget
of Hungary, but may also provide direction for elabo-
rating the guidelines of the 2004 budget and then for
preparing the budget bill.

It is up to the politicians to decide – in case they
agree with our proposals – about the schedule of the
implementation: how gradual the implementation
should be, and how many years it may take, considering
the political aspects. In order to promote this, people
should be supplied with adequate information on the
reforms, and the general public should be involved in a
comprehensive discussion of the issue – we have pre-

pared our proposals for the methodology of this public
relation work as well.

In our study we have used the latest available data.
The sources of the data are the relevant Hungarian of-
ficial statistics or the base institutions supplying these
data, as well as some international institutions and or-
ganizations (primarily the European Commission and
its agencies, and the OECD). Our proposals are being
updated on a continuous basis; therefore the present
volume should be regarded as a “snapshot” of the pro-
cess of our work. The updated versions and supplements
may be read on our homepage.

Our proposals are meant to help Hungary be at the
forefront of progress and take action to promote sustain-
able development. We are convinced that the implemen-
tation of our proposals would contribute to the preser-
vation of human life and health, and would help:

• improve the state of the environment,
• expand employment,
• enhance the competitiveness of Hungarian

labour force,
• raise the income levels of workers,
• reinforce social market economy,
• establish better conditions for education, cul-

ture, health and scientific research,
• accelerate economic restructuring,
• improve the balance of trade,
• utilize raw materials and energy more efficiently,
• relieve social tensions,
• improve social welfare services, and
• make more efficient preparations for the acces-

sion of Hungary to the European Union.

On behalf of the Clean Air Action Group, national
association of 126 Hungarian environmental NGOs, I
am kindly requesting the support of the Reader to ac-
complish the above goals

András Lukács
President
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Necessity and possibilities of an eco-social budget reformm 9

Economic and financial policy foundations
for our proposals

“The Earth is the property of each generation, entirely and on their own right,
during the whole of their lifetime. The second generation shall receive this prop-
erty free from all debts or encumbrances from the first generation, just like the
third generation shall receive it from the second, and so on. It is because, if the
first generation encumbered this property with debts, then the Earth would
belong to the dead, and not to the living generations. Therefore no generation
shall undertake more debts than they are capable of paying back during their
own lifetime...”

Thomas Jefferson (Letter to James Madison, 1789)

Introduction

One of the documents that we have used as a starting
point to elaborate the economic and financial grounds of
our proposals was “Hungary’s medium-term economic
programme to lay the foundations for the EU accession,
2002” (hereinafter in short: Economic Policy Programme)
published by the Ministry of Finance in August 2002.
Among other factors, this will ensure that our eco-social
budget proposals fit in with Hungary’s economic and fi-
nancial policies. The Economic Policy Programme’s
Chapter on Environment Protection contains a half-sen-
tence which, if consistently implemented, may prove to
be of crucial importance for the development of the Hun-
garian economy and society: “The Government of Hun-
gary intends to enforce the «polluter pays» principle even
more relentlessly in the future...” Much less needs to be
spent on environmental and health tasks if direct and

indirect state subsidies which contribute to damaging the
environment are eliminated. This will also enhance con-
siderably the efficiency of the Hungarian economy.

In our opinion there are four key topics which are
advisable to be treated as the principal focal points of a
human-values-oriented economy, and other issues need
to be subordinated to these. The four topics are:
• environment protection,
• healthcare,
• education and culture,
• employment.

First we will present an overview of the issue of
employment, as well as of some other economic fac-
tors, which are indispensable to be taken into account
for laying the foundations for our proposals. We will
discuss the other three key topics later on in detail.

budget-1.p65 2004. 08. 13., 11:529



10 Clean Air Action Group, 2003

1. Maintaining the long-term equilibrium through
financial instruments

We have based our alternative budget proposals on re-
alistic economic principles, which, in addition to en-
hancing the quality of life of Hungarian citizens, may
also improve the performance of Hungary’s economy
as a whole. Unlike short-term crisis management, our
policies focus on measures promoting long-term struc-
tural changes in a manner that they meet the require-
ments of Hungary’s membership in the EU.

Since Hungary is an open economy, the internal
balance can only be improved lastingly on condition
that the external balance is improved at the same time.
(In 2001 the total value of exports equalled 59.2 per
cent of the GDP, while that of imports amounted to
65.4 per cent of the GDP. Without the trade turnover
of customs-free zones, the same indexes are 33.2 per
cent for exports and 45.6 per cent for imports.)

Therefore, long-lasting improvement of the exter-
nal balance is the key element of the policy. The point of
this statement will become evident if we look at the long-
term (i.e. longer than one year) trends. The current prac-
tice and approach of elaborating annual (short term) state
budgets is not capable of managing the long-lasting, pri-
marily external, deficit. (Recent years have brought some
changes to include projections for another three years in
the annual budget proposals. However, this is only a for-
mal technical solution, because the state budget is not
based on a consistent three-year economic programme.)
The state budgets for 2001 and 2002 already coupled two
years as a basis, but it is still a short-term approach. Un-
fortunately, this approach is even more characteristic of
the Hungarian banks and banking activities.

1.1. Employment

“In the Republic of Hungary, all people have the
right to work, and to freely choose their work
and vocation.”

Paragraph (1) of Art. 70/B
of the Constitution of the Republic of Hungary

It is well known that Hungary’s most important re-
source is its workforce, in which the country possesses
abundant reserves, having lost 1.5 million jobs since
1989. The external economic balance can also be best
improved through increasing the employment, because
this has the highest net foreign exchange yield. What is
more, goods of high specific labour content – especially

when coupled with knowledge-intensive activities – are
in general also environmentally friendly. In spite of that,
some government concepts only wish to encourage in-
vestments of high specific capital intensity and mostly
of foreign origin. Given that these investments are also
highly material and transport-intensive, they put an
increased load on the environment in Hungary. After a
period of provisional profusion of capital, international
capital has shrunk to just one-third of its former vol-
ume by now, which makes it highly probable that the
funds spent on encouraging foreign working capital will
not bring about the expected result.

In the present situation we think that the Govern-
ment is right to stress already in the introductory sec-
tion of its Economic Policy Programme that “the Gov-
ernment of Hungary considers it one of its most impor-
tant tasks to attain a general rise of the employment
rate, in line with the EU objective to increase the over-
all employment rate to 70 per cent in the member states
by 2010. The Government intends to promote this pri-
marily by reducing the financial burdens on live labour,
by making the labour market more flexible, by stimu-
lating the creation of new jobs and by implementing
measures to maintain the existing jobs.”

As regards employment, Hungary has accumulated
an enormous backlog. (See Tables I.1.1.a – e. showing
the level of employment.) Even the Economic Policy
Programme states that the activity rate in Hungary is
still under 60 per cent at present (calculated in relation
to the population in working age), which includes the
unemployed, too – without them the employment in-
dex is not more than 56 per cent. According to the cal-
culations of the Central Statistical Office of Hungary,
which projects the number of individuals on the payroll
upon the population in working age (15–74 years), the
employment rate reached only 50 per cent in 2001.

The tendency of losing jobs in mass proportions be-
gan at the time of the change of political regime in
Hungary. Between 1989 and 1994, the number of em-
ployees went down by nearly 1.5 million. The so-called
Bokros package (austerity measures named after the
Minister of Finance at that time) resulted in a further
major fall in the employment rate. (At that time the
standard of living was worsening not only because of
the decline of wages and pensions in real terms, but also
due to the deteriorating employment figures.) Official
statistics reveal that 155 thousand jobs were lost in 1995,
then another 100 thousand in 1996, and a further nearly
100 thousand in 1997.
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Necessity and possibilities of an eco-social budget reformm 13

Table I.1.1.c.: Impact of reduced employment on the state budget between 1995 and 1998 (million HUF)

*Impact of the decreasing purchasing power: lost state budget revenues can be calculated by taking 20 per cent of the amount remain-
ing after deducting unemployment relief from wages.
Source: Monthly Statistical Bulletins of the Central Statistical Office of Hungary, No. 1999/12

Figure I.1.1.: Changes in employment between 1988 and
2002, thousand persons

In 1998, the Central Statistical Office (KSH) already
reported a slight improvement: some tens of thousands
of new jobs were created, mainly in the entrepreneurial
sector. Data of the Tax and Financial Auditing Office of
Hungary (APEH), however, show real weighted average
figures; these figures are derived from the actual payment
of taxes and social security contributions on the wages,
which makes them more trustworthy in many respects
than the “purely statistical” employment data of the Sta-
tistical Office. According to the labour surveying meth-
odology of the Statistical Office, “individuals are regarded
employed, if they, as employees ... during the week ob-
served, perform at least 1 hour work which ensures earn-
ings ...” (Statistical Yearbook of Hungary 1998, p.75).

Statistical registration of employees is further com-
plicated owing to calculating with the so-called Hun-
garian method (see the periodical titled “A KSH jelenti”
/”The Central Statistical Office reports”/), which is not
compatible with the internationally accepted practice.
Data of the OECD, however, ensure international com-
parability, and demonstrate in a comparable way the
level of employment and the changes thereof between
1983 and 2001 (see Tables I.1.1.a – b.). It is to be high-
lighted that in smaller countries the number of employ-
ees is increasing at a higher rate. In this respect, Hun-
gary is in an exceptionally bad position, because in in-
ternational comparison its employment level was already
extremely low, and this has further diminished now. The
mentioned OECD statistical statement shows that in
Hungary the number of employees decreased by 309
thousand between 1994 and 1998. Only a slight im-
provement was recorded in the period between 1998
and 2001. In 2002, once again, the entrepreneurial sec-
tor saw a drop in the employment level, which was more
or less offset by increasing employee numbers in the
public administration sector. As a result, employee num-
ber remained the same on the whole as compared to
2001, despite the slackening international boom.

Another reason why official statistics fail to reflect
the reality is that they only contain data on registered
unemployment, and leave out the number of jobless
people unregistered. For example, the nearly 300,000
disability pensioners in Hungary are not registered as
unemployed, although at least a part of them could do
without their pensions and find jobs for themselves af-
ter rehabilitation.

Shrinking employment, as a primary impact, added
HUF 985 billion to the state budget deficit between 1995
and 1998, calculated at 2000 prices and compared to the
base value of 1994. We define as secondary impact 20
per cent of the income difference between net wages and
unemployment benefits, which is made up of the non-
payment of the value-added tax, excise duties, etc., as a
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snosrep

6.681 5.582 5.523 4.903

sbojriehtgnisolseeyolpmefoegawteN 644701 393461 624781 551871 914736
tegdubetatsehtfoseunevertsoL 018611 027871 067302 186391 379296

feilertnemyolpmenulanoitiddA 59194 96257 41858 07518 948192
latotnitegdubetatsehtfoserutidnepxelanoitiddasulpseunevertsoL 500661 989352 575982 252572 228489

dnaegawtenneewtebecnereffid(rewopgnisahcrupfoesaerceD*
)feilertnemyolpmenu

05611 42871 22302 61391 31196

evobadeifitnauqsastcapmietagerggA 556771 418172 798903 965492 7393501
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Table I.1.1.d.: Employment structure in selected countries of the world
(per cent)

* Data of the column “Employment rate” have been taken from Table 19 in the publication OECD Economic Outlook No. 70
Source: Yearbook of the Central Statistical Office of Hungary, 2001, p. 557

consequence of the declining purchasing power. This item
amounted to an additional HUF 69 billion for the men-
tioned 4 years. Therefore, all in all, state budget rev-
enues worth HUF 1054 billion were not collected
owing to the falling employment level (see Table
I.1.1.c.).

So the loss of 309 thousand jobs causes massive fi-
nancial losses for the Hungarian economy, in addition
to the human agony of the unemployed.

We estimate that the total “value” of manpower in
Hungary is roughly 10 times higher than the annual
gross wages. Therefore, one person is “worth” HUF 7
million; i.e. the accumulated skills and experience of
the 309 thousand Hungarian citizens “sacked” are
worth approximately HUF 2200 billion. Using an ana-
logue based on accelerated depreciation we may pre-
sume that in the first year of unemployment 30 per
cent of that value is lost, in the second year 20 per
cent, and in the third a further 10 per cent.

It is well-known that approximately 1.4 million jobs
were lost in the period between 1989 and the end of
1996 in Hungary (see Figure I.1.1.). This means an in-
crease of over 30 per cent in the amount of social ex-
penses per one employed individual. Letting this pro-
cess going on is more than irresponsibility, because
Hungary’s most important treasure and value is its rela-

tively well-trained, hard-working and well-performing
labour force, which is also the country’s most competi-
tive resource due to its comparative cheapness in the
international market.

As a consequence of the international economic
boom, in the period from 1998 to 2001, some 100 thou-
sand new jobs were created in Hungary. In 2002 a re-
cession followed, which stopped the increase of job op-
portunities; there are signs that indicate a provisional
tendency of job losses (see the case of IBM in
Székesfehérvár in Western Hungary). The
Government’s medium-term development plan stresses
the need to expand employment in Hungary, which is
an important and positive intent, but unfortunately, the
system of financial instruments to promote the achieve-
ment has not been set up and is not yet functioning.
The objective of the “labour department” to attain EU
employment level also in Hungary within ten years, in
line with the EU employment policy, would roughly
mean creating 500 thousand to 1 million new jobs. Pro-
viding vocational training to 1 million individuals – a
goal set in the medium-term development plan – would
be a great contribution towards increasing the employ-
ment level in Hungary.

Besides employment level, it is also very important to
look at the structure of employment, and to compare

yrtnuoC *etartnemyolpmE erutlucirgA
gnidliub,yrtsudnI
noitcurtsnocdna

secivreS

airtsuA 7.47 7.5 9.92 4.46

)0991(muigleB 9.06 1.3 6.03 3.66

)8991(kramneD 7.97 6.3 6.62 8.96

dnalniF 6.27 7.5 2.72 1.76

ecnarF 0.86 7.3 1.42 2.27

)0002(eceerG 0.46 0.71 5.22 5.06

)0002(sdnalrehteN 2.66 2.3 1.12 7.57

dnalerI 2.76 1.7 9.82 0.46

)0991(gruobmexuL 7.16 2.3 4.03 4.66

niatirBtaerG 3.57 4.1 8.42 6.37

ynamreG 8.37 6.2 7.23 7.46

ylatI 8.85 3.5 1.23 6.26

lagutroP 3.37 7.21 6.43 7.25

niapS 3.36 4.6 5.13 1.26

nedewS 2.57 3.2 8.32 7.37

ASU 1.76 4.2 4.22 2.57

napaJ 2.87 9.4 5.03 6.46

yragnuH 7.85 3.6 7.43 0.95

)9991(dnaloP 1.56 1.91 5.03 4.05

)9991(cilbupeRkavolS 0.96 1.6 6.73 3.65
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Hungary with the advanced industrial countries in this
respect (see Table I.1.1.d.). The table reveals that Hun-
gary has a much lower portion of labour force employed
in the tertiary sector than the advanced industrial coun-
tries. As a consequence of that, by expanding the sector
of services (including environmental-protection-type ser-
vices) it is possible to ensure employment for a large num-
ber of workers in a manner that will also contribute to
the modernization of the country’s economic structure.
Hungary has a considerable comparative advantage is this
field: its relatively cheap and well-trained labour force. It
would be necessary to formulate or modify several stat-
utes and technical specifications in order to encourage
enterprises to perform or to utilize various services.

All the other candidate countries which have a
chance to achieve EU membership in the first stage of
enlargement have significantly better employment in-
dicators than Hungary.

According to official statistical data, the unemploy-
ment rate is lower in Hungary than in the EU, but the
rate of employment, which is a crucial indicator of the
real situation of the country, suggests a much less
favourable overall position. (In some instances jobless
people are not registered at all because they stand no
chance to find a job.) This can be explained by the high
number and rate of the so-called latent unemployed in
Hungary, who are not included in the statistics. It is to
be noted that some government agencies have been
boasting that regarding unemployment, Hungarian rates
and ratios are better than those of EU countries!

EU countries have launched a well-prepared, uni-
fied programme to increase the number of available jobs
and to combat unemployment. Since Hungary has an
open economy, which is becoming even more open as a
consequence of reduced customs duties, this may have
the effect that the expanding EU jobs exert additional
pressure to close down even more Hungarian job op-
portunities. Or, owing to the low wages, Hungary will
not have any choice but to perform primitive job work,
which would further reduce the earning capacity, too.
These adverse tendencies can only be avoided if a
scheme (even more effective than in the EU) is intro-
duced to increase the rate of employment. Research and
development should be given priority within the em-
ployment scheme, for R&D is the engine that should
pull the economy ahead by its positive multiplier effect
and usefulness for the entire society.

The issue of employment has become a pivotal part of
economic policies even in countries where the economic
activity level is higher than in Hungary. The latest EU
programme sets the goal to catch up with the United
States of America in 10 years. The main indicator to
measure that, the rate of employment, is to be raised from
the current 61 per cent to 70 per cent, which means es-

tablishing 30 million new job opportunities. Even then,
regarding the rate of employment, the European Union
will remain behind its two archrivals, the USA and Ja-
pan, both having a rate around 74 per cent at present.

Higher rate of employment will bring about enhanced
productivity at the level of the society as a whole, which
is more efficient than the traditional way to increase pro-
ductivity. It is so because for the latter, gross production
value is the basis of the calculation, containing also the
value of goods supplied for production. Consequently,
the more is the value of the goods supplied and the less is
the live labour input, the higher is the productivity that
may be shown, which is a distorted data due to the ever-
increasing accumulation at international level.

Expanding employment and protecting the environ-
ment are closely connected. In Hungary live labour costs
only a fragment of its EU price. Therefore the most effi-
cient means of development here is to employ live labour,
whereas giving preference to capital and raw material-
intensive development projects has most unfavourable
consequences (especially considering the country’s high
debt burden). Protection of the environment and mod-
ernization of the economic structure can both be imple-
mented through expanding activities which have a higher
specific live labour content – and as a result are more
efficient at the level of the society as a whole.

A good example to illustrate the above is the re-
placement of the now almost universally used dispos-
able packaging by state-of-the-art multi-way contain-
ers. Disposable packaging is incorporated into the price
of goods, increasing it by 20 to 30 per cent, or in some
cases even by 60 per cent. It causes considerable waste-
disposal costs already today, which is expected to grow
exponentially in the future. All this destroys the local
economy and also the local environment. In contrast,
state-of-the-art multi-way packaging adds only very
slightly to the purchase price of goods, causing hardly
any pollution to the environment. Such activities may
give a new chance for local industries and for small and
medium-sized enterprises as well. Some methods, also
applied in the USA, may further strengthen these
favourable effects: social benefits should be put at the
beneficiaries’ disposal in the form of in-kind grants. In
Hungary, for example, it would be advisable to arrange
the “milk in schools” programme by distributing milk
from cans, using the children’s own cup. Thereby the
cost-increasing and environment-polluting activity of
the milk monopolies, which have gone into foreign own-
ership, can be avoided; what is more, milk producers
would immediately receive the price of their product,
without the need to grant credit to the monopolies for
several months.

Low rates of employment in Hungary entail several
problems to be solved:
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Table I.1.1.e.: Employment growth of employees with high and with low qualification levels (annual average rate of
increase, per cent)

Notes:
* The high qualification category includes:
ISCO-88 Group I – legislators, senior associates and managers;
ISCO-88 Group II – qualified employees;
ISCO-88 Group III – technicians and teachers.
** In Germany ISCO-88 Group I does not include managers, and ISCO-88 Group III does not include teachers; therefore the
number and proportion of highly qualified employees are underestimated.
Source: OECD (STI/EAS Division). Quoted by National Technical Development Commission (OMFB) – Hungarian Academy
of Sciences (MTA), Research Institute of World Economy

• Low rates of employment, together with average
earnings that are only about the eighth of those of
the developed countries, result in exceptionally low
income levels in an average family in Hungary.

• Hungary’s comparative advantage due to the low
costs of labour is less utilized.

• Long-term unemployment destroys a part of the
available human resources (skills and knowledge
become obsolete, adverse psychological impacts,
etc.).

• Part of the labour force leaves the labour market,
which is good for statistics because it looks as if the
rate of unemployment was below the rate in EU
countries, but it is nothing but distorting the real
picture.
Links between employment and education are be-

coming ever stronger, because the need of the informa-
tion society for highly-qualified workforce is immense
already today, and it is getting even more so in the fu-
ture. The employment of well-qualified professionals,
for example, increases each year by 3.1, 2 and 2.5 per
cent in Canada, Japan and Germany respectively. De-
tailed surveys conclude that industries which invest
more into scientific research and are among the first
ones to apply new methods, acquire more human re-
sources as a rule and improve their performance and
competitive position by using the expertise and the re-
sults of innovations. Products with high “intellectual
content” are in demand in the international market and
are able to attain increasing prices, while material-in-
tensive goods are losing their value. Those trends in
the advanced industrial countries could serve as a les-
son to learn from for the less developed countries as
well when forming their education and employment
policies (see Table I.1.1.e.).

Key deficiencies of the employment policy in Hun-
gary over the past few years have been its predominantly
financial focus and the lack of selectivity; this has led to
radical cutbacks in the number of jobs even in key sec-
tors, for instance in education. In 1994, the number of
staff employed in education in Hungary totalled 336,800,
whereas in September 1998 it was only 225,200, repre-
senting a drop of over 113,000, i.e. one third. Austerity
measures of the so-called Bokros package have hit edu-
cation the hardest: real wages went down dramatically,
which necessarily affected the quality of education. In
the meantime, other countries, thinking in the long run,
are improving education to make it one of their leading
and most competitive sectors, which is to be the most
profitable business of the next decade. In Canada, for
example, education is given priority and 21 thousand
new jobs were opened in 1995 alone. Education and
training is being developed and expanded in Great Brit-
ain and France as well. The US exported education and
training services worth USD 7 billion in 1995. (Source:
Hungarian economic daily “Világgazdaság”, 18th Feb-
ruary 1999)

The current Hungarian Government deserves credit
for raising the base wage of employees in the education
sector by 50 per cent in 2002. Nevertheless, further
progress should be made in this direction, because this
single step is far from being enough even to offset the
serious setback experienced in this sector recently.

We were glad to see that the previous Government
started the elaboration and implementation of a com-
plex employment stimulating programme in 2001 – in
keeping with the proposals that Clean Air Action Group
has been advocating for many years – and the current
Hungarian Government is intending to continue and
step up the programme.

yrtnuoC doireP
*noitacifilauqhgiH noitacifilauqwoL

seeyolpme

adanaC 1991-1891 01.3 56.0

napaJ 0991-0891 09.2 06.0

ASU 3991-3891 06.2 04.1

**ynamreG 0991-0891 55.2 10.0-

ecnarF 0991-2891 02.2 55.0-

ylatI 1991-1891 50.2 71.1
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1.2. Protecting the Hungarian
economy in conformity with WTO
guidelines

Hungary is an economically open country: the value
of the Hungarian product export equals some 60 per
cent of the GDP. In the last few years, protective cus-
toms duties have been reduced, the supplementary duty
has been abolished, and the rate of devaluating the
Hungarian currency, announced in advance, has been
lowered; then in 2001 the devaluation system was ter-
minated altogether, which resulted in the appreciation
of the forint. The tendency of forint revaluation has
gained strength during 2002. As a consequence, imports
have become relatively cheaper. These measures in-
crease the competitiveness of imports as against Hun-
garian products. In order to offset at least a portion of
the adverse impacts, it is necessary to provide protec-
tion for the Hungarian environment and economy in a
manner which would restrict imports through safeguard-
ing human life and the environment and in so doing
would put Hungarian producers into a more favourable
position. The measures proposed in the present study
principally contribute to achieving this goal.

The current level of foreign trade relations between
Hungary and the European Union anticipate Hungary’s
EU membership, because, already today, the country’s
economic relations are predominantly tied to the Union.
This is demonstrated by Table I.1.2.a. and b.

International competitiveness of the Hungarian
economy should not be attained through classic short-
term implements, but through a system of instruments
which have more long-lasting effects. It is a well-know
fact that the competitiveness of the qualified Hungar-
ian labour force is essentially comparable to that of the
EU countries. (Under identical conditions, its produc-
tivity is approximately of the same level, while wage costs
are only a fraction of those in the EU – although this
advantage is somewhat deteriorated by lower organiza-
tional and management standards.) Hungary has to
make sure that no more job losses are provoked by im-
ports, therefore, among others, increased support should
be granted in order to strengthen sectors and enterprises
which create competitive jobs and which can produce
goods that find their markets abroad and reconquer the
domestic markets. This would have a simultaneous ef-
fect of squeezing out imports, too. Such economic policy
would generate higher returns in foreign exchange even
with a very low growth rate of exports, and would bring
about greater improvement to the balance and higher
increase in the added value. Products of high specific
live labour content (i.e. of lower specific material and

energy content) would initiate methods and means of
production which are less harmful to the environment.

Reducing gross labour costs is a major implement to
enhance the rate of employment and to slow down the
rate of inflation. Increasing the employment is a key
programme in the EU as well. The Amsterdam Treaty
of the European Union says: “The Community is to pro-
mote a high rate of employment and high standards of social
safety, to ensure equal treatment for male and female em-
ployees, to improve the living standard and the quality of
life, to promote economic and social cohesion, and to
strengthen solidarity among the member countries.” Akin
measures to increase employment are necessary in Hun-
gary to avoid importing “live labour” from the EU. At
present, Hungary has to face the problems of under-
employment; therefore even more efficient measures are
needed to open up new job opportunities in the re-
quired numbers.

With a view to maintaining the equilibrium of state
finances, reduced revenues from lower taxes and social
security contributions imposed on live labour must be
compensated by other sources of income for the state.
Taxes on material- and energy-intensive products that
pose serious threats to human health and the environ-
ment should be increased and directly transferred to
the social security funds. This is also required by the
“polluter pays” principle. In this way the financial bur-
dens on the Hungarian society would not grow in the
aggregate, but would start to diminish gradually. An-
other favourable impact is that inflation would go down
because wage costs would be lower and taxes would only
be imposed on end-users.

The measures we propose would promote employ-
ment and boost the entire economy, which would re-
duce the per capita social costs.

Protection of the Hungarian economy needs to be
organized in compliance with the World Trade
Organization’s guidelines; and based on that, an export-
oriented economic policy should be followed. Special
care should be taken to protect the existing domestic
environmental-protection-type activities as well as the
Hungarian environmental protection activities to be
developed, which, even by WTO standards, definitely
comply with international practice.

1.3. Exchange rate and customs
policy, and other protective policies

Official reports and evaluations handle the foreign
trade data of the area within the customs borders of
Hungary and the industrial duty-free zones in a con-
solidated manner. By doing so, however, we will obtain
average data without any reasonable meaning, because
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Table I.1.2.b.: Share of the European Union and of the industrial customs-free zones within Hungary’s foreign trade
turnover (per cent)

Note:
*The 1995 base of industrial customs-free zones is incomplete.
Source: Foreign trade statistics

Table I.1.2.a.: Share of the European Union and of the industrial customs-free zones within Hungary’s foreign trade
turnover (million USD)

Note:
*The 1995 base of industrial customs-free zones is incomplete.
Source: Foreign trade statistics

*5991 6991 7991 8991 9991 0002 1002

STROPXE

latoT 8.19341 6.30751 1.96091 3.50032 5.21052 9.19082 8.79403

:51UEhcihwfo 6.9449 4.94901 9.28531 6.18761 8.76091 6.61112 2.15622

aerasmotsucnairagnuH 0.76821 5.85821 6.34041 1.33741 3.06241 4.22551 1.90171

:51UEhcihwfo 6.9708 3.7428 9.0978 9.6859 4.8189 3.31401 9.26211

senozeerf-smotsuclairtsudnI 8.4251 1.5482 5.5205 2.2728 2.25701 5.96521 7.88331

:51UEhcihwfo 0.0731 1.2072 0.2974 7.4917 4.9429 3.30701 3.88311

STROPMI

latoT 7.03761 7.34181 3.60112 4.60752 2.80082 5.97023 9.18633

:51UEhcihwfo 4.95501 3.10311 2.30231 1.97461 6.84081 2.06781 4.46491

aerasmotsucnairagnuH 3.66451 0.71651 3.77071 8.53291 7.74491 5.12022 5.47432

:51UEhcihwfo 7.4159 3.0629 4.75001 9.40811 0.57911 3.72821 8.27831

senozeerf-smotsuclairtsudnI 4.4621 7.6252 0.9204 6.0746 5.0658 0.85001 4.70201

:51UEhcihwfo 7.4401 0.1402 8.5413 2.4764 6.3706 9.2395 6.1955

ECNALAB

latoT 9.8332- 1.0442- 2.7302- 1.1072- 7.5992- 6.7893- 1.4813-

:51UEhcihwfo 8.9011- 9.153- 7.973 5.203 2.9101 4.6532 8.6813

aerasmotsucnairagnuH 3.9952- 5.8572- 7.3303- 7.2054- 4.7815- 1.9946- 4.5636-

:51UEhcihwfo 1.5341- 0.3101- 5.6621- 0.8122- 6.6512- 0.4142- 9.9062-

senozeerf-smotsuclairtsudnI 4.062 4.813 5.699 6.1081 7.1912 5.1152 3.1813

:51UEhcihwfo 3.523 1.166 2.6461 5.0252 8.5713 4.0774 7.6975

*5991 6991 7991 8991 9991 0002 1002

STROPXE

latoT 0.001 0.001 0.001 0.001 0.001 0.001 0.001

:51UEhcihwfo 7.56 7.96 2.17 9.27 2.67 2.57 3.47

aerasmotsucnairagnuH 0.001 0.001 0.001 0.001 0.001 0.001 0.001

:51UEhcihwfo 8.26 1.46 6.26 1.56 9.86 1.76 8.56

senozeerf-smotsuclairtsudnI 0.001 0.001 0.001 0.001 0.001 0.001 0.001

:51UEhcihwfo 8.98 0.59 4.59 0.78 0.68 2.58 1.58

STROPMI

latoT 0.001 0.001 0.001 0.001 0.001 0.001 0.001

:51UEhcihwfo 1.36 3.26 6.26 1.46 4.46 5.85 8.75

aerasmotsucnairagnuH 0.001 0.001 0.001 0.001 0.001 0.001 0.001

:51UEhcihwfo 5.16 3.95 9.85 4.16 6.16 2.85 1.95

senozeerf-smotsuclairtsudnI 0.001 0.001 0.001 0.001 0.001 0.001 0.001

:51UEhcihwfo 6.28 8.08 1.87 2.27 9.07 0.95 8.45

ECNALAB

latoT 0.001 0.001 0.001 0.001 0.001 0.001 0.001

:51UEhcihwfo 4.74 4.41 6.81- 2.11- 0.43- 1.95- 1.001-

aerasmotsucnairagnuH 0.001 0.001 0.001 0.001 0.001 0.001 0.001

:51UEhcihwfo 2.55 7.63 7.14 3.94 6.14 1.73 0.14

senozeerf-smotsuclairtsudnI 0.001 0.001 0.001 0.001 0.001 0.001 0.001

:51UEhcihwfo 9.421 6.702 2.561 9.931 9.441 9.981 2.281
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the content of the two mentioned areas are different
and the processes in them are of opposite direction. In
order to achieve a real economic analysis, we will treat
the two areas separately.

According to the 2001 customs statistics (not in-
cluding free zones), the balance of foreign trade shows
an annual deficit of USD 6.4 billion, which is a slight
improvement compared with the previous year’s deficit
of USD 6.5 billion. In 1999, the deficit as per the cus-
toms statistics was USD 5.2 billion, that is it increased
by a further USD 1.2 billion by 2001. The preliminary
actual data for January through November 2002 show
that the trade deficit of the area within the customs
borders increased significantly, compared with the same
period of the previous year, and surpassed USD 7.9 bil-
lion (see Table I.1.3.a.). By the end of 2002 the deficit is
expected to rise above USD 8 billion.

The balance of foreign trade of the area within the
customs borders of Hungary in the first six months of
2002 – after an improvement of USD 143 million in
2001 – deteriorated by USD 928 million compared with
the same period of the previous year, despite the fact
that Hungary had to pay USD 90 million less for energy
sources. All in all, over a period of six months, the trade
deficit of the area within the customs borders of Hun-
gary went up by USD 1018 million, which indicates an
annual trade balance deterioration of some USD 2 bil-
lion. The system of interests of the Hungarian customs
area, employing 98.3 per cent of all employees in 2000,
has become seriously disadvantaged as against imports,
due to the following factors:
• As of 2001 the imports of industrial products from

the EU and the CEFTA are free from any customs
duties.

• Continuous appreciation of the Hungarian currency
makes imports cheaper, whereas it reduces sales rev-
enues from exports.

• Foreign commercial chains give preference to prod-
ucts from their home countries or to products from
the Far East, ensuring maximum profits.

• Foreign industrial products have more favourable
credit facilities (there is a discrimination against
Hungarian industrial products, which is the oppo-
site of the former system of import deposits).

• When inviting tenders, it is not an essential condi-
tion to employ Hungarian labour and thereby to
ensure revenues for the state budget; as a conse-
quence, tenders are usually won by foreign compa-
nies, and so the import comes out on top.
Actual data of the first six months clearly demon-

strate the financial impacts of the above tendencies (see
Table I.1.3.a-d.):

Exports of the Hungarian customs area expressed in
USD are only by 0.1 per cent lower than the base fig-

ure, and yet, their value in HUF has come down by 6.3
per cent; this means that over a period of only six months
these exports have to bear a loss of HUF 155.4 billion
as a consequence of the revaluation policy of the Na-
tional Bank of Hungary.

In contrast, imports of the Hungarian customs area
expressed in USD grew by 7.9 per cent, while in HUF
they only paid by 1 per cent more; therefore the “import
exchange rate” gain amounts to HUF 233.6 billion.

The two effects add up, so over a period of only six
months, the National Bank of Hungary promotes the
deterioration of the foreign trade balance of the Hun-
garian customs area by HUF 389 billion. Projected for a
whole year, this means HUF 800 billion, which equals
4.8 per cent of the GDP. Expressed in number of jobs in
manufacturing industries, this is tantamount to losing
some 70 thousand jobs.

The consolidated trade balance of the Hungarian
customs area and the industrial customs-free zones, how-
ever, shows an improvement of USD 456 million.

In the trade balance of industrial customs-free zones
in the first half of 2002, an important feature was the
diminishing import-intensity (a fall of about 20 per cent),
which may indicate an economic withdrawal, with stocks
being cut down without new imports arriving in.

In recent years, customs duties have been reduced
continuously, and sometimes without proper prior con-
sideration, but at the same time responsible state agen-
cies failed to develop a protective system based on
instruments other than customs duties. In this man-
ner, government measures have artificially reduced the
competitiveness of the Hungarian economy against for-
eign economies. Up until now, not a single manufac-
tured industrial product has been given protection. Re-
ductions of customs duties, including the panic-stricken
abolition of the supplementary duties, have alleviated
the burdens of imports by HUF 2157 billion between
1995 and 2001 (calculated at prices of 2000), compared
with a situation assuming unchanged 1995 level for
customs duties (see Figure I.1.3.). At the same time, the
growth rate of imports has accelerated recently, partly
as a consequence of lower customs duties. The state
budget compensated for lost revenues by imposing fur-
ther taxes on the domestic industry and by increasing
the financial burdens placed on the Hungarian society,
either directly or indirectly. This made it necessary to
raise the taxes levied on domestic tax-payers, and to
cut the expenditures of the state budget. As a result,
the competitiveness of the Hungarian economy
against imports deteriorated by nearly HUF 810 bil-
lion in 2000 alone.

Government agencies were wrong when they only
signed international agreements (and had them ratified
by the Parliament of Hungary) on reducing customs
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Table I.1.3.a.: Foreign trade turnover broken down by customs-free zones and customs statistics (million USD)

Note: The 2002 data are preliminary estimates.
Source: Foreign trade statistics

Figure I.1.3.: Customs and related VAT revenues lost by the
state budget owing to the abolition of customs duties

(billion HUF, at prices of 2000, compared to 1994)

Source: Actual facts and estimates of state budgets for 1995,
1996, 1997, 1998, 1999 and 2000; as well as Act CXLVI of 1997

duties, and at the same time failed to develop and
implement up-to-date measures, conforming to WTO
regulations, in order to protect the national economy.
Currently used protective measures act against the true
economic interests of the Hungarian economy, because:

It is unprecedented that no policies or measures
have been elaborated to protect any manufactured in-
dustrial goods with high labour content (no protec-
tion is given even if health or environmental consid-
erations required it).

Among primary materials, these measures only cover
some selected goods directly imported from Eastern
Europe in exchange for exports of manufactured goods
from Hungary (such as nitrogen fertilisers for Hungar-
ian foodstuff).

They do not give protection to products imported
through Western intermediaries from Eastern European
countries, whose origin is usually uncertain due to in-
adequate control (such as large volume of steel prod-
ucts from the Ukraine and Russia).

Hungary’s commitments made for the EU require
the elimination of different import quotas, which, along
with the stimulus caused by abolished customs duties,
may give further impetus to imports.

It is vital that the Hungarian Parliament devote ex-
tra time to deal with this issue separately.

Excessive import volumes can only be prevented by
a state-of-the-art protection of the Hungarian indus-
try, and by increasing domestic production which cre-
ates new jobs in significant numbers (see the example
of France!). Higher supply of goods from within Hun-

epytrevonruT 4991 5991 6991 7991 8991 9991 0002 1002
aJ voN–n

1002
aJ voN–n

2002

STROPXE

scitsitatssmotsuC 10701 76821 95821 66041 33741 06241 22551 90171 29751 51661

senozeerf-smotsuclairtsudnI 0 3161 5482 4305 2728 25701 07521 98331 68421 84641

latoT 10701 08441 40751 00191 50032 31052 29082 89403 87282 36213

)FUHnoillib(latoT 9211 5281 2932 7653 5394 9395 3497 8478 3218 1418

scitsitatssmotsuc:hcihwfo 9211 3261 9591 1262 7513 0833 5734 9094 8354 3234

senozeerf-smotsuC 0 302 334 649 8771 9552 8653 0483 5853 8183

STROPMI

scitsitatssmotsuC 45541 66451 71651 23071 63291 84491 22022 57432 70612 72542

senozeerf-smotsuclairtsudnI 0 7821 7252 2024 1746 1658 85001 70201 7849 3949

latoT 45541 35761 44181 43212 60752 80082 08023 28633 49013 02043

)FUHnoillib(latoT 7351 2112 4672 1693 2155 6466 4609 5669 7398 0588

scitsitatssmotsuc:hcihwfo 7351 0591 9732 0713 1214 1164 1126 6376 1126 2836

senozeerf-smotsuC 0 261 583 197 0931 4302 4582 9292 6272 9642

ECNALAB

scitsitatssmotsuC 3583- 9952- 8572- 6692- 3054- 7815- 9946- 5636- 5185- 2197-

senozeerf-smotsuclairtsudnI 0 623 813 238 2081 2912 2152 1813 9992 5515

latoT 3583- 3722- 0442- 4312- 1072- 6992- 8893- 4813- 6182- 7572-

)FUHnoillib(latoT 804- 782- 273- 493- 775- 707- 1211- 719- 418- 017-

scitsitatssmotsuc:hcihwfo 804- 823- 024- 945- 569- 2321- 6381- 8281- 4761- 9502-

senozeerf-smotsuC 0 14 84 551 883 525 517 119 958 9431
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Note: The 2002 data are preliminary estimates.
*n.e.c. = not elsewhere classified activities
Source: Foreign trade statistics, Ministry of Economy and Transport

Table I.1.3.b.: EXPORTS by economic sectors, and within that broken down by industrial customs-free zones

.oN rotcescimonocE

naJ enuJ- 0002 naJ enuJ- 1002 naJ enuJ- 2002

nairagnuH
smotsuc

aera

-smotsuC
senozeerf

latoT
nairagnuH

smotsuc
aera

-smotsuC
senozeerf

latoT
nairagnuH

smotsuc
aera

-smotsuC
senozeerf

latoT

10 gnimrafemagdnaerutlucirgA 2.813 0.0 2.813 0.082 0.082 3.583 8.0 1.683

20 tnemeganamtseroF 6.83 6.83 9.83 9.83 6.73 6.73

50 gnihsiF 4.2 4.2 2.2 2.2 7.1 7.1

erutlucirgalatoT 2.953 0.0 2.953 1.123 0.0 1.123 6.424 8.0 4.524

01 gninimtaepdnalaoC 3.0 3.0 3.0 3.0 5.0 5.0

11 gninimsaglarutandnalioedurC 2.1 2.1 3.0 3.0 0.0 0.0

21 gninimeromuinarU 0.0 0.0 0.0 0.0 0.0 0.0

31 gninimerocillateM 2.0 2.0 2.0 2.0 1.0 1.0

41 gninimrehtO 2.5 2.5 4.5 4.5 0.5 0.5

gninimlatoT 9.6 0.0 9.6 2.6 0.0 2.6 6.5 0.0 6.5

51 noitcudorpsegarevebdnadooF 5.847 7.4 2.357 0.787 1.11 1.897 9.637 3.7 2.447

61 gnirutcafunamtcudorpoccaboT 8.6 8.6 4.7 4.7 5.0 5.0

latoT 3.557 7.4 0.067 4.497 1.11 5.508 4.737 3.7 7.447

71 gnirutcafunamselitxeT 1.042 9.73 0.872 2.252 6.87 8.033 9.842 4.77 3.623

81 gnirutcafunamsehtolC 6.764 5.08 1.845 6.274 3.29 9.465 9.144 5.68 4.825

91 gnirutcafunamraewtoofdnarehtaeL 0.881 1.92 1.712 7.791 4.33 1.132 7.391 3.32 0.712

02 gnissecorpdooW 3.061 2.1 5.161 2.851 7.1 9.951 6.551 2.5 8.061

12
stcudorprepapdnarepaP

gnirutcafunam
0.561 0.4 0.961 1.191 4.7 5.891 3.991 6.2 9.102

22 gnitnirpdnagnihsilbuP 0.92 5.1 5.03 7.82 1.1 8.92 4.92 9.2 3.23

63 *.c.e.ndnagnirutcafunamerutinruF 0.132 3.321 3.453 6.242 4.331 0.673 2.422 3.687 5.0101

yrtsudnithgillatoT 0.1841 5.772 5.8571 1.3451 9.743 0.1981 0.3941 2.489 2.7742

32
ekocdnagnissecorpmuelorteP

noitcudorp
9.081 9.081 2.642 2.642 8.332 8.332

42 stcudorpdnaslairetamlacimehC 8.258 1.12 9.378 1.149 2.51 3.659 9.869 1.8 0.779

52
stcudorpcitsalpdnarebbuR

gnirutcafunam
1.613 0.92 1.543 2.853 7.23 9.093 5.473 2.13 7.504

yrtsudnilacimehclatoT 8.9431 1.05 9.9931 5.5451 9.74 4.3951 2.7751 3.93 5.6161

62 stcudorplarenimcillatem-noN 7.961 8.61 5.681 2.681 3.31 5.991 9.281 3.31 2.691

72 ygrullateM 1.294 1.3 2.594 2.035 9.4 1.535 9.484 2.4 1.984

82 stcudorplatemderutcafunaM 6.862 7.64 3.513 3.203 0.25 3.453 5.013 1.54 6.553

92 tnempiuqednayrenihcaM 8.766 1.901 9.677 5.787 8.702 3.599 7.058 9.412 6.5601

03 sretupmocdnatnempiuqeeciffO 1.82 8.2271 9.0571 1.34 7.3631 8.6041 4.05 0.6311 4.6811

13 tnempiuqednayrenihcamcirtcelE 3.178 5.744 8.8131 8.339 5.005 3.4341 8.978 2.205 0.2831

23 stcudorpsnoitacinummoceleT 1.254 0.169 1.3141 3.515 8.8871 1.4032 4.705 1.6922 5.3082

33 gnirutcafunamstnemurtsnI 4.221 6.15 0.471 5.841 5.701 0.652 9.261 1.331 0.692

43 gnirutcafunamelcihevrotomdaoR 0.574 9.8502 9.3352 9.895 7.6912 6.5972 7.016 8.9922 5.0192

53 gnirutcafunamelcihevrehtO 1.06 0.0 1.06 5.76 0.0 5.76 1.86 0.0 1.86

yrtsudnignireenignelatoT 4.5492 6.7935 0.3438 9.6933 0.7126 9.3169 5.0443 2.7266
-.76001
7

04 taeh,sag,yticirtcelE 5.04 5.04 2.14 2.14 1.71 1.71

27 seitivitcaygolonhcetnoitamrofnI 0.0 0.0 0.0 0.0 0.0 0.0

47
cimonocegnitsissasecivreS

seitivitca
3.0 3.0 3.1 0.0 3.1 2.0 1.0 3.0

29 strops,erutluc,tnemniatretnE 0.21 0.21 0.01 1.0 1.01 7.8 1.0 8.8

sdoognruteR 0.0 1.73 8.49 9.131 1.63 0.59 1.131

latotdnarG 2.2167 8.9475
-.26331
0

2.3148 0.7376
-.05151
2

2.8048 5.1777
-.97161
7

yrtsudnignirutcafunaM:hcihwfo 8346 5475 38121 9.1027 1366 33831 5.8717 8667 74841

yrtsudnidooF 5.4111 7.4 2.9111 5.5111 1.11 6.6211 0.2611 1.8 1.0711
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Note: The 2002 data are preliminary estimates.
*n.e.c. = not elsewhere classified activities
Source: Foreign trade statistics, Ministry of Economy and Transport

Table I.1.3.c.: IMPORTS by economic sectors, and within that broken down by industrial customs-free zones

.oN rotcescimonocE

naJ enuJ- 0002 naJ enuJ- 1002 naJ enuJ- 2002

nairagnuH
smotsuc

aera

-smotsuC
senozeerf

latoT
nairagnuH

smotsuc
aera

-smotsuC
senozeerf

latoT
nairagnuH

smotsuc
aera

-smotsuC
senozeerf

latoT

10 gnimrafemagdnaerutlucirgA 8.961 0.0 8.961 6.281 6.281 8.971 6.0 4.081

20 tnemeganamtseroF 4.11 0.0 4.11 7.11 7.11 5.11 5.11

50 gnihsiF 8.0 8.0 2.1 2.1 3.1 3.1

erutlucirgalatoT 0.281 0.0 0.281 5.591 0.0 5.591 6.291 6.0 2.391

01 gninimtaepdnalaoC 7.24 7.24 1.14 1.14 9.72 9.72

11 gninimsaglarutandnalioedurC 5.338 5.338 8.2601 8.2601 6.419 6.419

21 gninimeromuinarU 0.0 0.0 0.0 0.0 0.0 0.0

31 gninimerocillateM 8.83 8.83 7.92 7.92 0.23 0.23

41 gninimrehtO 0.42 1.0 1.42 8.32 1.0 9.32 2.42 1.0 3.42

gninimlatoT 0.939 1.0 1.939 4.7511 1.0 5.7511 7.899 1.0 8.899

51 noitcudorpsegarevebdnadooF 7.443 8.4 5.943 4.093 9.01 3.104 2.944 9.5 1.554

61 gnirutcafunamtcudorpoccaboT 3.4 3.4 0.5 0.5 5.5 5.5

latoT 0.943 8.4 8.353 4.593 9.01 3.604 7.454 9.5 6.064

71 gnirutcafunamselitxeT 5.625 9.95 4.685 8.115 9.79 7.906 1.394 6.301 7.695

81 gnirutcafunamsehtolC 5.661 6.94 1.612 6.661 8.66 4.332 6.761 7.65 3.422

91 gnirutcafunamraewtoofdnarehtaeL 1.012 0.13 1.142 5.432 5.13 0.662 7.942 7.42 4.472

02 gnissecorpdooW 2.021 7.4 9.421 1.621 9.5 0.231 6.941 9.5 5.551

12
stcudorprepapdnarepaP

gnirutcafunam
8.763 3.11 1.973 4.973 0.01 4.983 7.373 7.01 4.483

22 gnitnirpdnagnihsilbuP 7.38 5.6 2.09 7.57 5.41 2.09 3.28 3.31 6.59

63 *.c.e.ndnagnirutcafunamerutinruF 7.212 0.81 7.032 7.802 1.31 8.122 7.932 5.32 2.362

yrtsudnithgillatoT 5.7861 0.181 5.8681 8.2071 7.932 5.2491 7.5571 4.832 1.4991

32
ekocdnagnissecorpmuelorteP

noitcudorp
7.612 6.0 3.712 2.771 3.1 5.871 0.552 3.1 3.652

42 stcudorpdnaslairetamlacimehC 5.2431 9.561 4.8051 2.0441 2.021 4.0651 7.6451 9.511 6.2661

52
stcudorpcitsalpdnarebbuR

gnirutcafunam
6.264 9.671 5.936 2.205 6.481 8.686 3.935 1.651 4.596

yrtsudnilacimehclatoT 8.1202 4.343 2.5632 6.9112 1.603 7.5242 0.1432 3.372 3.4162

62 stcudorplarenimcillatem-noN 4.122 8.41 2.632 9.142 0.31 9.452 3.652 1.02 4.672

72 ygrullateM 0.456 6.55 6.907 1.917 0.16 1.087 5.386 4.56 9.847

82 stcudorplatemderutcafunaM 0.963 4.541 4.415 5.193 8.251 3.445 4.924 9.251 3.285

92 tnempiuqednayrenihcaM 7.6701 8.854 5.5351 7.6621 4.054 1.7171 4.6231 5.045 9.6681

03 sretupmocdnatnempiuqeeciffO 3.042 0.976 3.919 2.932 4.377 6.2101 4.844 9.016 3.9501

13 tnempiuqednayrenihcamcirtcelE 5.606 5.754 0.4601 8.426 8.095 6.5121 8.986 3.684 1.6711

23 stcudorpsnoitacinummoceleT 3.958 4.7911 7.6502 8.7601 1.1961 9.8572 2.4631 5.6351 7.0092

33 gnirutcafunamstnemurtsnI 7.522 2.311 9.833 2.832 6.001 8.833 8.152 4.001 2.253

43 gnirutcafunamelcihevrotomdaoR 6.759 1.948 7.6081 6.1011 3.597 9.6981 9.4611 9.528 8.0991

53 gnirutcafunamelcihevrehtO 0.18 2.0 2.18 0.37 3.0 3.37 1.09 1.0 2.09

yrtsudnignireenignelatoT 1.6144 6.0093 7.6138 8.2005 7.4554 5.7559 0.5675 5.3524 5.81001

04 taeh,sag,yticirtcelE 9.66 9.66 7.27 7.27 0.57 0.57

27 seitivitcaygolonhcetnoitamrofnI 0.0 0.0 0.0 0.0 0.0 0.0

47
cimonocegnitsissasecivreS

seitivitca
5.0 7.0 2.1 4.0 5.1 9.1 4.1 3.1 7.2

29 strops,erutluc,tnemniatretnE 4.81 4.0 8.81 0.02 2.2 2.22 6.02 6.1 2.22

sdoognruteR 0.0 3.72 6.25 9.97 6.33 5.13 1.56

latotdnarG 6.65501 4.1054 0.85051 9.45611 8.1425 7.69861 1.87521 7.1984 8.96471

yrtsudnignirutcafunaM:hcihwfo 8.0009 4.5944 2.69431 2.6879 5.4715 7.06941 5.10801 7.0584 2.25651

yrtsudnidooF 0.135 8.4 8.535 9.095 9.01 8.106 3.746 5.6 8.356
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Table I.1.3.d.: FOREIGN TRADE BALANCE by economic sectors,
and within that broken down by industrial customs-free zones

Note: The 2002 data are preliminary estimates.
*n.e.c. = not elsewhere classified activities
Source: Foreign trade statistics, Ministry of Economy and Transport

.oN rotcescimonocE

naJ enuJ- 0002 naJ enuJ- 1002 naJ enuJ- 2002

nairagnuH
smotsuc

aera

-smotsuC
senozeerf

latoT
nairagnuH

smotsuc
aera

-smotsuC
senozeerf

latoT
nairagnuH

smotsuc
aera

-smotsuC
senozeerf

latoT

10 gnimrafemagdnaerutlucirgA 4.841 0.0 4.841 4.79 0.0 4.79 5.502 2.0 7.502

20 tnemeganamtseroF 2.72 0.0 2.72 2.72 0.0 2.72 1.62 0.0 1.62

50 gnihsiF 6.1 0.0 6.1 0.1 0.0 0.1 4.0 0.0 4.0

erutlucirgalatoT 2.771 0.0 2.771 6.521 0.0 6.521 0.232 2.0 2.232

01 gninimtaepdnalaoC 4.24- 0.0 4.24- 8.04- 0.0 8.04- 4.72- 0.0 4.72-

11 gninimsaglarutandnalioedurC 3.238- 0.0 3.238- 5.2601- 0.0 5.2601- 6.419- 0.0 6.419-

21 gninimeromuinarU 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

31 gninimerocillateM 6.83- 0.0 6.83- 5.92- 0.0 5.92- 9.13- 0.0 9.13-

41 gninimrehtO 8.81- 1.0- 9.81- 4.81- 1.0- 5.81- 2.91- 1.0- 3.91-

gninimlatoT 1.239- 1.0- 2.239- 2.1511- 1.0- 3.1511- 1.399- 1.0- 2.399-

51 noitcudorpsegarevebdnadooF 8.304 1.0- 7.304 6.693 2.0 8.693 7.782 4.1 1.982

61 gnirutcafunamtcudorpoccaboT 5.2 0.0 5.2 4.2 0.0 4.2 0.5- 0.0 0.5-

latoT 3.604 1.0- 2.604 0.993 2.0 2.993 7.282 4.1 1.482

71 gnirutcafunamselitxeT 4.682- 0.22- 4.803- 6.952- 3.91- 9.872- 2.442- 2.62- 4.072-

81 gnirutcafunamsehtolC 1.103 9.03 0.233 0.603 5.52 5.133 3.472 8.92 1.403

91 gnirutcafunamraewtoofdnarehtaeL 1.22- 9.1- 0.42- 8.63- 9.1 9.43- 0.65- 4.1- 4.75-

02 gnissecorpdooW 1.04 5.3- 6.63 1.23 2.4- 9.72 0.6 7.0- 3.5

12
stcudorprepapdnarepaP

gnirutcafunam
8.202- 3.7- 1.012- 3.881- 6.2- 9.091- 4.471- 1.8- 5.281-

22 gnitnirpdnagnihsilbuP 7.45- 0.5- 7.95- 0.74- 4.31- 4.06- 9.25- 4.01- 3.36-

63 *.c.e.ndnagnirutcafunamerutinruF 3.81 3.501 6.321 9.33 3.021 2.451 5.51- 8.267 3.747

yrtsudnithgillatoT 5.602- 5.69 0.011- 7.951- 2.801 5.15- 7.262- 8.547 1.384

32
ekocdnagnissecorpmuelorteP

noitcudorp
8.53- 6.0- 4.63- 0.96 3.1- 7.76 2.12- 3.1- 5.22-

42 stcudorpdnaslairetamlacimehC 7.984- 8.441- 5.436- 1.994- 0.501- 1.406- 8.775- 8.701- 6.586-

52
stcudorpcitsalpdnarebbuR

gnirutcafunam
5.641- 9.741- 4.492- 0.441- 9.151- 9.592- 8.461- 9.421- 7.982-

yrtsudnilacimehclatoT 0.276- 3.392- 3.569- 1.475- 2.852- 3.238- 8.367- 0.432- 8.799-

62 stcudorplarenimcillatem-noN 7.15- 0.2 7.94- 7.55- 3.0 4.55- 4.37- 8.6- 2.08-

72 ygrullateM 9.161- 5.25- 4.412- 9.881- 1.65- 0.542- 6.891- 2.16- 8.952-

82 stcudorplatemderutcafunaM 4.001- 7.89- 1.991- 2.98- 8.001- 0.091- 9.811- 8.701- 7.622-

92 tnempiuqednayrenihcaM 9.804- 7.943- 6.857- 2.974- 6.242- 8.127- 7.574- 6.523- 3.108-

03 sretupmocdnatnempiuqeeciffO 2.212- 8.3401 6.138 1.691- 3.095 2.493 0.893- 1.525 1.721

13 tnempiuqednayrenihcamcirtcelE 8.462 0.01- 8.452 0.903 3.09- 7.812 0.091 9.51 9.502

23 stcudorpsnoitacinummoceleT 2.704- 4.632- 6.346- 5.255- 7.79 8.454- 8.658- 6.957 2.79-

33 gnirutcafunamstnemurtsnI 3.301- 6.16- 9.461- 7.98- 9.6 8.28- 9.88- 7.23 2.65-

43 gnirutcafunamelcihevrotomdaoR 6.284- 8.9021 2.727 7.205- 4.1041 7.898 2.455- 9.3741 7.919

53 gnirutcafunamelcihevrehtO 9.02- 2.0- 1.12- 5.5- 3.0- 8.5- 0.22- 1.0- 1.22-

yrtsudnignireenignelatoT 7.0741- 0.7941 3.62 9.5061- 3.2661 4.65 5.4232- 7.3732 2.94

04 taeh,sag,yticirtcelE 4.62- 0.0 4.62- 5.13- 0.0 5.13- 9.75- 0.0 9.75-

27 seitivitcaygolonhcetnoitamrofnI 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

47 seitivitcacimonocegnitsissasecivreS 2.0- 7.0- 9.0- 9.0 5.1- 6.0- 2.1- 2.1- 4.2-

29 strops,erutluc,tnemniatretnE 4.6- 4.0- 8.6- 0.01- 1.2- 1.21- 9.11- 5.1- 4.31-

sdoognruteR 0.0 0.0 0.0 8.9 2.24 0.25 5.2 5.36 0.66

latotdnarG 4.4492- 4.8421 0.6961- 7.1423- 2.5941 5.6471- 9.9614- 8.9782 1.0921-

yrtsudnignirutcafunaM:hcihwfo 8.2652- 7.9421 1.3131- 3.4852- 5.6541 8.7211- 0.3263- 5.7182 5.508-

yrtsudnidooF 5.385 1.0- 4.385 6.425 2.0 8.425 7.415 6.1 3.615
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gary is the only effective way to curb imports; and it is
advisable to attain that through increasing the volume
of live labour and improving its competitiveness. It is
not meant to say that domestic industries should be
granted additional preferences; the point is that equal
chances need to be given to both the Hungarian pro-
duction and import, by eliminating a situation where
imports receive unilateral preferential treatment, forc-
ing back domestic production.

The Public Procurement Act needs to be modified
to give more protection to Hungarian industries and
facilitate the development of underdeveloped regions
of the country.

Within the protection of domestic industry and jobs,
special attention needs to be paid to protecting activi-
ties that meet state-of-the-art environmental require-
ments, as well as to safeguarding the existing Hungar-
ian industrial production. It is untenable that even the
public transport companies, which operate with a high
rate of state and local government subsidies, acquire
their buses and tramway cars from imports (in Budapest
MAN buses, in Pécs, South-West Hungary, Mercedes
buses were purchased, etc.). Practice in the USA should
be an example to follow: local governments there are
only entitled to obtain budgetary subsidies for their pub-
lic transport acquisitions, if the share of domestic sup-
pliers is at least 60 per cent.

Protection of domestic production and the environ-
ment in conformity with WTO requirements can only
be achieved through properly elaborated measures.
Hungarian refrigerator manufacturing is a model to be
followed. The government may assist in the product
modernization of domestic refrigerator manufacturing
by implementing a standard modification (protecting
Hungarian consumers) that would only allow the sales
of refrigerators in Hungary on condition they meet spe-
cific environmental and energy efficiency norms. It is
to be noted that no foreign refrigerator manufacturers
will be discriminated against, unless they fail to meet
the state-of-the-art requirements.

1.4. Changes in the balance of
trade; providing support to foreign
working capital on a basis of
mutual advantages

We have used the traditional customs statistics (not
including industrial customs-free zones) for calculating
the balance of trade, for the following reasons:

This method is in conformity with EU standards.
Following Hungary’s accession to the European Union,

most of the industrial free zones will have to be abol-
ished, or the conditions of their operation will have to
be modified. (It is important to note that in Hungary
there are 110 industrial customs-free zones, while in
Germany there are only 3 such zones.)

Base data of 1994 come from customs statistics; trade
figures including industrial free zones are not compa-
rable with that, because in 1994 such statistical docu-
mentation and comparative data processing were not
yet carried out.

The latest foreign trade turnover data of the Hun-
garian customs area from January to November 2002
show a trade deficit which is about double the deficit of
1994, i.e. of the period before the so-called Bokros pack-
age was introduced (see Table I.1.3.a.). And yet, this
does not pose any financing problems today, which
proves that the Bokros package had a very much biased
professional approach. In our opinion, Hungary’s key
problem on the eve of the EU accession is not the ex-
ternal economic balance, but the need to expand em-
ployment as much as possible.

Foreign trade reflected by customs statistics is an
intrinsic part of the Hungarian economy (its exports
pay for imports of energy supplies and pharmaceutical
products; it produces the surplus of food industry, etc.).
Practically all the imports of the industrial free zones
will be exported, what is more, they use up a part of the
energy import in the customs statistical trade as well.

We have analyzed figures of trade in various eco-
nomic branches (exports, imports and balances) within
the customs boundaries and in industrial free zones (see
Tables I.1.4.a-l.).

The tables illustrate that the industrial free zones
have a high specific import value, and their operations
are concentrated on a few areas only. They have weak
and occasional links with the Hungarian economy. Their
indicators are predominantly gross figures, i.e. they have
high import content, and therefore also their produc-
tion value is of a large volume; but this is mostly just
superficial, lacking any real significance for the Hun-
garian economy.

Companies operating in industrial free zones show
extremely unfavourable national economic character-
istics in many respects (actual data of 1997, based on
processing by ECOSTAT):
• The rate of paid corporate tax amounts to only 0.5

per cent as compared to the added value generated
by companies operating in industrial free zones (most
of which will finally leave the country in the form of
profits, so it is only a temporary and formal factor in
increasing the GDP in Hungary), whereas other com-
panies in Hungary have a ratio of 2.6 per cent.

• Tax allowances expressed by using the same ratio go
up to 10.1 per cent for companies operating in in-
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dustrial free zones, while they are only 3.4 per cent
for other companies in Hungary.

• In addition to that, these foreign companies have
received considerable, and partly unpublished, state
subsidies.

• Wages and related expenses represent 5.2 per cent in
the expenditures of companies operating in customs-
free zones, while this portion is 17.1 per cent for other
Hungarian companies. Most of the state revenues,
however, do not come from corporate taxes, but from
taxes and contributions charged on wages, and also
from consumption-type taxes that are levied upon
spending those wages. As a consequence of the joint
impact of the former two factors, the relative contri-
bution of companies operating in industrial free zones
towards revenues of the Hungarian state budget is
fifteen times less than that of the other companies
(operating within the customs borders of Hungary).
Support granted to the above type of capital invest-

ments does not substantially expand the employment
or increase the GNI, while it does mean enormous bur-
dens for the Hungarian economy. The profits are high,
but they leave the country soon. At the same time, the
gross national income (GNI) only covers what shows
the income surplus which a country has effectively at
its disposal. The essential point that makes the differ-
ence between the GDP and GNI is that in order to ob-
tain the GNI, the income on investments in Hungary
by foreign companies is to be subtracted from the GDP
and the income on Hungarian investments abroad is to
be added to it. According to preliminary data, in 1998
the GNI was by about 10 per cent lower than the GDP.
In addition to the benefits of getting a true picture of
the situation, elaborating and applying the GNI has an
effective advantage for Hungary: following the acces-
sion to the European Union, all payments due into EU
budgets are calculated on the basis of the GNI (and not
the GDP), which would save Hungary around 100 mil-
lion Euros a year. Therefore we recommend that the
GNI should be accurately calculated and made pub-
lic as soon as possible, and that the EU should be
notified about its value.

There are two major items representing the outflow
of income in the accounts of the National Bank of Hun-
gary: one of them is debt service, and the other one is
repatriated income. The latter one saw a twofold in-
crease in 1998 compared to the previous year, and it
was nearly USD 1 billion, while in 1999 it amounted to
USD 0.8 billion. It is vital, therefore, to restructure the
system of subsidies to foreign capital investments, and
only grant subsidies to the ones that provide long term
jobs in labour-intensive production.

(A more detailed analysis of the above can be found
in the information bulletin No. 1997/7 of the Economic

Analysis and Information Institute of the Hungarian
Central Statistical Office. The present study contains
further discussion of the subject in Chapter 3.1.)

In the state budget sector cutbacks worth HUF 8,000
billion were effected between 1995 and 1999 (using 1994
as the base year, and calculated at 1999 prices). In 1999,
for example, this sum was nearly HUF 1,600 billion,
which equals USD 6.7 billion, calculated at the ex-
change rate of that time. Supposing all the favourable
impacts of these cutbacks had been moved into the bal-
ance of trade to improve it, it would have shown a sur-
plus of USD 1.5 billion in 1999 (not including customs-
free zones) instead of the actual deficit of USD 5.2 bil-
lion. Additionally, wages worth HUF 1,535 billion were
“saved” as a result of the austerity measures affecting
the entrepreneurial sector in the period between 1995
and 1998 (also using 1994 as the base year and at 1999
prices). This amount would have further improved the
above-stated “surplus” of the balance of trade (if it had
appeared there) by about USD 6.5 billion up until 1998.

Although for the reasons just being discussed, we
should only take into account the customs statistics (not
including free zones), it is to be noted that the balance
of trade showed an uncorrected deficit of USD 3 billion
for 1999 even after including the customs-free zones
into the calculation. The deficit in real terms must have
been higher than that due to the drop in energy prices
at that time and the changes in the cross currency rates.

It is important to devote a few words here to trade
statistics and to their conformity with EU standards.
Hungary has adjusted its statistical system and meth-
ods as a whole to meet EU requirements, with the ex-
ception of foreign trade where industrial free zones were
included among data files as of 1st January 1997. It is a
known fact that the previous Hungarian Government
requested derogation from the EU to sustain the system
of industrial free zones even after joining the EU, for at
least another year.

From the above figures we can draw the conclusion
that the austerity measures hardly had any effect (not
even in the initial period right after their introduction)
on the balance of trade – apart from “advanced imports”.
Supplementary customs duties, introduced at the same
time, had a substantially greater impact.

The austerity measures have not affected the opera-
tions in the industrial free zones, which is another rea-
son to exclude them from the trade balance calcula-
tions. In order to make propaganda for the so-called
Bokros package, some wanted to present these facts as
if the turnover data and the trade surplus of the indus-
trial customs-free zones had resulted from the favourable
impact of the austerity measures.

Including industrial free zones into the statistics of
trade within the Hungarian customs boundaries does
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Table I.1.4.a.: EXPORTS by economic sectors HUNGARIAN CUSTOMS AREA
(million USD)

Note: *n.e.c. = not elsewhere classified activities
Source: Foreign trade statistics, Ministry of Economy and Transport

.oN rotcescimonocE 7991 8991 9991 0002 1002

0 sdoognruteR 7.67

10 gnimrafemagdnaerutlucirgA 8.508 4.688 1.056 1.946 8.108

20 tnemeganamtseroF 4.27 0.27 6.47 3.17 3.07

50 gnihsiF 9.5 9.7 4.6 7.4 8.4

erutlucirgalatoT 1.488 3.669 1.137 1.527 9.678

01 gninimtaepdnalaoC 6.1 5.0 6.0 5.0 7.0

11 gninimsaglarutandnalioedurC 0.0 6.1 0.0 3.11 5.0

21 gninimeromuinarU 9.2 5.2 0.0 0.0 0.0

31 gninimerocillateM 8.61 9.22 6.0 4.0 6.0

41 gninimrehtO 6.01 2.01 5.11 1.11 1.01

gninimlatoT 9.13 7.73 7.21 3.32 9.11

51 noitcudorpsegarevebdnadooF 9.7791 8.2281 3.2161 6.1951 2.5371

61 gnirutcafunamtcudorpoccaboT 8.97 2.95 2.14 4.51 4.9

latoT 7.7502 0.2881 5.3561 0.7061 6.4471

71 gnirutcafunamselitxeT 7.434 1.335 0.554 9.674 4.984

81 gnirutcafunamsehtolC 0.199 8.1601 0.0101 9.219 5.739

91 gnirutcafunamraewtoofdnarehtaeL 8.004 4.824 4.904 9.863 9.883

02 gnissecorpdooW 4.152 3.292 1.503 9.103 1.203

12 gnirutcafunamstcudorprepapdnarepaP 3.702 4.722 6.623 6.333 2.293

22 gnitnirpdnagnihsilbuP 2.15 4.06 4.34 1.85 4.26

63 *.c.e.ndnagnirutcafunamerutinruF 8.343 4.383 4.954 6.344 6.264

yrtsudnithgillatoT 2.0862 8.6892 9.8003 9.5982 2.5303

32 noitcudorpekocdnagnissecorpmuelorteP 6.304 9.913 8.592 9.793 3.105

42 stcudorpdnaslairetamlacimehC 8.8151 1.3841 8.9041 8.7171 5.8281

52 gnirutcafunamstcudorpcitsalpdnarebbuR 4.074 4.825 5.765 7.036 1.817

yrtsudnilacimehclatoT 8.2932 4.1332 1.3722 4.6472 9.7403

62 stcudorplarenimcillatem-noN 3.513 6.953 0.953 8.553 6.073

72 ygrullateM 9.798 2.029 5.628 9.999 8.979

82 stcudorplatemderutcafunaM 7.254 8.245 9.045 3.265 5.116

92 tnempiuqednayrenihcaM 3.5601 2.3021 6.8521 0.5731 6.9551

03 sretupmocdnatnempiuqeeciffO 8.161 4.311 4.15 0.46 2.98

13 tnempiuqednayrenihcamcirtcelE 5.8221 0.6931 5.0941 3.0171 0.2681

23 stcudorpsnoitacinummoceleT 8.545 2.966 1.337 6.649 5.0701

33 gnirutcafunamstnemurtsnI 1.291 6.802 6.512 2.942 8.892

43 gnirutcafunamelcihevrotomdaoR 9.499 5.419 2.658 0.3301 3.1121

53 gnirutcafunamelcihevrehtO 9.96 9.98 7.401 2.131 5.261

yrtsudnignireenignelatoT 0.1174 6.7315 0.1525 6.1706 3.5686

04 taeh,sag,yticirtcelE 1.59 1.401 4.301 5.27 9.67

27 seitivitcaygolonhcetnoitamrofnI 0.0 0.0 1.22 0.0 0.0

47 seitivitcacimonocegnitsissasecivreS 0.0 0.0 2.1 9.0 8.1

29 strops,erutluc,tnemniatretnE 0.0 6.7 9.71 8.32 6.12

latotdnarG 0.66041 3.33741 4.06241 2.22551 0.90171

yrtsudnignirutcafunaM:hcihwfo 2.79901 6.53711 5.81711 6.96031 4.57341

yrtsudnidooF 8.1492 3.8482 6.4832 1.2332 5.1262
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Table I.1.4.b.: EXPORTS by economic sectors
CUSTOMS-FREE ZONES

(million USD)

Note: *n.e.c. = not elsewhere classified activities
Source: Foreign trade statistics, Ministry of Economy and Transport

.oN rotcescimonocE 7991 8991 9991 0002 1002

0 sdoognruteR 7.022

10 gnimrafemagdnaerutlucirgA 1.0 0.0 0.0 0.0

20 tnemeganamtseroF 0.0 0.0 0.0

50 gnihsiF 0.0 0.0 0.0

erutlucirgalatoT 1.0 0.0 0.0 0.0 0.0

01 gninimtaepdnalaoC 0.0 0.0 0.0

11 gninimsaglarutandnalioedurC 0.0 0.0 0.0

21 gninimeromuinarU 0.0 0.0 0.0

31 gninimerocillateM 0.0 0.0 0.0

41 gninimrehtO 1.0 0.0 0.0 0.0

gninimlatoT 0.0 1.0 0.0 0.0 0.0

51 noitcudorpsegarevebdnadooF 0.5 1.6 3.6 2.51 8.22

61 gnirutcafunamtcudorpoccaboT 0.0 0.0 0.0

latoT 0.5 1.6 3.6 2.51 8.22

71 gnirutcafunamselitxeT 0.13 0.24 8.37 3.27 6.351

81 gnirutcafunamsehtolC 9.03 2.97 6.341 1.751 5.571

91 gnirutcafunamraewtoofdnarehtaeL 5.02 2.33 2.74 9.05 2.95

02 gnissecorpdooW 7.7 2.8 3.8 9.3 8.4

12 gnirutcafunamstcudorprepapdnarepaP 1.8 5.5 8.4 3.7 7.9

22 gnitnirpdnagnihsilbuP 2.0 4.0 9.0 2.3 9.1

63 *.c.e.ndnagnirutcafunamerutinruF 7.301 8.141 9.332 7.442 1.606

yrtsudnithgillatoT 1.202 3.013 5.215 4.935 8.0101

32 noitcudorpekocdnagnissecorpmuelorteP

42 stcudorpdnaslairetamlacimehC 4.71 7.501 0.17 5.64 6.82

52 gnirutcafunamstcudorpcitsalpdnarebbuR 8.44 4.55 0.55 4.36 7.06

yrtsudnilacimehclatoT 2.26 1.161 0.621 9.901 3.98

62 stcudorplarenimcillatem-noN 4.12 0.32 7.32 9.13 0.52

72 ygrullateM 2.13 9.7 1.9 6.8 2.11

82 stcudorplatemderutcafunaM 8.86 0.99 5.211 0.78 6.201

92 tnempiuqednayrenihcaM 1.171 2.122 8.571 9.962 4.983

03 sretupmocdnatnempiuqeeciffO 3.8251 0.6132 5.8723 9.2283 5.3542

13 tnempiuqednayrenihcamcirtcelE 6.575 2.786 1.157 4.009 8.079

23 stcudorpsnoitacinummoceleT 0.629 8.6631 8.7561 9.7762 6.2853

33 gnirutcafunamstnemurtsnI 5.11 0.21 0.13 5.911 9.191

43 gnirutcafunamelcihevrotomdaoR 6.0341 2.0603 7.7604 6.6893 8.7134

53 gnirutcafunamelcihevrehtO 3.0 2.1 1.0 0.0

yrtsudnignireenignelatoT 2.2174 6.3677 5.47001 2.46811 7.80021

04 taeh,sag,yticirtcelE

27 seitivitcaygolonhcetnoitamrofnI

47 seitivitcacimonocegnitsissasecivreS 3.0 0.0

29 strops,erutluc,tnemniatretnE 0.0 1.0

latotdnarG 2.4305 1.2728 1.25701 5.96521 7.88331

yrtsudnignirutcafunaM:hcihwfo 1.9205 9.5628 8.54701 45521 8.56331

yrtsudnidooF 1.5 1.6 3.6 2.51 8.22
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Table I.1.4.c.: EXPORTS by economic sectors
HUNGARIAN CUSTOMS AREA + CUSTOMS-FREE ZONES

(million USD)

Note: *n.e.c. = not elsewhere classified activities
Source: Foreign trade statistics, Ministry of Economy and Transport

sézevengeM 7991 8991 9991 0002 1002

0 uráitréT 4,792

.10 sádokládzagdavsé-õzeM 9,508 4,688 1,056 1,946 8,108

.20 sádokládzagõdrE 4,27 0,27 6,47 3,17 3,07

.50 tazsálaH 9,5 9,7 4,6 7,4 8,4

nesezssögásadzagõzeM 2,488 3,669 1,137 1,527 9,678

.01 tazsáynábgezõtsé-nézS 6,1 5,0 6,0 5,0 7,0

.11 sélemretikzágdlöfsé-jaloõK 6,1 3,11 5,0

.21 tazsáynábcrénárU 9,2 5,2

.31 atazsáynábkecréúmlatratméF 8,61 9,22 6,0 4,0 6,0

.41 tazsáynábbéygE 6,01 3,01 5,11 1,11 1,01

nesezssötazsáynáB 9,13 8,73 7,21 3,32 9,11

.51 sátráyglatisé-rezsimlelÉ 9,2891 9,8281 6,8161 8,6061 0,8571

.61 sátráyg-kémretynáhoD 8,97 2,95 2,14 4,51 4,9

nesezssÖ 7,2602 1,8881 8,9561 2,2261 4,7671

.71 asátráygkáilítxeT 7,564 1,575 8,825 2,945 0,346

.81 kekémretitazáhuR 9,1201 0,1411 6,3511 0,0701 0,3111

.91 sátráygilebbálsé-rõB 3,124 6,164 6,654 8,914 1,844

.02 sázoglodlefaF 1,952 5,003 4,313 8,503 9,603

.12 asátráygkekémretirapirípapsérípaP 4,512 9,232 4,133 9,043 9,104

.22 rapiadmoynséiódaiK 4,15 8,06 3,44 3,16 3,46

.63 *SNMsésátráygrotúB 5,744 2,525 3,396 3,886 7,8601

nesezssörapiûynnöK 3,2882 1,7923 4,1253 3,5343 9,5404

.32 zskoksésázoglodlef-jaloõK 6,304 9,913 8,592 9,793 3,105

.42 kekémretsékogaynapalaiygeV 2,6351 8,8851 8,0841 3,4671 1,7581

.52 asátráygkémretgaynaûmsé-imuG 2,515 8,385 5,226 1,496 8,877

nesezssörapiygeV 0,5542 5,2942 1,9932 3,6582 2,7313

.62 kekémretiynávsáméfmeN 7,633 6,283 7,283 7,783 6,593

.72 tazsáhoK 1,929 1,829 6,538 5,8001 0,199

.82 kekémretisázoglodlefméF 5,125 8,146 4,356 3,946 1,417

.92 kesézednerebipégsékepéG 4,6321 4,4241 4,4341 9,4461 0,9491

.03 pégótímázssépégadorI 1,0961 4,9242 9,9233 9,6883 7,2452

.13 kekélüzséksékepégirapisomalliV 1,4081 2,3802 6,1422 7,0162 8,2382

.23 kekémretiakinhcetsádaríH 8,1741 0,6302 9,0932 5,4263 1,3564

.33 sátráygrezsûM 6,302 6,022 6,642 7,863 7,094

.43 sátráyg-ûmrájpégitúzöK 5,5242 7,4793 9,3294 6,9105 1,9255

.53 sátráygûmrájbéygE 2,07 1,19 8,401 2,131 5,261

nesezssörapipéG 2,3249 2,10921 5,52351 8,53971 9,37881

.04 õh,zág,aigrenesomalliV 1,59 1,401 4,301 5,27 9,67

.27 gésynekévetiakinhcetsátímázS 0,0 1,22

.47 sátatláglozsõtígestegésynekévetigásadzaG 0,0 2,1 2,1 8,1

.29 trops,arútluk,sátatzokarózS 6,7 9,71 8,32 7,12

nesezssögéV 2,00191 4,50032 5,21052 7,19082 7,79403

rapiózoglodleF:lõbbe 62061 20002 3,46422 6,32652 1,14772

gásadzagrezsimlelÉ 9,6492 4,4582 9,0932 3,7432 3,4462
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Table I.1.4.d.: Share of foreign trade EXPORTS of economic sectors
compared to the sector’s total exports

(per cent)

Note: *n.e.c. = not elsewhere classified activities
Source: Foreign trade statistics, Ministry of Economy and Transport

.oN rotcescimonocE 7991 8991 9991 0002 1002

0 sdoognruteR 2.47

10 gnimrafemagdnaerutlucirgA

20 tnemeganamtseroF

50 gnihsiF

erutlucirgalatoT

01 gninimtaepdnalaoC

11 gninimsaglarutandnalioedurC

21 gninimeromuinarU

31 gninimerocillateM

41 gninimrehtO 0.1

gninimlatoT 3.0

51 noitcudorpsegarevebdnadooF 3.0 3.0 4.0 9.0 3.1

61 gnirutcafunamtcudorpoccaboT

latoT 2.0 3.0 4.0 9.0 3.1

71 gnirutcafunamselitxeT 7.6 3.7 0.41 2.31 9.32

81 gnirutcafunamsehtolC 0.3 9.6 4.21 7.41 8.51

91 gnirutcafunamraewtoofdnarehtaeL 9.4 2.7 3.01 1.21 2.31

02 gnissecorpdooW 0.3 7.2 6.2 3.1 6.1

12 gnirutcafunamstcudorprepapdnarepaP 8.3 4.2 4.1 1.2 4.2

22 gnitnirpdnagnihsilbuP 4.0 7.0 0.2 2.5 0.3

63 *.c.e.ndnagnirutcafunamerutinruF 2.32 0.72 7.33 6.53 7.65

yrtsudnithgillatoT 0.7 4.9 6.41 7.51 0.52

32 noitcudorpekocdnagnissecorpmuelorteP

42 stcudorpdnaslairetamlacimehC 1.1 7.6 8.4 6.2 5.1

52 gnirutcafunamstcudorpcitsalpdnarebbuR 7.8 5.9 8.8 1.9 8.7

yrtsudnilacimehclatoT 5.2 5.6 3.5 8.3 8.2

62 stcudorplarenimcillatem-noN 4.6 0.6 2.6 2.8 3.6

72 ygrullateM 4.3 9.0 1.1 9.0 1.1

82 stcudorplatemderutcafunaM 2.31 4.51 2.71 4.31 4.41

92 tnempiuqednayrenihcaM 8.31 5.51 3.21 4.61 0.02

03 sretupmocdnatnempiuqeeciffO 4.09 3.59 5.89 4.89 5.69

13 tnempiuqednayrenihcamcirtcelE 9.13 0.33 5.33 5.43 3.43

23 stcudorpsnoitacinummoceleT 9.26 1.76 3.96 9.37 0.77

33 gnirutcafunamstnemurtsnI 6.5 4.5 6.21 4.23 1.93

43 gnirutcafunamelcihevrotomdaoR 0.95 0.77 6.28 4.97 1.87

53 gnirutcafunamelcihevrehtO 4.0 3.1 1.0

yrtsudnignireenignelatoT 0.05 2.06 7.56 1.66 6.36

04 taeh,sag,yticirtcelE

27 seitivitcaygolonhcetnoitamrofnI

47 seitivitcacimonocegnitsissasecivreS 0.52 6.1

29 strops,erutluc,tnemniatretnE 1.0 7.0

latotdnarG 4.62 0.63 0.34 7.44 9.34

yrtsudnignirutcafunaM:hcihwfo 4.13 3.14 8.74 0.94 2.84

yrtsudnidooF 2.0 2.0 3.0 6.0 9.0
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Table I.1.4.e.: IMPORTS by economic sectors
HUNGARIAN CUSTOMS AREA

(million USD)

Note: *n.e.c. = not elsewhere classified activities
Source: Foreign trade statistics, Ministry of Economy and Transport

.oN rotcescimonocE 7991 8991 9991 0002 1002

0 sdoognruteR 6.35

10 gnimrafemagdnaerutlucirgA 4.473 0.793 6.243 7.403 3.613

20 tnemeganamtseroF 2.51 5.02 5.32 8.02 1.02

50 gnihsiF 3.1 2.1 9.1 8.1 5.2

erutlucirgalatoT 9.093 7.814 0.863 3.723 9.833

01 gninimtaepdnalaoC 1.221 0.79 0.69 0.69 5.97

11 gninimsaglarutandnalioedurC 3.0151 5.3721 8.3621 1.2112 9.6412

21 gninimeromuinarU 2.37 7.93 0.0 0.0 0.0

31 gninimerocillateM 8.55 3.77 5.15 9.47 8.36

41 gninimrehtO 7.75 9.55 3.45 3.15 8.84

gninimlatoT 1.9181 4.3451 6.5641 3.4332 0.9332

51 noitcudorpsegarevebdnadooF 5.087 8.848 7.776 0.347 2.938

61 gnirutcafunamtcudorpoccaboT 5.11 4.8 6.01 7.9 9.01

latoT 0.297 2.758 3.886 7.257 1.058

71 gnirutcafunamselitxeT 6.3001 7.3511 6.5701 3.6101 2.099

81 gnirutcafunamsehtolC 2.423 6.243 0.043 9.623 8.633

91 gnirutcafunamraewtoofdnarehtaeL 1.414 5.634 3.524 7.804 8.854

02 gnissecorpdooW 4.181 3.022 2.032 9.362 2.572

12 gnirutcafunamstcudorprepapdnarepaP 3.885 9.756 5.476 9.247 7.257

22 gnitnirpdnagnihsilbuP 3.901 1.691 7.011 3.861 0.471

63 *.c.e.ndnagnirutcafunamerutinruF 8.443 9.493 3.154 1.854 2.564

yrtsudnithgillatoT 7.5692 0.2043 6.7033 1.5833 9.2543

32 noitcudorpekocdnagnissecorpmuelorteP 5.903 2.522 2.982 4.724 4.904

42 stcudorpdnaslairetamlacimehC 3.8522 7.1442 3.2542 5.1952 8.9472

52 gnirutcafunamstcudorpcitsalpdnarebbuR 0.586 5.897 4.268 5.159 3.299

yrtsudnilacimehclatoT 8.2523 4.5643 9.3063 4.0793 5.1514

62 stcudorplarenimcillatem-noN 3.243 0.424 8.744 6.764 0.405

72 ygrullateM 4.4411 6.4221 4.6111 8.4531 7.2431

82 stcudorplatemderutcafunaM 0.835 0.866 2.896 1.877 5.238

92 tnempiuqednayrenihcaM 0.1371 7.1322 5.5922 6.2522 1.9842

03 sretupmocdnatnempiuqeeciffO 6.195 5.465 8.884 5.325 4.655

13 tnempiuqednayrenihcamcirtcelE 7.028 4.5101 6.6901 4.7321 4.5521

23 stcudorpsnoitacinummoceleT 8.969 0.8521 4.5141 6.4981 1.2522

33 gnirutcafunamstnemurtsnI 7.773 4.434 2.644 2.364 1.784

43 gnirutcafunamelcihevrotomdaoR 3.0901 7.9351 0.8071 5.5691 5.3222

53 gnirutcafunamelcihevrehtO 9.101 6.39 6.19 9.041 1.251

yrtsudnignireenignelatoT 0.1226 3.5087 3.0428 8.5529 2.84201

04 taeh,sag,yticirtcelE 1.401 4.78 7.601 4.531 3.251

27 seitivitcaygolonhcetnoitamrofnI 0.0 0.0 7.57 0.0 0.0

47 seitivitcacimonocegnitsissasecivreS 0.0 0.0 7.1 3.1 8.0

29 strops,erutluc,tnemniatretnE 0.0 2.8 7.52 9.63 5.04

latotdnarG 3.23071 2.63291 7.74491 6.12022 4.47432

yrtsudnignirutcafunaM:hcihwfo 2.62931 3.12361 0.61761 7.33481 8.25791

yrtsudnidooF 9.2811 9.5721 3.6501 0.0801 0.9811
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Table I.1.4.f.: IMPORTS by economic sectors
CUSTOMS-FREE ZONES

(million USD)

Note: *n.e.c. = not elsewhere classified activities
Source: Foreign trade statistics, Ministry of Economy and Transport

.oN rotcescimonocE 7991 8991 9991 0002 1002

0 sdoognruteR 7.701

10 gnimrafemagdnaerutlucirgA 3.0 0.0 0.0 0.0

20 tnemeganamtseroF 8.0 0.0 0.0

50 gnihsiF 0.0

erutlucirgalatoT 1.1 0.0 0.0 0.0 0.0

01 gninimtaepdnalaoC

11 gninimsaglarutandnalioedurC

21 gninimeromuinarU

31 gninimerocillateM

41 gninimrehtO 1.0 1.0 2.0 1.0 1.0

gninimlatoT 1.0 1.0 2.0 1.0 1.0

51 noitcudorpsegarevebdnadooF 2.01 5.01 1.8 1.51 3.22

61 gnirutcafunamtcudorpoccaboT

latoT 2.01 5.01 1.8 1.51 3.22

71 gnirutcafunamselitxeT 2.97 9.09 5.711 3.511 8.181

81 gnirutcafunamsehtolC 0.6 4.62 6.18 3.79 3.321

91 gnirutcafunamraewtoofdnarehtaeL 0.81 6.53 3.66 4.25 7.45

02 gnissecorpdooW 5.8 5.5 5.7 8.9 1.11

12 gnirutcafunamstcudorprepapdnarepaP 5.91 8.02 6.02 4.52 9.91

22 gnitnirpdnagnihsilbuP 7.4 2.6 5.6 2.91 8.13

63 *.c.e.ndnagnirutcafunamerutinruF 1.92 8.51 7.42 9.63 1.13

yrtsudnithgillatoT 0.561 2.102 7.423 3.653 6.354

32 noitcudorpekocdnagnissecorpmuelorteP 0.3 0.7 1.4 8.1 4.2

42 stcudorpdnaslairetamlacimehC 9.821 6.283 5.094 8.733 8.052

52 gnirutcafunamstcudorpcitsalpdnarebbuR 9.061 3.142 3.913 7.563 3.263

yrtsudnilacimehclatoT 8.292 9.036 9.318 3.507 5.516

62 stcudorplarenimcillatem-noN 3.6 9.61 6.62 0.82 5.42

72 ygrullateM 6.56 8.78 5.88 8.511 2.521

82 stcudorplatemderutcafunaM 8.531 2.212 6.182 2.792 8.292

92 tnempiuqednayrenihcaM 8.354 1.087 6.369 1.249 4.989

03 sretupmocdnatnempiuqeeciffO 3.196 6.339 5.2831 5.3271 5.2441

13 tnempiuqednayrenihcamcirtcelE 5.704 0.485 2.957 1.7901 5.3701

23 stcudorpsnoitacinummoceleT 3.5001 2.3631 2.0871 9.7982 0.9523

33 gnirutcafunamstnemurtsnI 2.25 7.96 4.841 6.832 4.212

43 gnirutcafunamelcihevrotomdaoR 5.319 4.8751 7.9791 2.7361 2.2851

53 gnirutcafunamelcihevrehtO 3.1 7.1 3.0 3.0 9.0

yrtsudnignireenignelatoT 7.0663 9.2255 5.5927 9.3388 6.2588

04 taeh,sag,yticirtcelE

27 seitivitcaygolonhcetnoitamrofnI 7.0

47 seitivitcacimonocegnitsissasecivreS 0.0 8.1 2.1 2.2

29 strops,erutluc,tnemniatretnE 5.0 0.2 7.3

latotdnarG 8.1024 3.0746 5.0658 7.75001 4.70201

yrtsudnignirutcafunaM:hcihwfo 4.0914 7.9546 2.9458 3.93001 1.97101

yrtsudnidooF 3.11 5.01 1.8 1.51 3.22
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Table I.1.4.g.: IMPORTS by economic sectors
HUNGARIAN CUSTOMS AREA + CUSTOMS-FREE ZONES

(million USD)

Note: *n.e.c. = not elsewhere classified activities
Source: Foreign trade statistics, Ministry of Economy and Transport

.oN rotcescimonocE 7991 8991 9991 0002 1002

0 sdoognruteR 3.161

10 gnimrafemagdnaerutlucirgA 7.473 0.793 6.243 7.403 3.613

20 tnemeganamtseroF 0.61 5.02 5.32 8.02 1.02

50 gnihsiF 3.1 2.1 9.1 8.1 5.2

erutlucirgalatoT 0.293 7.814 0.863 3.723 9.833

01 gninimtaepdnalaoC 1.221 0.79 0.69 0.69 5.97

11 gninimsaglarutandnalioedurC 3.0151 5.3721 8.3621 1.2112 9.6412

21 gninimeromuinarU 2.37 7.93 0.0 0.0 0.0

31 gninimerocillateM 8.55 3.77 5.15 9.47 8.36

41 gninimrehtO 8.75 0.65 5.45 4.15 0.94

gninimlatoT 2.9181 5.3451 8.5641 4.4332 1.9332

51 noitcudorpsegarevebdnadooF 7.097 3.958 8.586 1.857 5.168

61 gnirutcafunamtcudorpoccaboT 5.11 4.8 6.01 7.9 9.01

latoT 2.208 7.768 4.696 8.767 3.278

71 gnirutcafunamselitxeT 8.2801 6.4421 1.3911 6.1311 0.2711

81 gnirutcafunamsehtolC 2.033 0.963 6.124 2.424 1.064

91 gnirutcafunamraewtoofdnarehtaeL 1.234 1.274 6.194 1.164 5.315

02 gnissecorpdooW 9.981 8.522 7.732 7.372 3.682

12 gnirutcafunamstcudorprepapdnarepaP 8.706 7.876 1.596 3.867 6.277

22 gnitnirpdnagnihsilbuP 0.411 3.202 2.711 5.781 8.502

63 *.c.e.ndnagnirutcafunamerutinruF 9.373 7.014 0.674 0.594 2.694

yrtsudnithgillatoT 7.0313 2.3063 3.2363 4.1473 5.6093

32 noitcudorpekocdnagnissecorpmuelorteP 5.213 2.232 3.392 2.924 8.114

42 stcudorpdnaslairetamlacimehC 2.7832 3.4282 8.2492 3.9292 6.0003

52 gnirutcafunamstcudorpcitsalpdnarebbuR 9.548 8.9301 7.1811 2.7131 6.4531

yrtsudnilacimehclatoT 6.5453 3.6904 8.7144 7.5764 0.7674

62 stcudorplarenimcillatem-noN 6.843 9.044 4.474 6.594 5.825

72 ygrullateM 0.0121 4.2131 9.4021 6.0741 9.7641

82 stcudorplatemderutcafunaM 8.376 2.088 8.979 3.5701 3.5211

92 tnempiuqednayrenihcaM 8.4812 8.1103 1.9523 7.4913 5.8743

03 sretupmocdnatnempiuqeeciffO 9.2821 1.8941 3.1781 0.7422 9.8991

13 tnempiuqednayrenihcamcirtcelE 2.8221 4.9951 8.5581 5.4332 8.8232

23 stcudorpsnoitacinummoceleT 1.5791 2.1262 6.5913 5.2974 1.1155

33 gnirutcafunamstnemurtsnI 9.924 1.405 6.495 8.107 5.996

43 gnirutcafunamelcihevrotomdaoR 8.3002 1.8113 7.7863 7.2063 7.5083

53 gnirutcafunamelcihevrehtO 2.301 3.59 9.19 2.141 0.351

yrtsudnignireenignelatoT 7.1889 2.82331 8.53551 7.98081 8.00191

04 taeh,sag,yticirtcelE 1.401 4.78 7.601 4.531 3.251

27 seitivitcaygolonhcetnoitamrofnI 0.0 4.67

47 seitivitcacimonocegnitsissasecivreS 0.0 5.3 5.2 0.3

29 strops,erutluc,tnemniatretnE 2.8 2.62 9.83 2.44

latotdnarG 1.43212 5.60752 2.80082 3.97023 7.18633

yrtsudnignirutcafunaM:hcihwfo 6.61181 0.18722 2.56252 0.37482 9.13992

yrtsudnidooF 2.4911 4.6821 4.4601 1.5901 2.1121
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Table I.1.4.h.: Share of foreign trade IMPORTS of economic sectors
compared to the sector’s total exports

(per cent)

Note: *n.e.c. = not elsewhere classified activities
Source: Foreign trade statistics, Ministry of Economy and Transport

.oN rotcescimonocE 7991 8991 9991 0002 1002

0 sdoognruteR 8.66

10 gnimrafemagdnaerutlucirgA 1.0

20 tnemeganamtseroF 0.5 1.0

50 gnihsiF

erutlucirgalatoT 3.0

01 gninimtaepdnalaoC

11 gninimsaglarutandnalioedurC

21 gninimeromuinarU

31 gninimerocillateM

41 gninimrehtO 2.0 2.0 4.0 2.0 3.0

gninimlatoT 0.0 0.0 0.0 0.0 0.0

51 noitcudorpsegarevebdnadooF 3.1 2.1 2.1 0.2 6.2

61 gnirutcafunamtcudorpoccaboT

latoT 3.1 2.1 2.1 0.2 6.2

71 gnirutcafunamselitxeT 3.7 3.7 8.9 2.01 5.51

81 gnirutcafunamsehtolC 8.1 2.7 4.91 9.22 8.62

91 gnirutcafunamraewtoofdnarehtaeL 2.4 5.7 5.31 4.11 7.01

02 gnissecorpdooW 5.4 4.2 2.3 6.3 9.3

12 gnirutcafunamstcudorprepapdnarepaP 2.3 1.3 0.3 3.3 6.2

22 gnitnirpdnagnihsilbuP 1.4 1.3 5.5 2.01 5.51

63 *.c.e.ndnagnirutcafunamerutinruF 8.7 8.3 2.5 5.7 3.6

yrtsudnithgillatoT 3.5 6.5 9.8 5.9 6.11

32 noitcudorpekocdnagnissecorpmuelorteP 0.1 0.3 4.1 4.0 6.0

42 stcudorpdnaslairetamlacimehC 4.5 5.31 7.61 5.11 4.8

52 gnirutcafunamstcudorpcitsalpdnarebbuR 0.91 2.32 0.72 8.72 7.62

yrtsudnilacimehclatoT 3.8 4.51 4.81 1.51 9.21

62 stcudorplarenimcillatem-noN 8.1 8.3 6.5 6.5 6.4

72 ygrullateM 4.5 7.6 3.7 9.7 5.8

82 stcudorplatemderutcafunaM 2.02 1.42 7.82 6.72 0.62

92 tnempiuqednayrenihcaM 8.02 9.52 6.92 5.92 4.82

03 sretupmocdnatnempiuqeeciffO 9.35 3.26 9.37 7.67 2.27

13 tnempiuqednayrenihcamcirtcelE 2.33 5.63 9.04 0.74 1.64

23 stcudorpsnoitacinummoceleT 9.05 0.25 7.55 5.06 1.95

33 gnirutcafunamstnemurtsnI 1.21 8.31 0.52 0.43 4.03

43 gnirutcafunamelcihevrotomdaoR 6.54 6.05 7.35 4.54 6.14

53 gnirutcafunamelcihevrehtO 3.1 8.1 3.0 2.0 6.0

yrtsudnignireenignelatoT 0.73 4.14 0.74 8.84 3.64

04 taeh,sag,yticirtcelE

27 seitivitcaygolonhcetnoitamrofnI 9.0

47 seitivitcacimonocegnitsissasecivreS 4.15 0.84 6.47

29 strops,erutluc,tnemniatretnE 9.1 1.5 4.8

latotdnarG 8.91 2.52 6.03 4.13 3.03

yrtsudnignirutcafunaM:hcihwfo 1.32 4.82 8.33 3.53 0.43

yrtsudnidooF 9.0 8.0 8.0 4.1 8.1
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Table I.1.4.i.: Foreign trade BALANCE by economic sectors
HUNGARIAN CUSTOMS AREA

(million USD)

Note: *n.e.c. = not elsewhere classified activities
Source: Foreign trade statistics, Ministry of Economy and Transport

.oN rotcescimonocE 7991 8991 9991 0002 1002

0 sdoognruteR 1.32

10 gnimrafemagdnaerutlucirgA 4.134 4.984 5.703 4.443 5.584

20 tnemeganamtseroF 2.75 5.15 1.15 5.05 2.05

50 gnihsiF 6.4 7.6 5.4 9.2 3.2

erutlucirgalatoT 2.394 6.745 1.363 8.793 0.835

01 gninimtaepdnalaoC 5.021- 5.69- 4.59- 5.59- 8.87-

11 gninimsaglarutandnalioedurC 3.0151- 9.1721- 8.3621- 8.0012- 4.6412-

21 gninimeromuinarU 3.07- 2.73- 0.0 0.0 0.0

31 gninimerocillateM 0.93- 4.45- 9.05- 5.47- 2.36-

41 gninimrehtO 1.74- 7.54- 8.24- 2.04- 7.83-

gninimlatoT 2.7871- 7.5051- 9.2541- 0.1132- 1.7232-

51 noitcudorpsegarevebdnadooF 4.7911 0.479 6.439 6.848 0.698

61 gnirutcafunamtcudorpoccaboT 3.86 8.05 6.03 7.5 5.1-

latoT 7.5621 8.4201 2.569 3.458 5.498

71 gnirutcafunamselitxeT 9.865- 6.026- 6.026- 4.935- 8.005-

81 gnirutcafunamsehtolC 8.666 2.917 0.076 0.685 7.006

91 gnirutcafunamraewtoofdnarehtaeL 3.31- 1.8- 9.51- 8.93- 9.96-

02 gnissecorpdooW 0.07 0.27 9.47 0.83 9.62

12 gnirutcafunamstcudorprepapdnarepaP 0.183- 5.034- 9.743- 3.904- 5.063-

22 gnitnirpdnagnihsilbuP 1.85- 7.531- 3.76- 2.011- 6.111-

63 *.c.e.ndnagnirutcafunamerutinruF 0.1- 5.11- 1.8 5.41- 5.2-

yrtsudnithgillatoT 5.582- 2.514- 7.892- 2.984- 8.714-

32 noitcudorpekocdnagnissecorpmuelorteP 1.49 7.49 6.6 5.92- 9.19

42 stcudorpdnaslairetamlacimehC 5.937- 6.859- 5.2401- 7.378- 4.129-

52 gnirutcafunamstcudorpcitsalpdnarebbuR 6.412- 1.072- 9.492- 8.023- 2.472-

yrtsudnilacimehclatoT 0.068- 0.4311- 8.0331- 0.4221- 6.3011-

62 stcudorplarenimcillatem-noN 0.72- 4.46- 8.88- 8.111- 4.331-

72 ygrullateM 5.642- 4.403- 9.982- 9.453- 9.263-

82 stcudorplatemderutcafunaM 3.58- 2.521- 3.751- 8.512- 0.122-

92 tnempiuqednayrenihcaM 7.566- 5.8201- 9.6301- 6.778- 5.929-

03 sretupmocdnatnempiuqeeciffO 8.924- 1.154- 4.734- 5.954- 2.764-

13 tnempiuqednayrenihcamcirtcelE 8.704 6.083 9.393 9.274 6.606

23 stcudorpsnoitacinummoceleT 0.424- 8.885- 3.286- 0.849- 6.1811-

33 gnirutcafunamstnemurtsnI 6.581- 8.522- 6.032- 0.412- 3.881-

43 gnirutcafunamelcihevrotomdaoR 4.59- 2.526- 8.158- 5.239- 3.2101-

53 gnirutcafunamelcihevrehtO 0.23- 7.3- 1.31 7.9- 4.01

yrtsudnignireenignelatoT 0.0151- 7.7662- 3.9892- 2.4813- 9.2833-

04 taeh,sag,yticirtcelE 0.9- 7.61 3.3- 9.26- 4.57-

27 seitivitcaygolonhcetnoitamrofnI 0.0 0.0 6.35- 0.0 0.0

47 seitivitcacimonocegnitsissasecivreS 0.0 0.0 5.0- 4.0- 0.1

29 strops,erutluc,tnemniatretnE 0.0 6.0- 8.7- 1.31- 9.81-

latotdnarG 3.6692- 9.2054- 3.7815- 4.9946- 4.5636-

yrtsudnignirutcafunaM:hcihwfo 0.9292- 7.5854- 5.7994- 1.4635- 5.7735-

yrtsudnidooF 9.8571 4.2751 3.8231 1.2521 5.2341
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Table I.1.4.j.: Foreign trade BALANCE by economic sectors
CUSTOMS-FREE ZONES

(million USD)

Note: *n.e.c. = not elsewhere classified activities
Source: Foreign trade statistics, Ministry of Economy and Transport

.oN rotcescimonocE 7991 8991 9991 0002 1002

0 sdoognruteR 0.311

10 gnimrafemagdnaerutlucirgA 2.0- 0.0 0.0 0.0 0.0

20 tnemeganamtseroF 8.0- 0.0 0.0 0.0 0.0

50 gnihsiF 0.0 0.0 0.0 0.0 0.0

erutlucirgalatoT 0.1- 0.0 0.0 0.0 0.0

01 gninimtaepdnalaoC 0.0 0.0 0.0 0.0 0.0

11 gninimsaglarutandnalioedurC 0.0 0.0 0.0 0.0 0.0

21 gninimeromuinarU 0.0 0.0 0.0 0.0 0.0

31 gninimerocillateM 0.0 0.0 0.0 0.0 0.0

41 gninimrehtO 1.0- 0.0 2.0- 1.0- 1.0-

gninimlatoT 1.0- 0.0 2.0- 1.0- 1.0-

51 noitcudorpsegarevebdnadooF 2.5- 4.4- 8.1- 1.0 5.0

61 gnirutcafunamtcudorpoccaboT 0.0 0.0 0.0 0.0 0.0

latoT 2.5- 4.4- 8.1- 1.0 5.0

71 gnirutcafunamselitxeT 2.84- 9.84- 7.34- 0.34- 2.82-

81 gnirutcafunamsehtolC 9.42 8.25 0.26 8.95 2.25

91 gnirutcafunamraewtoofdnarehtaeL 5.2 4.2- 1.91- 5.1- 5.4

02 gnissecorpdooW 8.0- 7.2 8.0 9.5- 3.6-

12 gnirutcafunamstcudorprepapdnarepaP 4.11- 3.51- 8.51- 1.81- 2.01-

22 gnitnirpdnagnihsilbuP 5.4- 8.5- 6.5- 0.61- 9.92-

63 *.c.e.ndnagnirutcafunamerutinruF 6.47 0.621 2.902 8.702 0.575

yrtsudnithgillatoT 1.73 1.901 8.781 1.381 2.755

32 noitcudorpekocdnagnissecorpmuelorteP 0.3- 0.7- 1.4- 8.1- 4.2-

42 stcudorpdnaslairetamlacimehC 5.111- 9.672- 5.914- 3.192- 2.222-

52 gnirutcafunamstcudorpcitsalpdnarebbuR 1.611- 9.581- 3.462- 3.203- 6.103-

yrtsudnilacimehclatoT 6.032- 8.964- 9.786- 4.595- 2.625-

62 stcudorplarenimcillatem-noN 1.51 1.6 9.2- 9.3 5.0

72 ygrullateM 4.43- 9.97- 4.97- 2.701- 0.411-

82 stcudorplatemderutcafunaM 0.76- 2.311- 1.961- 2.012- 2.091-

92 tnempiuqednayrenihcaM 7.282- 9.855- 8.787- 2.276- 0.006-

03 sretupmocdnatnempiuqeeciffO 0.738 4.2831 0.6981 4.9902 0.1101

13 tnempiuqednayrenihcamcirtcelE 1.861 2.301 1.8- 7.691- 7.201-

23 stcudorpsnoitacinummoceleT 3.97- 6.3 4.221- 0.022- 6.323

33 gnirutcafunamstnemurtsnI 7.04- 7.75- 4.711- 1.911- 5.02-

43 gnirutcafunamelcihevrotomdaoR 1.715 8.1841 0.8802 4.9432 6.5372

53 gnirutcafunamelcihevrehtO 0.1- 5.0- 2.0- 3.0- 9.0-

yrtsudnignireenignelatoT 5.1501 7.0422 0.9772 3.0303 1.6513

04 taeh,sag,yticirtcelE 0.0 0.0 0.0 0.0 0.0

27 seitivitcaygolonhcetnoitamrofnI 0.0 0.0 7.0- 0.0 0.0

47 seitivitcacimonocegnitsissasecivreS 0.0 0.0 8.1- 9.0- 2.2-

29 strops,erutluc,tnemniatretnE 0.0 0.0 5.0- 0.2- 6.3-

latotdnarG 4.238 8.1081 6.1912 8.1152 4.1813

yrtsudnignirutcafunaM:hcihwfo 7.838 2.6081 6.6912 7.4152 7.6813

yrtsudnidooF 2.6- 4.4- 8.1- 1.0 5.0
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Table I.1.4.k.: Foreign trade BALANCE by economic sectors
HUNGARIAN CUSTOMS AREA + CUSTOMS-FREE ZONES

(million USD)

Note: *n.e.c. = not elsewhere classified activities
Source: Foreign trade statistics, Ministry of Economy and Transport

.oN rotcescimonocE 7991 8991 9991 0002 1002

0 sdoognruteR 1.631

10 gnimrafemagdnaerutlucirgA 2.134 4.984 5.703 4.443 5.584

20 tnemeganamtseroF 4.65 5.15 1.15 5.05 2.05

50 gnihsiF 6.4 7.6 5.4 9.2 3.2

erutlucirgalatoT 2.294 6.745 1.363 8.793 0.835

01 gninimtaepdnalaoC 5.021- 5.69- 4.59- 5.59- 8.87-

11 gninimsaglarutandnalioedurC 3.0151- 9.1721- 8.3621- 8.0012- 4.6412-

21 gninimeromuinarU 3.07- 2.73- 0.0 0.0 0.0

31 gninimerocillateM 0.93- 4.45- 9.05- 5.47- 2.36-

41 gninimrehtO 2.74- 7.54- 0.34- 3.04- 9.83-

gninimlatoT 3.7871- 7.5051- 1.3541- 1.1132- 2.7232-

51 noitcudorpsegarevebdnadooF 2.2911 6.969 8.239 7.848 5.698

61 gnirutcafunamtcudorpoccaboT 3.86 8.05 6.03 7.5 5.1-

latoT 5.0621 4.0201 4.369 4.458 1.598

71 gnirutcafunamselitxeT 1.716- 5.966- 3.466- 4.285- 0.925-

81 gnirutcafunamsehtolC 7.196 0.277 0.237 8.546 9.256

91 gnirutcafunamraewtoofdnarehtaeL 8.01- 5.01- 0.53- 3.14- 4.56-

02 gnissecorpdooW 2.96 7.47 7.57 1.23 6.02

12 gnirutcafunamstcudorprepapdnarepaP 4.293- 8.544- 7.363- 4.724- 7.073-

22 gnitnirpdnagnihsilbuP 6.26- 5.141- 9.27- 2.621- 5.141-

63 *.c.e.ndnagnirutcafunamerutinruF 6.37 5.411 3.712 3.391 5.275

yrtsudnithgillatoT 4.842- 1.603- 9.011- 1.603- 4.931

32 noitcudorpekocdnagnissecorpmuelorteP 1.19 7.78 5.2 3.13- 5.98

42 stcudorpdnaslairetamlacimehC 0.158- 5.5321- 0.2641- 0.5611- 6.3411-

52 gnirutcafunamstcudorpcitsalpdnarebbuR 7.033- 0.654- 2.955- 1.326- 8.575-

yrtsudnilacimehclatoT 6.0901- 8.3061- 7.8102- 4.9181- 8.9261-

62 stcudorplarenimcillatem-noN 9.11- 3.85- 7.19- 9.701- 9.231-

72 ygrullateM 9.082- 3.483- 3.963- 1.264- 8.674-

82 stcudorplatemderutcafunaM 3.251- 4.832- 4.623- 0.624- 2.114-

92 tnempiuqednayrenihcaM 4.849- 4.7851- 7.4281- 8.9451- 5.9251-

03 sretupmocdnatnempiuqeeciffO 2.704 3.139 6.8541 9.9361 8.345

13 tnempiuqednayrenihcamcirtcelE 9.575 8.384 8.583 2.672 0.405

23 stcudorpsnoitacinummoceleT 3.305- 2.585- 7.408- 0.8611- 0.858-

33 gnirutcafunamstnemurtsnI 3.622- 5.382- 0.843- 1.333- 8.802-

43 gnirutcafunamelcihevrotomdaoR 7.124 6.658 2.6321 9.6141 4.3271

53 gnirutcafunamelcihevrehtO 0.33- 2.4- 9.21 0.01- 5.9

yrtsudnignireenignelatoT 5.854- 0.724- 3.012- 9.351- 9.622-

04 taeh,sag,yticirtcelE 0.9- 7.61 3.3- 9.26- 4.57-

27 seitivitcaygolonhcetnoitamrofnI 0.0 0.0 3.45- 0.0 0.0

47 seitivitcacimonocegnitsissasecivreS 0.0 0.0 3.2- 3.1- 2.1-

29 strops,erutluc,tnemniatretnE 0.0 6.0- 3.8- 1.51- 5.22-

latotdnarG 9.3312- 1.1072- 7.5992- 6.7893- 0.4813-

yrtsudnignirutcafunaM:hcihwfo 3.0902- 5.9772- 9.0082- 4.9482- 7.0912-

yrtsudnidooF 7.2571 0.8651 5.6231 2.2521 1.3341
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Table I.1.4.l.: Share of foreign trade BALANCE of economic sectors
compared to the sector’s total exports

(per cent)

Note: A “-“ balance denotes improvement, while a “+” balance indicates deterioration, expressed in percentages.
*n.e.c. = not elsewhere classified activities

Source: Foreign trade statistics, Ministry of Economy and Transport

.oN rotcescimonocE 7991 8991 9991 0002 1002

0 sdoognruteR 0.38

10 gnimrafemagdnaerutlucirgA

20 tnemeganamtseroF 4.1-

50 gnihsiF

erutlucirgalatoT 2.0-

01 gninimtaepdnalaoC

11 gninimsaglarutandnalioedurC

21 gninimeromuinarU

31 gninimerocillateM

41 gninimrehtO 2.0 0.0 5.0 2.0 4.0

gninimlatoT

51 noitcudorpsegarevebdnadooF 4.0- 5.0- 2.0- 1.0

61 gnirutcafunamtcudorpoccaboT

latoT 4.0- 4.0- 2.0- 1.0

71 gnirutcafunamselitxeT 8.7 3.7 6.6 4.7 3.5

81 gnirutcafunamsehtolC 6.3 8.6 5.8 3.9 0.8

91 gnirutcafunamraewtoofdnarehtaeL 1.32- 9.22 6.45 6.3 9.6-

02 gnissecorpdooW 2.1- 6.3 1.1 4.81- 4.03-

12 gnirutcafunamstcudorprepapdnarepaP 9.2 4.3 3.4 2.4 7.2

22 gnitnirpdnagnihsilbuP 2.7 1.4 7.7 7.21 1.12

63 *.c.e.ndnagnirutcafunamerutinruF 4.101 0.011 3.69 5.701 4.001

yrtsudnithgillatoT 9.41- 6.53- 3.961- 8.95- 6.993

32 noitcudorpekocdnagnissecorpmuelorteP 3.3- 0.8- 0.461- 8.5 7.2-

42 stcudorpdnaslairetamlacimehC 1.31 4.22 7.82 0.52 4.91

52 gnirutcafunamstcudorpcitsalpdnarebbuR 1.53 8.04 3.74 5.84 4.25

yrtsudnilacimehclatoT 1.12 3.92 1.43 7.23 3.23

62 stcudorplarenimcillatem-noN 9.621- 5.01- 2.3 6.3- 4.0-

72 ygrullateM 2.21 8.02 5.12 2.32 9.32

82 stcudorplatemderutcafunaM 0.44 5.74 8.15 3.94 3.64

92 tnempiuqednayrenihcaM 8.92 2.53 2.34 4.34 2.93

03 sretupmocdnatnempiuqeeciffO 6.502 4.841 0.031 0.821 9.581

13 tnempiuqednayrenihcamcirtcelE 2.92 3.12 1.2- 2.17- 4.02-

23 stcudorpsnoitacinummoceleT 8.51 6.0- 2.51 8.81 7.73-

33 gnirutcafunamstnemurtsnI 0.81 4.02 7.33 8.53 8.9

43 gnirutcafunamelcihevrotomdaoR 6.221 0.371 9.861 8.561 7.851

53 gnirutcafunamelcihevrehtO 0.3 9.11 6.1- 0.3 2.9-

yrtsudnignireenignelatoT 3.922- 8.425- 4.1231- 0.9691- 2.1931-

04 taeh,sag,yticirtcelE

27 seitivitcaygolonhcetnoitamrofnI 3.1

47 seitivitcacimonocegnitsissasecivreS 3.87 2.96 7.881

29 strops,erutluc,tnemniatretnE 0.6 0.31 8.51

latotdnarG 0.93- 7.66- 2.37- 0.36- 9.99-

yrtsudnignirutcafunaM:hcihwfo 1.04- 0.56- 4.87- 3.88- 5.541-

yrtsudnidooF 4.0- 3.0- 1.0-
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Source: Yearbooks of the Central Statistical Office of Hungary,
state budget bills and state budget final accounts

Figure I.1.5.: Changes in taxes and contributions charged
on wages, in state revenues from excise duties and

consumption taxes,  and in the consumer price index
1988=100

not ensure clear and transparent statistical results.
KOPINT DATORG, a Hungarian economic research
firm, published the following statement in its report on
the state of the economy (No. 1998/2, p.137): “It is im-
portant to stress that since the beginning of 1997 trade sta-
tistics have included free zones, but ignored trade between
the free zones and the area within the customs boundaries.
Since that time no information has been available about the
contribution of areas within the customs boundaries to the
exports of the free zones, and about the rate of further pro-
cessing or use of products within the customs boundaries.”
According to our information from various independent
sources, this trade turnover figure may be in the region
of USD 100 million annually.

Ongoing processes may be better evaluated if we take
into account that the austerity measures have hit the
lower tenths of the population the hardest. (Note: con-
sumers / households are divided into ten groups when
statistics are compiled on the use of income.) At the
same time, the lower tenths primarily consume Hun-
garian products, whereas the higher income the house-
holds have, the higher is the share of imported goods in
the consumption. The austerity measures hit mostly the
lower tenths of the population (e.g. those who have lost
income through the lower real value of their family al-
lowance or pension) therefore the consumption of the
domestic goods decreased. The earnings of the higher
tenths increased in general (primarily of those operat-
ing in the black economy), which they spend largely on
imported goods. Hand in hand with the impacts of abol-
ishing the supplementary duty and reducing customs
duties, this has further boosted the motivation to in-
crease the imports.

1.5. Unfavourable changes of some
elements of the Hungarian
taxation and price system

Changes of the Hungarian taxation and price sys-
tem in the last 12 years have increasingly contributed
to promoting wasteful consumption, with an
unfavourable composition of goods, and to shrinking
legal employment of the workforce. The rate of raising
consumption taxes (excise duties) has been usually un-
der the rate of inflation. Therefore also state revenues
from these taxes have diminished comparatively (see
Table I.1.5.a.). During the same period, the costs charged
on wages have considerably increased. Some 1.5 mil-
lion jobs have been lost in Hungary since 1989; as a
result, tax-type costs (personal income tax, social secu-
rity contribution) have placed a much larger burden on

the remaining active earners. Increased tax burdens
have most seriously affected those who only have in-
come from earning wages or salaries, and within this
group particularly the civil servants, because they could
not hide their income from the tax authorities. More-
over, the income level of civil servants, calculated in
real value, dropped by over 50 per cent between 1990
and 2001. Figure I.1.5. shows changes in revenues from
taxes and contributions charged on wages, and from
consumption taxes and excise duties between 1988 and
2003, as well as the consumer price index compared to
1988. The above-mentioned tendency is also reflected
by the fact that the rate of increase and the proportion
of net wages have been lagging behind those of gross
wages, which means in practical terms that the tax
brackets have become tightened with the rate of infla-
tion, i.e. tax bracket limits have not been properly ad-
justed to inflation (see Table I.1.5.b.).
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Table I.1.5.b.: Changes in the gross
and net average wages of employees (HUF/month)

Note: Calculated without personal income tax allowances
Gross average wage: per capita monthly average of the amounts paid as wage costs in the period concerned
Net average wage: gross average wage less personal income tax, health and pension insurance contributions, as well as employees’
contribution, calculated on the basis of the effective personal income tax rates
Source: Yearbooks of the Central Statistical Office of Hungary

1.6. Why is it inevitable to
implement a human-ecological-
oriented reform to the state
budget?

Global tendencies of the past few decades and an
increasing number of events posing threat to human
health and the environment have proved that today’s
economic policies will not lead to further development.
For instance, the UN Intergovernmental Panel on Cli-
mate Change warns that to avoid a world-wide ecologi-
cal disaster, the emission of carbon dioxide should be
reduced by 60 per cent on the Earth without any delay.
Hungary’s emission is double of the international aver-
age, so the rate of reduction required is 80 per cent here.
Also the emission of a series of other pollutants should
be cut in a similar proportion.

Changes are inevitable; a simple formula may dem-
onstrate this for everyone. (Together with its explana-
tion it can also be found in a publication by Károly Kiss:
Ezredvégi Kertmagyarország.) P. and A. Ehrlich have
developed the following formula to describe the rela-
tionship between the world’s population, the consump-
tion and their environmental impact:

I = PCT, where:
I:  environmental impact of economic activities,
P:  world’s population,
C:  per capita consumption,
T:  environmental impact, i.e. “intensity” of con-

sumption (comprising all the changes in technology and
in the composition of the economic growth factors and
of the national product.)

Another version of the above model, elaborated by P.
Ekins, assumes that the world’s population will double in
fifty years from now; meanwhile the environmental im-
pact of economic activities will have been reduced by 50
per cent. (It is to be noted that the model, therefore, is a

catastrophe prognosis rather than a model of
sustainability, since the emission of most pollutants is al-
ready exceeding the critical load today, and in general,
as we have mentioned, it would be necessary to reduce
them by 60 to 90 per cent immediately – as opposed to
the 50 per cent in the model – so that a large-scale and
irreparable further environmental degradation could be
prevented. Ekins, of course, is also aware of this fact; his
approach and “generosity” just underline his point.)

If consumption and economic performance increase
by a slight 2 to 3 per cent annually, they will grow four-
fold in fifty years. So the equation needs to be modified
as follows:

I = 2P · 4C · (T/8)
This means that the environmental hazard (the im-

pact and the intensity) of one unit of consumption
should be reduced to the eighth, i.e. by around 90 per
cent, which is obviously infeasible. Even if economic
growth is assumed to be zero (which, of course, is a mere
hypothesis), the environmental impact factor should be
reduced by 50 per cent.

Since the mentioned processes are dramatically ac-
celerating, it is clear that the sooner a country can ad-
just to the new conditions and circumstances by taking
action to manage the expected changes, the more ad-
vantageous position it can acquire.

1.7. Eco-social budget reform —
increased state responsibility in a
world of intensifying globalization

Thick volumes of literature are available about the
expected benefits of an eco-social budget reform. Here
we cite a short passage from a book by two German au-
thors (The Pitfalls of Globalization by Hans-Peter Mar-
tin and Harald Schumann) to illustrate the point of the
concept. (The authors write about a tax reform, but the
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Figure I.1.8.a.: Rate of state redistribution (expenditures)
as compared to GDP (not including private pension funds)

Source: Yearbooks of the Central Statistical Office of Hungary,

same statements are naturally true for similar reforms
of other systems of state subsidies as well.)

“An ecological tax reform could open up great op-
portunities; even liberal-minded economists accept this.
By making energy consumption more expensive gradu-
ally and over the long run through imposing higher taxes
on it, environmental hazards could be controlled, and
at the same time the demand for labour force would
increase. In addition, transnational division of labour
would also be restricted by rising freight costs. And it
would not really pay off any more to operate never-end-
ing convoys of heavy trucks on the motorways as mov-
ing warehouses of suppliers.

The German Economic Research Institute has elabo-
rated a rather conservative model calculation for the
tax reform. The model has proved that in ten years af-
ter eco-taxes are imposed and gradually increased on
heating oil, petrol, natural gas and electricity consump-
tion, over 600,000 new jobs could be created in Ger-
many. To minimize energy consumption it would be
necessary to refurbish existing buildings; these tasks,
along with a decentralized energy production, would
provide work for many people.

Walter Stahel, product researcher, has also found
that even more people could find jobs, if consumption
and use of raw materials became more expensive, too.
His calculations have been published in his work titled
‘The Trap of Acceleration, or, The Triumph of a Turtle’.
If prices of resources were higher, durable goods would
have a clear cost advantage over disposable products
and throwaway junk articles, and this, again, would put
higher value on labour. Stahel has shown the possibility
to reverse the trend through an example of motorcar
manufacturing. The body and the engine block of mo-
torcars are designed to last for about ten years today,
although technically it would be feasible to build them
to last for even twenty years. The purchase price of a
motorcar today (with a ten-year useful life) accounts
for an average 57 per cent of the total expenses spent
on the car, while repair and maintenance represent only
19 per cent of the total costs. The ratios change drasti-
cally if calculated with a twenty-year useful life: the
purchase price has a share of only 31 per cent, whereas
repair and maintenance make up 36 per cent of the to-
tal costs. Assuming that buyers pay the same amounts
for the cars with either a ten, or a twenty-year useful
life, the value of the mostly automated manufacturing
involving little live labour would drop, whereas repair
and maintenance activities requiring human work would
be more appreciated.

Society needs a lot of human labour in many other
areas, too. More hands are needed in healthcare, in the
overcrowded higher and lower education, in removing
the damage caused to agricultural lands or in rehabili-

tating the deteriorated housing estates – just to men-
tion a few. Private companies and the market sector are
not capable of fulfilling those tasks alone. They need
the involvement and assistance of central or local gov-
ernments to carry out those tasks and effectively pro-
vide jobs for a number of people.”

Several surveys and evaluations have been performed
recently in the EU to find out the likely impacts of an
environmental tax reform on the employment. In May
1998, a study titled Climate Change and Employment
in the European Union, financed by the Environmen-
tal Directorate-General of the EU, summarized the find-
ings and concluded that such a tax reform would gen-
erate much more job opportunities in environmentally
sound activities than it would close down in industries
seriously damaging the environment.

1.8. What is the optimal rate of
state redistribution?

By implementing our proposals, the Hungarian cen-
tral budget would not be required to increase the share
of state redistribution over the rate in 2002. However,
some officials of the financial government express inten-
tions to shrink the share of state redistribution even fur-
ther, which gives cause to worry. We think that several
reasons refute the rationality of such objectives. In the
last few years, the rate of state redistribution has already
diminished significantly, as shown by Figure I.1.8.a.
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Figure I.1.8.b.: Total tax revenues in OECD countries
as percentage of GDP

Source: OECD in Figures, 2000 (OECD, Paris); Central Statistical Office of Hungary: International Statistical Yearbook 2001

Source: OECD

Table I.1.8.a.: Proportion and composition of tax revenues in OECD countries in 1997

1. The austerity measures and the subsequent eco-
nomic policy involved a radical drop in redistribu-
tion. The result was a heavy deficit borne by the so-
ciety and harms caused to Hungary that are barely
repairable even in the long run. At the same time,
immediate or short-term benefits that had been ex-
pected from the measures hardly helped the eco-
nomic growth. As a consequence of this mistaken
economic policy (Hungary has not taken advantage
of the economic boom starting in the EU), we reckon
that a GDP growth deficit worth HUF 2,465 billion
was accumulated between 1995 and 1998, calculated
at 2000 prices. (See in Table II.4.a. the line “Per-
centage growth rate of the GDP volume”.) This sum
would have made it possible to implement large-scale
public health and environmental improvement
programmes, which would have brought enormous
benefits for the Hungarian society as a whole. A
market economy cannot do without systems and in-
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Table I.1.8.b.: “Real value” of the state budget’s interest expenditures (billion HUF)

Note: M=million
*Billion HUF at current prices
Source: Acts on State Budget Final Accounts, State Budget Act for 2001–2002, National Bank of Hungary, Central Statistical Office

stitutions that serve social development and ease
social tensions, such as healthcare, public education,
culture, scientific research, social welfare services,
public administration and environmental protection.
By shrinking the share of those activities in the GDP,
Hungary’s tasks in joining the EU will become much
more difficult, for the adverse impacts will be even
more apparent in the coming years.

2. Advanced industrial countries of the world cannot
be taken as a basis for comparison in this respect,
because their GDP is much higher, and the struc-
ture of their economy as well as the state of their
society is different, too. And even if we take into
consideration the data of foreign countries, the con-
clusion remains that the rate of state redistribution
varies greatly from one country to the other, and
that this rate, just like the share of tax revenues in
the GDP, are in fact steadily growing in several coun-
tries. (See Figure I.1.8.b. and Table I.1.8.a.)

3. Actually, the share of state redistribution in Hun-
gary is extremely low compared to international stan-
dards. Pertinent official statistics fail to reflect the
reality, since they neglect the share of the black and
grey economies within the Hungarian national
economy, which is currently estimated at around 20
to 25 per cent (but this implies a much higher share
within realized incomes). Therefore, the Hungarian
gross domestic product appears to be by 20 to 30 per
cent lower and the rate of redistribution accordingly
higher than they actually are. We do think that state

redistribution should be reduced at the rate of cut-
ting the size of the black economy. It is unaccept-
able for the Hungarian society to shrink the share of
social redistribution, while the share of the black
economy remains unchanged (what is more, it ac-
quires a relatively more advantageous position).

4. International comparison is also distorting because,
for example, in the United States of America the
private pension scheme plays a predominant part,
therefore pensions are not included among the ex-
penditures of the state budget practically at all. In
Hungary the growing share of the private pension
scheme will only reduce the rate of state redistribu-
tion statistically, and on account of the guarantees
and tax allowances granted as a support, the scheme
will only bring profit to the foreign-owned insurance
companies.

5. Debt service expenditures amounted to 17.4 per
cent of total expenses in the state budget in 1994,
and they already reached 30.9 per cent in 1997.
Having decreased gradually for a couple of years,
the rate of such expenditures came down to 19.7
per cent in 2000, and they are expected to fall to
16 per cent in 2002. This is still a very large share
compared to international benchmarks. It is to be
noted that in addition to the falling rate of infla-
tion, debt service expenditures were also reduced
through the sales of part of the state property, by
which Hungary cut back the principal volume of
its debt (see Table I.1.8.b.).
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Note: *Classification into ownership subsectors is based on the principle of majority ownership
Source: Yearbooks of the Central Statistical Office of Hungary

Table I.1.8.c.: Percentage distribution of added value broken down by ownership subsectors*

6. Data about the share of state redistribution are dis-
torted also by the burden of providing indirect sup-
port to foreign capital (see Chapter 9), because these
subsidies are not being used for fulfilling public tasks.
What is more, according to the accepted practice of
international accounts, these should be charged to
the expenses side of the current balance of payment,
and as a consequence, they reduce Hungary’s wealth.
This is illustrated by Table I.1.8.c. In 1998, the share
of foreign-owned companies in the GDP was 21.1
per cent, and two years later, in 2000, it already rose
to 22.9 per cent.

7. It is also important to highlight that public funds
devoted to healthcare, public education, culture, sci-
entific research, social welfare services and environ-
mental protection (including public transportation)
largely return into the state budget through taxes
and contributions, and they immediately find their
way into and boost the economy by creating demand
for a wide range of domestic products and services.
Samuelson and Nordhaus controvert the argument
which says that increasing state redistribution drains
away resources from economic development: “The
macro level impacts are the same if funds are de-
voted either to public buildings or to private hous-

ing projects. Similarly, public expenditures on main-
taining public libraries have the same impacts on
employment as spending private funds on films or
books.” (Samuelson – Nordhaus: Economics) Both
Hungarian and international experience has proved
that the economy may also be boosted up by increas-
ing consumption, and not just by expanding exports.

8. Up to a certain level, social expenditures are of a
constant amount. Therefore, countries with a rela-
tively low per capita GDP have to spend a higher
portion of their GDP on public expenditures to en-
sure smooth functioning and development of soci-
ety, than countries with a high specific GDP.

9. Contrary to universal belief, an economic upturn can
best be promoted, even in the short run, just by the
sectors that have undergone the most severe cur-
tailments in the past decade, which has in fact cre-
ated a hindrance to economic development. A study
by Judit Hamar, senior associate for Kopint Datorg
Co. (an economic research firm) has found that by
increasing the redistribution, more funds are avail-
able for development: “It may sound odd in Hun-
gary today that better services in education or
healthcare could lower the deficit of the balance of
payments, nevertheless, it could be a strategically
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legitimate objective. Education and healthcare are
the leading industries in the United States. By im-
proving those services in Hungary, the balance could
show a surplus, at least with the countries of the re-
gion.” (Published in the Hungarian daily Magyar
Hírlap, 19th January 1999.)

10.Also on the consumption side, redistribution may
benefit the environment and Hungarian production
of a relatively high intellectual content. For instance,
if teachers are given higher salaries, there will be a
higher demand for intellectual goods. International
trends show that products with higher added intel-
lectual content are in an ever-increasing demand;
therefore Hungary could reinforce its economic com-
petitiveness by shifting the emphasis towards pro-
moting such activities.

11.Another reason why a reduced rate of state redis-
tribution would jeopardize Hungary’s competitive-
ness during the process of joining the EU is that
Hungary will need to present a sufficient share of
own funds to have access to EU funds. The lower
the redistribution is, the less own funds will be avail-
able, thus running a great deal of risk of not receiv-
ing EU funds. However, once Hungary has gained
access to EU funds, the share of state redistribu-
tion – regarding only the contribution of Hungary
– may indeed decrease in actual terms. If that is
the way the Government of Hungary is planning to
achieve reduction in the share of state redistribu-
tion, then we may agree with it.

12.A higher portion of state redistribution in itself does
not violate the principles of market economy, un-
less players of the economy fail to share the burdens
equally. It is not the share of redistribution that hin-
ders the development of a modern market economy.
We cannot but agree, and even support, that state
redistribution should be cut back by eliminating the
open and hidden subsidies that give a few players of
the economy unjustified and unfair advantages,
which are also unreasonable regarding the efficiency
of the national economy as a whole. Accordingly, it
is, of course, essential to eliminate state redistribu-
tion also in areas where the currently granted subsi-
dies – directly or indirectly – finance activities that
are especially harmful to the environment (such as
motorway constructions, individual preferences
given to car manufacturers, etc.). Taking such mea-
sures would bring about benefits for the national
economy in at least three main areas:

• direct and indirect pressure on the state budget is
eased,

• state of the environment is bettered, and
• position of environmentally less damaging activities

is improved.

13.Already today, Hungary is receiving warnings from
foreign and domestic enterprises saying that harmo-
nizing the Hungarian statutory system with that of
the EU is not enough in itself, and that measures have
to be taken to ensure also enforcement of these regu-
lations. But this, in turn, requires enhanced efficiency
in public administration and establishment of the nec-
essary controlling and monitoring networks.
It is worth calling the attention here to a study by

Dr. Ferenc Rabár (former Hungarian Minister of Fi-
nance) titled “Welfare state: memory from the past or
vision of the future?” (published in the periodical Magyar
Szemle, No. 5–6/1999), which provides us with a thor-
ough critique of the views urging reduction of the share
of state redistribution. One of the study’s conclusions is
that no evidence whatsoever can be found to prove that
the reduction of redistribution has in fact improved the
economic competitiveness of any country. Just on the
contrary: “Both successful and unsuccessful economies
can be found among countries having either a relatively
high or a relatively low level of welfare expenditures.”

Consequently, the optimal extent of the state redis-
tribution needs to be determined through a series of
social and economic impact assessments and appropri-
ate background studies, as well as meaningful discus-
sions involving wide circles of professionals and civil
movements.

It seems to us that the reason why from time to time
(particularly during debates of the annual state bud-
gets) the Hungarian Ministry of Finance puts great
emphasis on the need to reduce the share of state redis-
tribution is just to gain some justification for refusing to
satisfy the requests of individual ministries without any
solid grounds.

Considering all the above arguments it can be con-
cluded that the Hungarian Ministry of Finance violates
both the Constitution of the Republic of Hungary and
the Act on Environmental Protection when cutting back
the expenditures of the state budget without allocating
the available funds for the protection of the environ-
ment, for the safeguarding and improvement of human
life and the health standard of Hungarian citizens and
for maintaining and enhancing the quality of education
and culture; what is more, the Ministry continues its
practice of curtailing these funds. (The current level of
these expenditures is still very much under the 1994
level – i.e. that of the time before the austerity mea-
sures of the Bokros package were introduced.) The fi-
nancial government’s default is made even more appar-
ent by the subsidies that the ministry is granting directly
and indirectly to foreign enterprises – in many cases
acting against the provisions of the Act on State Fi-
nances and circumventing the Hungarian Parliament.
These subsidies are often effected without any actual
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flow of money, but as to their underlying content, they
in fact mean real material values (i.e. money). Conse-
quently, these subsidies are contrary to the provisions
set forth in the preamble of the Act on State Finances
passed with a unanimous decision by the Hungarian
Parliament, which say that the principles of “complete-
ness, fullness of details, authenticity, transparency
and publicity” shall be enforced in matters belonging
to state finances. Article 12 of the Act states explic-
itly: “In the sub-systems of the state budget, all move-
ments of funds shall be accounted for.” The possibil-
ity of the mentioned non-transparent subsidies is also a
breeding ground for corruption (See also Chapter 3).
All this raises some questions of constitutionality as well.

1.9. How can we fight inflation?

At present, inflation is generated by the underdevel-
oped structure of the Hungarian economy and the low
employment level, which decrease the added value and
thereby increase the relative social costs. (A diminishing
number of working citizens has to keep a growing num-
ber of dependants.) Inflation cannot be combated with a
dogmatic approach. It shows a narrow-minded and short-
term attitude if distorted prices – alleging inflation as a
reason – are not transformed, if external costs are not
allowed to become incorporated into the prices, or if un-
fair wage proportions are not reformed because of the
assumed risks of an excessive outflow of incomes. The
most efficient and lasting way to fight inflation is to trans-
form the poor structure of the Hungarian economy and
taxation system, which generate the inflation, and to start
using real prices. Abandoning energy price subsidies and
other unreasonable open and hidden forms of state sup-
port, making more transparent the pricing methods of
natural monopolies, public services, public acquisitions
and other activities financed from public funds, rein-
forcing consumer protection, reducing the excessive
level of labour costs, improving the efficiency of live
labour and enhancing competitiveness through better
use of manpower are the means that would root out
the processes causing inflation. As a result of all these
measures it can be realistically expected that the state
debt and the estimated debt service expenditures can
be significantly reduced.

High wage costs and the fact that – in contrast to the
value-added tax – the burdens of social security contri-
butions are placed one upon the other along the whole
length of the series of economic actions, make ever more
expensive and uncompetitive many activities that are
useful and desirable also from an environmental point of
view. For example, the tax content of the value of reno-

vations made on condominium buildings may be as high
as 75 to 85 per cent, although it is in the interest of the
whole national economy to enhance the technical stan-
dard of the country’s stock of buildings. “Rolling forward”
the tax burdens generates inflation, and drives many ac-
tivities into the black or grey economy.

Inflationary expectations were boosted and are still
being boosted considerably by price rises exceeding the
rate of inflation in services operated at official prices
fixed by local governments, as happened in the case of
water and sewer charges, as well as public transporta-
tion (the latter saw changes to the contrary only in the
last couple of years, but this favourable trend is expected
to turn around once again in 2003).

International studies show that environment-con-
scious budget and tax policies might help curb inflation
in the long run. The INFRAS Research Institute in Swit-
zerland had assessed over forty studies about the impacts
of an environmental budget and tax reform in Europe,
and they publicized their findings during the conference
“Environmental Tax Reform in Europe” held in October
1997 in Brussels. What they found was that an environ-
mental budget reform would not increase the rate of in-
flation. Publications by the European Commission (the
Green Paper titled Towards Fair and Efficient Pricing in
Transport released in 1995 and the White Paper titled
Fair Payment for Infrastructure Use published in 1998)
went further and stated explicitly that an adequate in-
crease of transport prices could lead to lower costs in the
aggregate, if implemented in conjunction with a
favourable restructuring. It is well-known that the spe-
cific costs of railway freight transportation are only a frac-
tion of those of road transportation despite the fact that
railways bear the total costs of their infrastructure. Fur-
thermore, higher prices would ease traffic congestions,
which cause substantial expenses, and reduce the losses
due to damages to health and the environment, which
are a heavy burden on the EU economy today. On the
other hand, the state could spend the extra tax revenues
from transport on transforming the economy, on reduc-
ing the need for transportation and on implementing in-
tegrated logistical solutions. This would also improve the
EU’s competitive position. A gradual increase of the prices
of transport as described in the Green Paper would en-
sure that the prices reflect the actual costs already exist-
ing but not paid for by the users and/or the polluters. The
White Paper also quotes the findings of the EU research
programmes TRENEN and EUNET, which have exam-
ined the expected impacts of introducing road tolls and
other charges in Amsterdam, Brussels, Dublin, Helsinki,
London, and Naples. The studies have found that a care-
fully scheduled introduction and increase of the tolls
would contribute to bettering the population’s living con-
ditions, to enhancing economic efficiency, as well as to
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reducing costs in each city. Benefits of less traffic con-
gestion and fewer accidents, of a lower degree of envi-
ronment pollution, and of channelling back extra rev-
enues into the economy largely outweigh the “losses”
caused by increased prices of transport, which could even
be overcompensated by a lowered need for transporta-
tion and by a shift towards a more favourable transporta-
tion structure (from road to rail).

The reason why green state budget reforms have an
anti-inflationary impact is that prices of goods and ser-
vices are getting closer to the “optimal” value from the
viewpoint of the society and the economy.

When prices of energy, for example, are raised, de-
mand for energy-intensive products and activities drops,
which reduces the impact of the price rise on inflation on
its own. Multiplication effects of the price rise are also
less significant than generally assumed, because a large
part of the energy consumption is not related to produc-
tion at all; it appears as personal consumption, and within
that, partly as luxury consumption (e.g. in air-condition-
ing, where the rate of efficiency of the specific energy
utilization is six times lower than in the case of heating).
Furthermore, the raise of energy prices would promote
putting an end to the wasteful use of energy, and would
encourage innovation, which would have an overall cost-
reducing effect in the entire economy.

It is also evident that when subsidies are cut some-
where, resources will be saved which can be used for re-
ducing taxes elsewhere (including taxes and social secu-
rity contributions charged on wages), and consequently
also for lowering prices. As we are going to demonstrate
in later chapters of the present study, currently huge di-
rect and indirect subsidies are granted in Hungary to the
consumption of natural gas, petroleum, coal and nuclear
energy, as well as to motorization. Curtailment of these
subsidies would open up opportunities to lower the social
security contribution and personal income tax rates,
which, again, would reduce corporate expenses. As a
consequence, prices could go down, or at least, could rise
at lower rates. Real energy prices would also facilitate a
consumption pattern which is fairer socially, because sub-
sidies granted to energy consumption are being utilized
at a many times higher rate by richer social groups than
by poorer citizens. (Social strata with lower income lev-
els, of course, will have to be compensated – we are going
to discuss details of this later.)

Unless users of energy are forced to pay for all the
damage and costs they cause, or cover the costs of pre-
vention and/or remedies, these costs will appear in other
areas at a multiplied rate. For example, maintenance
and renewal costs of buildings and other facilities will
surge as a result of the accelerated corrosion, just like
the costs caused by environmental damage to agricul-
ture, or the costs incurred because of the deterioration

of human health (reduced work performance, medical
care expenditures), etc. Thus, granting open or hid-
den governmental support to environmentally haz-
ardous products and activities is not a suitable ap-
proach to prevent the national currency from losing
its value, but the other way round, it speeds up infla-
tion dangerously. This, among others, will result in an
ever widening gap between the “winners” and the “los-
ers” of the change of regime in Hungary.

The same applies to the consequences of neglecting
scientific research, culture and education. Unless facts
and tendencies necessary for decision-making are prop-
erly identified and understood (and now they are often
left unknown in an attempt to save money), wrong de-
cisions are likely to be made, which might result in ac-
tions that involve much higher costs than the savings
realized during the preparation of the decision-making.
The same happens when a country entirely or partly
lacks highly qualified and versatile specialists and ex-
ecutives who are capable of finding and giving orienta-
tion in a complex world like ours. In simple terms: be-
sides environment pollution, ignorance and an inad-
equate standard of qualification and culture, not
meeting today’s requirements, are the other most in-
fluential factors that generate inflation.

Increased excise duties, however, will only have a
one-off impact on the price level; and their price rais-
ing effect on the production is not significant. Beverages
or tobacco are obvious examples, but the impacts of the
rise in fuel prices for motor vehicles are also expected to
be only temporary and moderate, since cars, which ac-
count for nearly 70 per cent of the total fuel consump-
tion of transport, are primarily used for private and not
for production purposes. What is more, if the possibilities
for accounting expenses of car use within the taxation
system are restricted, the inflationary pressure can be fur-
ther alleviated. Increasing the share of railways within
transportation would serve the same purpose, for the spe-
cific energy-intensity of railway freight transportation is
1/10, and its dependence on petroleum prices is only 1/
30 part of that of road transportation.

On the other hand, wages are constant factors of
production; therefore, by reducing the costs of wages,
total production costs will also diminish. The cumula-
tive result of all the measures detailed above can be a
lower rate of inflation already at the end of the fiscal
year. It is even more important that the reduced wage
costs will lead to improved international competitive-
ness for industries involving a relatively high live labour
content. Another reason why this measure is entrepre-
neur-friendly is that entrepreneurs who employ more
workers will save many times more on the lower so-
cial security expenses than what they will spend on
higher fuel taxes.
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Figure I.1.9.: Changes in the state budget’s interest
expenditures, broken down by inflationary interest and

real interest

Source: Acts on State Budget Final Accounts, State Budget Act
for 2001–2002, National Bank of Hungary, Central Statistical
Office of Hungary

Measures and proposals listed above restrict prima-
rily those imports into Hungary which have been granted
huge preferences since 2001 by removing customs bar-
riers and introducing liberalization. A further advan-
tage of the measures proposed is that by decreasing spe-
cific costs they may further reduce the prices of Hun-
garian exports, and so improve competitiveness consid-
erably. As a result, the state budget’s debt burden could
have been reduced from the nearly HUF 730 billion
projected for 2002 to about 630 billion (because we
expect from the proposed measures that the inflation,
and especially the interest rates, will go down). There-
fore we estimate that in the Debt Service Interest Ex-
penses line of the state budget we may safely reckon
with annual savings of HUF 100 billion.

Inflation can only be curbed lastingly through a long-
term approach. At present, however, the Hungarian
Ministry of Finance and the National Bank of Hungary
pursue an anti-inflationary policy which is based on an
exclusively monetary approach, attempting to take the
most possible advantage of the lower inflation rate in
order to increase real interest rates (or, at least, to re-
duce the pace of decrease), which would allow to at-
tract even more “hot money”. This approach involves
extremely great risks, because in a situation where fi-
nancial crisis becomes permanent, drastic and destruc-
tive austerity measures, on a scale similar to the former
“Bokros package”, may be forecasted, which would mean
nothing less than a catastrophe for the environment and
for the majority of the Hungarian society.

It is also necessary to call the attention to the close
relationship between inflation and the state budget’s
interest expenditures. In the last line of Figure I.1.9. we
have demonstrated how much extra interest burden is

brought about by one per cent inflation. The real inter-
est burden of the Hungarian state budget has increased
steadily. In 2002, every 1 per cent inflation growth
caused already HUF 60.8 billion extra interest expenses.
Foreign portfolio investors are in practice providing
credit for the state debt, and its nominal interest leaves
Hungary; this is another mechanism through which the
high rate of inflation deteriorates the current balance
of payments. All the above reasons make it very impor-
tant and urgent to elaborate an efficient anti-inflation-
ary programme and to implement it in practice.

Based on the principle “little streams make great riv-
ers”, and by making use of the multiplying effect, sev-
eral sub-programmes could be implemented, which
could simultaneously aim at curbing the inflation, pro-
tecting the environment and raising the employment
level. Such programmes may include:
(a)expanding anew the use of containers with deposit

fees, instead of forcing them out of use,
(b)diverting freight traffic from roads to railways in the

case of long-distance transportation,
(c)giving preference to public transport over individual

transport
(d)providing social allowances through less expensive

local services and products
We will discuss these issues in detail later on; here

we only wish to mention two points briefly:
Freight transportation on railways involves ten times

less environment pollution than road transportation, and
it is also much cheaper. Data of the Central Statistical
Office of Hungary show that in 1997 railway freight trans-
portation had an average freight charge of HUF 4.60 per
one freight ton-kilometre within Hungary, while the same
freight cost was HUF 15.10 for road transportation.
Therefore the inflation-generating effects of a consider-
able increase of petroleum prices in the world market may
also be alleviated by diverting a part of the freight trans-
portation from roads to railways, because railways use ten
times less energy for one freight ton-kilometre than road
transportation. Furthermore, 75 per cent of the traction
performance of railways is powered by electricity; there-
fore the impact of rising petroleum prices is thirty times
less upon railways than upon road transportation. In ad-
dition, it would also be possible to save human lives
through this restructuring: firstly because the probability
of railway accidents is 33 times less than that of road ac-
cidents, and secondly because less congestion on the roads
would result in even fewer accidents.

Prices of products in multi-way containers, of course,
do not contain the direct costs of disposable packing
materials either. As compared to disposable packaging,
much less waste is produced, which also contributes to
lowering the social costs. It is a further advantage that
multi-way packaging is primarily used for Hungarian
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products; therefore consumption of such goods stimu-
lates local production instead of imports.

One of the best examples to demonstrate how infla-
tion is generated (multiplied) is the current Hungarian
practice of “waste management”:
• Disposable packaging forced upon consumers is

much more expensive than the multi-way packag-
ing.

• Collecting the ever increasing amount of waste ma-
terials resulting from disposable packaging has much
higher costs than the inflation, and this adds to the
cost increase.

• Consumers are compelled to provide gratis most of
the labour input needed for selective waste collec-
tion (input at the level of the society as a whole is

not accounted for); in addition, other costs of these
activities again will have to be paid in the end by
consumers – in the form of some type of tax.

• Even if waste materials are processed and sold, this
is usually a loss-making operation. Finally, these ac-
tivities, too, will need to be subsidized by tax-paying
consumers.

• A large part of the waste materials cannot be pro-
cessed and resold, so in the final analysis the costs of
waste deposition are also borne by consumers; what
is more, possible subsidies granted to waste dumping
may also be financed from taxes paid by consumers.

• Similarly, consumers are made to pay for the costs of
maintaining the waste dumping sites – as well as for
the costs of eliminating them in the future.
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2. Chief aim of our proposals:
environmentally- friendly and solidarity-based

development of the Hungarian society

In the past decade, the majority of Hungarian citizens
have been forced to abandon the illusion that the change
of regime would lead to an improved welfare situation in
Hungary. Differences in wage levels and living standards
have been rising continuously right from the 1980s up
until now. Although Hungary may gain on becoming a
member of the EU, this will bring perceptible advantages
only for one-third part of the society at most, if the cur-
rent economic policy is continued. Within the European
Union, too, economic policies of different member states
ensure wellbeing and desired quality of life for the major-
ity of citizens in a degree varying from one country to the
other. Nevertheless, it is a fact that the reinforcement of
solidarity and social cohesion is one of the main aspira-
tions of the EU, and a pivotal part of its system of values.
However, this can only be achieved in Hungary by Hun-
garian citizens. Since the change of regime, there have
been some changes for the better: the entrepreneurial
approach has become stronger, a considerable part of the
population now has an increased sense of personal re-
sponsibility for their own fate, and advanced work ethics
have gained ground in some areas of the economy. Nev-
ertheless, the spirit of competition has intruded also into
fields where it should not prevail. According to the Eco-
nomic and Social Commission of the EU, in order to pre-
serve the fundamental values of the European social
model, we must not place all activities on a market basis,
and sectors which traditionally provide social welfare type
services must preserve their non-profit-making nature;
rules of economic competition cannot be applied here
(CES Info 06/2002, Brussels).

After World War II, Hungary has undergone a fun-
damental social transformation, which undoubtedly had
many favourable elements as well. The social security
system has become accessible to every citizen, standards
of education improved, and in the working population
the rate of employment was virtually hundred per cent.
Following the change of regime, one and a half million
Hungarian citizens have lost their jobs, public health
indicators have shown a deteriorating standard, train-
ing has not kept pace with the needs of the labour mar-
ket, and ever more and ever bigger holes appeared in
the net of the social welfare system. Especially citizens
with low qualification levels, pensioners and children

have become losers of the change of regime in large
numbers. Hungary will only be able to attain an appro-
priate position within the EU if it spends increasing
amounts of funds, in an efficient manner, upon educa-
tion, training, healthcare and social security. All this
should be clearly reflected by the annual state budgets
as well.

Accordingly, Hungary’s economic policy and state
budget for 2003 should exert their influence through
the specific focal points that follow. We are convinced
that the conditions we describe in the following para-
graphs would perceptibly promote the development of
the Hungarian economy and society.

2.1. Reducing the costs of live
labour

Reduction of live labour costs needs to be achieved
not by cutting wages in real terms, but by modifying the
structure of wage costs and by improving efficiency. This
way, the national economy could gain a better competi-
tive position both in the short and the long run. On the
one hand, this can be attained through cutting the rate
of social security contributions and personal income tax
charged on wages. Revenues that drop out as a result can
be replaced by imposing similar levels of taxes on prod-
ucts and services polluting the environment and wasting
energy and materials. On the other hand, enhancement
of labour quality, support to creativity and innovation,
and better work organization may be the measures to
contribute towards achieving the mentioned goal. The
value produced by live labour is approximately ten times
as much as the total amount of wage-type expenditures.
International statistical data clearly demonstrate that
capital is not primarily attracted by cheap labour, but by
highly qualified workforce with solid work ethics, as well
as by well-organized and predictable economic, legal and
political conditions and a healthy physical environment.

Consequently, if we want to enhance the competi-
tive position of live labour against raw materials, energy
and highly capital-intensive production equipment, then
we have to enforce a fairer taxation system as well as
the “polluter pays” principle.
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Figure I.2.2.: Changes in the real value
of the minimum wage at 1988 prices

Source: Yearbooks of the Central Statistical Office of Hungary,
State Budget Bills

2.2. Increasing the share
of live labour

Live labour is the most competitive element of the
Hungarian economy, its specific price being only one-
seventh of the EU level. At the same time, production
activities of high specific capital-intensity are less advan-
tageous here, because the average capital costs in Hun-
gary are higher than in the EU (interests and debt costs
are high, foreign capital receives substantial state subsi-
dies, etc.). The accession to the EU, however, makes it
imperative to bring Hungarian wage levels closer to EU
wages, with a view to ensuring stability. Furthermore, it
is necessary to reduce the excessive gap between wages
in Hungary, too; for this will strengthen cohesion within
the Hungarian society, and one of the EU principles, soli-
darity, will be better put into effect. All these aims re-
quire that the real value of wages be gradually raised,
which can be attained by implementing the state budget
reform we propose. Higher wages would increase the GNI
(Gross National Income) staying in Hungary, and would
also improve the balance of payments (they would curb
excessively high extra profits, and so the part which can
be repatriated). It is to be stressed here that an adequate
minimum wage is the fundamental prerequisite of the
right to live a decent human life. Additionally, it is an
efficient tool to ease social tension, and has favourable
impacts on public safety and public health as well.

To obtain a clear picture of the situation, we have
examined the development of the Hungarian minimum
wage, both in nominal and in real terms, from 1988 to

2002. (For more details see Figure 1.2.2.) Actual data
show that the purchasing power of the minimum wage
has fallen to values reaching and going under the subsis-
tence level after the change of regime. Between 1995
and 1998, for example, it deteriorated by 12.2 per cent in
total. The minimum wage only started to rise substan-
tially from 1999; then the government measures taken
in 2001 and 2002 brought a real turn for the better, which
resulted in a nearly 84 per cent increase in real value
between 1999 and 2002. This is why we welcomed the
step by the previous Hungarian Government to raise con-
siderably the amount of the minimum wage, which, as a
result, went up to HUF 50 thousand per month as of
2002. We also fully agree with the decision of the present
Government to make the minimum wage exempt from
taxes. This should be coupled with a reduction in the
rate of the social security contribution. Favourable im-
pacts would be multiplied in this manner.

Some financial specialists, with a rather narrow-
minded approach, believe that the Government’s mea-
sures to increase wage levels may endanger Hungary’s
financial equilibrium. In the long run, anyway, equilib-
rium can only be achieved by taking into consideration
all factors: both the socio-economic and the environmen-
tal criteria. The share of live labour can only be raised if
the labour supply is made up of a mentally and physically
healthy, well-trained and well-educated workforce. Gen-
erations growing up in great poverty are a potential bur-
den for the society of the future. “Poverty, either in an
absolute or a relative sense, brings about a series of stress
situations in families. The husband, under the pressure
of financial problems, may start drinking. The wife, in
addition to her direct worries about money, may have to
suffer new stress effects caused by her husband’s alcohol-
related rudeness… Financial troubles in families may
cause social and emotional problems in children’s devel-
opment… right up to such externalized symptoms as ju-
venile delinquency and drug consumption, or adolescent
pregnancy.” (Jenõ Ranschburg: Jellem és jellemtelenség
/Character and lack of character/, Saxum Publishers,
Budapest, 2002)

2.3. Abolishing subsidies to
environment-polluting and other
harmful activities; incorporating
external costs into the prices

State subsidies are in many fields indispensable to
keep a society functioning properly: e.g. in healthcare,
education, research and development, or even in the
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case of public transport or disabled citizens. In these
fields Hungary, due to its lower GDP, has increasingly
dropped behind the practice of the EU. In some cases
lack of organization and lower efficiency enlarge even
more the gap between the standard of services in the
EU and in Hungary.

However, all direct and indirect subsidies should be
abolished immediately which finance seriously health-
damaging and environment-polluting activities from
public funds. This measure would comply with the prin-
ciples of market economy and also with the expecta-
tions of the EU. (Owing to the lower wage costs, Hun-
garian enterprises can already today enjoy competitive
advantages as against member states of the Union.) It is
not advisable to continue with today’s practice, refer-
ring to the alleged reason that Hungary will fall into a
disadvantageous competitive position compared with
other countries in the region if the subsidies are abol-
ished. Defective price conditions, in fact, may lead to
fixing the obsolete structures, making economic play-
ers grow lazy, neglecting continuous development and
improvement of competitiveness.

Activities harmful to health and the environment
place a huge burden on the Hungarian society. The part
of the costs not borne by users or polluters is called ex-
ternal costs (externalities). These costs mostly hit the
society as a whole and the next generations. It is there-
fore indispensable to incorporate all these external costs
into the prices, preferably where they occur. Once these
costs are included in the prices, economic efficiency and
living conditions may be improved significantly in Hun-
gary. At the same time these measures would cut back
the profits harmful for the society, which are attainable
today through polluting the environment.

2.4. Curbing the black economy

Black economy in Hungary is estimated to make up
one-third part of the country’s economic performance.
In some areas of the economy, these activities contrib-
ute to alleviating temporarily the anomalies caused by
distorted prices and excessive wage costs. Hungarian
citizens with low incomes may acquire some products
and services cheaper in this manner – primarily due to
saving the VAT. Besides, in some labour-intensive
branches a large part of the workforce is “employed” in
the black sector of the economy. Even in these cases,
black economy is detrimental for the society, because it
makes employees unprotected, similarly to customers,
who, not requiring proper invoices of the work per-
formed, renounce their right to lodge complaints and
to have a quality guarantee for the job. If wage costs are

reduced, as we propose, and employment indicators
improve, black economy will automatically be forced
back in these areas.

Other areas of the Hungarian black economy, how-
ever, operate on a much larger scale: fuel smuggling,
benefits from unlawful handling of waste materials and
from illegal waste deposition, etc. To control these ac-
tivities, specific measures need to be taken, which, on
the one hand, take away black revenues, and on the
other, prevent revenues from being generated there.

2.5. Preparation for the EU
membership

Effective preparation for Hungary’s membership in the
European Union – beyond measures having only propa-
gandistic aims – needs to be started in areas and activi-
ties which are time-consuming (education, culture,
healthcare, scientific research). It is not enough to har-
monize the legal regulations; the content behind the le-
gal form also needs to be adapted to EU requirements.
On the other hand, during the negotiations with the EU,
we always have to give priority to Hungary’s interests.

At the turn of 2001 and 2002, financial conditions
of the EU membership have fundamentally deteriorated
for Hungary (and for the other candidate countries) as
compared to the position hoped for up until that time.
According to former concepts and preliminary calcula-
tions, in 2004 Hungary could already have reckoned
with gross revenues of 1760 million Euros (2.2 per cent
of the GDP) and with payment of 430 million Euros
(0.55 per cent of the GDP), i.e. with a net EU transfer
of 1330 million Euros. In contrast to that, under the
fundamentally changed new conditions the already at-
tained amount of EU transfer is taken into account as a
strict criterion, starting from a “base” approach. This
means that the sum of the current EU transfer will al-
ways be used as a starting basis in the calculations, which
was 100 million Euros both in 2001 and 2002, and can
at best amount to 140 million Euros in 2003. Conse-
quently, the EU transfer can at most be raised to 200
million Euros in 2004. On the other hand, Hungary’s
contribution has a set rate: always 0.55 per cent of the
GDP; so it would amount to 430 million Euros. There-
fore Hungary may become a net payer in the EU.

In this new situation, even in the best possible case
(i.e. if Hungary does not become a net payer) the coun-
try could only obtain about one-third part of the sum
originally hoped for. Starting from this base, Hungary
cannot expect but a very slow growth of the net EU
transfer. It is to be highlighted that there is a realistic
chance that Hungary becomes temporarily a net payer
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in the EU. It is evident that our position has substan-
tially deteriorated.

Considering the problems and goals of the European
Union’s long-term financial policy, especially the adverse
impacts of the agrarian subsidies upon the EU as a whole
(higher internal food prices, rising export subsidies to food
industries, and in the final analysis, stimulation of an
uneconomical overproduction), it is not a realistic ex-
pectation that regarding the agrarian subsidies any sig-
nificant shift may take place that puts Hungary into a
more favourable position. In this area, too, falling sub-
sidy rates can be prognosticated. Hungary’s only chance
is to switch over a larger part of its agriculture to the
production of organic food, and to provide greater state
support and financial assistance to these activities.

2.6. Complex utilization of the
possibilities related to
environmental protection

In addition to improving the state of the environ-
ment in Hungary and the health of Hungarian citizens,
the stimulation of activities contributing to environmen-
tal protection brings about other beneficial impacts, too:
• it may promote development of a state-of-the-art

economic structure,
• it may protect domestic production causing less harm

to the environment against import products damag-
ing it,

• through preserving the country’s biological diversity
it will improve Hungary’s competitive position com-
pared to many EU member states.
Therefore it is necessary to use also state instruments

for the promotion of activities contributing to environ-
mental protection.

2.7. Global rearrangement of
economic incentives to the
detriment of environmental
criteria

Since the second half of 2001, fundamental changes
have started in the Hungarian economy, primarily in
the external economy. These tendencies continued also
in 2002, and their consequences will have a decisive
influence in the years to come. The mentioned changes
can be summarized as follows:

a) Customs duties have been abolished on industrial
products (with the exception of food products) from
the EU and the associated countries.

b) From May 2002, the former slow process of revalu-
ating the Hungarian currency was followed by a radi-
cal revaluation. This was composed, on the one hand,
of the difference between inflation rates in Hungary
and the EU, and, on the other, of the Hungarian
currency’s nominal revaluation. The following data
illustrate this: in April 2001 the HUF/EUR exchange
rate was 266, and it fell to 238.6 by November 2002,
which means that Hungarian companies producing
foreign exchange revenues received by HUF 28.4
less for every Euro.
We have analyzed in a quantitative manner the im-

pacts of these tendencies on the national economy in
2002 and partly also in 2003, on the basis of the actual
data of foreign trade statistics up until now. Our con-
clusions can be summarized as follows:
• Regarding Hungarian product exports, the forint

revaluation is expected to reduce the revenues of
companies within the Hungarian customs boundaries
by HUF 570 billion in 2002 alone.

• In export services involving foreign exchange rev-
enues (taking into account the level of 2001, i.e. 8621
million Euros and a revaluation effect of 30 HUF/
EUR), revenues are further reduced by some HUF
260 billion (mainly in tourism).

• On the side of product imports, apparent profits re-
sulting from lower prices amount to HUF 814 billion.
Some experts hold the opinion that the losses incurred
on the export side will be paid back by the price gains
realized on the import side. There are several reasons
why this statement does not truthfully reflect the real
situation and the actual balance of forces. Firstly, for-
eign companies exporting to the Hungarian market
have, unfortunately, such superior economic strength
and knowledge of the market, that they are capable
of making the most of all the possibilities resulting
from the revaluation of the Hungarian currency in
order to increase their profits. Secondly, regarding the
impacts of the forint revaluation on the Hungarian
consumer prices, global figures show that only some
40 per cent of it materializes as a price reduction.
Calculating roughly, this would formally imply a price
reducing effect of HUF 326 billion, but it has to be
taken into account here that part of the price reduc-
tion is made up by the external market price control
of the domestic production: e.g. price of the petrol
and diesel oil made of Hungarian petroleum is also
reduced. Some other sectors of Hungarian produc-
tion activities (e.g. meat industry) have in fact con-
tributed more to the reduction of domestic prices.
Having taken this into consideration, we may con-

budget-1.p65 2004. 08. 13., 11:5253



54 Clean Air Action Group, 2003

clude that not only the remaining HUF 488 billion
has disappeared (or stimulated the imports, and con-
sequently increased the profit of the importers), but
at least a further HUF 100 billion as well.

• Another serious problem resulting from the above is
that swelling imports increasingly squeeze out Hun-
garian production, and thereby also the Hungarian
workforce. For instance, the manufacturing of more
environmentally friendly public transportation ve-
hicles is gradually coming to an end in Hungary.
(Budapest and Pécs, town in south-west Hungary,
use more and more German-made buses to carry out
public transportation; on the import of these buses,
however, the Hungarian state budget has practically
no revenues at all, while in the case of bus manufac-
turing in Hungary, the state collects personal income
taxes, social security contributions, local taxes, etc.)
It is a warning sign that at present the rise in the
rate of employment can only be perceived within the
margin of statistical error.
All in all, the above external economic impacts af-

fect most adversely the Hungarian economy: domestic
producers, in addition to the price losses incurred in
the export markets, have to face, also in the Hungarian
market, a competition of imports which has strength-
ened due to the revaluation of the forint. What is more,
the price-reducing effect of the forint revaluation has
not been fed back, and has not had practically any re-
ducing impact on the costs of Hungarian producers,
which could have improved their competitiveness.

To sum it up: taking as a basis a one-year period, the
impact of the tendencies affecting adversely the Hungarian
foreign exchange revenues amounted to approximately
HUF 1300 billion, i.e. 7.8 per cent of the GDP.

After a more in-depth analysis of the above impacts,
broken down by major areas, we can conclude, for in-

stance, that the costs of motorization diminished (be-
cause the goods belonging here are mostly imported),
and their volume increased as a consequence. On the
other hand, public transport became more expensive
(the situation here was made even more difficult by the
rise of Hungarian real wages, which had been long over-
due). What is more, these two impacts of opposite di-
rection have reinforced the unfavourable tendencies,
almost doubling the adverse effect. (As a consequence,
for instance, the volume of car sales increased by 23 per
cent in 12 months.) From an environmental viewpoint,
instead of the “polluter pays” principle, the practice of
“polluters are rewarded, and environmentally friendly
activities are penalized” has prevailed recently. This
approach is likely to continue in 2003, and unfortunately
even in 2004.

In a situation which has been rearranged to so great
an extent, the influence of the former environmen-
tal-type taxes has melted away; what is more, environ-
ment-polluting activities have gained huge additional
advantages owing to the heavy direct and indirect sub-
sidies they receive. In the chapters that follow, we will
demonstrate this in a quantified manner.

Traditional methods of protecting the domestic in-
dustries have a limited scope of applicability on account
of several factors (WTO and EU requirements, infla-
tionary effect); therefore it would be advisable to imple-
ment this task through an environmental-type trans-
formation of the Hungarian system of taxation. This
would be particularly desirable, because a taxation sys-
tem can only be efficient if it follows shifting tendencies
in income realization and profit-making.

Consequently, an environmentally-oriented tax re-
form, besides its other important social benefits, may
have a favourable influence on the redistribution of in-
ternational incomes from Hungary’s point of view, and
simultaneously, it may also improve markedly the state
of the environment.

3. Balance of the Hungarian state budget

Before setting forth our specific proposals, we present
the balance of the Hungarian state budget in the form as
we elaborated it. Essentially, this budget form aims at
showing and making comparable data pertaining to the
period from 1994 to 2003 (see Table I.3.a-b.). We will
present separately and more in detail the changes occur-
ring in the budgetary expenditures of local governments
(Table I.3.c.), in the state budget subsidies made payable

through the social security system (Table I.3.d.), in the
budgetary expenditures of state budget agencies and con-
nected institutions (Table I.3.e.), in pre-tax earnings and
personal-type expenditures of the entrepreneurial sector
(Table I.3.f.), as well as the incomes realized in each of
the sectors (Table I.3.g.). In connection with the latter
statement, we will compare the share of employees’ in-
comes in the GDP in different countries (Table I.3.h.).
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Table I.3.a.: Balance of the state budget between 1994 and 2002
(million HUF, at current prices)

Source: Acts on the Implementation of State Budgets; Bill No. T/3122 for the State Budget of 2001–2002; Act LXII of 2002 on the
State Budget of Hungary for 2003
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Table I.3.b.: Balance of the state budget between 1994 and 2002
(million HUF, at current prices)

Source: Acts on the Implementation of State Budgets; Bill No. T/3122 for the State Budget of 2001–2002; Act LXII of 2002 on the
State Budget of Hungary for 2003
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Table I.3.c.: Changes in state budget expenditures  on local governments
billion HUF

*Real-term rate of interest: 2 per cent (above the consumer price increase)
Source: State Budget Bill of the Republic of Hungary for 2000 (No. T/1658)

*As from 1999, including child allowance as well (in 1999 HUF 36.2 billion, in 2000 HUF 48.8 billion, in 2001 HUF 55 billion)
**Real-term rate of interest: 2 per cent (above the consumer price increase)
***Family allowances, social income supplements and subsidies
Source: State Budget Bill of the Republic of Hungary for 2000 (No. T/1658)

Table I.3.d.: State budget subsidies through social security funds
(predominantly the family allowance)
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Table I.3.e.: Changes in state budget expenditures
on state budget organizations and related institutions

billion HUF

*Real-term rate of interest: 2 per cent (above the consumer price increase)
Source: State Budget Bill of the Republic of Hungary for 2000 (No. T/1658)

Table I.3.f.: Changes in profits before taxation
and labour costs of enterprises

billion HUF

*As from 1997, the structure of profit accounting has changed
Source: Yearbooks of the Central Statistical Office of Hungary, and Flash Reports of the Hungarian Tax and Financial Auditing Office
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Table I.3.g.: Changes in income as compared to GDP
(billion HUF)

Table I.3.h.: Employees’ income as compared to GDP
in the European Union, USA and Japan

(per cent)

Source: Yearbooks of the Central Statistical Office of Hungary; Employment in Europe, 1998; and European Commission 1999

Source: source: Yearbooks of the Central Statistical Office of Hungary
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II. Specific proposals to reform the Hungarian
taxation and subsidization system

Introduction

“It is to be ensured that the Union’s environmental protection policy is implemented in
an integrated manner, making use of all possible means and methods (...) with particu-
lar emphasis (...) on the analysis of benefits and costs, taking into account the necessity
to incorporate environmental costs into the prices. (...) This requires, among others,
that encouragement is given to the transformation of subsidies which have consider-
able adverse impacts on the environment and which are incompatible with sustainable
development. To achieve that, it is necessary, among others, to determine as soon as
possible the criteria that will allow keeping records of these subsidies with a view to
gradually eliminating them. (...) Utilization of financial instruments is to be promoted,
including environmental taxes and incentives at both community and national levels.”

Resolution No. 1600/2002/EC
 of the European Parliament and the Council of the European Union

on the Sixth Environmental Protection Action Programme

Proposals elaborated by Clean Air Action Group for
a comprehensive reform of the Hungarian taxation and
subsidization systems do not aim at introducing new
types of taxes and additional subsidies, but at changing
currently existing structures. This means specifically that
on the one hand we wish to ease the burden on live
labour and reduce the costs borne by up-to-date and
environmentally friendly Hungarian products and ac-
tivities, and we recommend that budgetary revenues
lost as a consequence should be replaced by raising the
taxes imposed on gravely environment-polluting activi-
ties and on such foreign and domesticated goods. On
the other hand we intend to cut back markedly all the
subsidies that have an adverse impact on the Hungar-

ian society (and within that particularly on the envi-
ronment and on human health). We seek a budget-wise
neutral solution, i.e. if our proposals were implemented,
the overall revenues of the Hungarian state budget
would not grow, but would not diminish either, as com-
pared to the original estimates.

When calculating the specific figures of our proposals
in the present study, we have taken as a basis the Act on
the State Budget of Hungary for 2003: i.e. we have shown
how this year’s state budget would have looked like, had
the Parliament adopted our proposals. We have done so
because we believe that these data may constitute ap-
propriate grounds for starting the green budget reform in
2004, if the needed political will is in place.
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Reduction of the taxes and social security contributions
charged upon live labour has been a key element of the
programme of both the previous and the current Hun-
garian Government. We are glad to see that this con-
cept has finally been accepted by government circles,
too, and that steps have been taken to put it into prac-
tice. By presenting our proposals, we wish to provide
support, among others, for the reinforcement of this
favourable tendency.

One of the basic tasks of the state budget is to
contribute to improving the competitiveness of
Hungary’s economy. This can be primarily achieved
through raising the efficiency and the share of live
labour, which in turn could be effectively stimulated
by reducing the tax and social security contribution
burden placed on live labour. At present this burden
is extremely large. Payable personal income tax is
deducted from the gross wage, and a health contri-
bution of HUF 4500 and other contributions and
fees totalling approximately 50 per cent are also
charged on the gross wage (see Table II.1.).

Social allowance levels and the amount of the mini-
mum wage have been practically the same for some
time; therefore we have been keeping up our proposal
that adequate difference should be created between
these levels. This is why we supported the measures
taken by the previous Hungarian Government to in-
crease the minimum wage. (It is important to under-
line that the rise of the minimum wage to HUF 40
thousand as of 2001 was overcompensated at the level
of the national economy by the 3 per cent reduction
of the rate of social security contribution.) We sup-
port the current Government’s decision to make the
minimum wage exempt from taxes. We have kept pro-
posing for years a programme for the reduction of
labour costs, which is now affirmed by the plan of the
Medgyessy Government to lower the rates of the per-
sonal income tax in two phases: cautiously as from
2003, then radically as from 2004. The rates of the
social security contributions are planned to be cut back
by 1.5 to 2 percentage points in the next two years. It

A.) Reduction of wage costs and increase of subsidies
granted for social tasks that cannot be placed on a

market basis

1. Reduction of labour costs

is to be noted that in the European Union the differ-
ence between minimum wage and average wage is
smaller than in Hungary, therefore the aforementioned
measures will also assist Hungary’s adaptation to the
EU through the moderation of social differences. This,
however, can only be achieved by decreasing the gross
costs of wages. Simultaneously with the reduction of
social security contributions (which make up a sub-
stantial part of the total wage costs) and of personal
income taxes, part of the lost budgetary revenues
should be replaced from other sources.

We would like to emphasize here that the burden
on live labour has to be alleviated in the aggregate.
Accordingly, it is important that measures such as the
justified extension of the scope of taxes and social se-
curity contributions do not neutralize the impacts of
steps lessening the total volume of labour costs.

Reduced wage burdens also make it possible to
strengthen to some extent the public sector without
increasing the expenditures of the state budget. With
a view to the EU accession, too, Hungary has to rein-
force its public sector. In Hungary 785 thousand em-
ployees work in the public sector, which only accounts
for less than 19 per cent of the total number of em-
ployed, whereas in Western European countries this
proportion is 20 to 25 per cent – and they have a sig-
nificantly higher total employment rate than Hungary.
If this employment level drops further, it may have
the consequence that the Hungarian public sector will
not be able to fulfil its fundamental tasks, especially in
the fields of environment protection and healthcare.
(For instance, in order to meet EU requirements in
the performance of their tasks, regional environment
and nature protection agencies should augment their
staff numbers by 1600.)

Part of the needed extra wages in the public sector
can be produced by strengthening the service-providing
character of the sector. For example, in customs clear-
ance the staff should be given wages corresponding to
the EU level, and all these expenditures should be charged
to the imported goods as customs clearance fees.
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1.1. Reduction of social
security contribution

High levels of social security contributions are among
key factors causing strong adverse effects on the Hun-
garian employment rate and competitiveness. Reduc-
tion of the social security contribution already formed
part of the previous Hungarian Government’s
programme, and under that scheme a significant cut-
back was effectively implemented. We were glad to read
that the documents of the current Government (they
projected a decrease of 1.5 to 2 percentage points for
the social security contribution rates, which they plan
to start implementing as from 2004) contain the very
same argument that we have been stressing in our bud-
get proposals since 1992: namely, that lower social se-
curity burdens contribute to alleviating unemployment
and to raising the employment level.

Social security contribution payable by employers
decreased from 39 per cent in 1999 to 33 per cent in
2000, which (calculating also with the relatively small
cost increase due to higher health contribution) resulted
in an overall drop in the level of wage costs by HUF
210 billion in 2000. In 2001, social security contribu-
tion to be paid by employers was further cut down to 30
per cent, and in 2002 to 29 per cent.

A significant rise in the total number of employed
workforce may open up the opportunity to reduce fur-
ther social costs to be borne by one active earner.

In case our proposals are implemented, the rate of the
social security contribution may be reduced by a few
percentage points.

1.2. Reduction of personal
income tax

Taking into account inflation and the number of
active earners, Hungarian laws pertaining to personal
income tax should be modified in a manner that on the
average the per capita income tax becomes lower in
real terms. Within that, we attach particular importance
to increasing the tax allowances applicable according
to the number of children or other dependants in a fam-
ily, which was included in the State Budget Acts for
1999 and 2000, as well as in those for 2001 and 2002.
All in all, higher rates of tax allowances will lead to
lower personal income tax levels for those concerned.
These tax allowances are one of the possible solutions
to achieve our aims; therefore we think that it is advis-
able to keep using them in the future, too.
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In our view the Court of Constitution of Germany
passed an exemplary resolution declaring it a constitu-
tional right to obtain tax exemption for all the costs of
bringing up and educating children. We think that
Hungary should follow the same path.

Moreover, we recommend that the tax allowance
should be extended to specified expenses for educational
purposes: payments to funds supporting compulsory
education should be deductible from the personal in-
come tax even if the payment is made by individuals
who are personally concerned (e.g. close relations).

During the term of the previous two governments,
however, the increase of the family allowance has been
much lower than what would have been necessary and
feasible – see Section 2.2.

We welcome the current Hungarian Government’s
plan to cut further back the rate of personal income tax
in 2003 and 2004. At present we do not propose a larger
decrease, because we intend to alleviate wage burdens
by reducing the social security contribution (see the pre-
vious Section).
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Figure II.2.1.1.a.: Public education expenditures as a
percentage of GDP

Source: Central Statistical Office of Hungary, Ecostat; Hungarian
News Agency

2. Increasing state contribution to activities
indispensable for the Hungarian society

and its development but practically unfeasible
under pure market conditions

2.1. Increasing state contribution
to cultural activities, education,
healthcare and scientific research

With a view to accelerating Hungary’s advance-
ment and improving the quality of life of Hun-
garian citizens, we recommend that expendi-
tures on cultural activities, education, healthcare
and scientific research should be increased by HUF
300 billion. We are going to set forth in detail our
reasons in the sections that follow.

2.1.1. Education and culture

“(1) The Republic of Hungary ensures for its citizens
the right for education.
(2) The Republic of Hungary enforces this right through
the propagation and extension of general education,
through free and compulsory primary school educa-
tion, through secondary and higher education which
are accessible to every citizen according to their facul-
ties, and through financial support granted to those
receiving education.”

Art.70/F of the Constitution of the Republic of Hunga-
ry

Clean Air Action Group fully agrees with the fol-
lowing statement of the Government’s Economic Policy
Programme: “The Government attaches topmost im-
portance to the comprehensive and systematic devel-
opment of education and training, which strengthens
competitiveness, builds up equality of chances and less-
ens regional differences.”

It has already become an oft-repeated commonplace
that the standard of a country’s life and economy de-
pends on the “multitude of its highly educated citizens”,
i.e. on the level of education and culture. Countries
achieving outstanding economic performance have de-
voted, almost without exception, extremely great at-
tention and substantial funds to raising the standard of
education as high as possible.

In Hungary, similarly to the healthcare system, educa-
tion is one of the losers of the change of regime. The aus-
terity measures of the so-called Bokros package inflicted a
huge additional blow on this sector, which is demonstrated
in Figure II.2.1.1.a. The state budgets for 2001 and 2002
have abandoned the characteristic practice of the previ-
ous years, namely the curtailments in relation to base val-
ues, but still have not increased adequately the expendi-
tures to be spent on the human sector. This is why we
have welcomed the current Government’s step to raise by
50 per cent the wages of employees working in the public
education sector as of September 2002.

Today, however, this is already far from being
enough. The so-called PISA Report, which summarizes
the findings of an international survey assessing the
knowledge level in 31 OECD countries, has revealed
that the performance of Hungarian pupils was appall-
ing. Education in Hungary is undergoing a crisis right
in its key area: Hungarian children cannot read well.
This means that they have serious problems in under-
standing the texts they read – which is the indispens-
able foundation for any efficient learning later on. The
report shows a serious decline in the knowledge level in
mathematics and science, where Hungarian students
had formerly achieved great international successes (see
Figures II.2.1.1.b. and c.).

These results are presumably closely related also to
the fact that the living and working conditions of teach-
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Figure II.2.1.1.b.: Mathematics performance level of students from countries participating
in the PISA 2000 Survey, as compared to international average

Source: www.pisa.oecd.org

ers and workers of cultural institutions and public col-
lections have been subjected to the most severe dete-
rioration among professional groups in recent years. It
is not possible to set right what had already happened,
but by providing increased additional support, repeated
occurrence of such serious losses can be avoided and
the situation can gradually be improved.

“Only 11 per cent of all primary and secondary
schools meet the hygienic requirements, and more than
1000 schools have conditions which pose explicit risks
of accidents. During a recent survey, the National Pub-
lic Health and Medical Officer’s Service has found in
every fifth Hungarian school building some sort of con-
dition which involves risks of causing accidents. In some
cases there are tiles falling from the roof, in other build-
ings the coat of plaster is coming off the facade and the
stairs are broken. They have also found school build-
ings that are sinking, or have sopping wet walls posing
direct danger of electric shocks. Seventy per cent of
the doors and windows are decayed in the buildings.
The survey qualified only 35 per cent of all Hungarian
school buildings as being in proper technical state; the

others are in urgent need of repair or renovation, or, in
the worst cases, of both. The water and sewer system is
obsolete in 40 per cent of the educational institutions.
Distracting environmental conditions (primarily noise
and air pollution) are more difficult to be remedied –
work is hindered by such circumstances in every fifth
school (22 per cent). Twenty-one per cent of the build-
ings are not regularly cleaned, and the hygienic stan-
dard of toilets and showers is seriously objectionable in
29 per cent of the schools. The survey has also revealed
that in half of the secondary school buildings (49 per
cent) there is at least one class where student number
is above the upper limit allowed by the Act on Public
Education; even the teachers themselves think that 35
per cent of the buildings are overcrowded. Lighting in
the class-rooms is often not satisfactory, despite the
obvious detrimental effect on the eyesight of pupils. One
third part of Hungarian schools has such problems, and
in 10 per cent of all school buildings there is at least
one class-room where neither the artificial nor the natu-
ral light is adequate. In some 700 schools the windows
were constructed by such design that ventilation is prob-
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Figure II.2.1.1.c.: Natural science performance level of students from countries participating
in the PISA 2000 Survey, as compared to international average

Source: www.pisa.oecd.org

lematic, and in nearly 160 schools the desks are of a
size which damages students’ health.” (Published in the
Hungarian daily “Magyar Hírlap”, 12th August 2002.)

Hungary needs a workforce which is highly quali-
fied, open-minded, versatile and healthy. Only such
workforce can be employed in adequate numbers in an
advanced economy heading towards the European
Union. This is demonstrated by the Hungarian labour
situation: the overwhelming majority of the unemployed
lack any qualification or have only a low-level qualifi-
cation. Unfortunately Hungary does not have a genu-
ine labour programme to provide for the training and
employment of the large number of passive (officially
not registered) unemployed. This deficiency should be
remedied urgently; at the same time it is advisable to
adapt training to the needs of the demand.

When highly-qualified workforce is unemployed, it
means structural unemployment, either in Hungary or
in the advanced countries, i.e. these people are only
temporarily out of employment, because they are fit for
retraining, so they do not remain jobless for a long time.

On the other hand, finding employment for a workforce
with inadequate qualification and poor health is
hopeless even in the long run. Consequently, if less
expenditure is devoted to education, culture, social
welfare services, healthcare and – also in connection
with the latter – to environmental protection, then
Hungary will have an increasing shortage of labour force
capable to promote economic progress; parallel with that
the number of (mostly passive) unemployed will further
increase, placing a large burden on the state budget and
on the entire society.

Only a highly qualified workforce can produce
goods of above-the-average technical standard, prices
of which have been growing steadily in the interna-
tional markets recently. The European Union has plans
to create 12 million new jobs in the next five years,
and to lower markedly the level of average unemploy-
ment. Within that, they wish to reduce by half the
current number of jobless young people. This
programme can only temporarily be retarded by the
recent slow-down of economic growth.
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In preparation for a knowledge-based information
society, more funds should be allocated for the educa-
tion.

Spending more on education, culture, scientific re-
search, social welfare, healthcare and environment pro-
tection, however, does not only entail the above-men-
tioned long-term advantages, but it will also result in
immediate direct economic benefits. On the one hand, a
large part of these expenditures will soon return to the
state budget through taxes. On the other, spending these
sums will create a substantial demand partly directly (e.g.
new orders in the industrial sector, in building and con-
struction and in services), and partly through wages. Spe-
cial emphasis should be laid on intensifying the state sub-
sidization of R&D activities, because this could become
the driving force of a competitive economy.

Therefore “economizing” in the mentioned sectors
will reduce demand, which in turn will bring about a
fall in production levels for the concerned enterprises,
and as a result less tax will be paid into the state bud-
get. In the final analysis, this means that budgetary rev-
enues may even drop by more than the amount of ex-
penditures they originally wanted to save through the
restriction.

It is important to note that the majority of workers
laid off from the budgetary institutions cannot find new
jobs in the competitive sector; consequently they will
only add to the number of unemployed. On the whole,
state expenditures will not diminish, but Hungary’s most
important resource, its labour force, will be increasingly
wasted, and parallel with that, social tensions will also
be aggravated.

General education institutions and public collections
form an organic part of the basic cultural services. Act
CXL of 1997 on Culture places the ultimate responsibil-
ity for those services on the central and local govern-
ments. In practice, however, local governments lack the
financial resources to fully complete their compulsory
tasks, therefore in recent years the situation has become
extremely difficult for such public institutions and for their
small and underpaid staff of culture-mediating profes-
sionals and assistants. This is something that should be
changed radically. To do so, the current 60 per cent rate
of normative state budget contribution to public educa-
tion and related services needs to be raised to 80 per
cent. This short-term increase in the budget expenses
would be more than offset by the development of local-
government-run institutions, civil movements and ev-
eryday cultural standards in the long run. This would
help bringing up innovative citizens with a broader knowl-
edge range, who are capable not only to adjust to the
ever-changing circumstances but also to bring about and
define the direction of that change, from which the en-
tire Hungarian society would benefit.

As social security contributions are reduced, more
funds will be available to promote culture and educa-
tion. Additional sources can be made accessible through
funds being released in other areas of the state budget.
This is part of a process which would bring both the
prices and the wages closer to the EU average.

Financial situation of the education should be fur-
ther improved by making payments to funds supporting
compulsory education deductible from personal income
tax even when the payments are made by personally
interested individuals (e.g. a close relative).

The Hungarian state budget for 2003 devotes more
funds to culture and education, a considerable part of
which has been used for raising the low wages.

2.1.2. Healthcare

“(1) All people living in the territory of the Republic of
Hungary have the right to enjoy physical and mental
health at the highest possible standards.
(2) The Republic of Hungary enforces this right by or-
ganizing the system of labour safety, of healthcare in-
stitutions and of medical services, by ensuring possi-
bilities for regular physical exercise and by protecting
the built and natural environment.”

Art. 70/D of the Constitution
of the Republic of Hungary

One of the most important indicators of a country’s
health standard, the average life expectancy at birth, is
extremely low in Hungary in international comparison. In
each EU member state the population’s average life ex-
pectancy significantly surpasses the Hungarian value, but
also the CEFTA countries of the first round have better
indicators (see Figure II.2.1.2.a.). Although in the coun-
tries included in the figure the average life expectancy at
birth is higher than in Hungary, this value has neverthe-
less grown much more in the past decade then the Hun-
garian indicator (primarily thanks to the advancement of
medical sciences). So, as a consequence of its lagging be-
hind, Hungary has experienced an additional relative dimi-
nution of life expectancy. It should be an alarming reminder
for us that around the middle of the 1990s, life expectancy
at birth for Hungarian men was by 8 years lower and for
Hungarian women by 5.5 years lower than in the
neighbouring Austria. It has to be stressed that the short-
ening male life expectancy figure came from the average
of statistical data which primarily reflect the impact of men’s
mortality in the most fertile age group.

Rates of occurrence of some diseases have shown
dramatic deterioration in the last few years (see Figures
II.2.1.2.b. and c.).

Consequently, the health standard of the Hungar-
ian population is relatively lower; therefore cutbacks in
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Figure II.2.1.2.a.: Average life expectancy at birth
in some selected countries of the world

(years)

Male populationFemale population

Source: Statistical Yearbook of Hungary, 2001

Figure II.2.1.2.c.: Changes in the number of registered
lung cancer patients in Hungary between 1980 and 2000

(per 100,000 inhabitants)

Figure II.2.1.2.b.: Changes in the number of registered
bronchial asthma patients in Hungary

between 1980 and 2000
(per 100,000 inhabitants)

Source: Hungarian National TBC and Pulmonology Institute Source: Hungarian National TBC and Pulmonology Institute
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healthcare expenditures will cause more damage than
in other countries. On the other hand, if expenditures
are increased in real terms, the situation may improve
to a greater degree.

Only healthy individuals can build up a healthy so-
ciety and a healthy economy. Therefore we cannot but
agree with and support the following statement of the
Hungarian Government’s Economic Policy Programme:
“The Government wishes to pay special attention to
the stabilization and modernization of the healthcare
sector, to the elimination of inequalities now existing
in the accessibility of services and to the alleviation of
the population’s health problems.”

We welcome that Act XXIII of 2002, also modify-
ing the state budget expenditures, raised healthcare ex-
penditures in 2002 by HUF 104.5 billion in total, as com-
pared to the original estimates. This means a rise of 7 per
cent in real terms. So the current Government has now
affirmed what we have been claiming and advocating
for many years, i.e. that the Hungarian healthcare sys-
tem is largely underfinanced and that this situation must
be changed. However, this cannot be regarded as the
final solution – only as the first step. The ministry re-
sponsible for the healthcare system claims that in order
to attain an acceptable health service standard, addi-
tional financial resources worth HUF 300 billion per
annum are needed in the next few years.

In each member state of the EU, healthcare expen-
ditures represent a higher proportion within the GDP –
and these countries have a much higher GDP than
Hungary (see Table II.2.1.2.a.).

It may come as a surprise that in almost every EU
country (exceptions being only Greece and Portugal),
within total expenditures spent on healthcare, the pro-
portion of state expenditures is much higher than in
Hungary. This shows that as regards the healthcare
sector, liberalism does not prevail within the EU: hu-
man lives take priority over the monetary approach.

Between 1990 and 1997, funds devoted to healthcare
services decreased by 50 per cent in real terms. Table

II.2.1.2.b. shows that expenditures of the Health Insur-
ance Fund had been sinking steadily since 1994 (from
HUF 1123 billion calculated at 2001 prices) until 1998,
when they touched bottom with a value of HUF 834 bil-
lion. Since that time there has been a very slow rise in
the expenditures, but their current level is still far below
the level of 1994. Share of these expenditures in relation
to the GDP shows an even greater gap: from the 9.1 per
cent in 1994 it went down to 6.3 per cent in 1998, then
to 6.1 per cent in 2002. The budget estimate for 2003,
expressed in percentage of the GDP, shows already an
increasing proportion of 6.8 per cent, but a large part of
the increment is made up by wage settlement in the
healthcare sector. Findings of a worldwide health assess-
ment by the World Health Organization (WHO), pub-
lished in “World Health Report 2000”, show that among
the 191 countries surveyed, Hungary is in the 105th posi-
tion regarding the quality of healthcare services and the
population’s health standard. This means that Hungary
is left behind not only by all Central European countries,
but also by Iraq, the Ukraine and Bangladesh. At the
same time the study describes international experience
which proves that it is possible to achieve considerable
progress in a fairly short period of time by developing the
healthcare service system. This is why we urge a substan-
tial rise in healthcare expenditures.

Within the healthcare sector, we attach special im-
portance to prevention, which today receives far too
little attention and only almost negligible financial re-
sources. It would be much easier and cheaper though
to prevent and avoid illnesses and diseases than to treat
and cure people who have already fallen ill and have
lost their capability to work.

2.1.3. Scientific research and development

Another commonplace to say is that the development
of the Hungarian society essentially depends on scien-
tific research and development (R&D) activities. This is
now affirmed also by the Hungarian Government’s Eco-

Table II.2.1.2.a.: Healthcare expenditures
in selected countries

*purchasing power parity
Source: International Statistical Yearbook, Central Statistical Office of Hungary, 2001
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Table II.2.1.2.b.: Expenditures of the Health Insurance Fund
(billion HUF, at current prices)

*In the main commodity group concerning the Health Insurance Fund, prices have increased more dynamically (e.g. pharmaceuticals
by 53.5 per cent in 1995)
**Nominal interest rate: (rate of consumer price increase + 2 % interest)
Source: State Budget Bill of the Republic of Hungary for 2001 and 2002 (No. T/3122); and Act CXXXIII of 2000

nomic Policy Programme: “Research and development,
as well as technological policies are key instruments for
the enhancement of economic competitiveness and the
development of human resources.” Despite that, the real
value of Hungarian R&D expenditures went down by 64
per cent between 1990 and 1996. Since that time their
level has slightly increased, but it is still lower than it was
even in 1990 (Figure II.2.1.3.). At present the per capita
R&D expenditures are just slightly higher than one fifth
to one sixth part of the average in advanced industrial
countries. The fall was even greater in real terms, be-
cause after 1989 the GDP declined markedly, reaching
only in 2000 the level it showed 11 years before.

Another important specific qualitative indicator of
R&D is the number of scientific researchers per 10 thou-
sand inhabitants, which is in Hungary only one third to
one fifth part of similar indicators in developed coun-
tries (see Table II.2.1.3.a.).

Also the Hungarian Government came to acknowl-
edge that R&D activities may become one of the key
driving forces for the development of the Hungarian
society in the future, therefore it plans to increase the
amounts to be spent on these activities. Table II.2.1.3.b.
shows details of the actual data of state budget support
granted to R&D activities in 2000, as well as of the
estimates for 2001 and 2002.

The Hungarian pharmaceutical industry plays an out-
standing role in keeping the social insurance system in
operation. As proved by Table II.13.c., the medicine sub-
sidization allocation has been substantially underplanned
every year in the past 10-year period. For instance, the
2002 budget estimate of the Health Insurance Fund in-
cluded medicine subsidization in the value of HUF 153
billion, whereas the preliminary actual data was HUF 209
billion. This trend continues in 2003 as well. It will only
be possible not to exceed the allocated amount if among

nioitpircseD
4991
tcaf

5991
tcaf

6991
tcaf

7991
tcaf

8991
tcaf

9991
tcaf

0002
tcaf

1002
tcaf

2002
yranimilerp

tcaf

3002
yranimilerp

atad
*serutidnepxelatoT 8.793 1.544 0.905 0.455 2.236 2.107 7.797 9.419 5.9101 0.6621

)001=raeysuoiverp(tnemercnI 9.111 4.411 8.801 1.411 9.011 8.311 7.411 4.111 2.421

*)%(ecirpremusnoC 2.821 5.321 3.811 3.411 0.011 8.901 2.901 3.501 0.501

)raeysuoiverpehtotderapmoc,%(sraerrA 3.61- 1.9- 5.9- 2.0- 9.0 0.4 5.5 1.6

ta(raeysuoiverpehtotderapmocsaegnahC
)secirp1002

9.951- 0.38- 0.97- 5.1- 7.7 5.43 2.63 0.65

)stseretnignidulcniton(skcabtucdetalumuccA 9.951- 9.242- 9.123- 4.323- 7.7 2.24 4.87 8.621

egaraerraehtetanimileotdedeensdnuF 9.241 4.512 0.882 4.982 4.282 1.252 3.802 0.551

)secirp1002ta(serutidnepxE
-.3211
2

3.089 8.709 2.538 8.338 8.048 1.178 9.419 2.869 1.5411

)secirp1002ta,detalumucca(skcabtuC 5.461 4.144 6.728 1.5421 0.0661 0.4602 4.8142 8.0682 5.8313

)secirp4991ta(serutidnepxE 8.793 2.743 5.123 8.592 3.592 8.792 5.803 0.423 9.243 5.504

)secirp4991ta(skcabtuC 6.05 3.67 0.201 5.201 0.001 3.98 8.37 9.45 7.7-

)yllaunna,secirptnerructa(skcabtuC 9.46 8.021 1.191 4.912 6.532 9.032 3.802 9.303

**skcabtucnotseretnI 8.9 4.43 1.56 1.79 5.011 1.931 1.641 0.261 0.861

stnuomadetsil-evobaehtfotseretnifoesaB 7.47 9.922 1.684 7.208 7.8411 7.8151 1.3781 9.8332 5.0362

dnuFecnarusnIhtlaeHehtmorfskcabtuclaunnA
)stseretnignidulcni(

7.47 3.551 2.652 6.613 0.643 0.073 4.453 9.564

PDG 5634 4165 4986 1458 78001 49311 15131 67841 52861 00681
asadnuFecnarusnIhtlaeHehtfoserutidnepxE

PDGfoegatnecrep
1.9 9.7 4.7 5.6 3.6 1.6 4.6 2.6 1.6 8.6

Source: Central Statistical Office of Hungary

Figure II.2.1.3.: R&D expenditures in Hungary
(as a percentage of GDP)
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Table II.2.1.3.a.: Number of R&D workers per 10,000
inhabitants in selected countries

Source: National Technical Development Commission of
Hungary, 1999

different medicines of the same effect, the one with the
lower price will be subsidized as a rule. (These are mostly
Hungarian-made medicines, because they have an aver-
age price per packet which is approximately only 25 per
cent of that of imported medicines.) As a result, the
Hungarian pharmaceutical industry, by squeezing out
imports, would realize additional revenues worth at least
HUF 10 billion, and this amount could provide supple-
mentary funding for the R&D activities.

It is to be noted that owing to its high intellectual
product content and high productivity, the pharmaceu-
tical industry causes by two orders of magnitude less
environmental load than would be caused if the heavy
chemical industry was developed in order to achieve
the same result. Such structural improvements are the
most efficient way to ease industrial environmental pol-
lution. (Despite huge investments, environmental pol-
lution caused by the existing heavy chemical industry
can only be reduced to a limited degree.)

For pharmaceutical research at least HUF 2 billion
should be provided annually from the state budget, too.
Resulting favourable effects would not only include the
extension of research activities, the rise in the number
of employees in the research sector and the efficient
expansion of exports through the improved competi-
tiveness of the Hungarian pharmaceutical industry, but
also the reduction of prices of medicine imports, which
may contribute to stopping the extremely quick rise in
medicine prices. Another favourable consequence is
that all in all this may lower the level of social security
expenditures. We consider it a favourable condition that
double of the amounts spent on R&D activities can be
accounted as expenses.

An assessment carried out by independent experts
found that in 1996, imports in the value of USD 150
million could have been wholly replaced with Hungar-
ian products. Spending the USD 150 million on more
expensive import products (prices of imported medi-
cines are 3 to 4 times higher than prices of Hungarian
medicines) led to the following consequences:
• social security and Hungarian consumers spent by

HUF 20–30 billion more than they would have spent
on buying domestic products,

• market of the Hungarian industry contracted by
some HUF 30 billion,

• Hungary’s balance of foreign trade deteriorated by
USD 150–200 million.

The solution, as we have mentioned, is very simple: only
generic medicine with the lowest production price for a
given medical effect should be given social security sub-
sidization. Similar schemes are used in several EU mem-
ber states. Corruption, a consequence of the current
Hungarian system, can also be avoided in this manner.

2.1.4. Modification of tax laws to favour
education, healthcare and R&D activities

Act XLII of 2002 on the Modification of Laws on
Taxes, Contributions and other Budgetary Payments
contains several modifications of the value-added tax
which have adverse effects on education, healthcare
and scientific research. Therefore we recommend that
these amendments should be reviewed and revoked.

We propose that the activities listed in Table II.2.1.4.
remain under the 12 per cent VAT rate.

Economic, social and environmental usefulness of
R&D activities, expert assessments and laboratory in-
vestigations justify that they are ranked under the pref-
erential VAT rate. In the EU member states, expendi-
tures on R&D activities account for 2 per cent of the
GDP on the average, whereas in Hungary this portion
is only 1 per cent – of a much lower GDP. This provides
particularly strong reasons to maintain the former tax
preferences of the R&D activities and the expert as-
sessment work.

We recommend that the scope of products and ser-
vices ranked under the category of material tax exemp-
tion should be complemented (in conformity with the
former situation) with the following items:
26.expert assessment activities of juridical experts des-

ignated by courts and authorities (Service Reg. No.
74.11.17.0);
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Table II.2.1.3.b.: R&D resources of the state budget
(facts for 2000, and estimates for 2001 and 2002)

Source: Act on the Final Accounts of the Hungarian State Budget for 2000; Act on the State Budget of Hungary for 2001 and 2002
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Table II.2.1.4.: Activities recommended to be classified
under preferential VAT rate

Table II.2.1.3.c.: Changes in pharmaceuticals subsidies
(billion HUF, at current prices)

*anticipated
Source: State Budget Acts and Final Accounts of State Budgets

27.expert assessment activities in connection with the
protection of historic monuments (Service Reg. No.
from 74.14.23.9);

28.healthcare planning, methodological tasks (Service
Reg. No. from 74.14.23.4);

29.organization of scientific research conferences and
meetings (Service Reg. No. from 74.84.15.0);

30.collective acquisition and propagation of knowledge
(Service Reg. No. from 92.34.13);

31.services provided by libraries, archives, museums and
other cultural services (Service Reg. No. 92.51.1,
92.52.1).

Courts cannot reclaim the VAT to be charged on
expert assessment activities later on; so it is an ex-
pense for them, which cuts further back their already
restricted budget allocation to be spent on experts by
the value of the VAT connected to the expert activi-
ties. This situation should be changed in order to com-
ply with what was undertaken by Péter Medgyessy,
Prime Minister of Hungary (security based on law,
improved financial conditions for Hungarian courts).
This provides justification for the VAT exemption of
item No. 26.

Items No. 27 to 31 above are socially and economi-
cally important activities which serve public interests;
maintaining their VAT-exempted status is definitely
justified. Cultural and scientific services are granted
financial preferences in almost all countries of the
world. It would also weaken Hungary’s international
reputation if conditions for such activities became less
favourable.

2.2. Restoration of the real
value of family allowance
to its 1994 level

Real value of the family allowance has fallen back to
half of its 1994 level. On the other hand, it is a welcome
fact that since 1999, families with children receive a
gradually increasing tax allowance. This possibility, how-
ever, cannot be a solution for those who do not have an
adequate income level to be able to make use of the tax
allowance. In fact, usually the families falling into this
category are just the ones who are most in need of sup-
port. We are convinced that every effort should be made
to ensure that all children start their life with equal
chances, regardless of what family they were born to.
Therefore we deem it necessary to restore the 1994 real
value of the family allowance as a first step, and after-
wards to increase it gradually. Accordingly, we welcome
the decision of the present Hungarian Government to
raise state expenditures devoted to the family allowance
by HUF 9.2 billion in 2002 (they made payable two
months’ family allowance before the start of the school
year, and raised the amount of the monthly family allow-
ance by 20 per cent as of September).

We recommend that HUF 15 billion should be spent
on social allowances aimed at assisting Hungarian fami-
lies (e.g. free school books, meals in schools, provision
of “school milk”, teaching foreign languages, swimming
lessons, etc.).
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2.3. Improvement of pensions
and other social welfare services

All members of society have the right to live with-
out uncertainties of existence. Therefore we deem it
essential to preserve and, as much as possible, to raise
the real value of pensions, as well as to create better
conditions for the equality of chances, with special re-
gard to the disadvantaged, the disabled and to people
with impaired health.

2.3.1. Raising the real value of pensions and
reviewing the system of private pension
institutions

Introduction of the private pension system in Hun-
gary has considerably increased the risks borne by those
insured (inflation and investment uncertainties). More-
over, the Hungarian society has not been properly in-
formed about the serious contradictions (described
briefly in the following passage) related to that system.

On the one hand, the funds needed for private pen-
sions have been raised by placing additional burdens on
the state budget. The remaining part of the funds has
been supplied for the system by moving up the retiring
age by 2 years in the case of men who retire in the near
future, and by 7 years in the case of women. This step is
rather questionable from an ethical point of view, for it
has forced this part of the population into an unexpected
case of necessity. This, in turn, has lead to further prob-
lems: since measures to increase substantially the level
of employment have not been adopted parallel with the
above steps, those who continue to work until reaching
the raised retiring age limit, have deprived several hun-
dreds of thousands of young people, just at the age of
starting to work, of the possibility to find jobs.

At the same time the Bokros package has consider-
ably reduced the real value of pensions (see Tables
II.2.3.1.a. and b.). This step was not only unethical and
unfair, but it did not promote Hungary’s economic de-
velopment either. This can be illustrated by comparing
how pension levels altered in the five Central–Eastern
European countries changing their regimes (Czech Re-
public, Poland, Hungary, Slovenia and Slovakia) in the
period between 1994 and 1998. Development of the pen-
sion levels is shown in USD (see Table II.2.3.1.c.), be-
cause this allows us to give a fairly correct picture of the
changes in the real values of pensions. (Data expressed
in USD are comparable also because each of the five
countries pursued a slightly revaluating foreign exchange
policy at that time.) These data reveal – and it may come
as a surprise for many – that in the mentioned period the
real value of pensions per one pensioner only declined in

Hungary (and to a fairly great extent at that), while in all
the other countries it rose significantly.

Analyzing the total financial resources devoted to
pensions, it is worth noting that the amount of the
increases of pensions since 1994 totalled USD 21 bil-
lion in Poland, 5 billion in the Czech Republic, 1.3
billion in Slovakia and 0.5 billion in Slovenia. In con-
trast, during the same period the funds spent on pen-
sions went down by USD 1.8 billion in Hungary. On
examining the level of pensions per one pensioner, we
may conclude that in 1998 only Slovakia had a lower
value than Hungary, while in the other four countries
these values were significantly above the Hungarian
level. At the same time, in these countries also the
economy in general showed a tendency of positive
development over the mentioned period. Poland, for
instance, had an exceptionally high GDP growth; and
only the Czech Republic saw a small temporary set-
back in 1997 and 1998. (See Table II.2.3.1.d.) It is
also extremely important in this respect that from this
group of countries only Hungary sold a large part of its
national wealth to foreigners; the other four countries
did not do that – they did not use up their assets.

Also from an environmental aspect, we attach great
importance to restoring the real value of pensions in
Hungary. It is because pensioners usually do not spend
their money on imported goods (which are, in many
cases, over-packed and are produced by using a great
quantity of raw materials and energy), but mainly on
domestic products. Through their increased demand
they could contribute in a greater extent to enhancing
the local supply of goods and services, thereby making
some settlements (or parts thereof) more attractive.

By the end of 2002, the real value of Hungarian pen-
sions reached and slightly surpassed the level of 1994,
their proportion in relation to real wages, however, de-
teriorated – mainly due to the increase of real wages
that took place in the meantime.

The Hungarian Government has promised to maintain
the real value of pensions, what is more, to adjust their
level to earnings, in compliance with the Swiss index-
ation method. Because of the slowing inflation, we think
that it would be advisable to switch over gradually to a
system of adjustments made to earnings.

2.3.2. Improving social opportunities for
disabled Hungarian citizens

Around 635 thousand people live with some sort of
physical deficiency in Hungary. Among them, however,
only about 30 thousand have a job – that is less than 5
per cent! Act XXVI of 1998 on the Rights of the Dis-
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Table II.2.3.1.b.: Annual changes in the value of total pensions as compared to the level of 1994
(million USD, not including interests)

Table II.2.3.1.a.: Expenditures of the Pension Insurance Fund
(billion HUF, at current prices)

Notes:
*In the commodity groups directly and indirectly concerning the Pension Insurance Fund, prices have increased more dynamically (e.g.
pharmaceuticals by 53.5 per cent in 1995)
**Nominal interest rate: (rate of consumer price increase + 2 % interest)
***Whereas the number of pensioners (compared to 1994) increased by 1.6 per cent in 1995, 3.4 per cent in 1996, 1.6 per cent in 1997
and by further 0.9 per cent in 1998, the proportion of their share from the GDP has decreased!
As from 2002, working pensioners do not have to combine their income from work with their pension, i.e. pensions are tax-exempted
incomes. As a consequence, incomes of pensioners have risen by HUF 15 billion.
Source: State Budget Bill of the Republic of Hungary for 2001 and 2002 (No. T/3122)

Source: Central Statistical Office of Hungary, Final Accounts of State Budgets, CESTAT
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4.87 9.761 2.392 3.662 6.252 0.072 3.322 0.722

PDG 5634 4165 4986 1458 78001 49311 15131 67841 52861 00681

asaserutidnepxednuFecnarusnInoisneP
***PDGfoegatnecrep

4.01 1.9 5.8 3.7 0.8 0.8 2.8 9.7 4.8 1.8

noitpircseD/raeY cilbupeRhcezC yragnuH dnaloP ainevolS
kavolS

cilbupeR

5991 356 291- 3653 312 662

6991 2641 625- 8655 281 203

7991 878 376- 7625 34- 223

8991 8302 624- 4476 581 404

latot8991–5991 2305 8181- 24112 735 4921

srenoisnep,otdetnargro,morfkcabtucstnuomA
4991otderapmocsa)nosrep/DSU(

7002 285- 4522 8511 2011

yragnuHnisnoisnepfoeulavehtnisegnahC

:)stseretnignidulcni,FUHnoillib(4991folevelehtotderapmocsegnahC

tnecrep6htiwgnitupmoc(dedulcnistseretnI
)yllaunna

6991dna5991 157

7991litnu 0941

8991litnu 8102

9991litnu 9312

)nosrep/DSU(egaraerraehtmorfgnitlusertbeD 586

)nosrep/FUH(egaraerraehtmorfgnitlusertbeD 029481
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Table II.2.3.1.c.: Changes in pensions in CEFTA countries

Source: CESTAT Statistical Bulletin 1997/4 and 1999/1 (Central Statistical Office of Hungary, CSU, GUS, SURS, SUSR)

noitpircseD
hcezC

cilbupeR
yragnuH dnaloP ainevolS

kavolS
cilbupeR

noisnepylhtnomegarevA

4991

ycnerruclanoitannI 8423 77931 35.133 52094 8262

DSUnI 97.511 59.231 30.631 76.783 20.48

5991

ycnerruclanoitannI 5563 03061 48.834 74735 5403

DSUnI 14.731 45.721 18.771 06.624 89.201

6991

ycnerruclanoitannI 8944 31181 33.535 51595 7633

DSUnI 85.461 27.811 71.681 66.024 55.501

7991

ycnerruclanoitannI 2205 37412 61.346 68246 7173

DSUnI 89.441 89.411 28.281 99.973 78.601

8991

ycnerruclanoitannI 0545 00162 586 80876 8414

DSUnI 25.281 17.121 94.591 56.024 83.211

)DSU/ycnerruclanoitan(etaregnahcxE

4991 50.82 31.501 2734.2 64.621 82.13

5991 6.62 96.521 864.2 99.521 75.92

6991 33.72 75.251 5578.2 84.141 9.13

7991 46.43 57.681 815.3 81.961 87.43

8991 68.92 54.412 405.3 2.161 19.63

)sdnasuohtni(srenoisnepforebmuN

5991 9152 3692 7017 654 8611

6991 8942 2803 4529 164 0711

7991 7052 3213 0839 464 4711

8991 5452 7513 1549 764 7811

)DSUnoillim(4991otderapmocsa)+(sulprusro)-(kcabtuc:8991dna5991neewtebtcapmilatoT

)DSU(nosreprep,ylhtnoM 81.92 79.71- 97.64 96.7- 68.22

)DSU(nosreprep,yllaunnA 02.053 16.512- 94.165 32.29- 82.472

noillim(latotni,yllaunnA
)DSU

72.198 76.086- 36.6035 70.34- 75.523

yrtnuoC 1991 2991 3991 4991 5991 6991 7991 8991 9991 0002 1002 9991–0991

yragnuH 9.11- 0.3- 8.0- 9.2 5.1 3.1 6.4 1.5 3.4 5.4 0.5 820.1

cilbupeRhcezC 5.11- 3.3- 9.0- 6.2 9.5 8.3 3.0 3.2- 5.0- 4.1 3.2 339.0

dnaloP 0.7- 6.2 8.3 2.5 0.7 0.6 8.6 8.4 5.3 2.5 8.5 824.1

ainamoR 9.21- 8.8- 5.1 0.4 2.7 9.3 6.6- 3.7- 0.5- 0.1- 486.0

cilbupeRkavolS 5.41- 5.6- 6.3- 8.4 9.6 9.3 5.6 4.4 0.2 5.1 710.1

ainevolS 9.8- 5.5- 9.2 3.5 1.4 1.3 8.3 9.3 5.3 6.3 811.1

eniarkU 7.8- 9.9- 2.41- 9.22- 2.21- 0.01- 2.3- 7.1- 0.1- 504.0

Source: OECD Economic Outlook, CESTAT, Kopint-Datorg Market Trends Report 1999/4

Table II.2.3.1.d.: Gross domestic product (GDP) in selected Central and Eastern European countries
(changes in percentage as compared to the previous year and accumulated up until 1999)
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abled and the Enforcement of Equal Chances declares:
“Disabled people are members of the society with equal
dignity and standing, who are capable only with great
difficulties, if at all, to exercise the rights, and make use
of the possibilities, due to all citizens ... The purpose of
the present law is to define the rights of the disabled
and to identify the means of enforcing these rights, as
well as to regulate the complex rehabilitation to be pro-
vided for disabled individuals, and, as a result of all the
above, to ensure for them equal chances and the possi-
bility to lead an independent life and participate ac-
tively in public matters.”

International law and practice requires, and it is also
in the vital interest of Hungary, to implement the objec-
tives described in the above law. Among these goals one
of the most important is to increase the number of the
employed disabled. In this manner they become less de-
pendent on state support, and it improves their general
state of wellbeing and brings more meaning to their lives.

Real value of the minimum wage in Hungary rose
considerably in 2001 and 2002. As of September 2002,
the new Hungarian Government abolished the taxes
imposed on the minimum wage, which in practice re-
sulted in a further enhancement of its real value. This
has partly solved the problem posed by the general rise
of the minimum wage, which had put disabled people
into a more disadvantageous position than before, be-
cause the enterprises and institutions concerned did not
always manage to raise the funds needed.

To achieve further improvement in the employment
of the disabled we recommend that the Act on Public
Procurement should declare that goods produced by
people with altered work capabilities shall be given pri-
ority, in case these goods comply with other require-
ments of the law, over merchandise of other producers.

We propose additional financial resources worth HUF
2 billion to support employment of the disabled.

2.4. Improvement of public safety

We agree with the spirit of the state budget when it
gives high priority to public safety. At the same time we
have to underline that granting financial support to im-
prove conditions for the operation of the police is an
essential but not sufficient tool to achieve this goal. We
think that other proposals outlined in the present study
may also contribute to better public safety: international
experience proves that, for instance, steps towards a
sound environment or a more intense involvement of
non-government organizations and citizens’ groups in
local issues have an indirect but beneficial impact on

public safety. In other chapters of this document we
discuss these subjects in detail.

Two Hungarian environmental NGOs, the Hungar-
ian Traffic Club and the Clean Air Action Group pre-
pared studies on the issue of public safety in Budapest in
1997 and 1998 respectively. Most of the findings and
conclusions in these studies are valid outside the Hun-
garian capital as well; therefore we recommend them as
valuable reading for anyone interested in the subject.

With a view to improving the living standard and the
work conditions of those working for public safety we
recommend that a specified part of the fines they col-
lect should be used through a fund for the betterment
of their housing conditions. This would result in more
discipline and more revenues; therefore the extra rev-
enues would more than compensate for the expenses.
We recommend that the amount of this fund should
be set at about HUF 3 to 4 billion in the beginning.

2.5. Support to underdeveloped
and disadvantaged regions
in Hungary

It is in the interest of Hungary, and also a require-
ment of the European Union, to promote that backward
regions catch up with the more developed ones. Com-
parative advantages resulting from the lack of former in-
dustrial development, however, should not be sacrificed
for the alleged benefits of a growth scheme based on glo-
balization. For regions of slower development, special
strategies should be elaborated, which are differentiated
by individual regions but have common values in their
focus. In these strategies the key goals are: nature-friendly
infrastructure, ecological building methods, natural ma-
terials and foods, use of renewable energies, biodiversity
and preservation of local cultural traditions worth sur-
viving. What these objectives above all necessitate is to
enable people living in the regions concerned to carry
out these tasks themselves. It is to be noted that some of
the budget modifications we propose would already in
themselves assist the catch-up process of the relatively
underdeveloped Hungarian regions (use of railway re-
bates, reduction of burdens imposed on wages, increase
of funds devoted to research and development, etc.).

We believe it is crucially important that the primary
way to promote that underdeveloped regions catch up
with the more advanced ones should not be the exten-
sion of the road network. A much more efficient tool in
the long run is to encourage that the regions concerned
make the best possible use of their existing favourable
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features (cultural and environmental characteristics,
attractive factors).

Further key areas (not discussed here in detail) are:
• offsetting the slower development which is more ad-

vantageous from a nature protection point of view,
• technological development which is nature-friendly

and at the same time guarantees increasing quality
of life,

• promoting the development and marketing of high-
quality ascertained goods,

• supporting the preservation of characteristic local
features (products, culture, landscape, customs),

• improving the population-retaining capacity of the
regions concerned by ensuring the possibility of free
choice (IT and educational network, guaranteed tak-
ing over for the production of renewable raw mate-
rials, processing capacity and R&D for environmen-
tally friendly technologies).

We recommend that from the extra state revenues
generated by restricting the so-called fuel tourism HUF
10 billion should be spent on development of the con-
cerned border regions, primarily in the fields of educa-
tion and culture, and trough environmentally friendly
investments (e.g. energy efficiency enhancement).

2.6. Transformation of the Hun-
garian housing policy
The European Union does not have a uniform housing
policy, but the member states reinforce social cohesion
through their national housing policies and make ef-
forts to protect the natural and built environment. Ap-
pendix 1 to the present document contains our detailed
housing policy proposals. Its key elements, also relevant
for the annual state budget, are as follows:

1. It should be a civic right of every Hungarian citizen
to obtain dwelling allowances, depending on their
per capita income and financial standing.

2. By the end of the term of the current Hungarian
Government, the country’s stock of social tenements
should reach at least 400 thousand dwelling units.
It should be made compulsory for towns (for settle-
ments with more than 8 thousand inhabitants) to
elaborate a medium-term social housing concept,
which would ensure that the aggregate share of ten-
ements (and official residences provided by compa-
nies, „nesting” houses and other special home ac-
commodation) rise to 20 per cent by 2010. In case
local governments fail to comply with the social
housing programme, they should not be allowed to

receive any state subsidies (apart from normative
state subsidies).

3. An appropriate legal regulation framework should
be prepared for the renovation and operation of flats
constructed by industrial technologies (housing es-
tates). There should be organizational and financial
guarantees in place so that the part of the stock of
flats constructed by industrial technologies which is
worth preserving, and the connected public areas
should be renovated by 2020 through mixed financ-
ing.

4. Condominiums should only be granted non-repay-
able renovation subsidies for urgent technical inter-
vention work (emergency repairs) ordered to be car-
ried out to preserve the building’s stability. When
utilizing local government funds, priority should be
given to the renovation of communal buildings
(schools, hospitals, etc.) and to the improvement of
public areas.

5. Homeowners should be encouraged by tax allow-
ances (VAT and personal income tax) to spend their
savings on the renovation of existing buildings. Pro-
ceeds of the sale of real properties should be given
the same tax allowances in the case of renovation as
in the case of purchase of new flats.

6. The energetic quality of buildings in Hungary should
reach the average value of EU countries with simi-
lar climatic features by 2020. Through temporary fi-
nancial support and appropriate regulation, district
heating should be aided to become modernized and
competitive with a view to improving the environ-
ment and reducing dwelling costs and subsidies.

7. Support should be granted to the establishment of
non-profit-making urban rehabilitation organizations
in order to provide information for inhabitants and
entrepreneurs, and to coordinate urban rehabilita-
tion development projects. We recommend that
HUF 1 billion should be allocated for this purpose
annually, in 60 per cent from state funds and in 40
per cent from local government resources.

8. Brown fields should be made more competitive through
economic instruments and regulations, by establishing
an appropriate institutional background and by elabo-
rating a national brown field programme. It should be
guaranteed that Hungary’s required own part in the
financing of projects as well as the necessary
programmes are available in due time to be eligible for
obtaining support from the EU Structural Funds.

9. In pursuit of protecting the natural areas of Hun-
gary, preserving the compact structure of towns and
villages and improving the efficiency of infrastruc-
ture, in a portion of at least 70 per cent, construc-
tion of new flats should only be permitted in already
used areas (brown fields).
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10.On the basis of the principle of ploughing back (pub-
lic) expenditures, proportionate land protection fees
should be imposed, which are differentiated by types
of areas. For the construction of new flats, subsidies
should only be granted in accordance with the local
housing programme.

11.A building policy coordinating organization, subor-
dinated to the Government, should be established
and operated to coordinate the building authority
tasks of the ministries.

12.Building supervision authorities should be given back
their legal standing, as can be expected in a state
respecting the rules of law, in conjunction with the
necessary financial resources and institutional back-
ground.

Accordingly, subsidies granted from the state budget
to the housing sector should be raised to the EU aver-
age, i.e. to 1.6 per cent of the GDP instead of the cur-
rent 0.9 per cent in Hungary. At least 50 per cent of
this support should go to the renovation of existing
buildings and the revitalization of public areas. This
means HUF 130 billion extra expenditures in 2003.
(At the same time the state will also realize substantial
revenues from that. The employment level may also
be expected to grow, because the whole vertical com-
plex of the building and construction industry predomi-
nantly employs Hungarian workforce, imports being
less important.)

2.7. Higher state contribution to
environmental protection and
healthcare

“The Republic of Hungary recognizes and enforces the
right of all people to live in a healthy environment.”

Art. 18 of the Constitution of the Republic of Hungary

On 17th September 1997 the Hungarian Parliament
unanimously adopted the National Environmental Pro-
tection Programme (NEPP), and the Second National
Environmental Protection Programme (NEPP-II) for the
period 2003–2008 is now under preparation. It is an ur-
gent task to implement the Programme in practice. We
believe that the goals set in the Programme can be ac-
complished principally through a budget reform which
takes into account the environmental aspects, and within
that particularly through the abolishment of subsidies
granted from public funds to environment-polluting ac-
tivities. Furthermore, laws and regulations need to be
adjusted to meet current requirements, and the standard

of public tasks related to environmental protection (work
of authorities, awareness raising) needs to be enhanced
as well, which, again, are inconceivable without finan-
cial contribution by the state. We think that providing
direct (not normative) state support to individual eco-
nomic entities is generally not the most efficient means
of improving environmental quality. However, under
current circumstances, we accept that such subsidies are
also needed occasionally to better the environment.
Therefore we agree with the intention of the Hungarian
Government’s Economic Policy Programme stating that
resources devoted to environmental protection purposes
should be increased, but we do not think that the planned
rate of the increase is adequate.

Direct state support for environmental and health
protection purposes should be granted mainly through
the budgetary channels of the Ministry of Environmen-
tal Protection (allocated funds titled Environmental Pro-
tection Fund Target Tasks /KAC/), and through other
estimated funds and separate state funds. Distribution
of funds should be efficiently coordinated at the level
of ministries, and EU funds should be involved to maxi-
mize the support available.

We think it is also necessary that a significant
portion of the funds devoted to public works should
finance projects which contribute to the protection
of the environment (e.g.: sewer network develop-
ment). Local governments should be given proper
information and incentives to carry out these tasks.

The draft version of the Second National Environ-
mental Protection Programme (NEPP-II) contains a
detailed statement about the needed environmental
subsidies. Therefore we will only highlight some key el-
ements in the sections that follow.

2.7.1. Environmental and health protection
awareness raising, information, education
and culture

Within awareness raising we attach particular im-
portance to making known and promoting ways and
means of forming a healthy and thrifty individual and
family lifestyle through regular educational advertising
and informative media programmes, as well as to incor-
porating these into the curriculum of educational and
cultural institutions.

Revenues of commercial advertising have been ris-
ing extremely quickly since the early years of the mar-
ket economy in Hungary, and in 2002 they already
exceeded HUF 200 billion. A considerable portion of
the commercials advertises activities that are harmful
to the environment and human health (such as to-
bacco, alcoholic beverages, motorcars, etc.). At the
same time, educational advertising and communica-
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tion to sustain or better our environment and health
are hardly given any money. The whole Hungarian
society suffers from the damages caused by this situa-
tion; therefore radical changes should be implemented
as soon as possible.

Non-commercial communications, and primarily,
educational advertising should be granted financial
support to shift the emphasis towards human values,
promote cultural standards of the population and en-
courage meaningful leisure activities (such as sports),
give guidance for leading a healthy and environment-
oriented way of life, and improve the environmental
awareness of people, which is today, unfortunately, still
very low.

The following is a list of the benefits achieved through
non-commercial communications and educational ad-
vertising in countries where the needed favourable con-
ditions have been given to these activities:
• Family protection, life and property safety, preven-

tion of accidents and injuries, consumer protection,
health protection, healthy way of life, environmen-
tal protection and energy saving are areas where edu-
cational advertising brought very positive results.

• State budgets saved on healthcare expenses, for in-
stance, owing to the improved health standard of
the population.

• Economic efficiency grew at the level of the national
economies (e.g. in energy use).

• Citizens started to take a more active part in local
and public issues, which opened up enormous new
resources – left unused earlier – for social develop-
ment.

• People started to feel healthier and more contented.
• Information spread by the media became more bal-

anced and objective, which reinforced democracy.
• Governments became more popular and their sup-

port basis expanded.

From the extra revenues of the National Cultural Base
Programme HUF 25 billion should be allocated to edu-
cational advertising and non-commercial communi-
cations. In compliance with our proposals, such
amount of extra revenues would be generated by rais-
ing the rate of cultural contribution. To that end, the
following passage should be added to the regulations
on the use of the funds of the National Cultural Base
Programme:
“...awareness raising and educational activities promoting
preferred ways of consumption and environmental culture.”

Once that modification is adopted and implemented,
democracy will benefit from it through more powerful
civil awareness, which is indispensable for the develop-
ment of the society.

Civil movements and non-governmental organisations
could have an extremely important role in this aware-
ness raising work and they need to be supported in
their activities by every possible means.

Another reason why we think it is important to in-
volve non-governmental organizations in the prepara-
tion and organization of educational communications,
is that this provides more guarantee that the public will
indeed receive the proper messages, and not manipu-
lated ones. (A typical example of manipulated educa-
tional advertising is the publicity campaign financed by
the tobacco industry, allegedly to force back smoking
among young people, which had the following slogan:
“Smoking is a custom of adults”.)

We are fully aware that today it would be hopeless
to demand as much funds for educational advertising
as the amounts spent on commercial advertisements.
Nevertheless, it is unacceptable that thousand times as
much is devoted to the latter than to educational ad-
vertising. It is also unacceptable for us that media
programmes and printed materials containing violence
and pornography receive a much higher share of the
resources produced by the society as a whole, than works
and programmes promoting a desirable way of life. With
a view to changing these proportions we have proposed
(see Sections 7.3. and 7.4.) that the rate of cultural con-
tribution imposed on advertisements (which is currently
1 per cent) should be raised considerably, just like the
amount of cultural contributions levied on works con-
taining violence and pornography, and that the col-
lected extra revenues should be entirely spent on edu-
cational advertising and non-commercial communica-
tions. In the case of the written and electronic press we
recommend that the raised amounts should be returned
in full to the newspaper or media that they had been
collected from. In this manner no damage whatsoever
would be caused to any newspaper, radio or television;
on the contrary, they would become more vibrant and
interesting, and provide more balanced information.

2.7.2. Offsetting energy price rises; improv-
ing energy efficiency

a) Pecuniary compensation

Price rises of electricity and natural gas in the previ-
ous years should have been implemented in conjunc-
tion with a fair compensation. This is why we supported
the proposals of the Energy Interest Representation
Council about social offsetting. Individuals and public
institutions must be entitled to compensation. Pecuni-
ary compensation is indispensable from an environmen-
tal protection and energy saving point of view as well,
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Table II.2.7.2.a.: Household electricity use on the basis of data of 1996,
and anticipated impact of the raised VAT rate

*At prices of 1st January 1999, as per tariff “A” (Decree of the Ministry of Economy No. 23/1998), not including VAT
**Annual impact of raising the VAT rate from 12 per cent to 25 per cent (in HUF)
***The amount pertaining to consumers using more than 10,000 kWh is estimated, because the effects of several tariffs combine in this
category
Source: Own calculations based on data of the Central Statistical Office of Hungary

because energy taxes can only be increased in this man-
ner (otherwise, social tensions would grow and social
resistance would probably prevent taxes from growing
at the required rates).

As a specific sample, in the following section we de-
scribe our proposal for a possible way of offsetting the
effects of moving the VAT rate of electricity from 12 to
25 per cent (see Table II.2.7.2.a.).

Data of UNIPEDE for 1996 contain the number of
Hungarian household consumers broken down by main
categories of electricity use. This has not significantly
changed in recent years; therefore we can use it as a
starting basis.

After an analysis by the quantity of consumption,
we may draw the following conclusions:
1. Consumers with a used quantity up to 1000 kWh per

year account for 27 per cent of all household con-
sumers, whereas the electricity they used makes up
only 5 per cent of the total household consumption.

2. Those consuming between 1001 and 2000 kWh rep-
resent 22 per cent of all consumers, while the elec-
tricity they used accounts for 10 per cent of the to-
tal household consumption.

3. Consumers of a quantity between 2001 and 5000
kWh represent 38 per cent of the total number of
consumers, and the electricity they used is 43 per
cent of the total household consumption in Hun-
gary.

As regards compensation, consumers who used a
quantity above 5000 kWh per year should not be taken
into account, because some of them primarily use night-
time electricity with Category B preferential tariff, and
part of them have such income levels that they are not
in need of compensation.

Our calculations show that total budgetary revenues
– assuming unchanged consumption – from a possible
rise in the rate of VAT would amount to some HUF 30
billion (calculating only with household consumption).
Out of that sum, at most HUF 20 billion should be spent
on compensation, which would affect approximately 4
million consumers. From the above figure we should
deduct the number of consumers having two metering
points (e.g. resort homes), which can be estimated
roughly at 500 thousand metering points. As a conse-
quence, compensation should be granted in the case of
around 3.5 million metering points.

We think that the compensation should have been
implemented primarily through the increase of pensions
and of the family allowance.

According to the Yearbook of the Central Statisti-
cal Office, in 1998 there were 3.1 million pensioners in
Hungary. Within the population, those under 18 years
of age numbered 2,337 thousand, and there were 153
thousand daytime students in higher education institu-
tions, so the total number of Hungarian citizens entitled
to receive family allowance was 2,490 thousand.
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Accordingly, 5.6 million people should be given com-
pensation in total. To this end, pensions and the family
allowance should be raised by an annual per capita
amount of HUF 2500.

As a consequence, the rise in the VAT rate could be
offset in a manner that it does not involve any additional
administrative work. The overwhelming majority of those
concerned would not find themselves in a more disad-
vantageous position than they are now; on the contrary,
most of them would clearly benefit from the changes.

In the case of public institutions and public services, it
would be advisable to offset the total impact of the
price rise. However, it would be well worth consider-
ing that 50 per cent of this amount should be returned
automatically, and the other 50 per cent through fund-
ing energy efficiency projects, because in this manner
the compensation would come to its end in 5 years’
time (i.e. as a result of the savings from the reduced
energy consumption, no further compensation would
be necessary.) This would give considerable encour-
agement to energy efficiency measures, and would also
diminish imports and create new jobs in Hungary, which
could improve the country’s foreign trade balance.

For natural gas, the change of the VAT rate could
not be implemented in the mentioned way, for only a
part of the Hungarian population uses natural gas. It
would also be difficult to make people accept the fact
that earlier government measures encouraged the con-
version to natural gas (which was in most cases benefi-
cial also environmentally), and now the new measures
would do just the contrary. Therefore in this case com-
pensation should be partly implemented by using a pref-
erential social tariff: under a specified consumption
level, preferential fees should be paid according to the
number of household members (e.g. up to an annual
per capita consumption of 500 cubic metres). Out of
the extra revenues from the rise in the VAT rate, the
state budget should reimburse gas service providers for
the losses they incur as a result of the measures. So the
inflation-generating impact can be avoided.
As a result, major household consumers will be dou-
bly interested in energy saving. On the one hand, higher
prices will encourage them to do so in the first place,
and on the other, the extra VAT revenues may allow
the government to grant larger subsidies for energy
efficiency enhancement. To increase further the anti-
inflationary impact, this could be achieved by, for in-
stance, granting someone HUF 100 thousand for en-
ergy efficiency improvement through allowing them to
deduct an annual HUF 20 thousand from their natural
gas bill for 5 years (i.e. the state remits this amount to
the service provider).

b) Support to energy efficiency enhancement

Within the target limits of compensation, energy
efficiency enhancement should receive as large a share
as possible. This method should be applied in the case
of public institutions and public services. We think that
a steadily increasing share of the compensation should
be made payable through energy efficiency enhance-
ment schemes because it is the only way to reduce, in a
fairly short time, the need to continually pay compen-
sation, while modernizing the economic structure and
creating large numbers of new job opportunities. Be-
sides compensation, energy efficiency enhancement is
a useful tool to improve economic efficiency, and thus
to increase Hungary’s chances to catch up with the
European Union. It is important to note that although
they exist, other methods of boosting economic growth
(such as pure banking incentives) may involve the risk
that growth is achieved at the expense of efficiency.

Compensation through energy efficiency schemes
is also extremely beneficial due to its lasting anti-in-
flationary impact. This method may cut energy im-
ports, the share of which has been increasing gradu-
ally, coupled with a considerable price rise. Further-
more, the costs of the environment pollution caused
by a growing energy use, the investments needed to
remove environmental damage and other related ac-
tivities may also become avoidable in this manner; and
this, again, has an anti-inflationary effect. Another
reason why energy efficiency enhancement requires
quick implementation is that the mentioned costs will
grow exponentially over time.

Energy efficiency enhancement means that the same
or even better results are achieved, while less energy is
used. So energy efficiency is not about austerity mea-
sures or irrational saving. The energy efficiency en-
hancement programme should be promoted from Hun-
garian state funds. At present, practically no energy ef-
ficiency programmes can be financed from ordinary bank
loans because of the high level of internal interest rates.
Therefore, it would be essential to ensure preferential
rates of interests for this purpose by re-allocating avail-
able funds (a few examples, also in Hungary, have al-
ready proved that this works), as well as to transform
the national financial policy so that speculative finan-
cial activities could be controlled and to force the Hun-
garian banking system to operate at minimum interest
margins. Energy efficiency enhancement is the most ef-
fective tool of promoting economic modernization and
development, since it combines efficiency and economic
stimulation with higher employment.

The energy efficiency enhancement programme
should be incorporated into the system of government
measures aimed at bettering the housing situation in
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Hungary. In this manner the two programmes could
multiply each other’s beneficial impacts.

The measures needed in this field were correctly
determined by Government resolution No. 399/1995
on the National Action Programme Promoting Energy
Saving and Energy Efficiency Enhancement. Resolution
No. 1107/1999 (X.8.) of the Hungarian Government
was also right in setting the necessary steps for the en-
ergy saving and energy efficiency enhancement strat-
egy of the period up until 2010. Measures taken in con-
nection with energy issues usually exert a medium or
long-term influence, so the 10-year programme meets
this real economic requirement. Unfortunately, from
the tasks described in the resolutions only a negligible
part has been put into practice.

When Government resolution No. 1107/1999 was
adopted, even the following year’s Hungarian state bud-
get was prepared in the hope and on the assumption
that the rise of energy prices would only be temporary
in world markets, and that they would not reach such
levels as they eventually did. As a consequence, also
the revenues from VAT imposed on energy saw a sub-
stantial increase. Part of these sums should definitely
be devoted to the energy efficiency enhancement
programme. Coupled with the raised VAT rate and with
other available resources (German loan, Environmen-
tal Protection Fund, etc.) this makes up funds which,
although far from being sufficient, already enable mak-
ing some headway.

Implementation of the energy efficiency enhance-
ment programme over a period of several years could
provide numerous people with jobs. It could increase
the GDP as well as improve the balance of the state
budget by several tens of billions of HUF (through ad-
ditional payments of taxes and contributions).

Energy efficiency enhancement is far from being
a fully exploited opportunity. This is true even if the
efficiency of investments in this field is measured at
current prices of energy.

A joint study titled Macroeconomic Impacts of Energy
Efficiency (published in Budapest, 1998) of the economic
research firm GKI and the energy development and re-
search company EGI has found, among others, that at
prices of the time, the following measures could be
implemented most economically:

They assume that electricity generation is partly re-
placed by energy efficiency measures and compare the
marginal costs of investment for saving energy with the
costs of establishing one unit of extra capacities. When
only the costs of starting up an extra capacity are consid-
ered, the marginal costs of replacement are lower than
those of establishing extra capacities for up to 600 MW.
When operating costs of the new capacities are also con-
sidered (primarily the costs of fuel consumption), the

above figure moves up to 650 MW. (Additional costs are
determined presuming 30 years of useful life.)

Assuming a payback period of ten years at most af-
ter improving the efficiency, it is more worth saving
energy than using additional energy supplies up to the
following proportion (in percentages of total primary
energy consumption in the given sector):
– households: 15.1 %
– communal sector: 4.7 %
– industry (not including energy generation): about
18 %.

We would like to underline once again that the
above numbers reflect prices of 1998, when energy prices
in world markets reached their lowest level of the past
10 years. With energy prices that are in line with cur-
rent world market prices and also incorporate the ex-
ternal (environmental, etc.) costs of energy generation,
saving can show its benefits on a much larger scale. It is
also important to take into consideration that environ-
mental protection requirements are expected to grow
stricter, which will lead to additional cost increases. On
account of the 8 per cent rate of return on assets, en-
sured for foreign-owned companies of the energy sec-
tor, energy efficiency enhancement brings about even
more benefits for the Hungarian society. The energy
policy should be elaborated accordingly.

Energy efficiency enhancement is a precondition as
well as a stimulus of any modernization scheme in Hun-
gary. Governments all over the world are ready to pro-
vide financial support for energy efficiency enhance-
ment.

District heat supply services are essential elements
of the energy issue; therefore we attach particular im-
portance to the need and possibility of improving them.
Enhancement and modernization of district heating
services may alleviate the environmental problems of
even the most polluted areas.

Under the direction of the Hungarian Energy Of-
fice a specific programme has been elaborated to en-
hance energy efficiency in public institutions. However,
implementation is stuck due to the law on state guar-
antees. It is an absurd management practice that the
state budget undertakes general guarantee without any
limits for energy imports (see Art. 36 of Act CXXXIII
of 2000 on the State Budget of the Republic of Hun-
gary for 2001 and 2002), while no guarantees whatso-
ever are assumed for energy efficiency enhancement.

The state budget should undertake a guarantee for
energy efficiency improvement projects as well.

Hungary’s commitment taken on by signing the En-
ergy Charter Convention also requires the country to
improve energy efficiency. Section 19 of the Conven-
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tion calls for the Signatory States to “give priority to the
improvement of energy management efficiency and to the
use and development of renewable energy sources.”

The aforementioned Government resolution No.
1107/1999 estimated HUF 1 billion for 2000 as a state
support for improving energy efficiency. In 2001, the
Hungarian Ministry of the Economy already devoted
HUF 5 billion to this purpose. In our opinion, this is still
a very small amount. As a consequence of the actual price
rise of imported energy, in the first six months of 2000,
the price of the total Hungarian energy imports expressed
in HUF increased by nearly 86 per cent as compared to
the same period of the previous year. This means that
Hungary paid by almost USD 1 billion (i.e. by HUF 280
billion) more than a year before. In 2001, the overall en-
ergy price level did not fall significantly, because natural
gas prices went up, while petroleum prices came down.
In 2002, a slightly decreasing price level prevailed. On
the other hand, also the quantity of imports is expected
to rise because Hungarian production is gradually shrink-
ing, and the volume of domestic energy use is prognosti-
cated to increase with economic growth. Enhanced en-
ergy efficiency, however, makes it possible to tackle this
dual impact and to achieve substantial savings.

The government resolution set the target to save 75
PJ/year by 2010, i.e. to save an annual 7.5 PJ on average
in the next 10 years. This means that new savings amount
to some HUF 7 billion per year, calculated at current
prices. This is seven times as much as the annual HUF 1
billion that the state is planning to invest! Since this
programme is implemented on an accumulative basis (i.e.
it is increasing every year), the amount of realized sav-
ings will gradually grow over the years (see Table
II.2.7.2.b.). Also the savings from the avoided environ-
mental pollution should be added to the above-men-
tioned sum. These are substantial savings: in a period of
11 years, among others, the quantity of emitted sulphur-
dioxide will drop by 300 thousand tons in total and car-
bon-dioxide emissions will diminish by 30 million tons,
as compared to similar values without any energy effi-
ciency enhancement programme (see Table II.2.7.2.c.).

Since benefits at the level of the national economy
are exceptionally high in relation to investments, and
also because this efficiency has almost doubled from
one year to the other owing to the price rise in
world markets, we think that the Hungarian state
should provide increased support to these activi-

Table II.2.7.2.b.: Efficiency of energy savings, expressed in pecuniary value

*Government Decree No. 1107/1999 (X.8.) on Energy Savings up until 2010 ...
**Based on actual imports of the period January–May 1999 and January–May 2000, calculated at prices of January–May 2000
***According to the Government Decree, annual subsidies total HUF 1000 million
****Rate of return of the programme was calculated at prices of 2000, not including interests, because the amount of expenditures is
constant
Source: Own calculations based on Energy Management Reports

noitpircseD 0002 1002 2002 3002 4002 5002 6002 7002 8002 9002 0102 latot0102–0002

*JPnisgnivaS

launnA 28.6 28.6 28.6 28.6 28.6 28.6 28.6 28.6 28.6 28.6 28.6

detalumuccA 28.6 46.31 54.02 72.72 90.43 19.04 37.74 55.45 63.16 81.86 00.57 00.054

**DSUnoillimnisgnivaS

JP/DSUnoillim12.2 1.51 1.03 2.54 3.06 3.57 4.09 5.501 5.021 6.531 7.051 8.561 05.499

noillim35.3
JP/DSU

1.42 1.84 2.27 3.69 3.021 4.441 5.861 5.291 6.612 7.042 8.462 05.8851

tnemevorpmI 0.9 0.81 0.72 0.63 0.54 0.45 0.36 0.27 0.18 0.09 0.99

**FUHnoillimnisgnivaS

JP/FUHm7.005 4143 8286 24201 55631 96071 38402 79832 11372 52703 93143 35573 513522

JP/FUHm2.249 4246 84821 27291 69652 02123 54583 96944 39315 71875 14246 56607 099324

tnemevorpmI 0103 0206 1309 14021 15051 16081 27012 28042 29072 20103 31133

***FUHnoillimniserutidnepxE

launnA 0001 0001 0001 0001 0001 0001 0001 0001 0001 0001 0001

detalumuccA 0001 0002 0003 0004 0005 0006 0007 0008 0009 00001 00011 00011

****nruterfoetaR

launnA 24.6 24.6 24.6 24.6 24.6 24.6 24.6 24.6 24.6 24.6 24.6 45.83

detalumuccA 24.6 58.21 72.91 07.52 21.23 45.83 79.44 93.15 28.75 42.46 76.07 99.324
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Source: Own calculations based on data of the Energy Balance and the Central Statistical Office of Hungary

Table II.2.7.2.c.: Pollutant emission eliminated through energy savings

ties. To that end, in order to realize the beneficial
impacts of energy efficiency enhancement, we rec-
ommend additional expenditures worth HUF 30 bil-
lion in 2004 by using part of the revenues from min-
ing fees imposed on hydrocarbons and from the ex-
tra VAT revenues.

c) Aiding the depressed north-eastern region of
Hungary through energy efficiency enhancement

From the above funds, among others, the following
activities could obtain financial assistance.

The rise of energy prices will have unfavourable im-
pacts on the siderurgy and heavy chemical industry in
Borsod county (in north-eastern Hungary). Crisis man-
agement so far has not reckoned with the inevitable
energy price increases. Therefore on the basis of the
former heavy industry plant DIGÉP, energy efficiency
enhancement and environmental protection machine
manufacturing should be implemented by involving
German loans and cooperation. The Public Procure-
ment Act needs to be modified so that employment is
increased in the county and in other under-developed
regions. We propose that a modification requiring a
minimum 30 per cent share of products made by
workers employed in the region in fulfilling public
procurements should be incorporated in the Act. To
make these criteria even stricter, the share of labour’s
tax and wage burdens should be taken into account.
The Ministry of the Economy should take the neces-
sary steps to provide protection for these new sectors in
a manner complying with WTO requirements. A simi-
lar measure would meet WTO requirements, so it would

be a suitable way of protecting Hungarian jobs and pro-
moting domestic and foreign capital investments which
are beneficial for the country.

d) Using the stockpiling fee of crude oil and
petroleum products for environmental protection

Government funds are not the only possible fi-
nancial resources for the enhancement of energy ef-
ficiency. The Crude Oil and Petroleum Products
Stockpiling Association increased the rate of the
stockpiling fee for petrol from 2.58 HUF/litre in 1998
to 4.12 HUF/litre by 2002, and for Diesel oil from
2.67 HUF/litre to 4.21 HUF/litre over the same pe-
riod. Overall fee revenues are close to HUF 40 bil-
lion (see Table II.2.7.2.d.).

Stockpiling itself pollutes the environment heavily, and
involves products which pose especially high risks of
damages. This justifies that half of the amount of the
above fees should be set aside for energy efficiency
and environment protection purposes.

A particularly serious environmental catastrophe
could be caused by the fuel storage facilities owned by
ÖMV which are situated within the boundaries of
Budapest, on the northern side of Csepel Island. These
facilities should be eliminated as soon as possible, be-
cause this does not belong to the sphere of market com-
petition – this is endangering the population of the
Hungarian capital.

The Hungarian Crude Oil and Petroleum Products
Stockpiling Association has undertaken a stockpiling

noitpircseD 0002 1002 2002 3002 4002 5002 6002 7002 8002 9002 0102 latot0102–0002

raey/snotdnasuohtedixoidruhpluS

launnA 55.4 55.4 55.4 55.4 55.4 55.4 55.4 55.4 55.4 55.4 55.4

detalumuccA 55.4 90.9 46.31 81.81 37.22 72.72 28.13 63.63 19.04 54.54 00.05 00.003

raey/snotnoillimedixoidnobraC

launnA 54.0 54.0 54.0 54.0 54.0 54.0 54.0 54.0 54.0 54.0 54.0

detalumuccA 54.0 19.0 63.1 28.1 72.2 37.2 81.3 46.3 90.4 55.4 00.5 00.03

Table II.2.7.2.d.: Changes in the stockpiling fee of the Crude Oil and Petroleum Products Stockpiling Association
(HUF/litre)

Source: MOL Co.

noitpircseD 8991 9991 0002 1002 2002

lorteP 85.2 35.3 37.3 37.3 21.4

lioleseiD 76.2 56.3 58.3 58.3 12.4
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commitment for Slovenia as well, which leads to addi-
tional pollution and implies added risks. Besides these,
shipment causes further environmental loads.

Our calculations show that it would be advisable to
impose as environmental load fee 1 per cent of the
value of the Crude Oil and Petroleum Products Stock-
piling Association’s stock. This totals more than HUF
1 billion annually.

2.7.3. Support to environmentally friendly
means of transport

Motor vehicles cause severe harms to the environ-
ment, health and the economy. To ease the damage, it
is vital to give priority to developing and promoting al-
ternative means of transport.

2.7.3.1. Improved public transport services

Public transport is a public service; therefore, its per-
formance should not be measured only by efficiency ra-
tios used in the private sector. (It is, of course, not that
we disregard the necessity of efficient and rational op-
erations of public transportation companies.) As a pub-
lic service, public transport should operate efficiently to
obtain the most social, economic and environmental ben-
efits that financial ratios and corporate accounts can
hardly reflect. Therefore, besides existing state support,
we propose that public transport should be improved
through a series of measures described below, which af-
fect the state budget as well. Simultaneously with those
actions an appropriate system of requirements should also
be specified. The importance of public transport has been
recognized in the EU member states as well. Accordingly,
they assist these activities through a range of measures,
including various preferences (see Table II.2.7.3.a.).

1. We propose that some allowances (e.g. consumer
price subsidies) be granted only on condition that the
given public transport company meets, among others,
the environmental requirements and standards set by
law, and harmonizes its schedules with the other pub-
lic transport companies concerned to satisfy travel-
lers’ needs as well as environmental considerations. In
the case of local public transport it should be an es-
sential precondition that public transport is given pri-
ority and traffic calming measures are introduced. (It
is unreasonable to support public transport stuck in
traffic jams.)
2. Employers should be given the right to account as
expenses the costs of local public transport contribu-
tions granted to their employees. Government decree

No.78/1993 (V.12.) on travel allowances differentiates
between expensing the costs of inter-town services
and local public transport journeys. This is unreason-
able and, in our opinion, unconstitutional, especially
when companies are allowed to expense many thou-
sands of HUF a month for the use of one car. On the
other hand, reimbursements of local public transport
fares are regarded as personal income, and therefore,
are subject to income tax. This is unfair, economically
irrational and environmentally harmful, since it favours
financially a means of transport that is more damaging
to the environment against other, less polluting trans-
portation services.
3. We recommend that the system of consumer price
subsidies should be revised. The current regulation on
allowances in public passenger transport (decree No.
287/1997 [XII.29.]) discriminates users of local public
transportation against those using inter-town services.
Preferences now applied in inter-town services should
be extended uniformly on all public transport services
regardless of town boundaries.
4. Today, users of public transport services aged over
65 and/or 70 are entitled to travel free of charge. A 95
per cent allowance (instead of free travel) could en-
courage people to use public transport vehicles more
rationally, give a more accurate picture on travel needs
and allow remitting the prescribed price subsidies to
the companies concerned.
5. Local public transport companies (and future re-
gional transport alliances) should be encouraged and
given the authority to operate the parking and, if in-
troduced, the road charge payment systems on their
area. The resulting extra revenues should be devoted
to improving the public transport services.
6. We recommend that public transport companies
should be granted normative subsidies on the basis of
their revenues from fares (i.e. they should receive a
specified percentage thereof from the state). This is a
solution which can be fairly simply put into practice;
and the more so, because granting of price subsidies
to public transport passes of students and pensioners
is being made similarly. We are convinced that this could
be an efficient method to promote that as many (pay-
ing) passengers use public transport services as pos-
sible – as a matter of fact, this is just what all state
support granted to public transportation should en-
courage.
We do not agree with the proposal that for buses used
in local regular public transport services, a part or the
whole of the excise duty on Diesel oil should be made
reclaimable. Such a measure would grant an unjustified
advantage to Diesel oil-fuelled vehicles against electric-
ity-operated ones, which is questionable from the point
of view of both the Constitution and the principles of
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Table II.2.7.3.a.: Tax allowances granted to public transport
in the European Union and Norway

*Excise duty payment by regional public transport companies: 238 ECU/thousand litres instead of 287.2 ECU/thousand litres
**Excise duty imposed on methane used as engine fuel: 9.5 ECU/MWh instead of 24.2 ECU/MWh. Excise duty levied on condensed
natural gas: 122.3 ECU/ton instead of 310.9 ECU/ton
Source: Database of environmental taxes in the European Union Member States, plus Norway and Switzerland. Evaluation of environ-
mental effects of environmental taxes. European Commission, 1998; www.oecd.org/env/policies/taxes/index.htm
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fair economic competition. In addition, it would encour-
age public transport companies to prefer running buses,
and to cut back their fixed-line services. (Already today,
buses are given indirect subsidies, because the track they
use should not be paid for by the bus-operating compa-
nies, whereas in the case of tramway services the com-
panies do have to pay those costs.) This may lead to
serious consequences in Budapest, too, making the
capital’s traffic situation and environmental state even
more unbearable. In some Hungarian country towns such
measures might even result in closing down tramway
and trolley bus services (e.g. shutting down the opera-
tion of tramways in Szeged, South-Hungary). If the state
intervened in the market processes and made bus op-
eration more profitable, it would also deteriorate the
competitiveness of railways, which would be detrimen-
tal for the environment and the entire national economy.
(Among other consequences, it would lead to an in-
creased need for state subsidies to be granted to the
railways.) With the possibility of reclaiming the excise
duty of Diesel oil, more “reward” would be granted to
companies which use up larger quantities of fuels. This
would be an economically, energetically and environ-
mentally erroneous stimulation.
Such a measure would render the state subsidization
system even less transparent, which is contrary to the
aims declared in the programme of the Hungarian
Government.
We recommend that high-priority support worth HUF
40 billion should be devoted to improving the public
transport situation in and around Budapest in a com-
prehensive manner, to enhancing the standard of ser-
vices of the Budapest Public Transport Company (BKV)
and of the Hungarian State Railways Company (MÁV),
as well as the inter-town bus services (Volánbusz com-
panies), to bettering their cooperation and to setting up
a tariff alliance. These funds should be spent on improv-
ing the existing BKV and Volánbusz services, and on
making the railway lines of Budapest and its environs
more capable of carrying regular suburban passenger
traffic. The three companies should only have access to
the funds if they make a firm commitment to set up the
tariff alliance (at least partially) in 2004. If they fail to do
so, they should pay the amount back in accordance with
the rules applicable to overdue tax obligations.

We understand that public transport needs improve-
ment all over the country; still we propose that most of
the support should be devoted to improvements in
Budapest and its surroundings. The reason is that 18
per cent of all inhabitants of the country (or 23 per cent,
if we include commuters from other places) live here,
and nearly 25 per cent of the air pollution from vehicles
is generated in Budapest, an extremely small area rep-

resenting only 0.5 per cent of Hungary’s entire territory
(see Figure II.2.7.3.b. and c.).

In our opinion the development of the suburban rail-
way network requires special attention. Data of the traf-
fic count carried out in 2000 revealed that nearly
390,000 people in 230,000 motorcars crossed the bound-
aries of Budapest every day. Those cars are responsible
for about 65 per cent of the air pollution from cars in
Budapest. At the same time, parallel with almost all
the main roads going into the centre of Budapest, there
are railway lines which are suitable for suburban trans-
port (practically the only exceptions are the roads lead-
ing into the Erzsébet Szilágyi Avenue on the Buda side,
where there is no railway line, but traffic there is as-
sisted by a very efficient tramway line).

As a consequence, Budapest and its surroundings
represent the area where transport-related environmen-
tal damage and traffic tensions can be moderated in
the most cost-efficient way. The above measures could
improve noticeably the living conditions of nearly 3 mil-
lion people in and around Budapest.

We recommend that public transport services should
also be improved outside the capital. For this purpose
additional subsidies worth HUF 20 billion could be
granted (over and above the support given to railways).

2.7.3.2. Improved railway transport services

Increasing energy prices and stricter environmental
protection requirements make it an urgent task to im-
prove the standard of passenger and freight transport
services of the railways, and to attain a higher share
within the performance of the transport sector. This
could be promoted by coordinating more efficiently –
with state assistance – the activities of the German,
Austrian and Hungarian railways.

Within railway transport, we think that priority
should be given to completing the neglected renova-
tion projects, to improving suburban passenger trans-
port services and to developing combined freight trans-
portation. The railways’ arrearage in renovation and
modernization worth HUF 1300 billion has accumu-
lated through the fault of former Hungarian govern-
ments; therefore we consider it the state’s responsibil-
ity to make up the arrears.

Railway passenger transport has always been re-
garded as a public service. Earlier the state ordered the
services it deemed necessary, determined the fares, and
from the state budget it allocated the subsidies needed
to cover the difference between the receipts from ticket
sales and the actual expenditures of the railways. This
system, however, in practice ceased to exist at the be-
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Figure II.2.7.3.b.: Regional distribution of carbon monox-
ide emission by road transport in Hungary in 1998

(thousand tons per year)

Source: Ministry of Environment Protection

Figure II.2.7.3.d.: Changes in passenger transport profits of the Hungarian State Railways Co.
between 1980 and 2003

Source: Hungarian State Railways (MÁV) Co.

Source: Ministry of Environment Protection

Figure II.2.7.3.c.: Regional distribution of particulate
matter emission by road transport in Hungary in 1993

ginning of the 1980s. The state kept ordering the ser-
vices, but failed to pay for them since 1983 (see Figure
II.2.7.3.d.). Therefore the passenger transport branch
of the Hungarian State Railways Co. (MÁV), and to-
gether with that also the whole company, has become
heavily loss-making. As a consequence, it was hardly

possible to effect new investments to improve the com-
petitiveness of the railways; what is more, there was not,
and even today there is not, enough money for the nec-
essary maintenance and renovation tasks either. Thus,
MÁV was forced to reduce substantially the funds to
be spent on upkeep, maintenance, renovation and mod-
ernization. Even today only less than 80 per cent of the
necessary investment resources are available at MÁV
Co., but in the past decades this level of resources has
characteristically been under 60 per cent (see Figure
II.2.7.3.e.). This practice of the Hungarian state is con-
trary to EU Council decree No. 1191/69, saying that if
the state orders public transport services, and the re-
ceipts from fares do not cover the costs, then the state
has to pay for the loss. (Decrees of the EU Council are
statutes with mandatory effect for all member states.)
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Source: Hungarian State Railways (MÁV) Co.

Figure II.2.7.3.f.: Planned resources for investments
in 2001 by the Hungarian State Railways Co.

Source: Hungarian State Railways (MÁV) Co.

Figure II.2.7.3.e.: Changes in the level of development funds
of the Hungarian State Railways Co.

We think it is a mistaken policy that the state, in-
stead of allocating sufficient resources from the central
budget, forces the railway company to take up interna-
tional loans (see Figure II.2.7.3.f.). MÁV Co. is unable
to pay back the loans, so from time to time it needs
rehabilitation by the state. Consequently, the amounts
used for renovation and other investments will have to
be paid after all from public funds anyway, at the cost of
taxpayers. In addition, tax-paying citizens will have to
pay also for the interests of the loans, making foreign
banks even richer. What is more, international finan-
cial institutions set as a precondition, among others,
that the number of trains and railway stops should be
reduced and at least one-seventh part of the railway

network should be closed down. This is a grave inter-
ference in the internal affairs of Hungary, and the Hun-
garian Government acted irresponsibly when it provided
state guarantees for such loans. (The loan contract, of
course, does not mention shutting down railway lines,
only handing them over to other entities; nevertheless
these steps will in practice lead to closing down the con-
cerned railway sections. Fortunately the banks did not
take this stipulation seriously, because the deadline set
for the implementation expired already a long time ago,
but the affected railway lines are still in operation. If
adequate funds are not available for the renewal of those
sections, though, it is to be feared that they will simply
reach such level of physical deterioration that closing
them down will become inevitable.)

During the last two decades, transport-related mea-
sures at the level of state politics have repeatedly hit the
more environmentally friendly railway transportation,
placing it into an ever more disadvantageous position.
Among such interventions one of the most important
was that up until 1991 the tariffs of freight transporta-
tion into COMECON countries were kept at an ex-
tremely low level in order to promote integration of these
countries into the COMECON. As a result, in 1990
alone, MÁV incurred losses worth some HUF 80 billion
at current prices. Considering the whole period under
review, revenues lost by MÁV owing to the above factor
may be estimated at several hundreds of billions of HUF.

Another major political decision affecting the Hun-
garian railways was the Yugoslav embargo, which caused
direct losses totalling about HUF 50 billion for the Hun-
garian State Railways Co.

In connection with Yugoslavia, MÁV suffered losses
due to other political reasons as well. MÁV’s interna-
tional accounting system is based on multilateral inter-
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Figure II.2.7.3.g.: Specific energy use of passenger
transport in the European Union

(petroleum ton-equivalent/million passenger-kilometres)

Source: European Commission, 1999

Figure II.2.7.3.h.: Specific energy use of freight transpor-
tation in the European Union

(petroleum ton-equivalent / million ton-kilometres)

Source: European Commission, 1999

national and bilateral interstate agreements. These
agreements can only be modified with state approval.
Towards the former Yugoslavia, the Hungarian state
delayed taking the necessary steps for political reasons,
which resulted in outstanding debts due to MÁV in
the value of some HUF 30 billion, which is still unsettled
today. Since this loss, again, is incurred as a consequence
of a state decision, the Hungarian state should purchase
immediately the obligations of such origin from MÁV
Co., in one lot, at full price with accrued real interests.
(Payment of the interests is even more justified because
MÁV was compelled to take up substantial loans for
lack of appropriate state measures.) It is to be noted
that although repayment of the Yugoslav debt has
started recently, this is an extremely slow process and
is made in very small instalments.

Introducing the system of free travels for Hungar-
ian citizens aged between 65 and 70 was once again an
entirely political decision. This causes MÁV to lose rev-
enues worth about HUF 2 billion every year. (This
amount is higher than the savings MÁV could achieve
annually by closing down 1000 km secondary railway
lines – plans for such steps appear from time to time
among the news.)

To avoid misunderstandings, we have to underline
that we do not want to dispute whether the mentioned
decisions were politically right or not. “All” we want to
call the attention to is that these government decisions
had nothing to do with the market economy (they were
taken at a purely political level), but the resulting losses
had to be borne by an economic enterprise, the Hun-
garian State Railways Co., operating in keen market
competition. And that is unacceptable for us.

While the state failed to pay the railways for the ser-
vices it had ordered, and made the railway company
pay for a large part of its decisions taken for state politi-
cal reasons, ever larger preferences have been given to
road and air passenger and freight transportation (see
Chapter II.3.). These steps have been taken in spite of
the fact that railway transportation has proved to be
much more favourable than its mentioned competitors
regarding energy consumption (see Figure II.2.7.3.g.)
and the related air pollution (see Figure II.2.7.3.h.), as
well as land occupation (see Figure II.2.7.3.i.), accident
ratios (see Figure II.2.7.3.j.) and noise emission.

MÁV Co. has elaborated its detailed concept about
the future of the Hungarian railways. The concept has
divided the railways into two main parts: about half of
the network will remain in the primary network, while
the other half will form part of regional railway networks.
The issue of financing has been a key problem in elabo-
rating the concept. Only the primary network may count
upon state funding, and even that support will depend
on the financial standing of the Hungarian state budget.
Within the concept, the part concerning funding is un-
acceptable because it is contrary to the provisions of the
Act on Fair Economic Competition that the rival road
freight transportation receives huge direct and indirect
subsidies, although its operation has a specific environ-
mental pollution level which is by more than a whole
order of magnitude higher than that of the railways. What
is more, road transportation uses the infrastructure vir-
tually free of charge. Owing to the practice of cross-fi-
nancing, these costs are paid by car-owners, constituting
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Figure II.2.7.3.i.: Land occupation of modern railways and motorways,
calculated for equal transportation performance

Figure II.2.7.3.j.: Average costs of traffic accidents
in the European Union, Norway and Switzerland

(EUR / thousand passenger-kilometres)

Source: Infras, IWW, 2000

the overwhelming majority of Hungarian citizens, and –
through taxes – by the whole population.

Manufacturing of railway vehicles in Hungary is a
closely related issue, and the government should treat
it as a high-priority task. (Clean Air Action Group pre-
pared a study on the subject and published it as an ap-
pendix to the 1998 budget proposals. At request a copy
will be sent to anyone interested.)

We propose that an additional HUF 100 billion be spent
on improving railway services in Hungary. Once these
funds are available, the EU might be ready to grant Hun-

gary a support worth at least the same amount, because
this will contribute to bettering the environment, and
enhancing the competitiveness, of the European Union
as well. However, to restore the competitiveness of
railways, of course a much larger amount of funding is
needed, and the market-distorting subsidies granted to
road freight transportation should also be eliminated.

2.7.3.3. Aiding the depressed north-eastern
region of Hungary through support to
railway transportation

It is a well-known fact that Hungary’s western part
has already established strong trade relations with the
EU countries. However, eastern regions of the country
are increasingly lagging behind. North-East Hungary is
practically a crisis zone, an economically backward area.
Therefore various preferences should be applied to make
those regions capable of catching up with the devel-
oped parts of Hungary and the EU. Offsetting partially
the costs of using environmentally friendly means of
transport (such as railway and combined freight trans-
portation) by applying rebates (refunds of freight) could
be an efficient way of giving a boost to those regions
and promoting the least polluting means of transport.
(Actually, a similar technique was already used about a
hundred years ago in Transylvania to boost economic
development.) The amount refunded could be the dif-
ference between the tariffs of road and railway trans-
portation, which is approximately HUF 5 per freight
ton-kilometre. Assuming that one million tons of goods
are transported a year, and taking into account the dis-
tance of the transportation, the refund would cost the
government approximately HUF 5 billion. But this mea-
sure would decrease the rate of inflation and the level
of environment pollution, and railways would obtain
orders to carry goods, which could result in lower needs
for state subsidies. As demand for railway transport in-
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creases in Hungary, EU railway companies could also
realize extra revenues. (Such a programme meets sev-
eral EU criteria, so it could open up ways to have access
to substantial EU funds.) If it is appreciated and ac-
cepted by EU countries, the system of freight rebates
could be applied to transit of goods from Eastern Euro-
pean countries as well. It is worth mentioning that this
way, competitiveness of these underdeveloped regions
(i.e. eastern Hungary) could improve, whereas by con-
structing motorways the costs of goods produced in these
regions would go up (among others as a result of paying
large amounts of tolls) and aggravate further their eco-
nomic backwardness compared to the European Union.

2.7.3.4. Significantly improved system
of logistics

Inadequate logistics (low service levels and uncoor-
dinated operations of interrelating systems) are one of
the main reasons of the already mentioned excessive
use of freight transportation. To avoid this, Hungary’s
central and local governments should provide sufficient
assistance to improving significantly the system of lo-
gistic services, which would contribute to reducing the
need for transport at the level of the national economy,
as well as to lessening environmental pollution. Doing
so, spectacular results can be expected in freight trans-
portation within town boundaries. International expe-
rience has proved that with good systems of logistics in
place, 30 to 50 per cent of the goods transport traffic of
lorries and trucks can be avoided in the densely popu-
lated inner areas of cities and towns. The number of
vehicles used may drop by 40 per cent, while their rate
of utilization may go up to 80 per cent on average. In
addition, such measures may reduce to the minimum
the roadway area occupied by transport vehicles during
loading and unloading. All the above impacts could lead
to alleviating people’s health problems and to making
towns more attractive again.

2.7.3.5. Promoting the general use
of traffic calming measures

It is especially important to assist and encourage lo-
cal governments in elaborating traffic calming
programmes as well as safe and pleasant conditions for
pedestrians and cyclists in densely populated areas. Le-
gal regulations, Parliament resolutions and also
Hungary’s international commitments demand such
measures; however, in practice virtually nothing has
been done for the implementation. To change this situ-
ation, state measures and means should also be involved.
They should provide local governments with sufficient
and high quality professional directives, introduce new

technical specifications, supply extensive information
to the general public and give financial support to spe-
cific development projects through tenders.

2.7.3.6. Abolishing financial discrimination
against bicycle use

It is worth considering that cyclists and pedestrians
should be granted the same non-taxable travel allow-
ance as motorists, when they travel or walk the same
distance to work. It is unjustified and, presumably, un-
constitutional that a means of transport which is seri-
ously harmful to the environment is favoured against
other, less polluting transportation methods. A mea-
sure ensuring equal financial conditions for cyclists and
pedestrians could benefit the entire community in sev-
eral ways: environment pollution would be reduced, mo-
torcars would be used in smaller number, thus easing
congestion and land occupation, and people could live a
healthier way of life. The idea is quite feasible: the mu-
nicipality of a town in England, for instance, has used
this incentive successfully to persuade its employees to
use a bicycle instead of a car when travelling to work.

In the Netherlands, tax allowances have been avail-
able since 1995 for employees who ride a bicycle when
going to work. If employees use their own bicycle for
their daily travel to work, the employer may grant them
a non-taxable allowance worth NLG 0.12 per km (1
NLG = 0.45 EUR), or this amount may be deducted as
an expense from the income tax. The employer may
give the employee a bicycle in the maximum value of
NLG 1500 in every third year, which, in taxation, will
be regarded as an allowance in kind worth NLG 150. If
the bicycle is not given into the possession of the em-
ployee for five years, but only made available for them,
then there is no tax-payment obligation concerning the
allowance. Bicycles under the value of NLG 1000 may
be written off in the year of acquisition, and those of a
value between NLG 1000 and 1500, over a period of
three years. In addition, once in every three years the
employer may also grant the employee financial assis-
tance, exempt from taxes, to purchase bicycle fittings.
Insurance costs may also be paid to the employee free
of any taxes. (Source: Ecological Tax Reform, Vol. II,
published by the Hungarian Centre for Environmental
Economics /MAKK/ in 2000)

In Hungary, too, employees should be entitled to
purchase bicycles for their daily travel to work, and to
deduct such expenses from their personal income tax,
in line with some international examples. Simulta-
neously, it would be worth assessing the possibility to
introduce a system of bicycles to be used free of charge
in Budapest, similarly to the practice of several Euro-
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pean cities. The resulting one-off demand for a large
quantity of bicycles should be coupled with the need to
boost Hungarian manufacturing and employment
(“Csepel” bicycles), in a manner that, for environmen-
tal protection reasons, the Csepel Bicycle Manufactur-
ing Company should be allowed deferred payment or a
preferential, interest-free payment for its tax and social
security contribution obligations.

Another possible solution would be to give employers
the right to purchase bicycles for their staff to use for
going to work, without having to pay personal income
tax and social security contribution on those purchases.
It is also advisable to promote that safe bicycle storage
facilities are established.

In our view, the task of bringing cycling into general
use should be treated as a complex programme, and ad-
equate incentives should be given to each element of the
programme. More funds should be allocated to creating
the conditions needed for safe bicycle traffic and to es-
tablishing appropriate bicycle storage facilities as well.

We propose that an additional HUF 12 billion be de-
voted to propagating the use of traffic calming measures
and to improving the conditions for bicycle traffic.

2.7.3.8. Giving preferences to the use
of taxis

Using cabs is much more beneficial both economi-
cally and environmentally than a practice when every-
one drives one’s own car. Using more cabs could re-
duce congestion on the roads, traffic jams and parking
problems. In some cases even public transport can ben-
efit from the widespread use of taxis (e.g. when people
cannot use public transport services at night to return
home, and they rather use their cars to be on the safe
side). Therefore we recommend that the use of cabs
should be given preferential treatment in Hungary as
well, similarly to several EU countries. There are many
possible methods for such preferences; below are only
some examples of the available options.

Public institutions in Budapest may reduce their
fleets of motorcars to half of their current size on aver-
age, and use a portion of the money spared for travel-
ling by cabs. (This would also have an enterprise-pro-
moting impact.)

Taxi drivers pay substantial amounts of taxes (ex-
cise duty, VAT, personal income tax, social security
contribution, local tax on trade, etc.), which reduce
their net revenues. So they have low real incomes
and, as a consequence, low pensions (besides, they
can earn less when they are older, because taxi driv-
ing is a hard work).

Therefore we recommend that the Hungarian Tax and
Financial Auditing Office (APEH) should transfer, let’s
say, a five-percent share of the total accounted tax
payment of taxi drivers to their individual pension ac-
count. It could strengthen the tax-paying moral as well.
At the same time, stricter conditions should be set for
taxi-driving (environmental specifications, professional
and ethical requirements, etc., announced in advance).

2.7.3.9. Abolition of motorway tolls

We recommend that the motorway tolls should be
entirely abolished.

Abolition of motorway tolls is justified by the fact that
costs caused by road transport are particularly high in
densely populated areas. This is highlighted also in the
study titled Efficient Transport for Europe – Policies for
Internalization of External Costs, published by the Euro-
pean Conference of Ministers of Transport (ECMT).
Emission of 1 kg pollutant causes much more damage in
urban areas than in the country, because much more
people are affected by the same pollution. Also the noise
emission per one vehicle-kilometre has significantly
greater adverse impacts within densely populated areas
than outside towns and villages. On the other hand, the
construction and maintenance of roads and connected
facilities cost huge amounts of money in urban areas, too;
and to make matters worse, in such areas motor vehicle
traffic severely damages the buildings and the public utility
infrastructures as well. In some cases traffic congestions
aggravate considerably the damage, and they primarily
affect towns and cities.

According to the European Conference of Ministers
of Transport, in order to make the participants of road
transport pay for all the costs and damage they cause, it
would be necessary to raise significantly the taxes and
charges imposed on cars and trucks. At the same time,
additional charges should be imposed on vehicles used in
urban areas; as compared to the amounts payable outside
populated areas, these charges should be by 55 per cent
higher for cars, and by 110 per cent higher for trucks. This
would mean an average difference of EUR 3.5 for cars and
EUR 13.4 for trucks per 100 km (see Figure II.2.7.3.9.).

Consequently, through the motorway tolls, the state
imposes more burden just on the less harmful part of
transport. What is more, as a consequence of the tolls,
motor vehicle owners who are more price-sensitive tend
not to use the motorways, but rather to choose the roads
going through towns and villages. As a result, traffic
and environmental conditions often become almost
unbearable in the settlements along these roads. Thus,
the motorway tolls cause also innocent inhabitants of
the towns and villages concerned to pay with the dete-
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rioration of their health and their environment, al-
though they usually do not receive any share of the ben-
efits brought about by the transit traffic.

Operating a sticker system for payment of motorway
use is also unreasonable, because stickers are valid for a
set period, so there is no correlation with the length of
travel on the motorway. This means that motorists driv-
ing less will partly pay also for drivers who use the
motorway more frequently.

In 2002, revenues of the state budget from the sales
of motorway stickers amounted to some HUF 12 billion,
while the connected state expenditures totalled HUF 2
billion. So the Hungarian state only had net revenues of
HUF 10 billion. The M5 motorway involves particular
problems. The AKA Co. operating the M5 had revenues
of nearly HUF 7 billion from motorway tolls, but operat-
ing and maintaining the toll payment system also caused
large expenditures for the company. Consequently, by
abolishing all motorway tolls, the amount of lost revenues
would not exceed HUF 17 billion, which should be as-
sumed by the state in a manner that these funds are raised
from another source. And, for the entire amount, this
source should be the road charge to be imposed on heavy
trucks, because these vehicles cause the largest part of
the road maintenance costs. (We will discuss this sub-
ject more in detail in the chapters that follow.)

All that has been said above does not imply that
Clean Air Action Group supports the construction of
new motorways in Hungary. A forced motorway con-
struction programme must not be financed from loans.
The already limited resources should rather be spent
on vocational training, which is a much more efficient
use both economically and socially. And the task of re-
lieving towns and villages from the harms caused by
transit traffic can also be implemented in other ways at
much smaller costs and with much less damage to the
environment. Such methods include improvement of
railway transportation and public transport services,
traffic calming in inner urban areas, better traffic man-
agement, appropriate settlement development policies
and construction of relatively short by-pass road sec-
tions to avoid towns and villages. (In connection with
this subject see also Appendices Nos. 5 and 7.)

2.7.4. Protection of air quality

Half of the population in Hungary live in areas where
the air is polluted to some extent. Air quality needs to
be improved considerably by implementing the propos-
als mentioned earlier in this document and through
various other measures.

Having an air quality measurement network of ad-
equate density and standard in place is not a substitution
for the required actions, but it is a precondition for such

steps, therefore the needed budgetary resources should
be allocated for this purpose. It would be advisable to
look into the possibility to get Hungarian manufacturing
industries better involved in the production of measur-
ing apparatuses (at present, supply of spare parts for the
existing instruments poses a major problem).

2.7.5. Protection against noise and vibration

Over the last decades noise has become one of the
most severe environmental harms affecting the popu-
lation. Besides other measures proposed in the present
study to combat noise pollution, in some cases direct
state support is needed (to establish natural or artificial
noise barriers, for instance).

2.7.6. Organizing integrated
waste management

Nearly 104 million tons of waste is produced in Hun-
gary a year. On the one hand, this causes severe envi-
ronmental pollution, and on the other shows how waste-
fully raw materials are being used. It is an urgent task to

Figure II.2.7.3.9.: Additional charges to be imposed
on users of motor vehicles, as proposed by the European

Conference of Ministers of Transport

*Based on the National Bank of Hungary exchange rate on 29th

March 2002
Source: ECMT, 1998
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reduce the amount of waste produced, to introduce se-
lective waste collection, as well as to make reusing and
recycling generally pursued practices. The new Act on
Waste Management and the National Waste Manage-
ment Plan (which is expected to be approved by the
Hungarian Parliament soon) will contribute to allevi-
ating the situation, but they are far from being suffi-
cient to solve all the existing problems in this area.
Hulladék Munkaszövetség (HUMUSZ) Hungarian en-
vironmental NGO has elaborated detailed proposals to
address the issue of waste management, and we fully
support the implementation of this concept.

2.7.7. Water and soil protection

The last few decades have seen a significant dete-
rioration of water quality both in terms of underground
and surface waters. Only 57 per cent of all Hungarian
inhabitants have sewers installed, which is an impor-
tant source of pollution, whereas nearly 97 per cent of
the population has access to public utility water supply.
The situation is further aggravated because a large part
of the sewage is not or not adequately treated. Budapest
and some major provincial towns are particularly lag-
ging behind as far as waste water treatment is concerned.
Soil quality has also become poorer in many areas. To
improve this situation, the state budget should provide
substantial direct financial support.

2.7.8. Support of the National Agrarian
Environmental Protection Programme

Agricultural methods widely used in the past few
decades are largely responsible for reduced biodiversity,
degradation of soils, less varied and attractive land-
scapes, as well as for chemicals entering the food chain,
often causing damage to health. The most important
task today is to form a state-of-the-art, environmen-
tally sound agrarian economy.

As a result of the anti-smoking campaigns and the
ban on tobacco advertising, this destructive habit will
hopefully lose ground among the population. With a view
to rearranging the jobs of those now working in the to-
bacco industry and tobacco-growing, too, increased sup-
port should be given to organic agricultural production
(e.g. in the Nyírség region in eastern Hungary).

We propose that HUF 35 billion extra support should
be allocated for the National Agrarian Environmental
Protection Programme. Out of this amount, HUF 20
billion should be ensured by rearranging funds avail-
able for the Ministry of Agriculture and Rural Devel-
opment, and HUF 15 billion should be granted as addi-
tional funding from the state budget.

Positive results of the programme would include
thousands of new jobs and increasing volumes of sur-
plus products, most of which would be sold in foreign
markets. In this manner Hungary could also have ac-
cess to substantial EU funds for this purpose. Extra
support to the programme would lead to adding 100
thousand hectares to environmentally sound farming,
with a surplus production worth some HUF 100 bil-
lion. This value is mostly made up of wages, so the
state budget may increase its revenues by some HUF
30 to 40 billion.

In connection with this issue see also Appendices Nos.
2 and 3, titled Proposals for the chapters related to agricul-
ture in the state budget bill, and Proposals for the chapters
related to agriculture in the 2004 state budget of Hungary,
respectively.

2.7.9. Nature conservation; protection,
improvement and extension of Hungary’s
forest-lands and the green areas of its
settlements

It is essential to fulfil the tasks listed in the National
Nature Conservation Primary Plan, which was prepared
on the basis of Act LIII of 1996 on Nature protection.
One of the most urgent tasks is to increase the total
area of forest-lands to 20 per cent of Hungary’s terri-
tory, and to 25 per cent in the long run. Protected natu-
ral areas should cover 12 per cent of the country’s whole
area. State budget contribution is indispensable to
achieve the goals set in the Plan.

Green areas in towns and villages should primarily
be protected and improved through indirect economic
implements and appropriate legal regulations, but di-
rect state support is also needed.

Considering the annual reports of state forest man-
agement companies, the aggregate annual profit from
business activities of all Hungarian forest companies may
be estimated at HUF 2 billion. Consequently, over and
above the current subsidies, it would be enough to de-
vote an additional HUF 2 billion to avoid the negative
environmental impacts caused by profit-oriented activi-
ties of state forest management companies. Better en-
forcement of the ecological, protective and public wel-
fare functions of state-owned forests may contribute to
raising the living standard of local population, boosting
tourism and related services, and reducing healthcare
expenditures at the level of the society as a whole.

For the efficient management of socially-owned for-
ests, it is essential to elaborate and operate an appro-
priate system of targets and implements. Nature pro-
tection requirements and expectations of the Hungar-
ian society can only be fully met if these forest-lands
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are kept under state control and are managed along the
lines of the above objectives. Financial basis for such
operation can be secured partly from the sales revenues
of timbering and partly from budgetary sources, as allo-
cation for a state assignment. The latter part of the
funds, estimated at about HUF 6 billion, should be al-
lotted to forest management entities through contracts
of administration, which are specified and controlled
in detail. This task financing system will ensure equal
operation for functions and services that cannot be
placed on a market basis.

To achieve efficient operation of Hungarian forest
management companies, they should be transformed
into public service companies, and they should be pro-
vided with a contractual subsidy of HUF 8 billion per
year, allocated from the state budget.

Privatization of even more state-owned forests can-
not be a solution for the above problems, so we cannot
support such policies. Today’s practice unfortunately
shows a rather short-term approach on the part of own-
ers of private forests, who often manage their property
aiming at a quick return on their invested capital. This
has led to a growing share of forest plantations made up
of trees which are not indigenous species in the given
area, but grow fast and can be timbered after a rela-
tively short period of time. In addition to that, under
these management practices, the cutting age of the na-
tive tree species (e.g. Turkey oak) has also been low-
ered. One of the necessary preconditions of sustainable
use is that short-term economic interests of owners
should not clash with long-term objectives. Therefore
we have taken the view that forest areas to be incorpo-
rated into the National Land Fund in the future, as well
as land areas potentially suited to become afforested
should also be taken under administration by the state
or by non-profit organizations.

As regards the proportion of forest-lands within the
total national area, Hungary is in the last position among
European countries (see Table II.2.7.9.). This is another
reason for changing the current situation as soon as
possible.

(This section has been compiled by using the mate-
rials prepared by WWF Hungary.)

2.7.10. Removal of long-term environmental
damage and rehabilitation of contaminated
areas

In conformity with the National Environmental
Rehabilitation Programme, budgetary sources should
provide most of the funding for removing long-term
environmental damage and for rehabilitating contami-
nated areas, which belong to the scope of responsibility
of the Hungarian state.

2.8. Increased support to small and
medium-sized enterprises

We think that it is vital to enhance the competitive-
ness of Hungarian small and medium-sized enterprises
(SMEs). Importance of this economic sector is proved
by the fact that it makes a 50 per cent contribution to
Hungary’s GDP and provides two-third part of the jobs.

In Chapter 9 of the present document we will dem-
onstrate that large foreign companies are granted huge
subsidies in Hungary. Considering that, we cannot ap-
prove of the current subsidization policy concerning
small and medium-sized enterprises and the amounts
of funds they are allotted. Hungarian SMEs can also be
supported by cutting back the unnecessary subsidies
given to foreign-owned companies. (See the Hungar-
ian State Audit Office’s Report on the Economic De-
velopment Target Programme.) Profits are chiefly real-
ized at business entities selling the end product. This is
why it is a false concept that Hungarian SMEs should
only work as subcontractors engaged in supplying prod-
ucts to large foreign companies.

Figure II.2.7.9.: Area of forest lands in selected European
countries as a percentage of the total area

Source: International Statistical Yearbook of the Central
Statistical Office of Hungary
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The subcontractor programme outlined in the
Széchenyi Plan (National Economic Development Plan)
is also very much questionable. As a matter of fact, this
programme provides hidden subsidies to multinational
corporations, which is again a factor which distorts
market conditions. What is more, several of these com-
panies carry out activities that are environmentally un-
sustainable, or contribute to expanding such activities
(car manufacturing companies, for instance). On the
other hand, it involves excessive risks economically if
Hungarian entrepreneurs depend too much on the op-
eration of foreign companies in Hungary. In case some
of these firms decide to relocate their activities into
another country, it may have very severe adverse im-
pacts on the Hungarian economy.

In its country report on Hungary for 1999, the Eu-
ropean Union, too, disapproved of the heavy tax bur-
dens imposed upon, and the discrimination against,
small and medium-sized enterprises. (The report criti-
cized, for instance, that for SMEs the average payable
corporate tax level is 17 per cent, whereas for multi-
national companies it is only 8 per cent – as a conse-
quence of the preferences.) Nevertheless, we think
that it would be a completely wrong policy to base the
support of SMEs largely upon granting them individual
subsidies. Such subsidization is contrary to the prin-
ciples of market economy, violates the rules of fair eco-
nomic competition, brings down the general level of
economic efficiency and provides also opportunities
for corruption. In our opinion, only normative subsi-
dies can be acceptable tools if Hungary wishes to avoid
the above adverse impacts. Furthermore, if more funds
are spent on education, culture and healthcare, it will
primarily assist SMEs: on the one hand, because many
SMEs work also in these sectors, and on the other,
because this will create additional demand for prod-
ucts and services supplied by SMEs operating in other
branches of the national economy.

Reduction of the payable social security contribu-
tion from its rate of 39 per cent in 1998 to 33 per cent
in 1999 had a particularly favourable effect on the ac-
tivities of SMEs, for these companies employ relatively
more live labour. Our calculations show that as com-
pared to 1998 and using 2000 prices, this measure cut
down wage costs by HUF 210 billion in 2000. There-
fore, the continued reduction of wage costs should re-
main a major “normative” measure to support SMEs in
Hungary also in the future. At present an average HUF
1.14 state budget burden is imposed on HUF 1 net wage.
As of 1st January 2001, the rate of social security con-
tribution came down to 30 per cent, and as of 1st Janu-
ary 2002 it was further cut down to 29 per cent. The
current Hungarian Government has plans to reduce
further the social security burdens.

Release of taxes on the minimum wage in 2002 also
lessened the wage burdens of enterprises.

It would be more advisable to make some of the SMEs
rather the subcontractors of the Hungarian-owned, so-
called regional multinational companies, because in this
manner they would form and integral part of the national
economy, reinforcing thereby its cohesion. It would also
be important to lay much more emphasis on developing
the Hungarian environmental protection industry.

In the state budget of 2003 we propose to devote addi-
tional sources in the value of HUF 20 billion to the sup-
port of small and medium-sized enterprises. In our opin-
ion this can be achieved in the following way. In public
procurement tenders, Hungarian products take prece-
dence even if they are at most by 10 per cent more
expensive than the imported product. As a consequence,
Hungarian customers placing orders are in practice
counter-interested in purchasing domestic goods. Tak-
ing into account that state budget burdens (social secu-
rity contribution, personal income tax, etc.) represent
about 50 per cent in the value of most of the character-
istic Hungarian products, it would be in the interest of
the national economy to give domestic goods priority
over foreign merchandise even if they cost twice as much.
This contradiction can be resolved if the state budget
disburses the mentioned 10 per cent to the customer
placing the order. Thus the additional HUF 20 billion
Hungarian support would result in domestic orders
worth HUF 200 billion, which in turn would increase
state revenues by some HUF 100 billion. In terms of
employment, this would secure approximately 100 thou-
sand jobs. This outflow of resources would improve the
external economic balance as well, because on the one
hand it would partly squeeze out imported foreign prod-
ucts, and on the other it would bring about an expan-
sion of exports. From 2004, resulting gross revenues of
the state budget would amount to at least HUF 50 bil-
lion (personal income tax, social security contribution,
corporate tax and local tax revenues).

In addition, such measures would ease the setback
resulting from the economic recession. We would like to
point out that these economic impacts of the Széchenyi
Plan have been favourably evaluated by the Council of
Finance Ministers of the European Union. The narrow-
minded restrictive monetary approach, now prevailing
in Hungary, should be abandoned in this sector as well.

In contrast to Hungarian practice, in the EU nearly
400 different normative support schemes are involved
in assisting SMEs at community level, with funds total-
ling over EUR 10 billion a year. Over and above these
programmes, individual member countries operate ex-
tensive subsidization systems at national level, too.
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As far as the Hungarian system of supporting re-
search and development activities is concerned, there
is a particularly strong discrimination against SMEs,
because such extraordinary state subsidies are only
granted to large foreign corporations.

The Hungarian Ministry of Finance recommends
that SMEs should be supported by granting them inter-
est subsidies on bank loans taken up for development
projects, but only up to a limit of HUF 5 million. This
support scheme in practice means subsidization of the
lending banks, because SME subsidies are not coupled
with appropriate credit conditions. Since banks are in a
dominant economic position, it is predictable that they
will be the beneficiaries of this situation. In the case of
companies in majority foreign ownership, subsidies are
generally not tied to banks or bank loans, but are granted
directly (e.g. the Hungarian Tax and Financial Audit-
ing Office refunds the paid taxes).

Therefore we recommend that the system of provid-
ing state subsidies through bank loans should be aban-
doned and the funds so becoming available should be
granted to SMEs in the form of tax allowances.

2.9. Promotion of environmentally
sound tourism

Under the current system, the Hungarian state budget
adds a contribution of HUF 2 to each HUF 1 of tourism
tax (local resort tax) collected on the basis of the duration
of holiday-makers’ stay. Introduction of this system was at
the time justified by the need to make local governments
interested in imposing and collecting the tax. This system
of incentives has become superfluous by now. For 2002
the state budget estimated subsidies worth HUF 5.8 bil-
lion for Hungarian local governments to complement the
HUF 2.9 billion they collected as taxes in the above man-
ner. We recommend that as of 2004 the tasks related to
holiday resorts should be divided into two categories: eco-
tourism and other tourism. Certain types of tourism and
tourism in general above a certain extent cause severe
environment pollution. Therefore making the tourism sec-
tor more decentralized and more ecological are tasks which
definitely deserve state support.

State contribution to eco-tourism should be HUF 3 to
complement each HUF 1 collected as tourism tax (ex-
cept for taxes related to buildings), while in the cat-
egory of other tourism a proportion of 1:1 should be
enforced. In this way, state support would be rear-
ranged from areas that are environmentally overloaded,
partly by tourism, to environmentally less problemati-

cal areas. Such a measure would also enable underde-
veloped Hungarian regions to have access to more EU
funds (this additional support may amount to as much
as HUF 1 billion). Before introducing this system, it is
necessary to elaborate precisely the criteria and the
preferred target areas of eco-tourism, so that the ad-
verse environmental impacts ensuing from tourism can
be prevented well in advance.

We were glad to see that in recent years substan-
tial amounts have been devoted, and are even today
being devoted, to developing medical tourism – in
conformity with our earlier proposals. In our opin-
ion the most important task now is to enhance the
rate of utilization of existing capacities.

Implementation of this task could be promoted by con-
cluding bilateral agreements between the social secu-
rity systems of Hungary and of the EU countries (first
Austria and Germany).

Hungary’s competitive advantage is guaranteed by the
average wage level of Hungarian medical doctors, which
is around twenty times less than their counterparts’ in
the EU countries. The agreements would prevent Hun-
garian health service employees, who had been trained
at very high costs, from being forced to seek employment
individually abroad or finding themselves without any
job opportunity in Hungary, increasing thereby the level
of unemployment. This would also be beneficial for the
EU countries because medical treatment in Hungary costs
significantly less than it does in EU countries.

Social security systems are going through a crisis even
in member states of the European Union as a result of
the ever-increasing expenses. Being less expensive,
medical service in Hungary could provide assistance for
the EU. On the other hand, in Hungary this solution
would ensure employment for doctors and medical per-
sonnel. Chances for such an arrangement are consider-
ably increased by Hungary’s accession to the EU in 2004.

As a result of the above favourable measures, eco-
tourism and medical tourism are expected to show a
significant growth – especially because this tendency is
also gaining strength in the EU. Within the Central and
Eastern European region Hungary may have a pioneer-
ing role in these new sectors. Particularly the eastern
part of Hungary can experience a boom in this type of
tourism. Our preliminary calculations show that the
number of visitors a year may increase by as much as
100 thousand, which can bring about extra revenues
worth at least HUF 10 billion in the first years. About
half of that amount, i.e. HUF 5 billion, can be realized
by the state budget as gross revenues.
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B.) Elimination of subsidies granted to activities dam-
aging the environment and human health

“Any forms of state subsidies which distort market
competition or threaten to distort it through giving
preference to some enterprises or products ... are in-
compatible with the common market.”

Section 87 of the Treaty of the European Communities

“The Community’s environmental policy is aimed at
achieving a high-level protection, taking into consider-
ation the differences which exist between the
Community’s regions. The environment protection
policy is based on the principles of precaution and pre-
vention, on the «polluter pays» principle, as well as on
the principle that environmental harms have to be elimi-
nated at the place where they occurred, and the pol-
luter has to pay for the damage caused.”
Paragraph 2 of Section 174 of the Treaty of the European

Communities

We think that it is of crucial importance to elimi-
nate as soon as possible the direct and indirect state
subsidies that are at present being granted in Hungary
to activities and products which seriously damage the
environment and human health, use up non-renewable
resources on a large scale and are sometimes closely
connected to the black economy. Besides, related con-
trols and penalties should also be made stricter. Cur-
rently in Hungary some environment-polluting activi-
ties gain extra profits by exploiting non-renewable natu-
ral resources, i.e. thereby they benefit from undeserved
competitive advantages.

Implementation of an environmental state budget
reform is made indispensable by the need to improve
the general state of the environment, and to enforce
economic rationality and social justice. Furthermore, it
is required by Hungary’s international commitments,
as well as by several official documents of the EU, such

as the Amsterdam Treaty of 1997. The OECD Council
issued a guideline (No. C[72]128) as early as in 1972,
which was followed by several documents and studies
in later years. The guideline says:

“Natural resources are scarce as a rule, thus their
use in production and consumption may lead to their
deterioration. Unless the costs of that damage are in-
corporated into the prices, the market will not be able
to reflect the scarcity of the resources either in a spe-
cific country or internationally. That is why measures
are required to reduce pollution and allocate the re-
sources in a more efficient manner by implementing
product prices (which are connected to the quality and/
or quantity of the resources used in their production)
that reflect more precisely the relative scarcity of the
resources, and to ensure that the economic participants
concerned act accordingly. ...The «polluter pays» prin-
ciple is an effective means of encouraging the more ra-
tional use of scarce natural resources and avoiding dis-
tortions in investment practices and in international
trade. Therefore, it is a principle to apply when divid-
ing the costs of preventing and controlling pollution.
This principle means that the polluter must pay for all
the costs incurred during the implementation of the
above measures taken by authorities to restore the en-
vironment to a reasonable state. Or, in other words,
the prices of goods and services, the production and/or
consumption of which cause environmental damage,
must cover the costs of rehabilitating the environment.”

We would like to emphasize that an environmental
budget reform, if properly introduced, would not increase
costs at the level of the national economy. It would only
charge the already existing expenses to those who are
responsible for those costs. As a result, it would enhance
the overall efficiency of the Hungarian economy, which
would bring about a lower aggregate cost level.
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At present, prices of motor vehicle transport fail to cover
all the costs involved, for instance, the costs of the en-
vironmental and health damage this sector produces.
(For more details see Appendix 4.) External costs need to
be incorporated into the prices by all means; economic
rationality and social justice, as well as Hungary’s com-
mitment to European standards require it. The Green
Paper titled “Towards Fair and Efficient Pricing in
Transport” published in 1995, and the White Paper
titled “Fair Payment for Infrastructure Use” released in
1998 strongly manifest EU policies on transport. The
documents clearly reveal that in each member country
of the EU, a significant part of the road freight and pas-
senger transport costs is not borne by the actual users
of transport, and that these costs should eventually be
enforced in transport prices.

A resolution (CEMT/CS[98]5/FINAL) adopted by
the Conference of European Ministers of Transport
(CEMT) in Copenhagen in May 1998 states that a large
part of the losses and damage generated by transport is
still not paid by the users of transportation services, and
it calls for member countries, among them also Hun-
gary, to start fully incorporating external costs into the
prices as soon as possible. Such restructuring can only
be achieved through imposing increased taxes and
charges in a way that will not add to the aggregate vol-
ume of taxes to be borne by the Hungarian society. The

resolution also underlines the responsibility of national
governments to give sufficient information to the pub-
lic enabling them to accept and support the incorpora-
tion of external costs into transport prices.

Our proposals are based on the theoretical and prac-
tical concept that the costs of environmental and other
damage, up until now borne by the entire society (in-
cluding, of course, the users), must be enforced in the
prices.

Environmental damage caused by transport in Hun-
gary is summarized in Table II.3. Values in proportion
to the GDP come from the ministry responsible for trans-
port; HUF values calculated from GDP figures at offi-
cial current exchange rate and at purchasing-power
parity have been derived from the official data of the
Hungarian Central Statistical Office for 2000.

Table II.3. illustrates that environmental damage
attributable to transport is three or four times bigger
than state budget revenues coming from taxes and
charges levied on motor vehicles only (excise duties of
fuels, motor vehicle tax imposed by local governments,
etc.). Other types of taxes which are imposed on every
product and service, such as VAT, should not be taken
into consideration here, since they are supposed to cover
the general expenses of the society as a whole, and are
(or should be) shared by all branches of the economy in
proportion to their performance – without these ex-

Table II.3.: Environmental damage caused by transport calculated on the basis of GDP in 2002 (billion HUF)

3. Transport

desuacegamaD
tropsnartyb

asastsoC
foegatnecrep

PDG

secirptnerructastsoC stsocdesab-rewop-gnisahcruP

latoT daoR yawliaR latoT daoR yawliaR

niM xaM niM xaM niM xaM niM xaM niM xaM niM xaM niM xaM

stnediccA 5.1 0.2 552 043 622 103 92 93 675 767 015 086 66 78

:noitullopriA

lacol 0.1 3.1 071 122 261 012 8 01 483 994 663 574 81 32

fostrikstuo(rehto
)stnemelttes

3.0 5.0 15 58 54 47 6 11 511 291 101 861 41 42

dnaesioN
noitarbiv

8.0 0.1 631 071 011 831 62 23 703 483 942 113 85 37

tsolemiT 0.2 0.3 043 905 392 044 74 07 767 1511 266 499 501 851

:latoT 6.5 8.7 159 4231 538 3611 611 261 9412 3992 7881 8262 262 663

Note: In 1999, Hungary’s GDP as determined on a purchasing power basis was 2.26 times larger than the value calculated at the
exchange rate.
In 2002, Hungary’s GDP calculated at current prices was HUF 16,980 billion, while on a purchasing power basis it amounted to HUF
28,656.8 billion.
Source: Central Statistical Office of Hungary: International Statistical Yearbook 2003 and Hungarian Statistical Yearbook 2003
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penditures it would not be possible to sustain motor
vehicle transport either.

We have to underline that figures in the table are
far from covering all the external costs of transport.
Among others, the loss and damage attributable to cli-
mate change resulting from greenhouse gas emissions
or to land occupation for transport purposes have not
been taken into account when calculating the figures,
although the costs of removing them are not paid by
the users of transport only. Damage due to reduced
biodiversity is not included either. Furthermore, there
are harms that indirectly arise from transport because
they are produced by activities without which motor
vehicle transport would not be able to exist at all (road
construction, motorcar manufacturing, crude oil explo-
ration and production – just to mention a few). An in-
structive example for the latter type of damage is the
case of the tanker “Prestige”, recently stranded near the
Spanish coasts. The Ministry of Environment Protec-
tion in Austria has found that those indirectly involved
industries consume 0.7 times as much energy as trans-
portation itself. Assuming that environmental damage
is proportional to energy consumption, figures of the
environmental damage caused by transport should be
multiplied by 1.7 to make them realistic.

Other calculations determine environmental harms
and costs to be lower than the above values. However,
even those estimates support the idea that environmen-
tal and other damage caused by transport well exceeds
the amount of state revenues derived from this sector.

A study published by the Hungarian Institute for
Transport Sciences reveals that total losses of the na-
tional economy resulting from road accidents amounted
to HUF 55.2 billion in 1994, which is around HUF 165
billion at 2002 prices.

Objections are often raised that for example the taxes
(and so the prices) of fuels should not (or cannot) be
increased any further because wages in Hungary are lag-
ging far behind those in Western Europe. By accepting
those objections we would agree that the lives and health
of Hungarians are worth much less than those of EU citi-
zens. On the other hand, taxes on fuels need to be in-
creased among other reasons just because in this way
other tax-type burdens can be reduced, leaving room for
raising the wages, and so making it possible to preserve
or even improve the solvency of Hungarian citizens.
Accordingly, extra revenues from fuel taxes should be
entirely devoted to covering social security expenses.

Increasing fuel prices generate inflation, but only tem-
porarily and very slightly. Beneficial impacts of the in-
crease may offset the inflationary effect already after
six months. Fuel costs represent only 3 per cent in the
prices of Hungarian products as a rule; therefore, the
average price level is not expected to grow much. (Fuel

costs constitute only about 8 per cent even in the ser-
vice fees of taxis in Budapest. Consequently, a fuel
price rise of 50 per cent would only justify raising these
tariffs by approximately 6 per cent. However, we esti-
mate that a drop in the overall volume of road traffic
would by far offset the negative impacts of that in-
crease. Less traffic would reduce the fuel consump-
tion of cabs by shortening the time spent in traffic
jams, and more people would travel by taxi.) The in-
flationary impact caused by increased fuel prices can
also be averted by diverting traffic from roads to rail-
ways, because railway transportation’s (import-depen-
dent) fuel costs are thirty times less for the same per-
formance than those of road transportation.

Higher excise duties on fuels would discourage fuel
consumption. Lower fuel consumption would contrib-
ute to protecting the environment, reducing the num-
ber of accidents, bettering the conditions of public and
railway transport and also to improving the balance of
foreign trade.

The situation of road freight transportation in Hun-
gary is a copybook example of the consequences brought
about by pampering an economic sector. Strong lobby in-
terests of the sector are being enforced; as a result, freight
transportation companies grow lazy, integrated logistical
systems are not built up and the national economy’s trans-
port-intensity ratio does not improve either.

Hungarian road freight transportation companies are
wrong when they argue that domestic carriers are al-
ready overburdened with taxes. The following facts sup-
port just the opposite:
• Oversupply prevails in the Hungarian freight transpor-

tation market, while the national economy’s specific
transport-intensity is higher than the EU average. In
1998, freight transportation performance per one unit
of GDP in Hungary was 1,352 freight ton-kilometres/
EUR calculated at exchange rate, and 0.598 freight
ton-kilometres/EUR calculated at purchasing power
parity, whereas in the European Union this ratio was
0.455. Available data show that the index of specific
transportation performance has considerably improved
in Hungary since 1991, but even so it is still lagging
behind the EU value. Therefore, with a view to the
modernization of the Hungarian economy, it is essen-
tial to reduce the need for transportation.

• In Hungary, the share of the black and grey econo-
mies is much higher than in the EU, and this is par-
ticularly true for the road transportation sector. In
the black economy, the specific transport-intensity
ratio is extremely high, because this is partly a way
to cover up the traces. A survey produced by the
Hungarian Central Statistical Office (KSH) has
found that 53 per cent of the total value of freight
transportation services used by Hungarian house-
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holds is performed without issuing any invoices on
the completed work. (Source: “Hidden Economy in
Hungary”, published by KSH, Budapest, 1998)

• The EU’s Green Paper mentioned above and a re-
cent publication by the European Conference of Min-
isters of Transport (ECMT) titled Efficient Transport
for Europe – Policies for Internalization of External Costs
both reveal that road freight transportation compa-
nies do not pay the bulk of the costs they cause. These
documents also demonstrate a commitment to find
ways to change this situation and have the partici-
pants of the transport sector pay for the real costs of
their activities. (Public transport, which is a public
service, could be exempted from that requirement.)
A practice which is contrary to the above principle
distorts market conditions, and unjustly discriminates
against some participants while favouring others
undeservedly. Unless the prices reflect real costs, eco-
nomic efficiency will be lower than what would oth-
erwise be possible. (Hungary has had the chance to
learn from the bitter experience of the past decades
and see the consequences of unrealistic prices.)

• More environmentally friendly freight transportation
modes (railway, fluvial) have
been losing ground, which re-
sulted in higher specific envi-
ronmental loads due to trans-
portation, i.e. external costs
have been growing steadily.

• Prices of fuels and also a large part
of other energy sources are mostly
determined by the high (and
ever-growing) prices of imports.
In addition, the volume and share
of these imports are also rising,
owing to the depletion of Hun-
garian hydrocarbon sources. On
the other hand, the price of do-
mestic labour depends on the per-
formance level it is capable of at-
taining in the domestic and ex-
ternal markets; therefore, the
burdens imposed on labour need
to be cut by all means.
Another argument against our

proposals is that higher taxes would
“put an end to road transportation”
and so they would bring about sig-
nificant losses for the economy. We
have to refute this argument. In
Hungary the number of motor ve-
hicles has surged over the past few
decades. This trend has gained even
more speed recently: imports of mo-

torcars increased by 31 per cent in 2001 compared to the
previous year, amounting to 155 thousand. This number
was further increased by 32 thousand Suzuki cars, as-
sembled from imports for the domestic market. In 2002,
the imports of motorcars, and within that particularly
the imports of used motorcars, continued to rise rapidly,
which was mainly prompted by the revaluation of the
Hungarian currency and by the liberal regulation in force.
However, the experience of recent years, as well as for-
eign analyses, evidence that rapidly growing numbers of
motor vehicles do not necessarily mean that economic
performance improves accordingly. Just the other way
round; disproportionate growth of motor vehicle trans-
port drains away resources from other areas that could
more efficiently contribute to economic development.
Figure II.3. compares GDP and the number of motorcars
in Hungary. This comparison demonstrates that the
country’s development does not depend on the number
of motor vehicles.

Unlike transportation companies, we think that the
“real end” of transport will come if taxes remain the
same as today. Firstly, because environmental and
health problems caused by transport may increase (and

Figure II.3.: Gross domestic product and number of motorcars
in Hungary between 1975 and 2000

(1975=100)

Source: Yearbooks of the Central Statistical Office of Hungary
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partly they have already increased) to a level that dis-
ables further economic development and seriously
threatens even the normal functioning of the society as
a whole. It is important to remember that damage may
be increasing exponentially when traffic is growing. Sec-
ondly, the existing infrastructure is less and less suffi-
cient to carry an ever-increasing number of motor ve-
hicles. The capacity of the infrastructure, however, is
very hard to be expanded for economic reasons (lack
of, or insufficient, resources) and for physical ones (town
and village settlement structures are not much flexible).

Another reason for increasing the taxes on motor
vehicles (or at least adjusting them by the rate of infla-
tion) is that it could open up ways to reduce taxes im-
posed on live labour, which has been a declared aim of
the Government itself.

3.1. Valorization of excise duties
on petrol

Petrol prices in Hungary have already almost reached
the price level of relevant EU countries. During 2003,
world market prices of hydrocarbons will presumably
become stabilized at a lower level, which may bring about
a drop in petrol prices. It would be justified to increase
(or, to be more precise, to maintain the real value of)

excise duties by the rate of the price reduction. Another
reason to support such action is that wages should not be
the sole financial sources of social security; higher taxes
(excise duties and the connected VAT) on fuels could
in part provide the funds, since fuel use is responsible for
a considerable part of all health damage.

Excise duties of fuels have fallen at a particularly high
rate in real value between 1998 and 2003. Tables II.3.1.a.
and II.3.1.b., as well as Figure II.3.1.a. illustrate that up
until today, every successive Hungarian government pur-
sued a practice in which consumption taxes (excise du-
ties), and parallel with that petrol prices increased less
than the average rate of inflation in each year. The gov-
ernments, this way, were in fact granting regular allow-
ances to a type of consumption which causes serious en-
vironmental pollution. This policy had an adverse im-
pact on Hungary’s balance of foreign trade, made eco-
nomic restructuring more difficult to achieve, and con-
tributed to the introduction of austerity measures which
caused massive damage to the Hungarian society.

To facilitate comparison we have elaborated these
data in the structure of the 1997 statistics. (In the tax we
have not included the Road Fund contribution and the
environmental product charge, because earlier these
items did not form part of the consumption tax, but were
used as earmarked funds, i.e. they offset some of the costs
related to fuel use, for instance those of road construc-
tion and maintenance, as well as a fraction of the envi-
ronmental damage.) Tables II.3.1.a. and II.3.1.b. show
the changes in fuel prices and all their components, as
well as their proportions between 1991 and 2003. Data
in these tables demonstrate that the consumer price in-
dex was much higher than the rate of increase of petrol
consumption taxes (excise duties). This allows a clear
conclusion: the price of this environmentally harmful
product has already come down in the last period due to
the dropping real value of budgetary curtailments.

The outstandingly high world market price of pe-
troleum and related other hydrocarbons in 2000 (Fig-
ure II.3.1.b.) was only a temporary phenomenon: 2001
saw already a significant price reduction, which con-
tinued in 2002 as well, and a presumably short-term
new price increase only occurred at the end of the year
– in connection with the crises of Venezuela and Iraq.

The expression “presumably short-term”, of course,
only holds true for a time span of a couple of years. In the
decades that follow we may anticipate a considerable price
rise parallel with the depletion of resources and the ag-
gravation of environment pollution. Several experts es-
timate that world petroleum production will peak around
2010, which means that from that time on, production
will not keep pace with the exploration of new resources.
Further problems are caused by the fact that production
costs of the newly opened sources grow rapidly; and to

Figure II.3.1.a.: Changes in the price of unleaded 95
Petrol and the consumer price index in Hungary

1991=100

Source: Central Statistical Office of Hungary, MOL Co.

budget-2.p65 2004. 08. 13., 11:53104



Necessity and possibilities of an eco-social budget reformm 105

Table II.3.1.a.: State budget revenues from consumption taxes
(excise duties), and consumer price index in Hungary

*For diesel fuel we have made comparable the changed structure of consumption tax and VAT
**From 1998 on, in the case of excise duties only the part due to the state budget is shown among the data, i.e. in our calculations we
have maintained 26.32 per cent as a part of the excise duties apportioned to the Road Fund and 3 per cent as a part apportioned to the
Environmental Protection Fund. In the case of diesel fuel the Road Fund had a share of 26 per cent.
Source: Laws on consumption taxes and excise duties

Table II.3.1.b.: Price structure of fuels (HUF/litre)
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2991naJ1 03.62 04.12 04.11

3991naJ1 08.23 0.001 08.72 0.001 04.22 0.001 0.001

4991naJ1 09.63 5.211 00.82 7.001 00.32 7.201 8.811

5991naJ1 06.14 8.621 03.53 0.721 02.03 8.431 3.251

6991naJ1 06.74 1.541 03.14 6.841 07.43 9.451 2.881
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**8991naJ1 47.85 1.971 24.45 8.591 87.74 3.312 8.252

9991naJ1 24.16 3.781 24.16 9.022 52.35 7.732 0.872

0002naJ1 37.56 4.002 37.56 4.632 49.65 2.452 3.503

1002naJ1 37.56 4.002 37.56 4.632 49.65 2.452 8.133

2002naJ1 37.56 4.002 37.56 4.632 49.65 2.452 8.153

2002yluJ1 54.27 9.022 54.27 6.062 67.26 2.082 8.153
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1991naJ1 06.22 02.3 04.12 06.42 08.11 00.95

2991naJ1 09.81 02.5 03.62 05.13 06.21 00.36

3991naJ1 09.91 00.6 08.23 05.0 03.93 08.41 00.47

4991naJ1 07.81 00.6 09.63 08.0 07.34 06.51 00.87

5991naJ1 48.42 49.0 05.9 06.14 02.1 03.25 25.91 06.79

6991naJ1 55.43 72.1 01.21 06.74 00.2 07.16 83.42 09.121

7991naJ1 85.34 28.1 04.51 00.45 00.2 04.17 02.92 00.641

8991naJ1 40.74 85.2 78.12 47.85 94.2 01.38 81.33 09.561

9991naJ1 98.74 35.3 16.2 09.68 85.43 09.271

*9991ceD13 92.28 35.3 09.68 81.34 09.512

*0002naJ1 93.28 37.3 00.39 87.44 09.322

*0002ceD13 93.68 37.3 00.39 87.54 09.822

*1002naJ1 93.68 37.3 00.39 87.54 09.822

*1002ceD13 99.36 37.3 00.39 81.04 09.002

2002naJ1 06.36 21.4 00.39 81.04 09.002

*2002yluJ1 09.28 21.4 05.201 83.74 09.632

2002ceD13 89.48 21.4 05.201 09.74 05.932

3002naJ1 83.78 21.4 05.201 05.84 05.242

3002yaM7 85.87 21.4 05.201 03.64 05.132
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Notes:
1.) From 1998 on, excise duties include payments into the Road Fund and the Environmental Protection Fund (annual average).
2.) From 1993 on, VAT is separated; up until that time it formed part of the consumption tax. Only for diesel fuel: VAT is reclaimable.
*Data collection: on 30th December 1999, on 1st January 2000, on 31st December 2000 and on 1st January 2001, based on actual prices
of petrol stations at MOL Co.
The excise duty of 2001 (98.6 HUF/litre and 85.0 HUF/litre) would only have entered into force above a price of 25 USD/barrel.
By virtue of Act LXXIV of 2001, the revalorized increase of excise duties only entered into force as from 1st July 2002.
Source: MOL Co.
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1991naJ1 08.32 02.3 06.81 08.12 04.11 00.75

2991naJ1 02.22 02.5 04.12 06.62 02.21 00.16

3991naJ1 05.22 00.6 08.72 05.0 03.43 02.41 00.17

4991naJ1 02.52 00.6 00.82 08.0 08.43 00.51 00.57

5991naJ1 49.72 49.0 05.9 03.53 02.1 00.64 27.81 06.39

6991naJ1 52.53 72.1 01.21 03.14 00.2 04.55 89.22 09.411

7991naJ1 86.34 28.1 04.51 03.84 00.2 07.56 08.72 00.931

8991naJ1 24.64 85.2 72.02 24.45 13.2 00.77 05.13 05.751

9991naJ1 90.93 35.3 16.2 09.68 83.23 09.161

*9991ceD13 90.57 35.3 09.68 83.14 09.602

*0002naJ1 91.57 37.3 00.39 89.24 09.412

*0002ceD13 91.97 37.3 00.39 89.34 09.912

*1002naJ1 91.97 37.3 00.39 89.34 09.912

*1002ceD13 99.36 37.3 00.39 81.04 09.002

*2002naJ1 06.36 21.4 00.39 81.04 09.002

*2002yluJ1 07.57 21.4 05.201 85.54 09.722

2002ceD13 87.77 21.4 05.201 01.64 05.032

3002naJ1 81.08 21.4 05.201 07.64 05.332

3002yaM7 85.07 21.4 05.201 03.44 05.122

leufleseiD

1991naJ1 04.41 07.0 07.9 04.01 02.6 00.13

2991naJ1 04.81 02.2 04.11 06.31 00.8 00.04

3991naJ1 01.91 00.6 04.22 05.0 09.82 00.21 00.06

4991naJ1 02.22 00.6 00.32 08.0 08.92 00.31 00.56

5991naJ1 16.22 79.0 05.9 02.03 02.1 09.04 21.61 06.08

6991naJ1 14.13 13.1 01.21 07.43 00.2 08.84 83.02 09.101

7991naJ1 49.34 68.1 04.51 00.04 00.2 04.75 08.52 00.921

8991naJ1 37.74 76.2 97.71 87.74 30.2 06.76 05.92 05.741

9991naJ1 76.93 56.3 52.2 00.57 85.92 09.741

*9991ceD13 78.87 56.3 00.57 83.93 09.691

*0002naJ1 70.97 58.3 02.08 87.04 09.302

*0002ceD13 70.59 58.3 02.08 87.44 09.322

*1002naJ1 70.59 58.3 02.08 87.44 09.322

*1002ceD13 70.17 58.3 02.08 87.83 09.391

*2002naJ1 17.07 12.4 02.08 87.83 09.391

*2002yluJ1 17.07 12.4 00.58 89.93 09.991

2002ceD13 97.87 12.4 00.58 00.24 00.012

3002naJ1 93.08 12.4 00.58 04.24 00.212

3002yaM7 99.96 12.4 00.58 08.93 00.991
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Figure II.3.1.b.: Changes in the world-market price of
petroleum between 1972 and 2000

(USD/barrel)

Source: International Energy Agency, OECD

make matters worse, in many parts of the world (e.g. in
China) demand for hydrocarbons is expected to grow
explosively, which will unsettle current market prices.

Authoritative estimates put the annual average price
of crude oil at around 25 USD/barrel in 2003. The Hun-
garian purchase price was 22 USD/barrel in 2001, and
21.6 USD/barrel in the first 9 months of 2002.

It is worth highlighting that in the past 15 years, petro-
leum prices were stabilized at a relatively low level, par-
ticularly if calculated at the real value of USD (dotted line
in the Figure). This is why we recommended earlier that
the consumption taxes of fuels should be raised.

In our opinion, an increase of excise duties lower
than the rate of inflation is against the Constitution
and other relevant legislation, for it promotes activities
damaging our health and the environment. Conse-
quently, the essence of such measures is discordant with
the principles of the European Union, too.

The Hungarian Ministry of Finance had plans to raise
the excise duty on petrol by 6 per cent in 2001 and by 4
per cent in 2002. Inflation was higher than planned in
2001 (9.2 per cent), and the consumer price increase
was expected to come down to 5.5 per cent in 2002.
Combining the planned increase of excise duties for the
years 2001 and 2002, this would have resulted in a rise
of about 10 per cent for the two years in the aggregate,
while the inflation rate was 16 per cent over the same
period. Owing to the failure to valorize excise duties,
the relative consumer price of fuels would have de-
creased by approximately 6 per cent. However, as a con-

sequence of the threat by freight transportation inter-
est groups, which is a serious violation of the Constitu-
tion and several laws, the Government did not raise
the excise duties in 2001 despite the original provisions
of the law. What is more, it even postponed the rise of
1st January 2002, also prescribed by the law, by six
months, to 1st July 2002. Due to the threat, the arrear-
age in increasing the excise duties amounted to some
16 per cent as of 1st July 2002, which, indeed, would
only have been a valorization. This also means that as a
consequence of the lost tax revenues, funds available
for healthcare, for instance, were reduced, whereas the
ever-accelerating and wildly growing motorization is one
of the main causes of health damage. According to our

Source: MOL Co.

Figure II.3.1.c.: Price structure of motor petrol in selected European countries
in July 2002 (HUF/litre)
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calculations, the amount of lost excise duty revenues
due to the failure to valorize the excise duties under
the pressure of the mentioned threats totalled nearly
HUF 37 billion in 2001, and around HUF 63 billion in
2002 (also considering the shortfall in the rate). There-
fore, all in all, lost excise duty revenues, calculated with-
out interests, amounted to roughly HUF 100 billion.
Excise duties have not been raised as of 1st January 2003
either, so the real value of this hidden subsidy increased
even further (see Table II.3.2.). From this amount, a
considerable part of the problems in the Hungarian
healthcare sector could have been solved, and so many
human lives could have been made longer or better.

Clean Air Action Group submitted a petition to the
Hungarian Court of Constitution, appealing against the
modification of the tax law under the pressure of the
blackmailing of road freight transportation interest
groups. It is important to note that in the aftermath of
the events of 11th September 2001, such blackmailing
action by a narrow pressure group of road freight carriers
can already be qualified as a type of terrorism. (Appen-
dix 5 contains the petition submitted to the Court of
Constitution.) Our proposal is to increase excise duties
on petrol in the years that follow in a manner that Hun-
garian prices are adjusted to those in Austria, calculated
at the official exchange rate. It could enable Hungary to
adapt to pertinent EU policies and also to fulfil the com-
mitments undertaken in the CEMT (see Figure II.3.1.c.).

Owing to the revaluation of the Hungarian currency
and the weakening USD (purchase of hydrocarbons is
predominantly effected in USD), the Hungarian fuel
price has practically reached the Austrian level; there-
fore under the present conditions we cannot propose a
price rise. For that reason, other methods should be
applied to incorporate the external costs of the now
cheaper road transport into the prices. So it would be
particularly opportune to take such measures now.

3.2. Increased excise duties on
diesel fuel

In theory, excise duties on diesel fuel should be of
the same level as those on petrol. There are no rational
reasons whatsoever why diesel fuel excise duties should
be set lower than the duties on petrol. Rationality would
rather justify the opposite.

Figure II.3.2.a. illustrates the changes in the price of
diesel fuel.

One of the most important reasons for abolishing the
preferred status of diesel fuel is that latest research find-
ings reveal that exhaust gases from diesel engines pose in
general much more health and environmental hazards

than those from petrol-operated engines. (The UN World
Health Organisation does not set air quality limit values
for diesel exhaust gases because they have not found any
concentration below which these emissions will surely
not damage human health.) Another reason for adjust-
ing the excise duty rates is that diesel fuel is mostly used
by trucks and other heavy motor vehicles that damage
the roads to a much higher extent than cars do. Conse-
quently, at present there is a huge cross-financing in
Hungary, at the expense of those using petrol-operated
motor vehicles. This practice distorts market competi-
tion and increases environment pollution.

Transport companies can reclaim the VAT content of
their invoices on diesel fuel, which is another preference
for the use of diesel fuel. However, VAT can be reclaimed
in the case of all kinds of products purchased for use in
manufacturing or service industries and it is in line with
EU practice as well, therefore we cannot propose the abo-
lition of this possibility. Nevertheless, we think that the
fact should be remembered. What is important to note is
that the rate of VAT on fuels is higher in Hungary than
generally in the EU countries (it is 20 per cent in Austria,
for instance), therefore the reclaimable part is larger, which
means a comparative preference. We do not propose that
the 25 per cent Hungarian VAT rate be reduced – rather,
it is presented as an argument in favour of increasing the
excise duty on diesel fuel.

Excise duties introduced in 1998 included the contri-
bution payable into the Road Fund and the environmen-
tal product charge. These two items had been set as per-
centage rates at the time. Accordingly, we calculated that

Figure II.3.2.a.: Changes in the price of diesel fuel
1990=100

Source: MOL Co., Central Statistical Office of Hungary
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the rate of the Road Fund contribution amounted to 26.32
per cent of the excise duties paid on fuels after 1998. Envi-
ronmental product charges represent 3 per cent of the
applicable excise duties. So the absolute values of both
the Road Fund contribution and the environmental prod-
uct charge depended also on the type of the fuel. Although
the Road Fund does not exist any more, all this proves
again that the practice of applying different tax rates for
petrol and diesel fuel is contrary to the principle of sharing
proportionately the burden of taxation.

It is important to note that the proposed increase of
the excise duty of diesel fuel would not affect agricul-
tural activities, for the entire amount of the duties is
refunded in this sector.

We are well aware that at present, bringing the ex-
cise duty rates of petrol and diesel fuel to a uniform
level is not feasible in Hungary because of the expected
political and economic consequences, and also because
the current Hungarian diesel fuel price already surpasses
the Austrian level (although the rate of the reclaim-
able VAT is higher in Hungary than in Austria).
Achievement of a uniform excise duty rate for the two
fuel types in the future, however, should also be pro-
moted by raising the excise duty of diesel fuel at the
same percentage rate as that of the petrol.

Based on the above reasons we recommended that
as of 1st July 2002 the excise duty on diesel fuel should
be increased at the same rate as the duty on petrol, i.e.
by 16 per cent. In 2002 (only considering the impact of
a six-month period) this could have brought extra rev-
enues worth HUF 13 billion for the state budget as com-
pared to the estimates (see Figure II.3.2.b.).

Despite the facts we have described above, the excise
duty on diesel fuel was finally set – upon the Government’s

proposal – at the rate of only 85.00 HUF/litre, i.e. the
lower version, in contradiction of the law which was in
force up until 1st July 2002. Originally the duty would
have been raised to 88.40 HUF/litre from the current
80.20 HUF/litre. This decision was the result of the pres-
sure from road freight transportation companies.

It is particularly noteworthy that in recent years, when
adjustment to EU standards has been given more em-
phasis, the real value of excise duties on fuels has been
decreasing considerably in Hungary. (See Table II.3.2.)

Data in Table II.3.2. clearly demonstrate that envi-
ronmentally polluting activities are given ever-increas-
ing subsidies through tax allowances. According to the
estimate in the Act on the State Budget, revenues from
excise duties on fuels will total HUF 384 billion in 2003.
From this figure we may easily calculate that the real
value loss of excise duties means additional subsidies
(contributing to the deterioration of the Hungarian eco-
nomic structure) of nearly HUF 50 billion for transport
activities which pose serious loads on the environment.
If the rate of the excise duty does not go up by a further
5 per cent (in line with the rate of inflation) in 2003,
the amount of the mentioned subsidy will reach approxi-
mately HUF 67 billion. This is very problematical, con-
sidering that the healthcare sector is lacking these funds,
when subsidies are just being granted to environment
pollution which has detrimental effects on human
health – so the adverse impact is doubled.

Despite all these weighty reasons we cannot propose
that the excise duties of fuels be raised in 2004. It is
because regarding such measures, Hungary should pref-
erably follow the practice of the neighbouring EU mem-
ber states (primarily that of Austria). Nevertheless, we
keep strongly opposing to any reduction in fuel taxes.

Table II.3.2.: Changes in excise duties imposed on fuels

1 Jan 1998 = 100
Source: MOL Co., Central Statistical Office of Hungary, excise duty laws
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Figure II.3.2.b.: Price structure of diesel fuel in selected European countries
in July 2002 (HUF/litre)

Soure: MOL Rt.

3.3. Imposing excise duties and
VAT on fuels entering Hungary
in fuel tanks of motor vehicles

As demonstrated in Tables II.3.3., fuel prices are
lower in neighbouring countries (except for Austria)
than in Hungary. This difference is particularly large in
the case of the Ukraine and Romania. Based on this
price difference, fuel tourism and fuel smuggling have
grown to huge proportions. This is confirmed by infor-
mation received from Hungarian customs authorities
and by relevant news releases regularly published in the
press, although the actual dimension of those activities
is difficult to assess. (Fuel smuggling is defined as an
activity when fuels are brought illegally into the coun-
try, or are brought in legally, but resold illegally. By fuel
tourism we mean that fuels are brought into the coun-
try legally and are used legally for own purposes, but
the border-crossing trip is made primarily or largely with
a view to purchasing fuels.)

We can estimate fairly precisely the quantity of fuel
entering Hungary in the original factory-built fuel tanks
of motorcars, trucks and buses. (Most of that quantity,
of course, does not belong to the sphere of fuel tourism
or fuel smuggling, because it is brought into the country
as part of the customary motor vehicle traffic, but even
so, this activity obviously represents a case of evading
the constitutional obligation to share proportionately the

burdens of taxation.) We have found that in consequence
of such fuel imports, annual incomes worth at least HUF
80 billion are generated illegally, while the Hungarian
state budget loses revenues totalling HUF 180 billion.
(See in Tables II.3.3.) Our iterative model calculations,
based on official statistical data, show that Hungarian
citizens import around 287 million litres of fuels, while
foreigners bring into the country some 792 million litres
every year from countries where fuel prices are lower than
in Hungary. The Hungarian state budget loses HUF 40
billion on the former type of traffic, and HUF 106 billion
on the latter. (We based our calculation on the number
of border-crossings in 2000, and determined the HUF
value at concurrent – therefore comparable – prices of
17th May 2001. In the calculations we only took into
account 70 litres of fuel per entry for motorcars, and 600
litres for trucks and buses.)

We repeated the model calculation using traffic data
of the National Board of Customs and Excise Guard for
2001, and arrived at similar results. Nearly 1.4 billion
litres of fuels were brought into Hungary, lost revenues
of the state budget totalled HUF 187 billion and illegal
incomes amounted to HUF 84 billion. It is worth not-
ing that two important factors have changed:

Firstly, fuel prices have been raised in Romania,
therefore illegal incomes have dropped, and secondly,
the embargo on Yugoslavia has been removed, so former
fuel exports have been replaced by fuel imports.

In Tables II.3.3. we took into account not only the
motor vehicles which enter the country specifically to

budget-2.p65 2004. 08. 13., 11:53110



Necessity and possibilities of an eco-social budget reformm 111

Table II.3.3.: Fuels imported in the tanks of motor vehicles in 2001
a) buses and trucks (diesel fuel)

Price level of 17th May 2001
*Lost revenues: excise duties, stockpiling fees and VAT
**In the case of fuel tanks of 70 litres
Source: Central Statistical Office of Hungary, MOL Co., tax laws

b) motorcars (petrol)

*Lost revenues: excise duties, stockpiling fees and VAT
**In the case of fuel tanks of 600 litres

purchase fuel (fuel tourism), but all entering vehicles.
Although we do not have data regarding the share of
the former traffic category within the total number of
entering vehicles, but on the basis of information ob-
tained from the Hungarian customs authorities (which
we compared with data of the Central Statistical Of-
fice) we may conclude that their number is definitely
very large. On the other hand, even motor vehicles
entering Hungary for other purposes fill up their fuel
tanks before crossing the border – as a consequence,
the state budget, once again, loses substantial revenues.
Additional environment pollution resulting from such
activities also increases the damage caused, partly be-
cause fuel quality in some neighbouring countries is
inferior to fuels sold in Hungary. For non-standard

fuels, however, higher tax rates are in force, therefore
upon these fuels higher excise duties should be im-
posed.

We have probably largely underestimated the quan-
tity of imported fuels, for we calculated with an average
of 70 litres of fuels for motorcars, and with 600 litres for
trucks. Customs authorities, however, have reported
that Mercedes cars with factory-mounted fuel tanks of
100 litres can often be seen in the eastern border sec-
tion of Hungary, what is more, all-terrain “motorcars”
with original fuel tanks of 400 litres appear there ever
more frequently. As regards buses and heavy trucks, the
originally mounted fuel tanks often have much larger
capacities than 200 litres – there are even some vehicles
with tanks holding more than 1000 litres of fuel.
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We have been told that buses were found with addi-
tional “secret” 1000-litre fuel tanks built into the ve-
hicles besides the original tanks to cross the border with
this double fuel load. In addition to violating customs
and excise laws, such practice seriously endangers the
safety of passengers and the participants of transport,
therefore much stricter controls and penalties (includ-
ing also the immediate confiscation of the vehicle)
should be applied.

With a view to cutting back fuel tourism and fuel
smuggling we had proposed as an initial measure to
have excise duties and VAT paid on the quantity of
petrol or diesel fuel corresponding to the fuel tank
capacity of the vehicle concerned in each case when
the motor vehicle crosses the border more than once
a day. We were glad to see that in 1999 the Govern-
ment modified the implementation decree of the Cus-
toms Act to the effect that the same person is entitled
to bring fuel into the country free of customs duties
only once a day. We hope that this provision will in
effect be enforced and the necessary monitoring sys-
tem will be in place. It gives cause for alarm, however,
that customs authorities can experience ever more fre-
quently that the same vehicle – with different drivers
– crosses the border several times a day.

Unfortunately, other adverse trends have also
emerged recently. By virtue of Art. 105 of Act C of 1995
on Customs Legislation, Customs Procedures and Cus-
toms Authority, up until now at most 200 litres of fuels
were allowed to be brought into Hungary free of cus-
toms duties even in the original factory-mounted fuel
tanks of motor vehicles, without the right to sell those
fuels. Sadly, authorities have not been able to adequately
enforce this regulation. On the one hand, controls have
been insufficient, and on the other, various bilateral road
transport agreements granted exemptions from the 200-
litre restriction to road freight transportation compa-
nies of ever more countries – as a result, by 2000 this
regulation has become applicable virtually only for Hun-
garian transport companies. Act XXXII of 2000, how-
ever, annulled even this light restriction. Our calcula-
tions reveal that in consequence of that, the Hungar-
ian state loses additional revenues of at least HUF 9
billion a year if traffic volumes remain unchanged (see
Tables II.3.3.). But we have strong reasons to assume
that in the new situation, also Hungarian road freight
transportation companies will join this “business” on a
larger scale, which will further increase the losses of the
state budget. It is because there is an extremely strong
motivation in the “fuel business”: an out-and-home trip
over the Ukrainian border with a fuel tank of 800 litres,
for instance, allows earning HUF 120 thousand.

According to the agreement between Hungary and
the EU, concluded in 2001, bringing fuels in the tanks

of motor vehicles into the territory of the other con-
tracting party is exempted from payment of any cus-
toms duties, taxes and charges. This means that even
those very light legal regulations (partly adopted in
2000) had to be repealed, by which the Hungarian state
had attempted to restrict fuel smuggling.

One of those regulations was a modification of the
Customs Act’s implementation decree, adopted by the
Government in December 2000, which says: “Fuels
brought into the country in the original factory-built fuel
tanks of motor vehicles may be cleared through the cus-
toms for domestic traffic free of duties the first time that
a given vehicle crosses the border on a particular day.
On the occasion of further entries on the same day, fuels
may be cleared through the customs free of duties if those
applying for customs clearance can certify by receipts or
invoices that the fuel was purchased in Hungary.”

Practical experience has shown that the modified
decree was not successful in achieving its intended aim.
On the one hand, the restriction is only applicable to
persons and not to vehicles, so the same vehicle will
cross the border several times a day with different driv-
ers in the future, too. But even this scheme is becoming
unnecessary. We have been informed by inhabitants liv-
ing near the state border that today already children
are employed to collect receipts and invoices at Hun-
garian petrol stations. The planned modification of the
regulation means providing more favourable statutory
conditions for smuggling, which is tantamount to grant-
ing open state support for organized criminal activities.

Besides its unfavourable economic impacts, fuel tour-
ism causes further damage to the environment as well.
The ensuing unnecessary extra motor vehicle traffic
adds to the congestion on the roads, which in turn leads
to more accidents, accelerates the deterioration of the
roads and exacerbates environment pollution. Part of
the fuels sold in the Eastern European countries does
not meet Hungarian and EU standards, i.e. these are
low quality fuels which cause increased environment
pollution and health damage. These unfavourable en-
vironmental and economic impacts affect not only Hun-
gary, but also the EU countries, because a considerable
part of such illegally imported fuels is used by these
motor vehicles in member states of the Community.

Consequently, what is needed here is to implement
a comprehensive Europe-wide harmonization of the fuel
prices. The European Union should make it clear for
European countries and governments that it does not
accept the practice of granting indirect support to road
transportation in the form of low fuel taxes. Until this
does not effectively happen, further restrictions are
needed to prevent fuel tourism and fuel smuggling.

Tables II.3.3. also reveal that losses of the state bud-
get on diesel fuel alone may exceed HUF 115 billion,
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when calculating with an average fuel tank capacity of
600 litres for Hungarian and foreign trucks. Taking into
account all motorcars and trucks, losses resulting from
the “preferential” import of petrol and diesel fuel may
surpass HUF 187 billion.

Gradual relaxation of the regulations restricting fuel
smuggling indicates that organized crime has managed
to find collaborating partners in the Hungarian public
administration. We have been informed that at the time
of modifying the relevant part of the Customs Act, some
competent intermediate-level civil servants, in charge
of public road and financial administration tasks, failed
to inform decision-makers on the expected impacts of
the planned modification, particularly as regards nu-
merical data of the quantities involved. All this just ac-
centuates the requirement that every official who par-
ticipated in this disgraceful process should be removed
immediately from the Hungarian public administration.
We think that it would also be advisable to publish the
names of these civil servants.

International fuel smuggling must be eliminated. New
tendencies, started in the wake of the events of 11th
September 2001, aiming at putting an end to money
laundry activities, particularly underline the impor-
tance of this task. Therefore proper consideration
should be given to the possibility of imposing taxes
for the whole fuel tank capacity of all motor vehicles
entering Hungary from any country where consumer
prices of fuels are by more than 5 per cent lower
than the Hungarian prices. The rate of these imposed
taxes should equal the difference between fuel prices
in Hungary and in the neighbouring country con-
cerned. (It is to be appraised whether from a legal
point of view this amount should be levied as a tax,
customs duty, environmental fee, examination fee or
a combination of these. Nevertheless, this would not
change the essence of the measure.) Another option
that should be looked into is that taxes should only
be imposed (as environmental protection fees) in each
case on motor vehicles entering Hungary from coun-
tries where fuel standards do not comply with Hun-
garian standards (i.e. fuels may be of lower grade than
what is sold in Hungary). Such a measure would af-
fect Romania, the Ukraine and Serbia, which are just
the countries posing the largest problems in this re-
spect. For other countries it might be sufficient to
bring back the 200-litre restriction. This measure
would probably meet with the recognition of the EU,
because fuels carried from the East to the West in
the tanks of motor vehicles place huge burdens (ad-
ditional environmental damage, losses of state rev-
enues, growing crime rate) on countries which are
directly affected (primarily Austria and Germany).

Over and above these measures we recommend that
the Hungarian Government should urge that in the
neighbouring and nearby Central and Eastern Euro-
pean countries fuel prices be set at levels that take
into consideration the interests of the EU countries.
Hungary should advocate that this must be one of the
criteria for awarding EU association and other prefer-
ences. No country should obtain any preferences, the
government of which encourages environment pollu-
tion and smuggling through low fuel prices. To that end,
upon the initiative and with the participation of the
Clean Air Action Group Hungarian environmental
NGO, the European Federation for Transport and En-
vironment prepared a study on the subject (Road Fuel
and Vehicles Taxation in Light of EU Enlargement), which
was also sent to competent officials of the European
Commission.
As of 1st January 2004, uniform energy taxes will be
introduced upon the proposal of the European Council
of Economic and Finance Ministers (ECOFIN), which
will bring about a completely new situation. The core of
the new system is that it becomes compulsory to apply
at least a minimum level. Upon these grounds, as of 2004
Hungary may introduce energy taxes on fuels brought
into the country in the original factory-mounted fuel
tanks of motor vehicles arriving from non-acceding coun-
tries. The rate of this tax should equal the combined
amount of the applicable Hungarian excise duty and VAT.
Our preliminary calculations show that the state budget
may realize extra revenues worth HUF 40 to 60 billion
a year, even after deducting revenues of the Hungarian–
Slovakian and Hungarian–Slovenian traffic, and after tak-
ing into account that fuel tourism will drop sharply as a
result of the measures.

This tax should be collected even if the motor ve-
hicles concerned are transported by rail into other EU
member states.

3.4. Valorization, increase and
better collection of motor vehicle
taxes

Act LXXXII of 1991 says that motor vehicle taxes
are meant “to ensure that public burdens related to
motor vehicle use are shared in a more reasonable and
fair manner, to increase the revenues of local govern-
ments (of Hungarian settlements and of the capital dis-
tricts), as well as to provide more funds for maintaining
and improving the country’s road network”. We can
fully agree with the concept, but we also have to say

budget-2.p65 2004. 08. 13., 11:53113



114 Clean Air Action Group, 2003

*In 1998 a correction was made concerning the number of motor vehicles taken out of use earlier.
Source: Ministry of Finance, Central Statistical Office of Hungary

Figure II.3.4.a.: Changes in revenues from domestic motor vehicle taxes
(million HUF)

that motor vehicle taxes in Hungary are yet to meet
the objectives described in the law, because:
• the rate of motor vehicle taxes is by far lower than the

level necessary to accomplish the goals set in the law,
• motor vehicles registered outside Hungary make a

disproportionately small contribution, as compared
to domestic motor vehicles, towards attaining the
mentioned objectives,

• lorries and trucks have an unreasonably small share
of the burdens (as opposed to cars), and therefore fail
to adequately contribute to meeting the objectives,

• thirty to forty per cent of all motor vehicle owners
fail to pay their taxes.
We think that in this field one of the most pressing

tasks is to increase considerably the ratio of motor ve-
hicle taxes effectively paid in by vehicle owners. It is
unacceptable for economic, environmental and ethical
reasons that around one third of Hungarian motor ve-
hicle owners can evade paying these taxes practically
without any sanctions or consequences. As a result, the
state budget and the local governments lose revenues
worth several billions of HUF every year. It is essential
to elaborate efficient methods that enable local gov-
ernments to improve the motor vehicle tax payment
ratio significantly without adding to the costs of col-
lecting the taxes. It is worth considering that the Hun-
garian Tax and Financial Auditing Office (APEH)
should collect the motor vehicle taxes, too. The Tax
and Financial Auditing Office would be able to collect
these taxes by using the motor vehicle registry of the

Ministry of the Interior, and so, besides extra tax rev-
enues, local governments could also save several bil-
lions of HUF in tax-collecting costs. (The Hungarian
State Audit Office’s report on tax revenues of local gov-
ernments reveals that tax-collecting costs are extremely
high as a rule, in some cases even surpassing the amount
of the collected taxes.) The funds raised from collect-
ing the motor vehicle taxes should be devoted to in-
creasing the subsidies granted to local governments.
This is justified and reasonable because motor vehicles,
and particularly heavy motor vehicles, cause enormous
damage to the infrastructure under local government
management and to the stock of buildings.

The rate of motor vehicle taxes did not change be-
tween 1996 and 1998, whereas in the same period the
inflation rate was 61 per cent in Hungary. In 1999, the
lowest tax rate was raised by 50 per cent, and the high-
est rate by 67 per cent. On the other hand, no further
increases have been implemented in either 2000, 2001
or 2002, despite the fact that the inflation rate was still
29 per cent. This provides further justification for a sub-
stantial increase of tax rates. (See Figure II.3.4.a.)

Motor vehicles damage the environment in various
forms, not only when they are “on the move”. Land
occupation by vehicles poses ever-increasing problems,
cleaning and maintenance cause severe pollution, not
to mention the massive environmental load resulting
from constructing and maintaining the related auxil-
iary industries and the required infrastructure. There-
fore, taxes should not only be imposed with a view to
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covering the variable costs of transport (such as fuel
taxes), but also to covering the fixed costs (e.g. motor
vehicle taxes).

Revenues and funds to cover the fixed costs of trans-
port (including most of the costs of maintaining and
improving the infrastructure) are currently lagging be-
hind the necessary level. For instance, much more re-
sources should have been spent in recent decades on
the nation-wide road network of 30,000 kilometres.
Secondary roads under local government management,
having a total length of over 100,000 kilometres, have
also accumulated a huge backlog of maintenance and
development work.

Lorries and trucks damage and destroy the roads and
other structures to a much greater extent than cars do.
Specialists had already formulated their definite view on
the subject some decades ago. In 1971, Dr. Ervin
Nemesdy university professor, Academic Doctor of Tech-
nical Sciences, published in Budapest his work titled
“Structure of Roads and Motorways”, which, even to-
day, is used by transport specialists as a standard work on
the subject. In his book Dr. Nemesdy describes, among
others, the results produced by  comprehensive investi-
gations carried out in the United States of America, which
demonstrated that road damage is proportionate to the
fifth power of the axle load. This led the author to the
following conclusion: “...not only the interests of the road
freight transportation companies should be taken into
consideration, but also the state of the national road net-
work and the unfavourable changes in the useful life of
road surfaces, which may cause such amount of damage
to the country’s road network that is by an order of mag-
nitude larger than the annual profits realized by trans-
portation companies. (...) An axle of 10 Mp (...) is equiva-
lent to the passage and useful life reducing impact of seven
times as many 8 Mp axles. (...) All these reasons make it
indispensable that heavy trucks with large axle weights
should bear very high additional road charges and extra
transportation taxes.” Damage caused to roads is pro-
portionate to the fifth power of the axle load; therefore,
one heavy truck causes the same amount of damage to
the roads as several hundred thousand motorcars. Lor-
ries and trucks, therefore, should be taxed progressively.
The current practice is contrary to both the Constitu-
tion and the Act against Unfair Market Competition,
because motorcar owners and users of other motor ve-
hicles are made to pay for the road damage caused by
heavy trucks. This cross-financing arrangement should
be abandoned.

We recommend that the rate of motor vehicle taxes
should be modified as follows:
(1) We have maintained our proposal for a long time
that motor vehicle taxes should be made uniform, i.e.

they should not have a lower and an upper limit rate.
It is both unfair and unreasonable that motor vehicle
owners pay this type of tax depending on the decision
of a given local government. We welcome that the Gov-
ernment has accepted our proposal, and as of 2004
taxation is made accordingly.
(2) We think that it would be advisable to raise motor
vehicle taxes levied on motor vehicles registered in
Hungary to HUF 2,000 per every commenced 100 kg
(as defined by Art. 6 of Act LXXXII of 1991) – instead
of the current maximum, and the uniform HUF 1,000
projected for 2004.
(3) Motorcycles, caravans, campers and tent-covered
trailers should be taxed at a rate of HUF 15,000 per
year instead of the current HUF 5,000 per year. Mo-
torcycles have significantly higher levels of specific ac-
cident costs, air pollution and noise emission than
motorcars. As regards caravans, campers and tent-cov-
ered trailers, these vehicles are generally used for luxury
purposes, and this justifies a higher increase of their
tax rates.
(4) In the case of passenger-carrying motor vehicles
used with temporary licence documents, for every com-
menced month HUF 4,000 should be paid as tax in-
stead of the current HUF 2,000 per month, while in
the case of trucks, for every commenced month HUF
10,000 should be paid as tax instead of the current
HUF 5,000 per month. Raising the taxes imposed on
passenger-carrying motor vehicles and trucks used with
temporary licence documents at a higher rate will be
an incentive for owners to take out the definitive li-
cence documents.
(5) For luxury and sports all-terrain vehicles, payable
taxes should be four times the rate proposed in para-
graph (2). Imports and use of such vehicles are not
justified by any interests of the national economy, for
they serve solely luxury purposes. At the same time
they consume much more fuel than average motor-
cars do, and cause much more environment pollution
as a result. Besides, they are especially prone to acci-
dents due to their weight and construction, and their
owners often misuse the “superior power” of these
vehicles. Payable taxes until now have been far from
offsetting the damage they cause. Therefore, motor
vehicle taxes should be raised considerably in order to
provide an incentive for reducing the number of these
vehicles. This measure would meet with full support
of the overwhelming majority of Hungarian citizens.
(6) For diesel-fuelled vehicles, 1.5 times the tax rate pro-
posed in paragraph (2) should be applied up until the
time when excise duties of diesel fuels are raised to the
same level as those of petrol. Latest research findings
have revealed that exhaust gases from diesel engines
pose in general much more health and environmental
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Figure II.3.4.b.: Hidden subsidies granted to imports of trucks as a consequence of the reduction of customs duties
(including pertinent VAT) and the revaluation of the Hungarian currency

(million HUF)

Source: Central Statistical Office of Hungary, Ministry of
Finance, National Bank of Hungary

hazards than those from petrol-operated engines. The
World Health Organisation does not set air quality limit
values for diesel exhaust gases because they have not
found any concentration below which these emissions
are unquestionably harmless for human health. Another
reason for adjusting the excise duty rates is that diesel
fuel is mostly used by trucks and other heavy motor
vehicles which damage the roads to a much greater ex-
tent than cars do. (For instance, one heavy truck causes
the same amount of damage to the roads as several
hundred thousand motorcars.) In its new transport policy
adopted in 2001, the European Union declared that ex-
cise duties on diesel fuel should be raised to the level of
duties on petrol; until this principle is not effectively
implemented, it is justified that motor vehicle taxes on
diesel-fuelled vehicles are raised at a higher rate than
those on petrol-operated vehicles. We have set forth
the detailed reasons for our proposal in Appendix 5
titled “Petition of the Clean Air Action Group to the
Court of Constitution of Hungary regarding the Excise
Duties on Diesel Fuels”.
(7) Paragraph (2) of Art. 8 of the Act on Motor Vehicle
Taxes (version effective up until the end of 2002) says:
“articulated lorries and trucks meeting the require-
ments set by UN ECE 49.02/A on air pollution pay 75
per cent of the otherwise payable tax – in the case of
articulated lorries 20 per cent thereof –, whereas ar-
ticulated lorries and trucks meeting the requirements
set by UN ECE 49.02/B on air pollution and UN ECE
51.02 on noise emission pay 50 per cent – in the case
of articulated lorries 10 per cent – of the otherwise
payable tax.” We welcome that the current Hungarian
Government has modified this regulation in the fol-

lowing manner (which already entered into force as of
1st January 2003):
“Art. 8, Para (1) A tax allowance of 20 per cent is
due... (b) for trucks meeting the EURO 2 (UN ECE
49.02/B and UN ECE 51.02) requirements according
to the works certificate – except for articulated lor-
ries, which are entitled for a tax allowance of 30 per
cent –, and for buses meeting the same requirement
(environmental protection class marking: 4).
Para (2) A tax allowance of 30 per cent is due... (b) for
trucks meeting at least the EURO 3 (UN ECE 49.03/A
and UN ECE 51.02) requirements according to the
works certificate – except for articulated lorries, which
are entitled for a tax allowance of 50 per cent –, and
for buses meeting the same requirement (environmen-
tal protection class marking: 7 or 8).”
We recommend that further steps should be taken
along these lines, and the special preferential treatment
of articulated lorries should be abolished altogether.
We propose this because no reasonable argument can
be found to explain the preferences granted to articu-
lated lorries against other trucks. The law this way
discourages the rational organization of freight trans-
portation, and has needless unfavourable impacts on
railway transport and combined freight transportation.
(Even “the most environmentally friendly” trucks have
a specific environment-polluting effect which is at least
five times as high as that of railway transportation.)

It is to be noted that lorries and trucks worth USD
3,620 million have been imported into Hungary over
the past eleven years. As a consequence of the reduc-
tion of customs duties between the EU and Hungary,
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road freight transportation companies saved duties to-
talling HUF 122 billion between 1995 and 2001. In the
same period, owing to the revaluation of the Hungar-
ian currency, these companies paid by an additional
HUF 136 billion less for their imports than what they
would have paid if the exchange rate of 1995 had re-
mained the same. (See Figure II.3.4.b.). Most of these
motor vehicles were purchased second-hand, which
caused and is still causing severe environment pollu-
tion. It is by all means necessary that lorries and trucks
meet state-of-the-art environmental standards. How-
ever, achievement of this aim should not be promoted
by granting tax allowances like the ones mentioned
above, but through a practice of issuing licenses only
for vehicles meeting strict environmental requirements.
We believe that this is a much more efficient method
environmentally, and at the same time it saves resources
for the state budget. It is worth remembering that the
current tax allowance is granted for meeting environ-
mental requirements that are compulsory for any new
motor vehicle to be put into service anyway.

Additional revenues from raising and fully col-
lecting motor vehicle taxes would total some HUF 26
billion (taking into account the amounts realized
through more efficient tax collection as well). The
whole of these funds should be returned to local gov-
ernments and be devoted to supporting public trans-
port and other environmentally friendly ways of trans-
port (see Section 2.7.3.).

3.5. Imposing infrastructure
charges on heavy trucks in compli-
ance with the principle of competi-
tion under equal terms

In its new transport policy adopted in 2001, the Eu-
ropean Union underlined that heavy trucks cause seri-
ous damage to roads: “Maintenance of motorways would
cost six times less, if they were only used by cars. This advan-
tage is not offset by any acceptable differentiation of pecuni-
ary charges paid by trucks and cars respectively.” Accord-
ingly, the EU urges that user charges proportionate to
road utilization should be elaborated and introduced.

Damage caused to roads is proportionate to the fifth
power of the axle load. “...not only the interests of the
road freight transportation companies should be taken into
consideration, but also the state of the national road net-
work and the unfavourable changes in the useful life of road
surfaces, which may cause such amount of damage to the

country’s road network that is by an order of magnitude
larger than the annual profits realized by transportation com-
panies. (...) An axle of 10 Mp (...) is equivalent to the pas-
sage and useful life reducing impact of seven times as many
8 Mp axles. (...) All these reasons make it indispensable
that heavy trucks with large axle weights should bear very
high additional road charges and extra transportation taxes.”
(Dr. Ervin Nemesdy university professor, Academic
Doctor of Technical Sciences: “Structure of Roads and
Motorways. Technology – Construction”. Mûszaki
Könyvkiadó, Budapest, 1971, p.55).

It is particularly urgent to revalorize the taxes im-
posed on foreign trucks. The European Union approved
this step in writing, i.e. that the rate of this tax be main-
tained at its original value by adjusting it to changes in
the HUF/EUR exchange rate. The tax rate was origi-
nally set in 1992 (at a value of 3 HUF/ton-kilometre),
and has not been adjusted to the inflation rate since
that time. Taking into account the average National
Bank of Hungary exchange rate of the year 2001 (256.70
HUF = 1 EUR), the tax should be raised to the rate of
7.54 HUF per ton-kilometre. To make things even
worse, as a consequence of various bilateral agreements,
more than 90 per cent of foreign trucks are currently
traversing Hungary without paying even the original tax
of 3 HUF. At the same time these vehicles cause enor-
mous damage to the environment, roads and human
health: a study commissioned by the European Federa-
tion for Transport and Environment reveals that trucks
cause damage worth over HUF 100 billion in Hungary
every year, which is left unpaid. This calculation is
proved to be correct by another study prepared by the
European Conference of Ministers of Transport (Effi-
cient Transport for Europe, OECD, 1998). Using data
from this survey for reckoning up the value of the dam-
age caused, we have arrived at an annual figure of HUF
140 billion at 2000 prices. Trucks registered outside
Hungary cause damage to the environment and use the
infrastructure financed from public funds in Hungary
just like their Hungarian counterparts do. In fact, these
vehicles are heavier on average than Hungarian trucks
are; therefore they damage the Hungarian road network
to a greater extent. Additionally, the negative impacts
of the load they place on Hungarian roads are multi-
plied in certain periods when foreign trucks flow into
the country in large numbers (e.g. early and late sum-
mer, during weekends, etc.). (In relation to the subject
see also Clean Air Action Group’s view on motorway
tolls in Section 2.7.3.9.)

In 2001, 1264.5 thousand foreign trucks entered
Hungary, while in 2002 their number already in-
creased to 1339.0 thousand. Calculating with an in-
crement similar to that of 2002, the Hungarian state
could collect taxes worth nearly HUF 98 billion in
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2003, following the revalorization of the tax and the
abolition of current allowances. In contrast, the State
Budget Bill reckoned with unchanged annual rev-
enues worth HUF 2.2 billion from this source be-
tween 2001 and 2002. As a result, foreign trucks are
granted hidden subsidies in the annual value of nearly
HUF 93 billion, which virtually equals the amount of
the damage they cause. (In other words: if the tax
originally set in 1992 was collected in full at real value,
then the owners of the trucks concerned would in
fact pay for the financially quantifiable damage they
cause.) In the period between 1992 and 2001, the
amount of uncollected road charges totalled EUR
2741 million, which is more than the aggregate value
of all types of subsidies and aids that Hungary re-
ceived from the EU. For details see Table II.3.5.

By virtue of the agreement concluded with the Euro-
pean Union, however, Hungary cannot impose any mo-
tor vehicle taxes on trucks registered in the EU. Never-
theless, the Union does not oppose (on the contrary, it

rather supports) that Hungary levies infrastructure
charges on trucks. This was confirmed by the letter of
the European Commission’s Directorate-General of
Transport and Energy written in reply to the European
Federation for Transport and Environment. (This ex-
change of letters was initiated by Clean Air Action
Group.) Consequently, Hungary has to impose the tax
as an infrastructure charge. It is similarly an EU require-
ment that the charge should be imposed in a manner
complying with the principle of competition under equal
terms. This means that no carriers of any particular coun-
try or enterprise should be given preference over other
carriers or be discriminated against. For that reason, the
charge should be levied on Hungarian trucks as well.

In accordance with the above considerations, we
propose that in 2003 an additional charge of 3 HUF per
ton-kilometre as per the permitted total weight of the
vehicle concerned should be levied on trucks of a per-
mitted total weight of over 12 tons. We recommend
that this charge should be increased by 2 HUF annu-

Table II.3.5.: Motor vehicle tax (road charge) of foreign trucks entering Hungary

Notes:
*Number of trucks with foreign registration number entering Hungary, according to data contained in Yearbooks of the Central
Statistical Office of Hungary
**In 1992: 3 HUF/ton-kilometre; afterwards revalorized by changing ECU and EUR exchange rates in accordance with Act LXXXII of
1991 and Act I of 1994
***For years 1993–1998: partly estimated on the basis of many years’ average
Base for the calculation of the tax: 25 tons and 400 kilometres on average, and revalorized unit tax
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ally up until 2007, and afterwards its rate should be re-
valorized every year. Such measure would improve the
position of the much more environmentally friendly rail-
way freight transportation just in the sector where it is
especially justified: in the transportation of large quan-
tities of goods for long distances. It would mostly affect
foreign freight transportation companies; thus creating
a competitive advantage for Hungarian carriers in a fash-
ion that is acceptable in the EU.

By introducing an infrastructure charge, Hungary
would follow the example of Switzerland. A referen-
dum held there in 1999 decided that a uniform road
charge of a relatively high rate was to be imposed on
trucks. The road charge scheme, also approved by the
EU, was introduced in January 2001. The payable rate
of the charge depends on the distance covered, on the
permitted total weight of the vehicle concerned (which
is an incentive to use the truck’s capacity as efficiently
as possible) and on the emission of air polluting sub-
stances (see Figure II.3.5.). An essential feature of the
system is that the charges have to be paid on all types
of roads, not just on motorways. Furthermore, the rate
of this road charge is significantly higher than the cur-
rently applicable or planned road charges of the Euro-
pean Union.

Road charges payable by trucks are being introduced
in an ever increasing number of countries. As of Au-
gust 2003, vehicles above a permitted total weight of
12 tons have to pay 15 to 17 Euro cents (37 to 42 HUF)
per kilometre on every motorway in Germany, and this
charge is projected to be raised further from 2004 on.
In Austria, as of 1st January 2004, a road charge of 15 to

20 Euro cents (37 to 49 HUF) per kilometre is planned
to be levied on vehicles above a weight of 3.5 tons.

As a result of this measure, in 2003 the Hungarian state
budget would realize revenues worth some HUF 30
billion from road charges levied on trucks registered
in Hungary and HUF 35 billion from charges paid by
foreign trucks.

3.6. Imposing highly progressive
road charges on motor vehicles
with axle loads above 10 tons

A decree of the Hungarian Ministry of Transport,
Telecommunications and Water Management (No. 4/
1999 [II.12.]) on Participation of Vehicles Surpassing
Certain Total Weight, Axle Load and Dimensions in
Public Road Traffic, on the Conditions of Road Ad-
ministration and Public Authority Proceedings, as well
as of Payment of Charges regulates the issue of pay-
ment of charges applicable to vehicles with an axle
load exceeding 10 tons. These charges, however, are
far from covering the damage and other costs caused
by these vehicles, for revenues from this source to-
talled no more than HUF 900 million for instance in
2002. On the other hand, in compliance with the re-
quirements of the European Union, an axle load of
11.5 tons is to be made possible on the main transport
roads of Hungary instead of the currently allowed load

Figure II.3.5.: Outline of the Swiss road charge scheme

*Multiplier depending on the pollutant emission by the engine of the vehicle concerned
Source: Monthly “Lélegzet”, 2001/10
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of 10 tons. Implementation costs of this so-called na-
tional road surface reinforcement programme amount
to more than HUF 300 billion. Heavy vehicles with
an axle load above 10 tons cause enormous damage
even to Hungary’s existing road network, as has been
demonstrated in Section 3.5. of this study. Accord-
ingly, the costs that these vehicles cause to the Hun-
garian society are a thousand times higher than the
value of the charges they pay. Obviously, this practice
cannot be pursued any longer.

Thus, the national road surface reinforcement
programme should be implemented on account of the
heavy trucks (and to a much smaller extent buses) that
are categorized at present as overweight vehicles. But
roads with an axle load bearing capacity of 11.5 tons
are only needed by a few thousandths part of all mo-
torists. Within the entire Hungarian road motor ve-
hicle fleet, trucks and buses account for 12 per cent,
and among these 10 per cent are overweight. From
the total number of foreign vehicles entering Hungary,
trucks and buses represent 13 per cent, and only 2 per
cent of these are overweight (according to data ob-
tained from the Hungarian Statistical Yearbook 2001,
published by the Central Statistical Office of Hungary,
and information supplied by the Technical and Infor-
mation Services on National Roads /ÁKMI Kht./). It
is a serious violation of the principles of social justice
and free market competition – which are also included
among the most important principles of the European
Union – that substantial costs caused by an insignifi-
cant minority of all motorists are borne by the over-
whelming majority of transport participants, or, indeed,
by the entire society.

Owing to the above reasons it is inadmissible that the
road surface reinforcement programme to ensure an
axle load bearing capacity of 11.5 tons instead of the
current 10 tons on national main roads be financed from
public funds. These costs must be borne in full by the
owners of heavy vehicles with axle loads exceeding 10
tons. The progressively increasing road charge, of an
average rate of 1 HUF per gross ton-kilometre, aiming
at offsetting the additional load placed on Hungary’s in-
frastructure, would be imposed on both domestic and
foreign carriers with vehicles of axle loads over 10 tons.
Based on favourable experience gathered after the in-
troduction of the charge, its rate can be gradually in-
creased. Hungarian freight transportation companies
falling into this category completed about 12 billion freight
ton-kilometres in 2001. After introducing the above
charge, their performance will come down to about 8
billion ton-kilometres, i.e. the state budget may antici-
pate revenues from Hungarian carriers in the value of
approximately HUF 8 billion. On the other hand, pre-

liminary data show that freight transportation vehicles
registered outside Hungary completed some 13 billion
gross ton-kilometres in 2002. As a consequence of the
imposed road charge, their performance will shrink to
around 10 billion gross ton-kilometres; so the Hungar-
ian state budget can reckon with HUF 10 billion as rev-
enues collected from foreign carriers.

3.7. Uniform rates of daily
travel allowances

In June 1997 a decree entered into force in Hungary
which increased the amount of cost-deductible travel
allowances to a daily USD 25 for international road
freight and passenger transportation. For any other ac-
tivities, including also railway transportation, the cost-
deductible daily travel allowance is only USD 10. As a
consequence of this measure, road transport (especially
freight transportation) is granted subsidies in the fol-
lowing value:

At prices of the first six months of 2002, the daily
allowance of USD 25 equalled HUF 6318. Assum-
ing that Hungarians working in the road transporta-
tion sector cross the country border 800,000 times a
year and stay abroad for three days on average, this
makes up HUF 6318/day  800,000  3 = HUF 15.2
billion net wages, exempt from any payable public
charges. At the railways, however, this amount is
subject to a personal income tax and social security
contribution payment obligation rate of 67.3 per cent;
hence the conclusion that the value of subsidies
granted totalled HUF 15.2 billion  0.673 = HUF 10.2
billion.

From the effective date of the decree, June 1997, till
the end of 2002, the aggregate amount of subsidies
reached approximately HUF 54 billion. This has sev-
eral consequences:

State budget revenues lost due to the allowance have
to be compensated by other economic sectors that are
usually more environmentally friendly, at multiplied
costs. (For instance, if heavy trucks are given HUF 1
billion as subsidies in the above manner, then, among
others, also railway transport will need more subsidies,
while railway revenues are diminishing. Furthermore,
preventing or removing environmental and health dam-
age also requires substantial funds.)

The mentioned decree gives unfair preference to
international road freight transportation (primarily over
railway transport). As a result, in many countries, in-
cluding the EU member states
• the number of accidents and lives lost increases, and
• environmental pollution is also aggravated.
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By granting a preference which badly distorts fair
market conditions Hungary pursues a policy which is
not acceptable by international standards and not used
in any EU countries.

Considering that the majority of serious accidents
are caused by heavy trucks and the fact that road acci-
dents have a 33 times higher frequency rate than rail-
way accidents, we can conclude that owing to the pref-
erence, the party causing the accidents does not even
pay for the base costs of social security.

The preference, which violates both the EU regulations
and the provisions of the Act on Unfair Market Prac-
tices, should be abolished immediately. Therefore, we
recommend that daily travel allowances should be made
uniform, i.e. cost-deductible daily allowances should in
each case be limited to USD 10. Assuming a 50 per cent
overall reduction in the payment of daily travel allow-
ances, this measure will bring additional revenues from
personal income tax and social security contribution
worth approximately HUF 6 billion annually.

3.8. Stricter rules for accounting
expenses of motorcar use

In Hungary the fuel expense accounting system
currently in use for motorcars encourages motorists
not to pay taxes and use their cars as much as pos-
sible, increasing thereby environment pollution as
well. To increase tax revenues, make transport more
efficient and protect our environment, we propose
that it should only be allowed to account motorcar use
as expense if the fuel use pertaining to the accounted
travel distance is attested by an invoice on the purchase
of fuel. The invoice should also indicate the registra-
tion number of the motorcar concerned. In addition
to that, it should also be made compulsory to keep a
separate verifiable journal on fuel purchase.

Another option worth considering is that motorcar
use should be made a non-expense item. The following
reasons support such a measure:

Motorcar use for private and business purposes can-
not be separated in a well-controllable manner.

Severe environmental and health damage caused by
the use of motor vehicles should also be alleviated
through such measures.

An ever-increasing portion of motorcars are pur-
chased by companies, which often means concealed
remuneration by evading payment of taxes and social
security contributions charged on wages. (What is more,
companies can even reclaim VAT when purchasing
motorcars!)

Some say that only a specified portion of fuel costs
could be accounted as expenses, e.g. a fuel consump-
tion of 7 litres per kilometre, or, for instance, not more
than 80 per cent of the total costs of fuels. We do not
agree with those proposals because motorists would find
the easy way out and mark more kilometres on paper
than actually covered.

Even if only part of the rules pertaining to accounting
the expenses of motorcar use are made stricter, the
resulting additional revenues may total roughly HUF
20 billion. (If the legal possibility of expense accounting
was abolished altogether, the Hungarian state budget
could realize extra revenues worth up to HUF 200
billion!) For the entire society, this would bring much
more in reduced costs, not to mention the added ben-
efits ensuing from less environment pollution, less fre-
quent traffic congestions and fewer accidents. All these
cost-reducing factors would contribute to lowering the
rate of inflation as well.
We recommend that the mentioned extra revenues
be devoted to supporting small enterprises, because
this measure would partly affect them.

3.9. Increased taxes
on company cars

“Company cars are granted for managers and own-
ers of businesses as a fringe benefit. Surveys have shown
that some 75 to 95 per cent of executives in fact obtain
such benefits. The actual value of that «remuneration»
may vary between HUF 100,000 and 1 million per year,
depending on the car’s value and the extent of personal
use. State budget revenues lost on account of the com-
pany car allotment (corporate tax and withholding tax
or personal income tax) are generally offset by payment
of the company car tax. However, the larger the in-
come involved, the less tax is paid proportionally as com-
pensation, given the tax rates stipulated in the currently
effective Act on Personal Income Tax.” – says the jus-
tification provided for the amendment of company car
tax regulations in 1999. We agree with the justifica-
tion, as well as with the fact that as of 1st January 1999
taxes on company cars were increased at a several times
higher rate than that of the inflation. Unfortunately,
however, further tax increases have not been effected
either in 2000, 2001 or 2002.

But even with the current higher tax rates, it has re-
mained worthwhile for businesses to grant company cars
to their executives, particularly if cars of higher value are
involved. For example, in the case of the highest tax
bracket (HUF 21,000 per month), HUF 252,000 was to
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Table II.3.9.a: Company car tax rates in force
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Table II.3.9.c: Proposed company car tax base rates

Source: Own calculations

be paid as company car tax in 2000. Together with the
applicable 25 per cent healthcare contribution, the an-
nual payable amount totalled HUF 252,000 + HUF
63,000 = HUF 315,000. For incomes above the limit of
HUF 1 million, referred to in the justification provided
for the amendment, and calculated with a tax rate of 40
per cent, we will find that tax worth HUF 85,000 per
year is not collected by the state (HUF 400,000 – HUF
315,000). However, after taking into account other pay-
able public charges as well (such as the social security
contribution, etc.), the aggregate amount of unpaid taxes
and contributions may exceed HUF 500,000 per year.

Under current regulations, the tax on company cars
decreases if the value of the granted car increases, i.e.
the tax has a degressive rate.

Another reason why we do not think that the cur-
rently effective regulation is appropriate is because it
sets a lower tax rate starting from the fifth year follow-
ing the purchase of the car. Older cars usually release

much more pollutants into the environment and pose
much greater risk of accidents than new cars do.

Article 70 of the Act on Personal Income Tax in
force provides as follows:

“(3) On account of the income mentioned in para-
graph (1), the tax (hereinafter: company car tax) has
the following monthly payable rate: [Table II.3.9.a.]

(4) In contrast to the provisions set forth in paragraph
(3), if the tax payment liability under this Article had
originated from a time prior to 1st January 1997, the com-
pany car tax has the following monthly payable rate:”

For the reasons detailed above we recommend that
company car taxes should be modified in a manner
that they be calculated with the base rates specified in
Table II.3.9.c.

Using such tax rates, the monthly company car tax
payable for a Suzuki car with a cubic capacity of 1.3
litres and a value of HUF 1.5 million would be HUF
8,100 + HUF 360 = HUF 8,460 (currently it is HUF
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Table II.3.9.d: Correction of the proposed company car tax rates according to cubic capacity

Source: Own calculations

6,000), while the tax payable for a 3-litre luxury car
worth HUF 40 million would amount to HUF 302,760
+ HUF 4,200 = HUF 306,960 per month (currently it
is HUF 21,000).

This example clearly illustrates that our proposal not
only takes into consideration the impact on, and the
damage caused to, the environment in the taxation, but
also imposes these tax burdens in a much more propor-
tionate manner upon the fringe benefit described in the
introductory part of this chapter.

A further possibility is that the allotment of company
cars can only be accounted as expenses up to a value
limit of HUF 5 million and a cubic capacity limit of 2000
cm³, i.e. up to HUF 13,500 per month, and that the com-
pany concerned may only grant the remaining part of
this benefit from its after-tax earnings. In Table II.3.9.d.
we have made our proposal regarding these rates. We
are well aware that such measures would also place addi-
tional burdens on the use of cars for non-private pur-
poses, but the severe environmental and other damage
caused by cars justifies such stringent approach. To some
extent, these measures would even serve the actual com-
pany use by easing traffic congestion on the roads, which
would result in shorter access times to travel destina-
tions and reduced numbers of environmental pollution-
related diseases. The latter one is particularly important
for those travelling by car, since the concentration of air-
pollutants inside the passenger compartment of cars is
several times higher than the one measured either in
public transport vehicles or on the sidewalks.

In Hungary, enterprises applying the so-called sim-
plified venture tax, introduced in 2003, are not subject
to payment of company car tax. As compared to the
earlier situation, this is tantamount to granting substan-
tial additional support to a seriously environment-pol-
luting activity. The Hungarian Court of Constitution,
however, has already confirmed in several resolutions
that “the right of citizens to a healthy environment also
includes the responsibility of the Republic of Hungary

that the state shall not reduce the standard of environ-
ment protection, secured by statutory provisions, ex-
cept if that is inevitable for the enforcement of other
fundamental rights or constitutional values. Even in that
case the extent of reducing the protection standard shall
not be disproportionate to the objective to be achieved.”
The Treaty of the European Union lays down the “pol-
luter pays” principle. This is another reason why the
Hungarian regulation introduced in 2003 is contrary to
the rules of law of the European Union.

At present, the tax payable on company cars prima-
rily depends on the purchase price of the vehicle con-
cerned. By ruling so, legislators intended to comply with
the principle of proportionate sharing of public charges
laid down in the Constitution of the Republic of Hun-
gary. The partial abolition of company car taxes repre-
sents a serious violation of the pertinent Article in the
Constitution. At the same time this is also contrary to
the requirement of fair market competition, which con-
stitutes a pivotal part of both the Hungarian and the
EU legal corpus. This measure favours above all the
owners of vehicles of higher value. Such cars are pur-
chased through imports, just like the fuels which they
consume in quantities far above the average consump-
tion. On the other hand, these vehicles are mostly run
to satisfy luxury consumption needs and not to con-
tribute to value creation. Therefore, the planned tax
allowance acts against the interests of the Hungarian
national economy.

For the above reasons we strongly recommend that
the company car tax payment obligation should remain
applicable also to enterprises opting for simplified ven-
ture taxation. State budget revenues, not lost as a re-
sult of our proposal, might perhaps be used to cut
down the rate of simplified venture tax.
Our preliminary estimates show that extra revenues
of some HUF 20 billion could be realized from raising
the tax on company cars.
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3.10. Increase of consumption tax
(registration fee) on motorcars

Recent years have seen a dynamic growth in imports
of motorcars into Hungary: while in 1992 only around
fifty thousand motorcars, predominantly from imports,
were sold, in 2002 sales figures of imported motorcars,
all-terrain vehicles and small trucks reached already
some 215 thousand. Calculated in USD value and with-
out private imports, by 2002 sales volumes increased to
nearly three and a half times of that in 1996 (an in-
crease of 240 per cent!), and amounted to USD 1121
million (see Figure II.3.10.a.). Measured in numbers of
vehicles, the growth rate was 174 per cent, recording
155 thousand cars in 2001 (175 thousand including
private imports), and more than 173 thousand in 2002
(215 thousand vehicles, as mentioned already, includ-
ing private imports).

Data collected by the Hungarian Statistical Office
demonstrate that in October 2002 the sales turnover
of the motor vehicle and vehicle parts retail trade sector
was by 17.6 per cent higher than similar data of the
preceding year. The growth rate in the first 10 months
of the year was even higher, reaching 24.0 per cent.
In the same period, the motor vehicle fuel retail trade
sector’s sales volume increased by 8.9 per cent as com-
pared to the same period of the preceding year.

Actual imports are greater than the above volume,
because Suzuki cars, numbering around 35 thousand in
2002, assembled from imported parts and sold in the
Hungarian market, should also be added to it. In 2002,
this represented additional imports worth USD 175 mil-
lion. Consequently, total direct imports amounted to a
value of USD 1300 million. (Over and above this, spare
parts and accessories represent a substantial extra value.)

The rapidly increasing imports significantly deterio-
rate Hungary’s foreign trade balance and current balance
of payments. Some data to illustrate the dimension of
this impact: as compared to the value in 1997, imports of
motorcars increased by USD 878 million (EUR 1030
million) by 2002, which accounted for more than the
half of the deterioration in the sales turnover balance
registered in 2002. This was mainly attributable to the
gradual reduction of customs and duties. Customs duties
on industrial products imported from the European Union
and from countries associated to the EU have been gradu-
ally cut down by Hungary, and were completely abol-
ished in 2001. As regards motorcars imported from the
United States of America, applicable customs duties have
been considerably lowered on the basis of a bilateral agree-
ment. Statistical duties and customs clearance fees, rep-
resenting 2 to 3 per cent in the aggregate, have also been
abandoned in every trade direction. In comparison to

the total import value, the proportion of consumption
tax has also decreased significantly, which was not caused
by the modified tax rates, but rather by the improved
import structure (namely by the increasing portion, reach-
ing practically 100 per cent by now, of motorcars equipped
with catalytic converters, which are subject to preferen-
tial taxation). As a consequence of all these factors, the
growth rate of VAT revenues is also lagging behind the
rate at which imports increase. Figure II.3.10.b. illustrates,
aggregating all the above impacts, the hidden subsidies
granted to motorcar imports. It is to be remembered that
in recent years in Hungary even the most basic healthcare
services in have been afflicted and impaired by a serious
lack of funds, nevertheless the state has been granting,
in covert forms, ever-increasing subsidies to motoriza-
tion which greatly pollutes the environment and dam-
ages citizens’ health. The huge amounts demonstrated
in Figure II.3.10. clearly testify to this fact.

Raising once again the applicable customs duties
would run counter to the agreement concluded between
Hungary and the EU, would give rise to the disapproval
of the World Trade Organization (WTO), would also
have an adverse impact on the export-orientated for-
eign enterprises located in Hungary, and additionally
might provoke further complications in the field of eco-
nomic policy. These reasons leave no other option as a
room for manoeuvre than to raise the rates of consump-
tion taxes. By using the resulting extra state budget rev-
enues – coupled with other similar measures – Hungary
may replace the otherwise necessary restrictive mea-
sures which would set back either the standard of living
or the economic growth, or even both of them. Inevita-
bly, such measures always hit the most those social
groups which have weaker interest-enforcement capa-
bilities. Owing to the large-scale reduction of payable
customs duties, the aggregate burden would even so be
lower than it was a few years before.

Only about 40 per cent of the total impact resulting
from the Hungarian currency’s revaluation materialized
in reduced consumer prices; the remaining 60 per cent
mostly added to the profit of importers. We may pre-
sume that the effects of raised consumer taxes will have
to be partly borne by importers due to market pressures
brought about by the economic recession.

It is also advisable to raise consumer taxes because
due to the large volume of turnover, even a small in-
crease may result in substantial extra revenues: based on
data of 2001, an increase of 1 percentage point may bring
gross revenues worth approximately HUF 3.2 billion.

In the event that consumer taxes are raised, the ques-
tion may, of course, rightly come up whether the price-
increasing effect will not lead to such level of reduction
in the turnover growth rate which can prevent that the
projected revenues are in fact realized. Undoubtedly,
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Figure II.3.10.a.: Changes in imports of motorcars and their spare parts (not including private imports)

a) million HUF, at current prices

b) USD, at current prices

Figure II.3.10.b.: Impact of the reduction of customs duties
and the loss of related VAT on motorcars imported from the EU

Source: Foreign trade statistics by HS commodity classes (not including imported Suzuki cars)

Source: Own calculations based on the Foreign Trade Statistics, data of the National Bank of Hungary, as well as data pertaining to the
reduction and abolition of customs duties between the EU and Hungary
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such impact does exist, but we may presume that not
even an increase of 12 percentage points would have
such a price-increasing effect (taking into consideration
the impact, accumulated up until now, from the reduc-
tion and abolition of customs duties and from the re-
valuation of the Hungarian currency, as well as the
slower rate of revaluation in the future), which, with
increasing domestic real income levels, would consid-
erably slow down the growth of demand in Hungary.
Another fact to support the assumption that this would
certainly not happen, is that in contrast to the case of
supplementary customs duties, formerly applicable in
Hungary, when it was known well in advance that they
would be partially reduced and eventually completely
abandoned, now the raised consumption taxes will be
incorporated into economic expectations in a long-last-
ing manner and so they do not motivate consumers to
postpone purchases. As a consequence of the HUF re-
valuation and the customs duty abolition, purchase and
operation of motorcars have become cheaper both in
the absolute and the relative sense, and for this reason
the tax-bearing capacity of motorcars has largely in-
creased. Nevertheless, if the growth rate of motorcar
imports does fall off despite what was said above, then
state budget revenues will indeed not increase at the
expected rate, but Hungary’s foreign trade balance and
current balance of payments will be improved.

Purchase of motorcars is also encouraged by the ex-
tremely sophisticated credit financing forms involved,
which allow customers to purchase in advance. As a
result, they become less price-sensitive, which could also
be offset by the raised consumption tax rate.

Another factor to be taken into account is that en-
vironmental requirements will become stricter in the
future, which means that the motorcars currently in use
are in fact cheaper and more polluting than the cars
expected to be used in the future. This is another rea-
son to support the need to increase consumption taxes.

At present in Hungary, motorcars without cata-
lytic converters are subject to a consumption tax of
22 per cent up to a cubic capacity of 1600 cm³, and
a tax of 32 per cent above 1601 cm³. In the case of
motorcars equipped with catalytic converters the
applicable rates are 10 and 20 per cent. However,
since cars without catalytic converters cannot be dis-
tributed any more in Hungary, this preference has be-
come superfluous. Therefore we recommend that
motorcar consumption tax rates should be set in a uni-
form manner at 22 per cent up to a cubic capacity of
1600 cm³, and at 32 per cent above 1601 cm³.

The proposed increase of consumption tax
would have ensured extra revenues of around
HUF 38 billion for the state budget in 2003.

We welcome the current Hungarian Government’s
decision to introduce as from 2003 a new customs tar-
iff classification system under which several motor
vehicle types will be removed from the truck catego-
ries and will be cleared through the customs as cars in
the future, i.e. the applicable consumption tax will
have to be paid on these vehicles, and the pertaining
VAT cannot be refunded either. (Under the statisti-
cal system of the year 2002, this modification affects
ten thousand motor vehicles.)

Motor vehicle importers have raised a proposal sug-
gesting that the currently applied consumption tax
should be replaced by a car registration fee. The Euro-
pean Commission, however, has just proposed to abol-
ish this fee, for in the event of moving abroad the fee
should be paid once again, which is qualified as unde-
sirable double taxation (Hungarian economic daily
“Világgazdaság”, 9th September 2002). Consequently,
it is not advisable to replace consumption tax by this
fee in Hungary either. The difference between the two
taxes can be summarized as follows:
• The consumption tax shall be paid upon importing

the goods concerned, together with the applicable
customs duty, and it constitutes a base for the VAT,
increasing thereby the import purchase price and
consequently the consumer price.

• The registration fee shall be paid upon putting the
car into use. It shall be borne by the customer, so
directly it does not form part of the consumer price.
Decision has not yet been made about the rate of
the fee and about the question whether VAT will
be imposed on it or not. However, we have been
informed that motor vehicle importers are urging
that the fee should be exempt from VAT.
Therefore it is to be feared that by introducing the

registration fee, motorcar prices could be further re-
duced, causing losses to the state budget and damage
to the environment.

Accepting the scope of applicable tax types had
been one of the preconditions of the EU accession.
The negotiations, conducted jointly with other acced-
ing states, had led to the final result that consump-
tion tax was omitted from the list. In this state of af-
fairs, the only feasible choice is to introduce the regis-
tration fee.

The minimum aim to be attained is that the payable
amount reaches at least the combined level of the cur-
rent consumption tax and VAT. However, several fac-
tors justify a much higher rate for the registration fee.

• Motorcar sales have been growing at an extremely
rapid rate in recent years, and this process seems to
be gaining further speed: in the first quarter of 2003,
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Figure II.3.11.: Changes in imports of used motorcars
(in thousands)

Source: Monthly “Lélegzet”, 2003/2

the number of sold cars increased by some 25 per
cent compared to the same period of 2002.

• The conditions for purchasing motorcars have
greatly improved as a consequence of the reduction
and abolition of customs duties and the revaluation
of the Hungarian currency.
In the last two decades, the amounts spent on main-

taining the existing national road network have
steadily been only half of what would have been nec-
essary just to keep up the state of the roads. The year
2003 brought further deterioration, because financial
resources available for such purposes are by some HUF
25 billion less than in 2002. On the whole, this means
that existing public roads are deteriorating at an ever
accelerating rate. Therefore it is crucially important
to raise additional funds for the maintenance and reno-
vation of Hungarian roads. On the other hand, com-
municating this need towards car-owners will also
make the significantly raised rate of payable fees more
acceptable for them.

3.11. Increase and effective collec-
tion of consumption tax (registra-
tion fee) on used motorcars

Clean Air Action Group welcomed and fully ap-
proved the Hungarian Government’s decision to forbid
as of 1st January 2003 the imports of used motorcars
into the country if they are more than 7 years old.

Share of used motorcars within total imports had
been low for many years and in absolute terms their
imports had dropped until 2000. Thus their proportion
(measured in pieces of motorcars, including private im-
ports) diminished from 36 per cent in 1996 to 11.7 per
cent in 1999. 2001 brought a turn-about in imports of
used motorcars, for their number surged from 13 thou-
sand in 2000 to 36 thousand in 2001, then to 96 thou-
sand (!) in 2002 (Figure II.3.11.). This rapid increase
was triggered by the liberalization of used motorcar im-
ports and by the abolition of customs duties on motor-
cars originating from the European Union.

Back in 1996, an age limit of 4 years had been set for
imports of used motorcars. In 2000, however, this re-
striction was revoked, which resulted in a situation
where Hungary started gradually turning into the scrap-
yard of Western Europe. Motorcar-owners in Western
Europe were glad to get rid of their used vehicles (and
the troubles and costs involved) even for a few hun-
dred Euros. This process, however, contributed to de-
teriorating the environment pollution and impairing the
traffic safety in Hungary.

Imports of used motorcars are largely facilitated by
customs procedures currently in force, which allow
evasion of customs duties and taxes in mass propor-
tions. And those concerned are in fact taking advan-
tage of this possibility in many cases: they do not pay
the consumption tax (and the connected VAT) ac-
cording to the internationally accepted price catalogue,
but on the basis of the presented bill, which is
underinvoiced in most cases. To make things even
worse, the real value of motorcars brought into Hun-
gary as a private import is only checked if the value of
the presented invoice is less than 50 per cent of the
catalogue price (instead of the former 80 per cent).
Such loosening in regulation has lead to a practice
when the invoiced value of motorcars imported in the
above manner amounts to 51 per cent of the catalogue
price as a rule...

That is the reason why Clean Air Action Group
is urging that the customs value, and from the date of
Hungary’s accession to the EU, the registration fee, of
used motorcars should be determined on the basis of
the catalogue price.

Furthermore, in order to cut back the imports of
used motorcars we propose that in case cars older
than 3 years are put into use in Hungary, progressively
increasing consumption taxes (or registration fees)
should be levied at a rate which ensures that vehicles
older than 4 years are not worth putting into use any
more.

We recommend that the rate of the registration fee
imposed on used motor vehicles should be at least 100
per cent on average. Considering that regulations per-
tinent to importing and putting into use used motor
vehicles will be liberalized as from the date of EU
accession in 2004, and reckoning with a reduced
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import volume of 10,000 vehicles per year, we esti-
mate that the Hungarian state budget may realize
direct extra revenues worth nearly HUF 10 billion.

It is particularly justified to take the above mea-
sure because as from the date of accession, VAT
on used motorcars imported from EU member states
will remain in the country of origin, i.e. it cannot
be collected in Hungary. Lost budget revenues from
this source can be assessed at about HUF 20 to 30
billion, in case the measures we propose are not in-
troduced.

A further important reason to support such steps is
that from 2005 on, car manufacturers in the EU are
obliged to take back for recycling the new motorcars
they sell. This obligation, however, does not cover mo-
torcars manufactured prior to 2005. As a consequence,
Hungary itself has to raise the funds needed to cover
the costs of handling those vehicles.

3.12. Raising funds for handling
motor vehicle wrecks

Worn out and unserviceable motor vehicles (here-
inafter we will use the term “wreck motorcars” in a sense
including all types of motor vehicles) appear in ever
growing numbers in parking lots, in out-of-the-way – or
more central – parts of residential areas, vacant lots, or
even in the woods and fields. We estimate that at least
130,000 cars are scrapped and become “wrecks” every
year in Hungary. In most cases, handling of these wrecks
places a growing burden upon local governments, and
thereby indirectly (and in some respects, directly) also
upon the state budget.

From 2005, EU regulations make it compulsory for
motorcar manufacturing companies to take back and
to recycle used motor vehicles. Hungary should formu-
late the domestic regulations in line with these EU rules.

Information supplied by the ERECO Eastern Eu-
ropean Waste Recycling and Environment Protec-
tion Co. reveal that processing of, and recycling of
the materials obtained from, these wreck motorcars
in compliance with environmental protection pro-
visions could be a remunerative activity, once a so-
lution is found for the problem of collecting the
wrecks and transporting them into car dismantling
yards (preferably free of charge for the vehicle
dismantlers). To achieve this, we do not recommend
that a new tax should be imposed; we rather think
that the solution would simply be to require vehicle-
owners to continue paying the tax on motor vehicles
and the compulsory liability insurance fees until they
prove that they handed over the motor vehicle they

own to an officially licensed vehicle dismantling yard.
Such measures are not expected to bring additional
revenues for the state budget, because car-owners
will hopefully be interested in handing over their
wreck motorcars to dismantlers. For local govern-
ment budgets (and thereby indirectly also for the
state budget), however, the burden arising from the
tasks and measures of handling wreck motorcars
would be alleviated.

In order to provide further stimulation, i.e. to pre-
vent for example that car-owners leave their vehicles
in the depths of the woods or at the bottom of lakes
declaring that the car has been stolen, it is worth
considering that the state should bear the costs of trans-
porting the wreck motorcars into vehicle dismantling
yards. Raising further the applicable rate of motor
vehicle taxes could provide adequate funds for this
purpose.

We deem it necessary that EU regulations applicable
to wreck motorcars should be entered into force with-
out delay. The population, as well as interested enter-
prises and authorities should receive official compre-
hensive information about this as soon as possible.

3.13. Elimination of motorcar cred-
its granted by withholding VAT
unlawfully

When providing credits for the purchase of motor-
cars, special credit facilities have been used for many
years in Hungary in which the applicable VAT was only
to be paid up with the last instalment. This meant that
in practice the state budget was made to grant interest-
free credit for 20 per cent of the cars’ value. As far as
we know, it is not possible any more to use such schemes
in mass proportions, but there are still some types of
permitted transactions (some forms of leasing, for in-
stance) where this method may be applied. Earlier trans-
actions had been concluded for a period of 5 years, con-
sequently they are still under way today.

We recommend that the Ministry of Finance should
render a detailed account for the Hungarian Parliament
about the annual amounts spent under the above
scheme by the state budget to support motorcar pur-
chases. The still existing loopholes must be closed. It is
also necessary to look into the possibilities of collecting
somehow the taxes pertaining to contracts that had been
concluded earlier but are still valid today.

Interest costs arising from the delayed payment of
taxes are borne by the state budget. We estimate that
such interest costs may total HUF 2 to 3 billion a year.
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3.14. Substantial reduction of sub-
sidies to construct further high-
speed roads

Available financial resources should be spent on
maintaining and renovating the existing road network,
on constructing short road sections to avoid towns and
villages and on restoring the railway network, because
these are much more economical and environment-
friendly investments than the development of
Hungary’s high-speed road network. The only excep-
tion should be the eastern section of the M0 motorway
(Budapest ring-road), which should only be built along
the trace of the connection at Gödöllõ. Detailed jus-
tification for our proposal can be found in Appendix 7
to this study, therefore we will only expound here our
views on the northern section of the M0.

Among the items of the state budget, funds
should in no way be estimated for the northern sec-
tion of the M0 motorway (between national roads
No. 2 and 11), because this giant investment, the
total costs of which would exceed HUF 60 billion,
is equally unjustified from the aspect of the national
economy, transport and environmental protection.

The northern motorway section would cause serious
pollution to the neighbouring area. Air pollution, noise,
traffic congestion and the degradation of green surfaces
would imperil the health of the affected population, and
would also destroy several resort areas around Budapest,
which have already been dangerously reduced in numbers.

The motorway would pass over the most important
water reserve of the Hungarian capital. It is inadmis-
sible to consider any investment which might jeopar-
dize the main water base of a drinking water supply sys-
tem serving the need of 3 million people.

The new road section will generate huge additional
traffic, as has been clearly demonstrated by the south-
ern section of the M0 as well.

Even if by some miracle the extra traffic was not
generated, this section of the motorway would only
improve Budapest’s traffic situation by less than a single
per cent. If we devote HUF 60 billion to achieve such
improvement and if, in general, we wish to solve the
traffic problem of the Hungarian capital by a similar
method, then more than HUF 6000 billion should be
spent in order to achieve the “comprehensive solu-
tion”! However, enhanced public transport services,
extended parking regulation, generally used traffic
calming measures, etc. are by several orders of magni-
tude more efficient ways of attaining the same goal.

Judging by the most optimistic forecasts (against
which serious doubts can be raised), the northern

motorway section, in the event of being implemented,
would only better the travel (driving) conditions of some
20 to 30 thousand people. However, if the funds de-
voted for the above investment (which equal the total
annual budget of the Budapest Public Transport Com-
pany) were used to raise the standard of public trans-
port services in the capital, travel conditions of 1.5 mil-
lion people could be perceptibly improved.

Several local governments concerned have rejected
the planned investment in official resolutions, and pre-
liminary surveys show that the project is also opposed
by the majority of the affected population.

The Hungarian Government wishes to spend around
HUF 90 billion from the privatization revenues on
the construction of new motorways and roads. In our
opinion, road constructions and the fact that HUF
1400 billion have been drained away from the Hun-
garian railway infrastructure up until today are not
compatible with either the environmental or the trans-
port policy concept. This is particularly true if we
take into consideration the requirements of the Eu-
ropean Union. We recommend that the entire sum
should be devoted to implementing some of the
needed but unrealized developments of the railways.
(This requirement is also justified by recent problems
with motor trains.)

3.15. Abandonment of direct and
indirect subsidies granted to the
Formula-1 Hungarian Grand Prix

Holding Formula-1 races in Hungary and granting
state subsidies for these events have been justified by
the alleged extra tax revenues worth HUF 2 to 3 billion
that the state budget is expected to realize from the
spending of foreign tourists visiting Hungary at the time
of this programme, and by the favourable publicity that
the race is said to generate for the country. The calcu-
lations have been prepared solely by agencies interested
in the Formula-1 Hungarian Grand Prix, and they have
overestimated the supposed favourable impacts, and
have made no mention of the disadvantages.

This event causes particularly great environmental
load both at the site of the race and on the roads lead-
ing to it. Before the racing course was constructed, this
valley near Mogyoród had been a green oasis adorned
by a lake, while today it is a barren, smoke-filled, vast
fiery concrete complex. All this involves very high costs.
(Among other damages caused, it scares off traditional
tourists who seek recreation and wish to do sports.)
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1002 381 8503 004 5.6771 2.6 45.682

2002 061 0542 0052 1.1752 3.01 37.252

3002 0003 8.7782 3.11 00.452

4002 1.8713 5.21 00.552

5002 6.9053 7.31 00.652

**6002 6.5783 1.51 00.752

Table II.3.15.: Main data of state subsidies granted to the Formula-1 Hungarian Grand Prix

In 2002, the previous Hungarian Government undertook a guarantee to the extent of HUF 3 billion. In the event that the company
makes use of this guarantee, the guarantee will be collected from the company, and then it will be wound up. To avoid this, the present
Hungarian Government has granted a subsidy of HUF 2.5 billion.
*Calculating with the revaluation of the Hungarian currency.
**From 2006, EU regulations forbid the broadcasting of cigarette advertisements on television. Tobacco advertisements are prohibited
in Hungary. The Formula-1 race has obtained exemption, which also constitutes a state subsidy, in an estimated value of HUF 3 to 4
billion. As a consequence, the aggregate value of state support given to the Formula-1 event – amounting to HUF 400 million in 2001 –
increased to over HUF 5500 million by 2002.
“RTL Klub (Hungarian commercial TV channel) has closed an exceptionally successful year also in terms of its advertising revenues,
which exceeded by nearly HUF 2 billion those of the previous year, even before the end of the year, not including the final earnings in
December. The highest financial growth produced by the TV channel, however, took place in August (normally considered as part of
the dead season): having acquired the exclusive Hungarian broadcasting rights of the best known sports event of the year, the Formula-
1 race, it was capable of realizing by nearly HUF 400 million more advertising revenues than in August 2001, thanks to the F-1
Hungarian Grand Prix.” No information is available about the realized amount of foreign advertising revenues of the Formula-1, but
these are probably several times higher than the domestic revenues. In the European Union, tobacco advertisement on television is only
possible within the Formula-1 events; therefore the revenues may even come to HUF 10 billion!
Source: Hungaroring Sport Co., HVG Hungarian economic weekly, Ministry of Finance, budget laws

In reality, the Formula-1 race receives huge covert
subsidies as well. Starting from this year, it is forbidden
to advertise tobacco products in Hungary. Exemption
from this prohibition has solely been given to the F-1
Hungarian Grand Prix, as a result of which it can real-
ize considerable extra revenues – and the more so be-
cause in this respect it has acquired a monopolistic po-
sition and thereby has gained significant competitive
advantage over rival events. The annual value of this
status may be estimated at several billion HUF. (From
2006, even this type of tobacco advertisement will be
banned in the European Union.) Because of the tobacco
advertisement prohibition to be introduced in Austria
from 2004, the last Austrian Grand Prix of the Formula-
1 races is to be held in 2003, which also proves that
with the exceptional permission to advertise tobacco
products, it is unnecessary to grant any budget support.

The gravely environment-destroying Formula-1 race
receives huge publicity, which impairs the effectiveness
of the environmental protection awareness raising and
educational work striving to make people think and
behave in a manner meeting the requirements of our

age. This is illustrated by the fact that the European
Car-Free Day, an event organized every year with the
participation of already more than one thousand towns
and cities all over the continent, receives only little and
inadequate moral and financial support in Hungary. The
social damage caused by providing such publicity to the
F-1 motorcar race is immeasurable. It is odd and unac-
countable that this event, which is opposed to the aims
of true sports, damages the environment and demeans
masses of people into passive circus spectators, is sup-
ported by just the Hungarian Ministry of the Youth,
Children and Sports. We should remember that one of
the “by-products” of this event is a brisk period for the
prostitution business, with its associated scandals.

With full knowledge of the above facts, it was shock-
ing that the Hungarian Government decided to increase
more than sixfold the original subsidy of HUF 400 mil-
lion, and in 2002 granted already HUF 2500 million to
the Formula-1 race from public money. The raised state
support of the year 2002, worth HUF 2500 million, also
implies (owing to the 10 per cent annual increase of li-
cence fees, stipulated in the contract) that similar or even
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higher amounts of state subsidies are to be granted to
this motorcar racing event also in the years to come (see
Table II.3.15.). This is reflected by the Hungarian state
budget for the year 2003 as well, where this subsidy is
already raised to HUF 3 billion in the budgetary chapter
of the Ministry of the Youth, Children and Sports.

Granting state support instead of the state guaran-
tee, which has already been in place for years, is alleg-
edly necessary because in the event of making use of
the guarantee, Hungaroring Sport Co., the company
organizing the F-1 race, should be wound up. It is also
contrary to the principle of market economy that an
enterprise, against which serious environmental objec-
tions can be raised, is intended to be kept in operation
by means of such huge direct subsidies over and above
the mentioned indirect support.

In recent years it has been a promising sign that the
real value of state subsidies has been steadily decreasing
year by year. Unfortunately this trend is now reversed.

Moreover, this subsidy violates the Hungarian Con-
stitution and the Act on Environmental Protection.

The Constitution declares: “The Republic of Hun-
gary recognizes and enforces the right of every citizen to
a healthy environment.” Accordingly, the Hungarian
Court of Constitution has already confirmed in several
resolutions that “the right of citizens to a healthy envi-
ronment also includes the responsibility of the Republic
of Hungary that the state shall not reduce the standard
of environment protection, secured by statutory provi-
sions, except if that is inevitable for the enforcement of
other fundamental rights or constitutional values. Even
in that case the extent of reducing the protection stan-
dard shall not be disproportionate to the objective to be
achieved.” In this case, however, the state is granting
substantial additional support to a seriously environment-
polluting activity in a manner that this is not needed at
all in order to enforce any other fundamental rights.

Act LIII of 1995 on the General Rules of Environ-
mental Protection declares:

“Art.6 (1) Utilization of the environment shall be
organized and carried out in a manner that

a) it causes the least possible degree of loading and
stress to the environment;

b) it prevents contamination of the environment
c) it precludes the possibility of any damage to the

environment.
(2) Utilization of the environment shall be carried

out by taking into consideration the precautionary prin-
ciple, by sparing and using economically the environ-
mental elements, as well as by reducing the amount of
waste produced, and making efforts to recycle and re-
use natural and man-made materials.”

Obviously, the subsidies granted to the Formula-
1 motorcar race do not promote the saving and spar-

ing use of environmental elements, but rather the
opposite.

The current increase in the value of state support
is also unnecessary and superfluous from an economic
aspect, considering the special profit, estimated at
HUF 3 to 4 billion, gained from tobacco advertise-
ments. It is incomprehensible that up until now no
investigation has been conducted to find out what may
have caused that this enterprise has not yet become
self-sustaining economically.

It is an unacceptable argument that this event gen-
erates great international publicity for Hungary. In re-
ality, Hungary will not be made particularly interesting
for foreign visitors if they can experience in this coun-
try the very same that they have already got used to see
in their home country. However, creating an environ-
mentally friendly country which is developing in a sus-
tainable manner could indeed better Hungary’s stand-
ing and reputation in the world.

Another often heard but absurd argument is that
granting state support is primarily necessary because it
would result in more foreign tourists coming to Hun-
gary, who would spend money here. In 2002, the For-
mula-1 race had some 160 thousand spectators, out of
which the number of foreign visitors cannot be esti-
mated at more than 60 thousand. Granting a state sub-
sidy of HUF 3 billion is tantamount to giving, from public
money, HUF 50 thousand as a gift to each foreign tour-
ist. By taking into account also the hidden forms of sup-
port discussed above, this amount may even exceed
HUF 100 thousand... (Anyway, it is not advisable to
stimulate the inflow of foreign tourists right in the
middle of the peak tourist season, in August.)

Accordingly, we recommend that the state subsidy of
HUF 3 billion should be withdrawn and the entire sum
should be devoted to financing anti-drug measures,
because at present the funds available for this purpose
are not sufficient.

3.16. Collecting VAT on foreign
buses
We recommend that the VAT should be collected on
passenger transport activities carried out in Hungary
by buses registered in foreign countries. The tax base
of the service fee is uniformly HUF 15 per passenger
kilometre, and we recommend that upon that the 12
per cent VAT rate should be imposed, which is the rate
applicable in Hungary to such activities.
At present, Austria, the Czech Republic and the Slo-
vak Republic do collect VAT upon the passenger-
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kilometre performance of foreign buses in their re-
spective territories. In Hungary similar tax collection
does not take place due to negligence. By collecting
this tax, approximately HUF 5 billion extra revenues
can be realized annually, and – to cap it all – from for-
eigners. Another favourable consequence would be the
elimination of Hungary’s unjustified disadvantageous po-
sition in this respect. Thereby the current discrimina-
tion against passenger transport services carried out
by buses registered in Hungary, which is contrary to
the principle of fair market competition, would also be
removed.

This would also be favourable for Hungary because
161 thousand buses with foreign registration numbers
entered the country’s territory in 2001, while only 32
thousand Hungarian buses left the country. (Most of
the entering buses arrive from the West. The Hun-
garian-Romanian border was only crossed by 28 thou-
sand buses; consequently the Hungarian national mi-
nority traffic does not represent more than just a frac-
tion of the total traffic.) Such a measure would have
the additional benefit of easing the discrimination
against the more environmentally friendly railway pas-
senger transportation.

We have arrived at the mentioned HUF 5 billion as
a result of the following calculation:

We have reckoned with 50 persons per bus and an
average travel length of 400 km (diagonal distance across
Hungary, or from the country border to Budapest and
back). Taking as a basis the Austrian rate (EUR 0.05) at
an exchange rate of 245.32 HUF/EUR, the base of the tax
– rounded up – is 15.00 HUF/passenger-kilometre. The
VAT rate applicable to passenger transportation is 12 per
cent, i.e. 1.80 HUF/passenger-kilometre. 160,000 buses ×
50 persons × 400 km × HUF 1.80 = appr. HUF 5.76 bil-
lion. By deducting the traffic-reducing impact arising from
the introduction of this tax, extra revenues totalling HUF
5 billion can be ensured.

“As from 1st April 2002, value-added tax has been
introduced for buses in Austria – On 1st April 2002, a
value-added tax payment obligation enters into force;
the payable amount depends on the number of passen-
gers transported in vehicles, used for road passenger
transportation services, crossing the country border, and
on the travel distance covered in Austrian territory. The
rate of the tax is 10 per cent of the ATS 0.60 (from 1st
January 2002: approximately 5 cents) upon each pas-
senger and upon each kilometre of the transport dis-
tance covered within Austria. Number of passengers ×
kilometres covered × 0.60 = average transportation fee
× 10 per cent = VAT.

Example: 50 passengers, 300 kilometres: 50 × 300 ×
0.60 = 9,000 × 10 per cent = ATS 900 payable VAT.

The tax, assessed by the customs authority on the basis
of data contained in the tax return, falls due immedi-
ately, and so the tax is to be paid on the spot. Later on
we will publish the VAT return form and will provide
information on how to fill in the form. We draw the
attention of our members that to avoid penal sanctions
they should make preparations for filling in the form
and for paying the tax.”

(from the homepage of the Union of Hungarian Road
Carriers)

3.17. Introduction
of urban road charges

We recommend that urban road charges should be
introduced in Budapest and – if appropriate assess-
ments prove that it is reasonable and justified – also
in various other settlements of Hungary. This is a lo-
cal government responsibility, but the state has to pro-
mote it through awareness raising, professional back-
ing and by creating a suitable legal environment for
this task.

Putting into practice our proposal would also im-
prove the financial standing of the local governments
concerned, which in turn would reduce the need for
state resources. In addition, this measure would signifi-
cantly better the environmental and traffic situation in
Hungarian towns, and would enhance their potential
to attract businesses.

According to data of the traffic count carried out in
2000, on working days 255 thousand motorcars and
trucks cross the boundary of Budapest. Assuming that
each time they enter the capital area, vehicles have to
pay a road charge of HUF 1000 on average, and that
this measure cuts down the number of entries to 160
thousand, annual revenues (calculating with 250 work-
ing days a year) would total HUF 40 billion. (In the first
year these revenues would be smaller by a few billion
HUF due to the costs of building up the system; but
subsequently it could be operated at relatively low costs.
What is more, the electronic system set up for this pur-
pose could also be used in part for the benefit of public
transport.) The generated extra revenues should be
devoted to improving public transport services.

Over and above the mentioned HUF 40 billion, ad-
ditional benefits worth tens of billion HUF are brought
about by reduced environment pollution and damage
to human health, by less traffic and fewer congestions
on the roads and by Budapest’s regained attractiveness.
(Issue No. 2003/6 of the monthly “Lélegzet” published
by Clean Air Action Group contains detailed studies
on urban road charges.)
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3.18. Compulsory introduction
of parking fees

Hungary’s most valuable asset – right after the people
living here – is its land. And even within that asset,
inner urban areas represent an outstandingly precious
property. At present, this property is mostly used free
of charge for the purpose of storing motor vehicles. This
practice entails an extremely irrational area manage-
ment and wasteful use of urban areas, which has led to
a scarce economy in this sector. (An unfavourable by-
effect is that it encourages purchasing ever more mo-
torcars even in densely populated areas.)

For that reason we recommend that market economy
should be introduced in this sector, too: demand and
supply should find their equilibrium through adequate
prices. The state should enact regulations making it
mandatory for local governments to gradually introduce
“equilibrium parking fees” in their areas. This means
that parking fees should be set at such rates that even
in peak hours at least 10 per cent unoccupied legal park-
ing lots be available, and illegal parking be eliminated
altogether.

International experience shows that similar measures
have been successfully put into practice in many parts of
the world. For instance, in several large cities of Japan
and South-Korea, motorcars will only obtain registration
numbers if their owners can prove that they are capable
of storing these vehicles outside the town’s public areas.

Another major problem with today’s practice in
Hungary is that the communities concerned hardly have
a share at all in the revenues collected from parking
fees. This should definitely be changed.

In the initial years of the new system, revenues worth
some HUF 20 to 30 billion could be realized from this
source annually, which should be devoted to improving
public transport services and implementing traffic calm-
ing measures. On the whole, these measures would mark-
edly enhance the liveability and traversability of Hun-
garian towns, and would also increase their competitive-
ness and tourist attraction potential (especially for Euro-
pean tourists, the main target group of this industry).

3.19. Postponement of the
construction of Metro line 4
in Budapest

We welcomed that the previous Hungarian Govern-
ment had accepted our proposal to postpone the con-
struction of the planned 4th Metro line in Budapest

(no matter what its actual motivation for this choice
had been). In our opinion this decision has saved the
Hungarian capital for some time from the serious dan-
ger that insufficient financial resources and a marked
increase of transport fares make Budapest’s public trans-
port system collapse, causing a complete transport
breakdown and an environmental catastrophe. But now
we are sad to see that the issue of Metro construction
has once again been placed on the agenda, instead of
using the available funds on the maintenance, renewal
and improvement of the already existing public trans-
port network of Budapest and its environs, and also al-
locating such resources for the development of envi-
ronmentally friendly transport in the country outside
the capital – particularly in Eastern Hungary –, as has
been urged by Clean Air Action Group as well.

Appendix 8 to this study contains our key arguments
to support the need to postpone the planned construc-
tion of Metro line 4, as well as our proposals regarding
the improvement of Budapest’s transport situation.

However, in the event that the construction of
Metro 4 is started after all, we deem it necessary that
substantial additional resources be provided for the
other mentioned public transport purposes, too.

3.20. Increased taxes and duties
on air transport

Air transport is granted huge hidden and open sub-
sidies all over the world. Such subsidies may take di-
verse forms:
• Kerosene, the fuel of aeroplanes, is not subject to

consumption taxes (excise duties).
• In international passenger traffic, VAT is not pay-

able on air tickets.
• Air transport companies are often granted customs

allowances for their acquisitions. (For instance, the
Hungarian state has released payment of customs
duties worth several billion HUF in recent years on
the purchase of aeroplanes by the Hungarian Air-
lines /MALÉV/.)

• In the airports of most of the countries of the world
duty-free (tax-free) shops are operated. The Euro-
pean Union has already banned such shops, because
it considered that their operation seriously violated
the principle of fair market competition.

• Airline companies and airports receive massive di-
rect state subsidies (investment subsidies, etc.) all
over the world. The influence of air transport com-
panies is clearly exemplified by the fact that follow-
ing the terrorist attack of 11th September 2001, the
American Government granted non-refundable sub-
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Table II.3.20.: Subsidies granted to air transport in the
European Union in the middle of the 1990s

*amount of unpaid taxes as compared to purchasing the same
goods in non-tax-free shops of the country concerned
Source: Yehudi David Demitri van de Pol: The Myths of Flying.
Vereniging Milieudefensie, 1998 (www.milieudefensie.nl/
airtravel)

gal but common practice, and authorities do noth-
ing to put an end to it. What it really means is that a
seriously environment-destroying leisure activity of
an extremely small group of well-to-do people is sup-
ported from public money.

• And last but not least, perhaps the largest among all
types of support granted to air transport is that it
does not pay for the environmental, health and other
damage it causes.
As shown in Table II.3.20., in the middle of the

1990s, air transport in the European Union was granted
state subsidies well in excess of EUR 45 billion. (For
lack of data, the table does not contain all types of sub-
sidies enumerated above.)

Subsidies granted to air transport are generally justi-
fied by its alleged favourable impacts on economic de-
velopment in the region concerned. This statement is
questionable even in itself, considering the astronomical
sums spent on subsidizing this branch of the transport
sector. It is hard to believe that granting similar
subventions to other branches of the economy would not
bring about equal or even better economic results in the
affected regions. Nevertheless, several studies have been
prepared on the subject with a view to clearing all doubts.
These surveys have revealed that factors other than the
availability of an airport in the area have much more
influence on the development of a particular region. Nu-
merous assessments arrived at the same conclusion;
among them a survey carried out in England in which
senior managers of large corporations were asked about
the criteria they use when deciding about the location of
their companies (Sharing Economic Prosperity – A Stra-
tegic Approach to Aviation. Policy Paper 5. APC, Sur-
rey, UK, 1997). On behalf of Clean Air Action Group,
the Hungarian Centre for Environmental Economics
prepared an evaluation on the economic impacts of de-
veloping the Pécs-Pogány Airport (see Appendix 9). This
study, too, has demonstrated the diseconomy, in the
broader sense of the term, of such an investment.

We welcomed that in 1997 the Hungarian Govern-
ment and the Parliament approved our proposal to can-
cel direct state subsidies granted to the Hungarian Air
Traffic and Airport Directorate. By virtue of that deci-
sion, as from 1998 the Hungarian state budget has not
provided any direct financial assistance to the Director-
ate. Unfortunately, air transport continues to receive huge
state support in various other forms. Air travel is the most
polluting means of transport, but environmental costs
are not reflected at all in its prices. Air transport is being
granted substantial allowances in Hungary and indeed
in all other countries of the world: e.g. fuel for aeroplanes
is not subject to consumption tax (excise duty). If the
same rates of excise duty and connected VAT were pay-
able on aircraft fuel than on other types of fuel, then pay-

sidies in the value of USD 15 billion to American
airlines. (New York City, the hardest hit victim of
the terrorist attack, only received a fragment of this
sum as state support!) Under the same pretext, the
United Kingdom, France and Germany also gave
substantial subsidies to their respective airlines. Al-
though certain circles of the European Commission
and of the European Parliament expressed their
doubts about the compatibility of these measures
with free market competition, the power of the air-
line companies got the upper hand. And apart from
a temporary setback, air traffic has been growing
steadily ever since...

• In many countries of the world – including the EU
member states – airlines do not have to pay VAT when
purchasing aeroplanes. In any other transport sector
the purchase of vehicles is subject to VAT payment.

• Construction and maintenance of roads and railway
lines leading to airports are predominantly financed
from public funds. (In Germany, for example, between
1993 and 1998 the state spent DEM 3 billion on build-
ing up new roads and railway lines to connect air-
ports and the towns situated nearest to them.)

• All over the world uncounted billions have been
spent (and are even today being spent) on the de-
velopment of air transport from the budget of de-
fence expenditures. Civil aviation has a consider-
able share in the benefits of such developments, but
those concerned coyly leave this fact unmentioned.

• Border-guards and customs authorities stationed at
airports are financed from public funds.

• Those operating private aeroplanes are allowed to
account most of their incurred costs as expenses,
i.e. their private flights are financed from money
which is not subject to payment of personal income
tax and social security contribution. This is an ille-
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Table II.3.20.1.: Air tolls in European countries

*for units approved by the European Commission
Source: Hungarian Ministry of Transport, Telecommunications
and Water Management, 1998

ments by the Hungarian air transport sector would have
totalled HUF 12 billion in 2000. This amount is in fact
also an indirect subvention, granted by the Hungarian
state to air transport. Hungarian inland air traffic is neg-
ligible, and the macro-economic issues of international
air transport should be settled jointly with the European
Union; therefore relevant changes should be imple-
mented at a later date. When settling the economic stand-
ing of the Hungarian Airlines (MALÉV), this subsidy
should be treated as a weighty factor.

In the past, MALÉV could purchase its fleet of
aeroplanes free of customs duties and value-added tax.

Consequently, air transport receives massive covert
subvention, which is unreasonable for economic and
extremely unfair for social reasons. Imposing increased
taxes on air transport is also justified by the fact that in
recent years, Hungary saw a dramatic rise in the num-
ber of aeroplanes crossing its air space, which also en-
tails substantial additional environment pollution.
(Ferihegy Airport received 20 thousand aeroplanes in
1990, and more than 40 thousand in 2000.) It is to be
noted that green movements all over the world are de-
manding that heavy taxes be imposed on air transport.
Several scientific research institutes have already elabo-
rated detailed proposals for the implementation.

3.20.1. Increased air tolls

Higher air tolls are one of the means of compelling
airline companies to pay for at least a part of the external
costs of air transport. Air tolls in Hungary are extremely
low compared to other countries (see Table II.3.20.1.).
In our opinion this is unacceptable, therefore air tolls
should be raised to the level of the Austrian or German
rate. Considering, however, that these air tolls are regu-
lated by the so-called EUROCONTROL International
Convention, to which Hungary is also a signatory, in-
creasing the tolls requires time and effort. Consequently,
all we can recommend at present is that the Hungarian
Government should look into possible ways to somehow
raise the tolls after all in conformity with the conven-
tion. If this international convention does not allow any
increase in the near future, the Government should find
other means to expand state revenues from air transport
in conformity with EU regulations.

One of the main reasons to justify a substantial in-
crease of air tolls can be the fact that the wages of Hun-
garian air traffic controllers are much lower than the
wages of their counterparts in the EU, and that it is ad-
visable to eliminate this difference on account of the EU
accession.

It is worth mentioning as a guiding figure that in case
Hungary manages to raise Hungarian air tolls to the

Austrian rate, foreign exchange revenues of the state
budget could grow – according to our preliminary es-
timate – by USD 40 million (HUF 9 billion), and the
country’s balance of payments would also improve by
the same amount.

3.20.2. Introduction of airport utilization fees

Air space use should be treated as the utilization of
a natural resource (e.g. noise pollution penalties, air load
fees). It is necessary to consider the possibility of intro-
ducing such fees in air transport. There are airports in
some countries that charge, for instance, noise pollu-
tion fees on aeroplanes exceeding a certain noise level.
In Hungary airport utilization (environmental load) fees
should be introduced. Environmental and health dam-
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age caused by air transport are even more severe in and
around airports because the emission of harmful sub-
stances by aeroplanes and the noise load are particu-
larly high at the time of landings and take-offs. The
amounts collected from such fees would also add to the
revenues of the Hungarian state budget.

We recommend that the rate of the payable fee should
be set in a manner to bring annual revenues worth at
least HUF 1 billion.

3.20.3. Abolition of duty-free shops

Duty-free (tax-free) shops at airports violate the rules
of fair market competition by favouring air transport
and – among others – the sales of tobacco products and
alcoholic beverages. Operating such shops also provides
a supply system for smuggling. That is why the Euro-
pean Union adopted regulations to ban duty-free shops
in 1999. Hungary should follow this example as soon as
possible, and the more so since their operation does not
bring any benefits for the national economy; what is
more, duty-free shops have distinctly adverse impacts,
being unfair competitors to tax-paying enterprises.

Existence of duty-free shops is particularly question-
able today, when customs regulations have been made
stricter, practically not allowing Hungarian citizens to
bring into the country any cigarettes and hard liquors,
for example. This measure should not be delayed until
the date of Hungary’s accession to the EU.

3.20.4. Other measures

We recommend that safety regulations should also
be made stricter: e.g. Hungary’s air space should only be
used by airlines which have crews meeting up-to-date
qualification requirements. Such measure would result
in eliminating some rival airlines. This is another state-
of-the-art method to protect domestic job opportunities.

3.20.5. Abandoning direct subsidization by
the state and by local governments

Since air transport is the relatively most polluting
means of transport, it should not receive any kind of sup-
port from the state or from local governments. Thus, all
concepts and schemes should be rejected which aim at
modernizing and renovating Hungarian airports by us-
ing state funds (or credits borrowed with state guaran-
tees).

In the first quarter of 2003, the Hungarian Parlia-
ment debated the Bill on the National Territorial Plan-
ning Scheme. We think that it is unacceptable that a
large number of regional and international airports are
marked in the Annex to the Planning Scheme, without
completed economic and social impact assessments.
Even the development of the Airport of Bratislava is
rather based on “national state considerations” than on
economic grounds, just a year before the EU accession.
Today’s higher safety and environmental expectations
could be met much more economically with one large
regional airport (Vienna) and a high-speed railway net-
work (Vienna, Bratislava, Gyõr, Brno). Hungarians,
however, are dreaming about placing further airports
in virtually every major town of the country.

According to data disclosed in the press, local gov-
ernments concerned request from the state budget an-
nual subsidies worth HUF 2–3 billion for provincial air-
ports. Consequently, these expenditures can be saved
directly, while indirect savings can be much larger than
that.

3.20.6. Landing fee of non-public-service
flights

In Hungary, the number and traffic of non-public-
service small aircrafts have been dynamically growing
in recent times. These vehicles cause considerable en-
vironment pollution (noise and air pollution, need to
construct new airports and to extend the existing
ones), and they increase exponentially the risk of ac-
cidents, which is demonstrated by recent catastrophes.
At the same time this traffic receives similar prefer-
ences to those granted to public-service flights (they
do not pay excise duties, consumption tax, weight tax,
etc. either on the fuel they use or on the vehicle). This
traffic serves predominantly luxury purposes. Such air
transport is especially suited for terrorist actions as well.
For all these reasons, we think that it is necessary to
impose stricter control and higher taxes on non-pub-
lic-service flights. To this end we propose that such
aircrafts should pay at the time of each landing a fee
of HUF 100 on every kilometre covered from the take-
off, plus a landing fee of HUF 5000. These sums should
be paid into the Environmental Protection Fund. Col-
lected fees may not bring more than a few hundred
million HUF as extra revenues; however, the goal is
not to increase state revenues, but to protect nature
and the environment and to safeguard peace and quiet
for the population.
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Figure II.4.: Value of direct energy imports (HS 27 commodity class)
(million USD)

Source: Foreign trade customs statistics, Ministry of the

Hungary spent around HUF 1,200 billion on energy in
2001. The energy sector’s direct and indirect contribu-
tion to increasing the country’s foreign trade deficit to-
tals nearly USD 3 billion. This amount equals almost
14 per cent of the value of all exports from the Hungar-
ian customs area (see Figure II.4.).

Temporarily rising world-market petroleum prices
have a significant impact on Hungary’s economy: in
1998 they increased the volume of GDP growth by ap-
proximately 1 per cent, while in 2000 they reduced it
by 2 per cent (see Table II.4.a.) In the years 2000 and
2001, the whole of the world-market price rise entered
and influenced the Hungarian economy, and as a re-
sult, in 2001 Hungary’s foreign exchange expenditures
were by over USD 1 billion higher than in 1999. As
compared to the year 2000, prices of petroleum and its
derivatives slightly fell in 2001, which brought about
an improvement worth USD 194.7 million. Owing to
the delayed adjustment to natural gas prices, however,
Hungary’s expenditures rose, with incurred extra costs
totalling USD 269 million. The combined effect of these
two factors caused Hungary to spend by USD 74.3 mil-
lion more on hydrocarbon imports. Table II.4.b. illus-
trates the impact of these expenditures.

Changes in Hungary’s energy use and the sources
thereof are shown in Tables II.4.a. and d.

Roughly calculated, inflation of the USD currency
has been counterbalanced by its revaluation against
the Hungarian currency since 1990, therefore by ex-

pressing domestic energy prices in USD for that pe-
riod, we will obtain the approximate real value of these
prices. Gas fees of large consumers have increased by
22 per cent between 1st January 1990 and 1st January
2000, whereas household fees rose by nearly 70 per
cent. Electricity prices went up by almost 21 per cent
for large consumers and by around 160 per cent for
household consumption.

Because of the delayed process of regulating the ad-
ministrative prices of line energies, it proved to be eco-
nomically worthwhile to export energy-intensive prod-
ucts – particularly as a consequence of high world-mar-
ket prices at the end of 1999 and at the beginning of
2000. This was above all reflected by exports of the
highly raw-material-intensive economic sectors. Con-
sequently, it is advisable to regulate the administrative
producer prices more rapidly and flexibly, as was for the
most part in fact implemented in 2002.

Modernization of Hungary’s economic structure
is hindered by the large share of energy-intensive and
raw material-intensive products in exports from the
Hungarian customs area. At the same time, labour-
intensive products account for a relatively small part
of exports from within the Hungarian customs bor-
ders. As regards energy prices, large consumers
should already pay world-market level prices for the
energy today, for they also sell their products at
prices that are essentially world-market prices. En-
ergy prices need to be raised for household consump-

4. Energy
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Table II.4.a.: Interrelation between economic growth (GDP) and changing import energy prices

Notes:
*The growth deficit is the impact of the unrealized economic growth attributable to Hungary’s misjudged adaptation: at the time of the
EU economic boom austerity measures were introduced (the so-called Bokros package). Without such restrictions, Hungary’s optimal
GDP growth rate would have doubled the EU growth rate (+ sign: unrealized growth, – sign: surplus).
**The minus sign means growth surplus
Source: Yearbook of the Central Statistical Office of Hungary; OECD Economic Outlook No. 66, December 1999 and No. 68, 2000;
2001: preliminary data of the Central Statistical Office of Hungary

tion as well, but this should be accompanied by
proper compensation, as required by the reduced
wage and income level of the Hungarian popula-
tion. On the expenditure side, prices should be
raised in a manner that instead of allowing produc-
ers to realize larger profits, energy taxes (approved
by the European Union on 20th March 2003) should
make up the bulk of the increase. Larger profits of
producers may have the adverse result of swelling
the outflow of profits from Hungary, which in turn
may have to be offset by higher interests on the state
debt, with the ensuing extra budget expenditures.
(As to the energy tax, appropriate justification and

improved acceptability can be ensured by imposing
it as an environmental tax.)

At present, energy users do not pay for the bulk of
the harm and costs they cause, because energy prices
today fail to represent the true costs involved in the
sector. Calculated at exchange rate, Hungarian house-
hold energy prices remain significantly under those of
the EU countries. However, calculated at purchasing
power parity, they roughly correspond to EU prices. In-
dustrial user prices of line energies essentially match
the EU price level (international competition prevails
in this area, therefore foreign market prices, i.e. those
calculated at foreign exchange prices, should be taken
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Table II.4.b.: Impact of price changes of imported hydrocarbons (compared to previous year)

Source: Foreign trade statistics, HS commodity classification

into account here). On the other hand, even in the EU
countries, energy prices are considerably lower than the
actual costs, owing to the following factors:

Prices do not include the costs of most of the mea-
sures which need to be taken in order to meet the ever
stricter environmental protection requirements.

Present prices fail to reflect the growing scarcity of
energy sources, i.e. the foreseeable trend that they will
become ever more expensive to obtain in the future.
(Both the European Union and Hungary are being
forced to acquire an ever increasing part of their energy
need through imports. In all probability, Hungary’s im-
ports of crude oil and natural gas may well exceed 90
per cent of the total consumption within ten years from
now. This may cause Hungarian energy prices to surge
on account of the increasing purchase costs.) Within
the energy use of the EU15 group, imports accounted
for 47.6 per cent in 1995. Their portion is estimated to
reach 56.7 per cent in 2010, and 65.6 per cent in 2020.

Energy prices do not include a substantial part of
the costs attributable to the environmental and other
damage caused. Incorporating these costs would in
some cases multiply the energy prices (see Appendices
Nos. 10 and 11).

External costs may greatly vary with the type of en-
ergy and the technology used for production (as illus-
trated by data in Table II.4.d.); therefore the energy taxes
(and the environmental load fees – see Chapter 5) to be
introduced should also differ accordingly.

The rise of energy prices in the wake of imposing or
raising energy taxes may be offset by a mechanism which

reduces wage costs. Thereby it stimulates energy saving
and also creates new job opportunities, which in turn
boosts family incomes. Regarding the Hungarian
population’s overall income position, even a substan-
tial overcompensation can be achieved in this manner.
Subsequent parts of the present study discuss this sub-
ject in detail.

Keeping energy prices low in comparison to real costs
and EU prices is tantamount to defrauding entrepreneurs
and the population. It makes them think that these prices
are true ones, and can be sustained in the long run, which
is obviously a nonsense. Therefore we think that it is in-
dispensable to impose increased taxes on energy sources,
both for industrial and household consumers, simulta-
neously with elaborating and introducing an appropriate
compensation scheme (see Chapter 2.7.2.).

Although for various reasons energy prices today
are not raised to the level corresponding to real costs,
it is essential that in formulating the energy strategy
the higher (real) prices should be used for the calcula-
tions. Calculating with incorrect cost data will nec-
essarily lead to fundamentally erroneous conclusions
and deeply mistaken decisions.

The reduction of labour costs and the increase of large
consumer energy prices would mutually reinforce each
other’s impact. On the whole, these measures would shift
the structure of the Hungarian economy and exports to-
wards modernization, in a manner that in the meantime
Hungary’s comparative advantage (the available
workforce and its improving competitiveness) would be
enforced through economic constraint. This would act
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epytleuF
tropmI
esahcrup

**ecirp

***stsoclanretxE stsoclatoT

wol hgih wol hgih

dilos 6.778 7.982 1.6643 3.7611 7.3434

diuqil 1.7231 6.771 2.1861 6.4051 3.8003

saglarutan 3.768 1.51 2.241 4.288 5.9001

Table II.4.d.: Purchase price of different fuel types and external costs involved in the use of fuels*
million HUF/PJ, at 2000 prices

*Not including nuclear energy and electricity imports
**Actual import prices, based on foreign trade statistics and energy balance
***Péter Kaderják: Economic Frameworks of the Integrated Energy-Environmental Policy (study No. KTM 1234/K, Ministry of
Environment Protection and Regional Development)
Note: The above data reflect only air pollution and only the use of fuels
Source: Central Statistical Office of Hungary, Foreign Trade Statistics of the Ministry of the Economy

as a multiplier in Hungary’s foreign trade, because net
foreign exchange yields from more efficient products in-
volving high-standard labour culture are positive; what
is more, they are significantly higher than revenues from
energy and material-intensive products, several of which
even have a negative net foreign exchange yield.

The increase of energy taxes would generate in-
flation only in part and temporarily. On the one hand,
energy costs would fall (or at least would grow
slower) as a consequence of enhanced energy effi-
ciency. On the other, increased employment (within
a period of 10 years one million new job opportuni-
ties are to be established to attain the EU employ-
ment level) and improved economic structure would
contribute to structurally easing the inflationary
impact. This may be anticipated because as a con-
sequence of the multiplier-type effects of growing
efficiency and expanding employment, specific so-
cial costs would be reduced, which works against
inflation. Instead of energy, highly manufactured
social goods containing more added value would be
used. Also, enhanced employment would contrib-
ute to lowering the current rate of unemployment
and thereby would reduce the social costs of allow-
ances and benefits which are ultimately charged on
the society. At the same time, each new entrant in
the labour market would also trim down the per
capita level of other social costs.

A reduction in energy consumption would greatly
improve the general state of the environment in Hun-
gary and would help meet the requirements set in in-
ternational agreements.

Prices of electricity in Hungary are much lower than
in member states of the European Union. Tables II.4.e.
and g. illustrate that electricity prices, for instance in
Austria, are higher than in Hungary.

Independently from the decisions made by the
EU, more and more member countries take steps to
raise taxes on energy sources at an ever increasing
rate. Examples are presented in Tables II.4.f. and h.
(See also Appendix No. 6 titled “Environment pro-
tection taxes and charges in the European Union”.)
Due to rocketing world-market energy prices this
process has temporarily slowed down, but has not
come to an end.

It is to be noted that among all items, line energies
are the farthest from meeting the requirements of tax
harmonization with the EU countries.

On 17th July 1998, the European Parliament ap-
proved the so-called Olsson Report, which concluded
that it would be beneficial for the EU to introduce new
energy taxes. At the same time, a resolution was adopted
(with a final vote of 417 in favour, 80 against and 17
abstentions) to introduce the proposed energy taxes as
early as possible in the EU member states.

By taking this decision, members of the European
Parliament have also expressed the wishes of their elec-
tors. An opinion poll carried out by Eurobarometer in
1995 found that 73 per cent of the population in EU
member states were in favour of the environmental tax
reform and also supported the rise of energy taxes as
part of the reforms (See Table II.4.i.).

Hungary has also assumed an international obliga-
tion to increase energy taxes by signing the Energy Char-
ter Convention. Among other provisions, the Charter
says (Article 3 of Appendix 3):

“The Signatories ... shall elaborate proper legal and
regulatory frameworks to promote (among other issues)
the following:

a) efficient operation of market mechanisms, includ-
ing market-oriented pricing and comprehensive reflec-
tion of environmental costs and benefits ...”
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Table II.4.e.: Electricity prices for industrial users
in OECD countries, USD/kWh

Source: International Energy Agency (Energy Prices & Taxes, 2nd Quarter 2001)

yrtnuoC 2991 3991 4991 5991 6991 7991 8991 9991 0002

ailartsuA 640.0 240.0 540.0 640.0 360.0 650.0

airtsuA 070.0 170.0 270.0 180.0 180.0 180.0 870.0

muigleB 460.0 060.0 950.0 860.0 560.0 550.0 250.0

adanaC 040.0 930.0 830.0

cilbupeRhcezC 250.0 250.0 650.0 160.0 950.0 260.0 250.0 840.0 340.0

kramneD 760.0 070.0 360.0 960.0 370.0 460.0 860.0 660.0 850.0

dnalniF 550.0 640.0 050.0 060.0 260.0 250.0 050.0 640.0 930.0

ecnarF 750.0 550.0 350.0 060.0 750.0 940.0 740.0

ynamreG 390.0 980.0 980.0 001.0 680.0 270.0 760.0 750.0

eceerG 070.0 950.0 550.0 260.0 950.0 450.0 050.0 940.0

yragnuH 060.0 350.0 640.0 540.0 840.0 450.0 650.0 550.0 940.0

dnalerI 070.0 060.0 160.0 660.0 660.0 360.0 095.0 750.0 940.0

ylatI 311.0 190.0 190.0 390.0 101.0 490.0 590.0 680.0 980.0

napaJ 241.0 361.0 271.0 581.0 751.0 641.0 821.0 341.0

aeroK 860.0 760.0 960.0 470.0 470.0 070.0 840.0 650.0 260.0

ocixeM 050.0 940.0 240.0 720.0 330.0 140.0 830.0 240.0 150.0

sdnalrehteN 150.0 460.0 560.0 570.0 170.0 360.0 260.0 160.0 750.0

dnalaeZweN 130.0 330.0 630.0 830.0 440.0 040.0 530.0 030.0 320.0

dnaloP 530.0 330.0 530.0 040.0 040.0 630.0 730.0 730.0 730.0

lagutroP 331.0 811.0 211.0 811.0 801.0 490.0 090.0 870.0 760.0

cilbupeRkavolS 250.0 740.0 540.0 940.0 940.0 940.0 940.0 140.0 240.0

niapS 501.0 580.0 870.0 180.0 080.0 460.0 950.0 650.0

nedewS 550.0 530.0 630.0 930.0 540.0 430.0

dnalreztiwS 790.0 690.0 601.0 521.0 021.0 201.0 101.0 690.0 380.0

yekruT 290.0 590.0 770.0 670.0 580.0 770.0 570.0 970.0 280.0

modgniKdetinU 670.0 860.0 760.0 860.0 560.0 560.0 560.0 460.0 550.0

aciremAfosetatSdetinU 940.0 940.0 740.0 740.0 640.0 440.0 040.0 930.0 040.0

eporuEDCEO 970.0 270.0 170.0 670.0 470.0 560.0 560.0

DCEOlatoT 270.0 270.0 370.0 970.0 470.0 860.0 360.0
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gázsrO
somlÓ
nizneb

-nemmolÓ
niznebset

jalozáG
ûynnöK
jalozág

zágdlöF
-názaK

nézs
somalliV

aigrene

ailártzsuA 504,0 183,0 183,0

airtzsuA 907,5 17,5 2,7401 065 402,0

muigleB 64,02 64,02 7,11 055

adanaK 252,0

gázsrohesC 48,01 51,8

aináD 79,3 75,2 0502 0812 9861 6756,0

gázsronniF 523,3 808,1 9,104 2,311 8140,0

gázsroaicnarF 980,4 467,3 964,2 3,802 484,0

gázsroteméN 1,1 47,0 021

gázsrogöröG 511 101 38 00038

*gázsroraygaM 5,201 58 58

gázsrorÍ 163,0 572,0 691,0 3,73

gázsrozsalO 8701 7001 937 893796 9,83

nápaJ 1,23 54,0

grubmexuL 10,51 2,01 012

ókixeM 5898,1

aidnalloH 513,1 607,0 624 13,571 2940,0

dnaléZ-jÚ 9943,0 6300,0 64,91

aigévroN 87,4 87,4 87,3 268 311,0

gázsroleygneL 643,1 200,1 321

ailágutroP 85 3,94

aikávolzS 87,11 13,21 687 420,0

gázsroloynapS 253,75 448,16 109,44 79031 8321 839,0

gázsrodévS 61,5 5,4 40,3 5122 621,0

cjávS 647,0 77,0 6,31 5,3

gázsroköröT 7,382 4,772 006212 46135,2

gásyláriKtlüseygE 594,0 874,0 3,13

Table II.4.f.: Consumption taxes applicable to household use, based on the latest available data of each country,
in respective national currencies

*Hungary: Excise duty applicable as from 1st July 2002
Source: International Energy Agency (Energy Prices & Taxes, 2nd Quarter 2001)

The Kyoto Protocol on Climate Change also requires
all nations to work out and implement measures such
as “progressive reduction and elimination of market defi-
ciencies, financial incentives, tax and customs exemptions,
as well as subsidies in all economic sectors that generate
greenhouse gases”.

Environmental-type taxes should be raised instead
of contributing to boosting profits that may be repa-
triated from the country – at the expense of Hungary’s
environment. Opting for the tax raise is, obviously,
not only a duty imposed on Hungary by international
obligations, but a policy demanded by its very own

national interests. Citizens should be made aware of
it, so that the Hungarian Government, supported by
public opinion and by civil groups, may have a stron-
ger position when negotiating with the affected pro-
ducer interest groups, which have excessive power
today.

Higher energy taxes along with other measures (that
are discussed in later chapters of this study) contribute
to enhanced energy efficiency and the widespread use
of environmentally less harmful energy production
methods (renewable resources of energy, cogeneration
of energy, district heat services).
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Table II.4.g.: Electricity prices for household use in OECD countries,
USD/kWh

yrtnuoC 2991 3991 4991 5991 6991 7991 8991 9991 0002

ailartsuA 470.0 170.0 870.0 970.0 380.0 080.0

airtsuA 171.0 361.0 661.0 291.0 491.0 961.0 861.0 431.0 121.0

muigleB 471.0 761.0 671.0 302.0 191.0 861.0 561.0

adanaC 460.0 360.0 060.0

cilbupeRhcezC 920.0 920.0 230.0 730.0 830.0 730.0 050.0 150.0 450.0

kramneD 781.0 781.0 081.0 902.0 512.0 591.0 312.0 702.0 791.0

dnalniF 490.0 080.0 880.0 901.0 111.0 001.0 890.0 190.0 870.0

ecnarF 351.0 641.0 051.0 761.0 461.0 431.0 921.0

ynamreG 271.0 961.0 871.0 302.0 081.0 951.0 951.0 251.0

eceerG 221.0 201.0 990.0 411.0 411.0 301.0 990.0 090.0

yragnuH 740.0 340.0 040.0 850.0 060.0 860.0 070.0 370.0 560.0

dnalerI 041.0 121.0 321.0 231.0 531.0 131.0 321.0 711.0 101.0

ylatI 281.0 641.0 461.0 961.0 871.0 951.0 951.0 741.0 531.0

napaJ 302.0 032.0 052.0 962.0 032.0 702.0 781.0 312.0

aeroK 301.0 101.0 601.0 311.0 111.0 101.0 860.0 080.0 380.0

gruobmexuL 321.0 511.0 021.0 641.0 241.0 421.0 321.0 811.0 990.0

ocixeM 860.0 170.0 960.0 540.0 840.0 450.0 550.0 950.0 860.0

sdnalrehteN 911.0 311.0 511.0 531.0 841.0 031.0 821.0 231.0 131.0

dnalaeZweN 450.0 650.0 560.0 670.0 380.0 580.0 170.0 270.0 260.0

yawroN 570.0 860.0 760.0 870.0 180.0 870.0 760.0 460.0 750.0

dnaloP 140.0 640.0 940.0 260.0 056.0 260.0 760.0 460.0 560.0

lagutroP 481.0 461.0 361.0 181.0 671.0 651.0 451.0 141.0 021.0

cilbupeRkavolS 030.0 030.0 920.0 130.0 130.0 920.0 820.0 530.0 050.0

niapS 112.0 771.0 671.0 591.0 091.0 361.0 451.0 341.0

nedewS 501.0 280.0 580.0 490.0 011.0 101.0

dnalreztiwS 021.0 911.0 131.0 561.0 951.0 631.0 531.0 131.0 111.0

yekruT 190.0 890.0 670.0 670.0 780.0 080.0 970.0 480.0 680.0

modgniKdetinU 531.0 611.0 221.0 721.0 521.0 521.0 121.0 711.0 801.0

aciremAfosetatSdetinU 380.0 380.0 480.0 480.0 480.0 480.0 380.0 280.0 280.0

eporuEDCEO 241.0 031.0 431.0 941.0 641.0 131.0 031.0

DCEOlatoT 311.0 111.0 611.0 721.0 121.0 311.0 901.0

Source: International Energy Agency (Energy Prices & Taxes, 2nd Quarter 2001)
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lortep
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lortep

larutaN
sag

relioB
laoc

gnikoC
laoc

yticirtcelE

ailartsuA 0.01 0.01 0.01

airtsuA 0.02 0.02 0.02 0.02 0.02

muigleB 0.12 0.12 0.12 0.12 0.21

adanaC 0.7 0.7 0.7 0.7 0.7 0.7 0.7

cilbupeRhcezC 0.22 0.22 0.22 0.22 0.22 0.22

kramneD 0.52 0.52 0.52 0.52 0.52 0.52

dnalniF 0.22 0.22 0.22 0.22 0.22

ecnarF 6.91 6.91 6.91 6.91 6.91 6.91 6.91

ynamreG 0.61 0.61 0.61 0.61 0.61 0.61

eceerG 0.81 0.81 0.81 0.81 0.8 0.8

yragnuH 0.52 0.52 0.52 0.21 0.21 0.21

dnalerI 5.21 0.02 0.02 0.02 5.21 5.21 5.21

ylatI 0.02 0.02 0.02 0.02 0.01

napaJ 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5

aeroK

gruobmexuL 0.21 0.51 0.21 0.6 0.21 0.6

ocixeM 0.51 0.51 0.51 0.51 0.51

sdnalrehteN 0.91 0.91 0.91 5.71 5.71

dnalaeZweN 5.21 5.21 5.21 5.21 5.21 5.21

yawroN 0.42 0.42 0.42 0.42 0.42

dnaloP 0.22 0.22 0.22 0.22 0.22 0.22 0.22

lagutroP 0.71 0.71 0.5

cilbupeRkavolS 0.01 0.32 0.32 0.01 0.01 0.01

niapS 0.61 0.61 0.61 0.61 0.61 0.61

nedewS 0.52 0.52 0.52 0.52 0.52 0.52

dnalreztiwS 6.7 6.7 6.7 6.7 6.7 6.7

yekruT 0.71 0.71 0.71 0.71 0.71 0.8 0.71 0.71 0.71

niatirBtaerG 0.5 5.71 5.71 5.71 0.5 0.5 0.5

ASU

Table II.4.h.: Percentage rate of VAT,
latest known data

Source: International Energy Agency (Energy Prices & Taxes, 2nd Quarter 2001)
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4.1. Harmonization of taxes on
electricity, natural gas and coal

It cannot be explained by any rational economic rea-
sons why natural gas, electricity and coal – all seriously
harmful to the environment and chiefly using imported
raw materials – are levied with the lower available VAT
rate (12 per cent) in Hungary. (We are aware that among
fossil energy sources, natural gas is the least environment-
polluting option to use. Nevertheless, this does not mean
that it is an environmentally friendly option, for using it
in ever-increasing quantities substantially contributes,
among others, to the greenhouse effect. Furthermore,
natural gas is also a non-renewable energy source, which
is another motivation for making increased efforts to save
as much of it as possible.) In principle, the VAT rate
applicable for natural gas, electricity and coal should be
25 per cent, similarly to other industrial products and
fuels. However, latest research findings have demon-
strated that this is not the most efficient possible method
for the taxation of energy sources. (We would like to
mention already at this point that simultaneously with
the tax raise, we propose a rearrangement of tariffs to
provide compensation for small household consumers
without reducing the revenues of energy suppliers.)

Here is what the OECD stated in its country re-
view about Hungary for the year 2000 (OECD Eco-
nomic Surveys, Hungary, Country Reviews, November
2000) regarding Hungarian intentions to provide so-

cial welfare support through applying lower VAT rates
for certain products:

“Authorities argue that they are focussing on «socially
sensitive» products, and so the wide-spread use of the
lower VAT rate contributes to achieving socially desir-
able redistribution. However, taking into account the
huge sums passing through the value-added tax system,
as well as the serious price distorting impact they cause,
it is unclear whether VAT is in fact an efficient means
for income redistribution. As a matter of fact, in most
countries where different VAT rates are in use, it may
happen that applying the lower VAT rate actually means
granting more support for the well-to-do that for the poor.
In Hungary this support means value-added taxes reduced
by 9.7 percentage points on average for the lowest decile

mroferehtnonoinipO
erahsegatnecreP

latotehtnihtiw

stroppusylgnortS 53

stroppusylthgilS 83

tsniagaylthgilS 9

tsniagaylgnortS 8

rewsnaoN/noinipooN 01

latoT 001

Table II.4.i.: Public opinion in 15 EU countries
on the environmental tax reform

Source: Eurobarometer, 1995

Figure II.4.1.: Subsidies granted to different social strata (deciles)
through value-added tax in Hungary in 1999

Source: OECD Economic Surveys, Hungary, 2000 (based on data of the Central Statistical Office of Hungary)
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of the society, which is not significantly different from
the 8.7 percentage points which are granted to the high-
est decile through this scheme. What is even more im-
portant than that, however, is that the richest 10 per
cent of the population receives 16 per cent of the total
support value, while the poorest 10 per cent only have a
share of 5 per cent.” (See Figure II.4.1.)

Consequently, the OECD stated the very same views
as the ones asserted by Clean Air Action Group insis-
tently and emphatically for many years: granting sup-
port through value-added taxes is pointless.

If the current lower rate (12 per cent) of VAT applicable
to natural gas, electricity and coal was increased to the
higher rate of 25 per cent, the Hungarian state budget
could reckon with additional revenues worth about HUF
60 billion in 2004. It is worth considering that instead of
the VAT rate reclassification, in the initial phase energy
taxes should be imposed which allow realizing the same
amount of aggregate extra revenues. Such taxes have
the great advantage over value-added tax that their rates
may vary for specific energy sources and energy uses
depending on environmental and other factors.

District heat supply, cogeneration of energy and renew-
able energies would be exempted from payment of the tax.
District heat supply is particularly advantageous in densely
populated areas that are badly affected by air pollution.

As regards the details of introducing energy taxes,
thorough professional analyses are needed. This work has
already begun in Hungary, too (see, for example, the study
titled Ecological Tax Reform II published in 2000 by the
Hungarian Centre for Environmental Economics).

4.2. Current situation of natural
gas and electricity prices for
household use in Hungary and pro-
posals for a solution

4.2.1. Environmentally harmful impacts of
increasing the price of natural gas

Household consumption of natural gas has a major
impact on the environment in Hungary, for natural gas
is among the cleanest of all energy types. This aspect is
of particular importance in areas like Budapest, where
the air is highly contaminated. Within the full scope of
natural gas consumption, using it in the cogeneration
of energy (partly for district heating purposes) causes
the lowest relative level of environment pollution.

We have to point out that environmental consider-
ations were the principal reason why successive Hun-
garian governments have been strongly supporting the
widespread use of natural gas in household consump-
tion for decades.

Under current circumstances, however, significantly
increased natural gas prices may bring about serious
additional environmental harms. In many areas, where
individual heating modes or boilers for mixed types of
fuels are used, increased natural gas prices may stimu-
late the incineration of wastes. This practice is particu-
larly noticeable in Hungarian households, being a pos-
sible way to cut down both their payable energy charges
and their garbage removal costs. As a result, in many
places it is not rare that wastes are incinerated in house-
holds or in the open field. However, when plastics and
other wastes are burnt, extremely toxic compounds are
released into the environment. Unfortunately, up until
now authorities have not come up with any efficient
scheme to prevent incineration of wastes in households.
In addition to awareness raising, controls and fines, us-
ing financial incentives may also be an effective method
to restrain such activities. In this respect, however, en-
vironment pollution has been stimulated by several fac-
tors recently, which may contribute to making the situ-
ation already unbearable:
• Household garbage removal fees have increased in

many regions despite the fact that they had already
been raised earlier at a rate surpassing the inflation.
In Budapest, for instance, garbage removal fees went
up by 10.5 per cent with effect from 1st January 2003.

• As regards natural gas fees for household use, the rate
of increase is 12 per cent with effect from 15th May
2003, and further considerable price rises may be ex-
pected from 1st January 2004, especially if the Minis-
try of Economy and Trade wants to make the popula-
tion pay for the capital costs as well, i.e. for the supple-
mentary development costs of HUF 500–600 billion
(by using a compensation mechanism up to the ex-
tent of a limited consumption quantity, for which no
specific numerical parameters have been provided
yet). Legality of the latter measure is highly question-
able for a natural monopoly, because in that case own-
ership rights are due to consumers who pay for it.

• The proportion of plastics within wastes has sig-
nificantly increased in recent times, and it is ex-
pected to grow even further. In Budapest, for ex-
ample, plastics made up 4.6 per cent of all commu-
nal solid waste in 1990, while in 2001 their share
reached already 15 per cent.
These processes have considerably exacerbated the

already unacceptable air pollution situation in many
Hungarian towns and villages (among them also in
Budapest).
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Table II.4.2.2.a.: Total use of natural gas
and share of imports

*without district heating
Source: Yearbooks of the Central Statistical Office of Hungary

noitpircseD 0991 5991 1002

%,stropmifoerahS 7.75 1.95 9.57

mnoillib,esulatoT 3 3.11 7.11 8.21

cihwfotuO otselas:h
mnoillib,*sdlohesuoh 3 9.1 2.3 0.4

4.2.2. Past development, current situation
and expected changes in factors influencing
the price of natural gas

Within Hungarian natural gas consumption, imports
represent an ever growing part due to the decline of
domestic production, as demonstrated in Table
II.4.2.2.a.

Similarly to the situation in the large majority of EU
member states, prices in Hungary are above all deter-
mined by imports.

Concerning household prices we also have to point
out that comparison with EU prices has been carried
out by using the following methods:
• Comparison at customary exchange rates. This

method is to be applied for calculations in the com-
petitive sector, because the prices of these products
are predominantly foreign market (competitive)
prices. Consequently, any other method of compari-
son would violate the spirit of the rules and regula-
tions of economic competition.

• Comparison at purchasing power parity. For Hun-
gary this index (exchange rate calculated at purchas-
ing power parity in comparison to the official ex-
change rate) was 2.26 in 1999; therefore Hungarian
consumer price levels are to be compared after mul-
tiplying them by this coefficient. As calculated by

OECD (Main Economic Indicators. September
2001: Comparative Price Levels, June 2001), Hun-
garian prices are to be divided by 0.48 to make them
comparable with Austrian and German prices in
terms of the population’s purchasing power. Calcu-
lating with this coefficient, it becomes clear that
natural gas prices for household use are already ex-
cessively high today.
Table II.4.2.2.b. contains data showing the trends of

changing household natural gas prices and actual im-
port purchase prices in recent years.

Changing prices of imports in 2002 are to be exam-
ined from various aspects:
• The annual average of household consumption

prices increased in 2002 owing to the impacts mov-
ing over from 2001.

*According to MOL Co.’s Annual Report, the annual average import price was 39.30 HUF/m³ in 2001 and 28.30 HUF/m³ in 2002, so
they only slightly differed from the official foreign trade data.
**MOL Co.’s Report about the first quarter of 2003 reveals that: “Profits of the natural gas business have slightly improved in the first
quarter of 2003, as a continuation of the tendency prevailing in 2002. The improvement is primarily attributable to the drop in import
gas prices expressed in HUF, which was caused by the weak dollar. While the import gas price determined in USD was by 15 per cent
higher in annual comparison, the import price expressed in HUF and weighted by quantity was by 8 per cent lower than in the first
quarter of 2002. On the other hand, it is to be noted that the import price expressed in HUF has already increased in relation to the
fourth quarter of 2002. This tendency is expected to continue during 2003, owing to the high oil product prices prevailing in the last
quarter of 2002 and the first quarter of 2003. Changing consumption patterns caused the average wholesale price to fall to 25.9 HUF/
m³ (by 1.0 per cent). As a consequence of the unusually cold winter in the first quarter of 2003, household consumption having a lower
tariff increased, which neutralized the favourable impact of the 5.4 per cent rise in gas prices for some non-household consumers that
had been introduced on 1st July 2002.”
Source: Household prices: Hungarian Energy Office; import prices: Ministry of the Economy, foreign trade turnover of priority products
on HS basis (Customs Statistics)
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Table II.4.2.2.b.: Natural gas prices HUF/m³, annual average
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• Import prices converted into Hungarian currency
declined because the prices fell in USD and the rate
of exchange also decreased: from 275.92 HUF/USD
in January 2002 it went down to 226.07 HUF/USD
in January 2003.

• As stipulated in the contracts, purchases of natural
gas are effected in USD, therefore Hungarian prices
depend increasingly on the HUF/USD exchange rate
as well. The declining trend of the USD rate, started
in 2002, still continues today, in such proportions and
with such resulting impacts that surpass anything that
seemed to be conceivable up until now. Thus, the
devaluation of the USD and the lasting revaluation
of the Hungarian currency constitute a potential for
further price reduction. Average exchange rate in the
1st Quarter of 2002 was 278.36 HUF/USD, which fell
to 226.93 HUF/USD in the 1st Quarter of 2003. This
was a decrease of 18.5 per cent, which meant that the
price payable in Hungarian currency became lower
by the same rate. This reduction may be best discussed
by using data of the latest Central Statistical Office
report for the first quarter of 2003, issued on 12th May
2003. During this period, Hungary’s total imports of
energy sources amounted to USD 837.1 million. These
imports are predominantly made up by hydrocarbons,
and so the recipient company is the MOL Co. (Hun-
garian Oil and Gas Industrial Co.). From the above-
indicated exchange rates it can be calculated that the
difference per 1 USD comes to HUF 52.30, and con-
sequently the value of import purchases paid in Hun-
garian currency is by HUF 44 billion less than it was
in the same period of 2002.

• At the beginning of May 2003 petroleum prices fell to
a level around 23 USD/barrel, and the exchange rate
(on 12th May 2003) declined to 211.26 HUF/USD.
These trends may be quantified as follows: world-mar-
ket prices decreased by 21.7 per cent and the USD
rate came down by 10.5 per cent, so in the aggregate
MOL Co.’s position improved by 34.5 per cent.

• At this point it is worth highlighting that the low
USD exchange rate has become part of the official
economic policy of the United States, as an instru-
ment to stimulate exports and, as a consequence of
that, economic growth and employment. Recent
events covered in the press bear witness to the above
statement: “John Snow, U.S. Finance Minister, hold-
ing his office for only three months now, has thrown
away the eight-year-old «strong dollar policy» of the
Washington Administration – reports Bloomberg
News Agency, referring to investors and economists
as sources for this information. A week ago Snow
declared that American exports are promoted by the
annual drop of 21 per cent in the USD exchange
rate (compared to EUR). He has repeated this state-

ment a couple of times, then at the end of the week,
on Saturday after the Meeting of G7 Finance Minis-
ters, he delivered the final blow on the American
currency by pronouncing that the dollar has only
lost a relatively tiny portion of its value up until that
time.” (The policy of strong dollar has come to an
end. FigyelõNet, 19th May 2003) Until now, this fac-
tor has not been taken into account when setting
the administrative prices of natural gas.

• We are, of course, well aware that import prices can-
not be directly compared with the prices of house-
hold consumption, because natural gas has to be
delivered to consumers, while a smaller part of it
also has to be stored for six months in underground
storage tanks, with the involved need to finance the
costs of this stock, too. Logistical costs are incurred
at two points: at MOL Co. and at the service pro-
viders. Consequently, household consumer prices are
composed of three elements: gas costs, distribution
fee and service provider’s margin. Within the price
payable by household consumers, MOL Co. is en-
titled to the first two price elements, while the third
one is due to service providers. Thus, household
consumer prices also contain the margin of service
providers, so from the import figures MOL Co.’s
position may be approximated by comparing the re-
sale (wholesale) price approved by the Hungarian
Energy Office (MEH) with the import prices (we
speak about approximation here because resale prices
should also reflect the costs of transportation and
storage). For the latter, we can reckon with a value
of 4 HUF/m³, so MOL Co.’s margin (the “discrep-
ancy” indicating MOL Co.’s position) was 17.63
HUF/m³ in 2001. However, this is partly offset by
the cost level of Hungarian natural gas production
which is much lower than that of the world-market.

• In December 2002, the Venezuelan crisis and the Iraqi
war preparations triggered another provisional rise in
petroleum prices. This trend still prevailed at the be-
ginning of 2003; what is more, it became even stron-
ger when military operations were started. When
major military actions ended, world-market prices of
petroleum, along with those of natural gas, started to
decline. This tendency is markedly reflected by the
drop in Hungarian fuel prices on 7th May. However,
the currently prevailing OPEC average price is 25
USD/barrel. Due to the lasting and substantial (of
approximately 30 per cent) devaluation of the dollar,
the amount payable in EUR for the OPEC average
price differs from the sum payable in the first half of
2002. On the other hand, world-market prices of pe-
troleum may even fall much under the 25 USD/bar-
rel level if the restart of Iraqi production is not fol-
lowed by adequate restraint of production.
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Table II.4.2.3.b.: Changes in imports of hydrocarbons and electricity

Table II.4.2.3.a.: Natural gas prices
affecting MOL Co.’s profits

HUF/m³

Source: Annual Flash Report of MOL Co.

4.2.3. Main data of the 2002 Flash Report of
MOL Co.

In 2001, MOL Co. attained a net profit of HUF 1.2
billion, while in 2002 it already realized HUF 66.3 bil-
lion. Changing prices of natural gas, of course, greatly
contributed to this result (see Table II.4.2.3.a.).

It is to be noted that the accuracy of the above data
is questionable, because in 2001 and 2002 MOL Co.
paid by HUF 2.1 billion more local taxes than the statu-
tory requirement, and the company now reclaims this
sum. Therefore, MOL Co.’s profits for 2001 are by this
amount higher than the audited earnings – in fact al-
most twice as high!

To form a comprehensive picture of the situation,
additional factors are also to be taken into consideration:

Incorporating the so-called base fee in the prices of
foreign-owned gas service providers is unfounded because

there are no actually provided services behind it. The
base fee is practically due to MOL Co., which performs
the tasks of storing the natural gas and levelling out the
peaks of procurement, production and consumption. The
specific value of this fee is approximately 2 HUF/m³.
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Gas service providers committed a series of suspi-
cious economic acts: they purchased a large part of
the gas pipeline network in a manner that the actual
proprietors did not waive their right to the networks,
and therefore proceedings should be initiated against
them for receiving of stolen goods. Consequently, not
even initially should they have incorporated the net-
work development contribution paid by consumers –
in the value of over HUF 24 billion – in the price of
natural gas.

Purchasing natural gas from the Baumgarten pipe-
line implies further price reserves (worth around HUF
10 billion annually), for the use of this pipeline means
that Russian natural gas makes a round trip and finally
arrives to Hungary at a significantly (by 20 to 30 per
cent ) higher cost. The contract concerning this trans-
action is false because it states that the purchase is an
alternative source for natural gas procurement. How-
ever, if the Russian partner fails to deliver gas, then the
Austrian party, who is a net importer, will not be ca-
pable to deliver to Hungary. Consequently, this con-
tract should be terminated and the purchase be diverted
into cheaper direct imports from Russia against Hun-
garian goods.

In its latest statements MOL Co. announced a need
for additional development funds, worth HUF 500–
600 billion, claiming that unrealized earlier develop-
ments endanger the fulfilment of its supply obligation.
This sum seems to be exaggerated, particularly con-
sidering that other methods are also available for solv-
ing this problem. Growing demand for natural gas is
primarily caused by the forced development of natu-
ral-gas-fuelled power stations, which have a lower spe-
cific investment financing need. Therefore, conse-
quences of the particular needs of foreign investors
should not be borne by the Hungarian population, but
by the investors themselves. On the other hand,
through the extension of Hungary’s international re-
lations it becomes feasible to establish new natural gas
pipelines offering an additional capacity, so MOL Co.
does not have to effect any specific investments. It is
a well-known fact that the Russian partner had initi-
ated the construction of a gas pipeline that would pass
through the Slovak Republic and Hungary and go to-
wards Italy. Following the construction of the pipe-
line, MOL Co. would realize considerable extra rev-
enues from the transit. Negotiations concerning this
project have been going on for a long time, and they
are already in an advanced stage. It is a reasonable
requirement that the Hungarian population gains some
favours in exchange for licensing the transit, which
entails some additional environmental risks. In con-
nection with this project, the natural gas transporta-
tion capacity to serve domestic use may be extended

by using only relatively small funds. All this shows that
MOL Co., similarly to other cases, follows here the
principle “if we have the cake, let’s have it all”, and
wants to make the Hungarian population pay for ev-
erything – doubly, if possible.

It is to be highlighted that regarding natural gas
prices, the Hungarian–Russian contract follows chang-
ing petroleum prices with a delay of 9 months, so the
necessary information are available for the regulation
of domestic prices.

Table II.4.2.3.b. contains a detailed presentation of
import prices, compiled from data based on official cus-
toms documents which conform to EU requirements.

4.2.4. Further data on the standing of some
domestic companies of the energy sector

At companies of the energy sector, which passed
into foreign hands, workforce has been cut in huge
proportions with the aim of reducing costs. Workers
have actually been laid off in numbers well exceeding
ten thousand, the maximum number estimated at the
time of the privatization, which is illustrated in Table
II.4.2.4.a.

Besides that, workforce has also been reduced at
MOL Co., where the total number of employees fell
from 20,466 in 1998 to 13,120 in 2002, i.e. de-
creased by 7346 persons. This trend of staff cuts
has continued in the first quarter of 2003: “per-
sonal-type expenditures declined by 12 per cent in
the first quarter, reflecting the workforce-reduction
measures taken”, which implies HUF 2.1 billion and
laying off nearly 1600 workers. As a result, more
than 29 thousand employees lost their jobs in the above
described area of the energy sector. This was not
mentioned and agreed upon – and especially not
with such proportions – at the time of transferring
the companies into foreign ownership. In the fu-
ture, Hungary should follow the example of Ireland,
where privatization contracts contained an impor-
tant stipulation requiring the maintenance of the
existing level of employment: failing which the for-
eign investor concerned commits a breach of con-
tract and automatically loses its ownership right.

After a workforce reduction of such dimensions the
state cannot guarantee any more the 8 % rate of re-
turn on assets, because these companies have violated
the tacit agreement. In our opinion, guaranteeing the
8 % rate of return on assets is, already in itself, con-
trary to market principles. On the other hand, upon
construing the contract in terms of its market impli-
cations we may conclude that the mentioned profit
rate was only to be guaranteed once, in the initial year.
The tendency of dismissals, however, continues, with
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some energy service providers announcing further staff
cuts.

Gas service providing companies, which passed into
foreign ownership, have a solid financial standing, and
the technical state of the pipelines is satisfactory. Hun-
garian consumers also pay a development contribution
fee at the time of hooking up to the network, which
adds to the wealth of foreign proprietors. The high lev-
els of profits realized up until now also prove that re-
sources are relatively abundant as compared to the ex-
tremely small development need, which is shown by data
in Table II.4.2.4.b.

From the above facts it may be concluded that natu-
ral gas distribution companies, which are in foreign
majority ownership, acquired profits and property
worth HUF 71.6 billion in the period between 1996
and 2001 (and further HUF 15 billion may be esti-
mated for 2002), while their subscribed capital only
totals HUF 53 billion.

Under the law, it is the Government’s prime duty to
protect the interests of the Hungarian population, its
voters. Therefore, it has to recover the above-mentioned
HUF 24,128 million that the population was made to
pay up only to unfairly increase the property of foreign
investors. The Government must ensure that such funds
are added to the wealth of Hungarian citizens who had
paid them up.

We have to point out that from a compatibility as-
pect, the financing pattern of the Hungarian Energy
Office is objectionable, because the largest part of its
revenues come from payments by companies in for-
eign majority ownership, and so the Office’s position
may be biased in specific issues. This danger is illus-
trated by the following example: Under the previous
Hungarian Government, the Ministry of Economy pro-
posed, on the basis of a proposition submitted by the
Hungarian Energy Office, a 40 % increase in natural
gas prices. Fortunately, the Government overruled this
proposal lacking proper foundation (for it only repre-
sented the interests of foreign companies). Later events
have proved this decision right: MOL Co. has not gone
bankrupt; the population and the environment, how-

ever, would have become ruined by a 40 % price rise.
As one of their impacts, increased prices would have
caused Hungarian inflation to shoot up by at least 2
per cent, which would have added around HUF 120
billion annually to the interest burden of the state
budget – and the deficit would also be as much higher.
World market prices, however, have fallen since then,
and further decline is prognosticated for the second
half of 2003. It is worth noting that even in its least
successful year, in 2001, MOL Co. spent HUF 5.2 bil-
lion on counselling, and overpaid its local tax obliga-
tion by HUF 2.2 billion. On the other hand, in 2002
the company had by some HUF 3 billion less personal-
type expenditures than in 2001, owing to the imple-
mented workforce reduction.

Moreover, a characteristic feature of the year 2001
for MOL Co. is the appearance of the item “Incre-
ment of provisions formed to cover environmental pro-
tection liabilities” among titles decreasing its profit
before taxation (See Table II.4.2.4.c.). Under these
provisions MOL Co. kept substantial funds in reserve,
with the aim to use them as another means to force a
price rise.
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Table II.4.2.4.a.: Workforce changes at gas service providers and in the electricity sector
(annual average staff number, persons)

Source: Time series comparison of data from annual reports of the Hungarian Energy Office
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Source: 2001 Annual Report of the Hungarian Energy Office
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Table II.4.2.4.c.: Increment of provisions accumulated to
cover environmental protection obligations

Note: MOL Co. built up by far the largest provisions among all
companies. Data on the specific sum are not available.
Source: Flash Report of the Hungarian Tax and Financial Audit
Office, Volume I, page 32

4.2.5. Joint application of mining taxes and
administrative prices

In the case of MOL Co., the current level and han-
dling of mining taxes is not settled in a satisfactory
manner. In 2000 and 2001, mining taxes had an ex-
tremely low applicable rate, in spite of high energy
prices. The previous Hungarian Government, how-
ever, in practical terms added to this rate a price-type
“mining tax” by applying low administrative prices, as
another way to protect the interests of citizens. We
can see now that this was indeed the right decision,
even though at that time it came under severe criti-
cism by the press and even resulted in the dismissal of
a minister. Up until now, the current Hungarian Gov-
ernment has also continued with this practice of safe-
guarding the population’s interests.

We do not think that MOL Co.’s mining taxes
are properly accounted today. On the one hand, the
favourable situation of Hungarian hydrocarbon min-
ing should be taken into account when setting the

rate of payable mining tax, with particular emphasis
on the fact that the country’s mineral resources are
being rapidly used up, and they are irreplaceable in
the future. As we have mentioned, the Government
had to offset low mining taxes by setting administra-
tive prices to draw away incomes so as to comply, at
least to a certain degree, with the principle of justice
and economic rationality. Because it is just sheer ab-
surdity that despite soaring prices of mining prod-
ucts, payments by MOL Co. remain virtually the
same, while a huge burden is imposed on the popula-
tion all at once.

Dependence of incomes from hydrocarbon mining
on import prices is clearly illustrated by factual data in
Table II.4.2.5.

It can be established from these statistics that total
profits (mining of petroleum and natural gas together,
for these two cannot be easily separated physically ei-
ther) exceeded considerably the losses caused by ad-
ministrative prices, and the company realized profits in
each one of these years. We have to point out that up
until now the press has always left unmentioned the
profits realized on other products of petroleum mining;
nevertheless, these factors, too, should be involved in
price bargaining.

4.2.6. Proposal for the methodology of a
solution

It is a practically feasible concept, and also the
Government’s proposal for a solution, that natural gas
prices for household use should be financed from min-
ing taxes that are based on realistic foundations and

Table II.4.2.5.: Some financial data on petroleum and natural gas mining
million HUF

*According to the breakdown specified in the mining tax calculation of the Ministry of Finance
Source: Ministry of Finance, Central Statistical Office of Hungary, foreign trade statistics
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are higher than up until now. This method would also
make it possible to moderate extraordinarily high im-
port prices that may prevail in certain years, because
with higher import prices more taxes are accumulated
for compensation purposes. As a consequence, price
rises for household consumption could remain relatively
small in 2003, and could be mostly offset – in accor-
dance with the Government’s concept.

We have to emphasize that in Hungary 2899 thou-
sand households were connected to the natural gas net-
work in 2001, and among them 2363 thousand house-
holds used natural gas also for direct heating purposes.
In addition, most of the flats supplied by district heat-
ing are similarly dependent on natural gas. Thus, the
majority of the Hungarian population is interested in
settling this issue in a fair manner.

Hungary’s natural gas resources are being used up,
therefore price subsidies can only be provisional and of
a steadily diminishing rate. What seems to be feasible is
a solution to provide support only for a specified quan-
tity and up to a limit set for one household. This ar-
rangement would be similar to block tariffs, used for
electricity up until 2000, and should be modified by a
multiplier which depends on the size of the family con-
cerned. Prices of quantities consumed above the block
tariff would progressively come near to import prices
and to other related costs (seasonal storage and trans-
portation).

According to the version announced by the Government,
as from 15th May 2003, natural gas prices will be raised by
12 per cent for household consumers (and by 15 per cent
for other consumers). In the heating season starting in the
autumn of 2003, prices will be raised by 6 per cent up to a
consumed quantity of 1500 m³, by 8 per cent for a quantity
between 1501 and 3000 m³, and by 12 per cent above 3000
m³. In our opinion, this should be complemented by
providing adequate support for large families. Budget-
ary consequences of this measure may be estimated
at around HUF 30 billion in 2004.

This quantity should be decreased each year pro-
portionately to the depletion of workable natural gas
resources. At the same time, adequate funds should
be allocated for energy efficiency programmes so that
families can use this possibility to partly replace the
forced reduction in their gas consumption. Addition-
ally, this solution would also improve the structure of
the Hungarian national economy and would create
new job opportunities, so the resulting economic de-
velopment and higher income levels would make it
practically feasible to gradually introduce natural gas
prices for Hungarian household consumption that are
close to world-market prices. This process would also
be accelerated by the introduction of energy taxes in
the European Union.

4.2.7. On electricity prices

On the purchase side, electricity prices also depend
on the prices of energy sources, therefore the revalua-
tion of the Hungarian currency and the weakening rate
of the USD may bring about huge cost reductions also
in this sector in 2003, compared to cost levels in 2001
and 2002. (On the other hand, it is true that changing
hydrocarbon prices only have a partial effect on the price
of electricity. Electricity generation costs represent
around half of the total final costs of electricity, and
the remaining part is made up by transportation and
distribution costs. In the Hungarian electricity indus-
try, approximately 20 to 22 per cent of the total fuel
heat volume is produced by using natural gas, another
40 per cent in the nuclear power station, while the re-
maining part is generated in coal-fuelled power stations
and by using oil. About 3/4 part of the total fuel heat
volume is used for electricity generation purposes, and
fuel costs represent 2/3 part of all production costs.
Accordingly, for example a 10 % rise in natural gas prices
would have the following impact on the price of elec-
tricity: 10  0.22  0.75  0.66  0.5 = 0.55 %.)

At present, Hungarian Electricity Works (MVM)
Co. has a huge accumulated loss, totalling about HUF
80 billion. (Already in previous years, the Government
had granted budgetary subsidies worth ten billions of
HUF to counterbalance these losses.) Current losses of
MVM Co. have been settled in the following manner:
– by increasing prices at an average rate of 10 per cent

with effect from 1st February 2003, consumers are
made to pay HUF 55 billion,

– and losses of HUF 30.8 billion are written down in a
manner deferred over 5 years.
It is to be noted that the current production loss in

the Paks Nuclear Power Station, caused by a serious
breakdown, will have further cost impacts over and
above the mentioned values.

Losses are largely attributable to the low prices at
which MVM Co. has to sell electricity to service pro-
viders – which they will then resell at much higher
prices. Because “an 8 % rate of return on assets” is guar-
anteed to foreign-owned companies at all costs. In short,
the reason why Hungarian Electricity Works Co. makes
a loss is that it has to generate the funds ensuring extra
profits for power stations transferred into the hands of
foreign owners. This conclusion is underpinned by data
of the (consolidated) pre-tax profits of companies of
the electricity industry (See Table II.4.2.7.a.).

These net figures are obtained by adding the loss of
the Hungarian Electricity Works and the profits of for-
eign-owned companies. This calculation reveals that
price rises are primarily required so that the profits of
foreign-owned companies can be increased.
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Source: Hungarian Energy Office and flash reports

Table II.4.2.7.b.: Pre-tax profits of electricity service providers
million HUF

Source: 2001 Annual Report of the Hungarian Energy Office

Table II.4.2.7.a.: Pre-tax profits of electricity companies
billion HUF

We can come to a noteworthy conclusion by high-
lighting the amount of pre-tax profits of electricity ser-
vice providers within the above statistics (Table
II.4.2.7.b.).

A substantial part of the pre-tax profits are artifi-
cially regrouped for electricity service providers.

The Horn Government provided justification for
selling Hungary’s electricity sector and for the condi-
tions that were decidedly harmful for the country by
stating that “the power stations are dilapidated” and
that huge funds were required for the necessary invest-
ments.

The following facts have been confirmed since that
time:
• The power stations were not dilapidated.
• Most of the power stations are still in operation; only

regular maintenance was needed, and simultaneously
with that, reconstruction work was performed and
is still being performed. Reconstruction, obviously,
comprised some minor development projects as well
(at power stations, a much higher depreciation re-
serve is accrued than in other sectors, which allows
even major developments), above all to meet envi-
ronmental protection requirements.

• A large part of the power stations in Hungary switched
over to natural-gas-fuelled operation, which has the
lowest relative development need. At the beginning
of the 1990s, the Hungarian State did not allow its
own power stations to effect this technological switch-
over, claiming “excessive dependence” as the reason.

The situation has changed since then, so such devel-
opments have become considerably cheaper.

• In the meantime, Hungary’s electricity need has only
increased at a much lower rate than prognosticated;
therefore the existing capacities (which are being
extended through modernization) can satisfy the
demand despite the fact that current electricity im-
ports make up only about 50 per cent of the 1990
import volume. It is to be noted that even in 2001,
Hungarian electricity consumption was lower (32.2
billion kWh) than in 1990 (33 billion kWh).

• Privatization of MVM Co. in 2003 would cause seri-
ous damage to the country because the funds drained
away from here are used to secure extra profits for
electricity companies already owned by foreign pro-
prietors, and so it can be sold under its true value.
Low profit levels of the Paks Nuclear Power Station
bear witness to the above: in 2002, profits realized
by Paks only amounted to HUF 2.8 billion, which
also entails serious safety risks for Hungary and its
environment. On the other hand, extra profits real-
ized by foreign-owned electricity service providers
reach record levels: for instance, pre-tax profits of
DÉDÁSZ increased from HUF 1.5 billion in 2001
to HUF 3.2 billion in 2002, i.e. more than doubled.
We have been informed that the Hungarian Energy
Office set energy service provider companies at a
profit level of 9.3 per cent for the period 2001–2003,
which is higher than the initially guaranteed 8 %
profit rate.

• Business activities of ELMÛ, in German majority
ownership, can be a deterrent example. In 2002, the
company realized a pre-tax profit of HUF 11,688
million. As regards workforce reduction, a veritable
slaughter is going on at the company: in the period
from 1997 to the end of 2002, the number of work-
ers employed by ELMÛ decreased by more than 50
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per cent. Direct staff cuts meant that 2068 persons
were laid off. At the same time, the company has
also eliminated a considerable number of jobs indi-
rectly, by abusing its proprietary rights:

a) ELMÛ dictates the imports of German-made light
sources (OSRAM), forcing back Hungarian prod-
ucts.

b) Hungarian-made electricity meters are systematically
replaced by German-made metres, although those
are not superior to the Hungarian ones either in
terms of costs or their technical standard.

c) The company specifies the materials needed for its
investment projects in a manner that they are al-
most always of German origin. ELMÛ manages to
achieve this by the trick of involving and attaching
enterprises to itself, i.e. it extends its activities and
dictates the terms (this means that orders are only
placed with contractors who comply with all require-
ments). In short, ELMÛ builds up vertically an ab-
solute monopoly.

d) The company keeps its accounts with the German-
owned Külkereskedelmi Bank Co.

• By using the above-described methods, ELMÛ has
eliminated some 10 thousand Hungarian jobs at a
national level within a short period of time. On the
other hand, it keeps expanding German job oppor-
tunities. Among other reasons, this is also unjustifi-
able because (in 2000) the employment rate in Hun-
gary was only 59.1 per cent, as against the 74.8 per
cent rate in Germany.
Consequently, on the costs side, price rises can hardly

be justified. However, in order to provide stronger in-
centives for the sparing use of electricity, it is advisable
to initiate, also in this area, the re-introduction of tar-
iffs similar to former block prices.

4.2.8. Opening up the market and market
competition

When considering natural monopolies, the issue of
competition is given particular attention today. In our
opinion, what we can see in the Hungarian market of
electricity and natural gas is not a competition, but
rather a situation in which foreign companies, well sup-
plied with capital, try to acquire as large a share in this
market as possible. To achieve a true opening of the
market and a true competition, several real factors are
to be in place:
1.) At present, in order to transit the delivered natural

gas into other countries, it is necessary to obtain the
approval of natural gas suppliers (in this case the
approval of the Russian partner). This requirement
cannot be easily circumvented because the compo-
sition of natural gas is characteristic of the place of

origin. This constitutes the proprietary right of the
country selling and delivering the gas and cannot be
limited unilaterally. Obtaining such approval entails
some extra financial consequences.
According to EU prognostications prepared for the
period up until 2020, within total energy use, the
share of natural gas will grow from 23.6 per cent in
2000 to 26.7 per cent in 2020 in Europe. Internal
resources are being used up; therefore natural gas
production will fall from 204 million toe (petroleum-
tonne equivalent) in 2000 to 141 million toe in 2020.
On the other hand, imports will increase from 133
million toe in 2000 to 290 million toe in 2020. (These
data were calculated for the current 15 member
states of the EU, so imports will grow by more than
that after the enlargement.)
An ever larger part of imports are planned to be pur-
chased from Russia. As a consequence, on the de-
mand side we may reckon with a strengthening mo-
nopolistic position of the supplier.

2.) With more emphasis on environmental aspects, in-
creasingly expanding needs may be anticipated for
the use of natural gas.

3.) In Hungary natural gas has an even stronger mo-
nopolistic position owing to the imposition of excise
duties on substitute products (primarily on house-
hold fuel oil). Thus, in terms of substitute products,
too, market competition is a mere theoretical hy-
pothesis. In practice this is a major limitation to com-
petition.

4.) Comparatively much lower Hungarian household
income levels constitute a further limiting factor to
the evolvement of market competition.

4.2.9. Expected impacts of introducing a
uniform European energy tax

On 20th March 2003, ECOFIN (the European
Union’s Council of Economic and Finance Ministers)
adopted a decision setting the minimum rate of energy
taxes to be imposed on energy products. (Detailed re-
view of this measure can be found in the May/2003 is-
sue of “Lélegzet”, environmental monthly published by
Clean Air Action Group.)

By assessing the impact of the European energy tax
on the structure and volume of Hungarian energy use
we may draw the following conclusions:
1.) As regards fuels, the currently applicable Hungar-

ian excise duty rates exceed the minimum rate set
by the EU by 17.1 per cent for petrol and by 15.4 per
cent for Diesel oil.

2.) At present, no energy taxes are paid upon energy
use for commercial and industrial purposes in Hun-
gary, therefore in this area, users will have to pay
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the entire minimum tax rate. According to our cal-
culations, altogether they would pay taxes amount-
ing to some HUF 8 billion as a result. This would
mean an impact of HUF 6.5 billion on the petro-
chemical industry and HUF 1.5 billion on the pro-
duction of nitrogenous fertilizers. (EU regulations,
however, make it possible to release these taxes.)

3.) If the minimum tax rates are introduced, in theory
taxes worth some HUF 20 billion may be imposed
in 2004 on the use of electricity and energy for heat-
ing purposes (calculating with the quantity of ac-
tual energy use in 2001). In these calculations we
have only reckoned with end use taxation, i.e. we
have imposed taxes on the energy sources used for
electricity generation only in the last phase.
Despite the problems surrounding the issue, adop-

tion of the directive on uniform energy taxes may be
considered as a favourable step, because as a result en-
ergy taxes can be gradually introduced and their rates
raised, concurrently with the reduction of taxes and
contributions charged on wages.

4.3. Extension of the energy
efficiency programme

In section II.2.7.2. of the present study we have al-
ready provided justification for the need to support en-
ergy efficiency enhancement. Here we are going to set
forth some further arguments in favour of such measures.
Today already a more robust energy efficiency programme
should be implemented, and the more so as higher en-
ergy prices have considerably shortened the payback pe-
riod of such investments. Energy efficiency programmes
would have exceptionally favourable impacts also because
energy (mostly imported into Hungary) may be replaced
by (predominantly domestic) live labour. In this context
we make reference to a model elaborated by Austrian
and Slovak researchers, which demonstrates that by set-
tling energy prices, applying appropriate energy taxes and
launching a state-supported energy efficiency programme
Slovakia could open up 350 thousand new job opportu-
nities (The Transformation of Slovakia).

We recommend that the inflationary effect caused by
changed VAT rates applicable to energy sources and by
imposed energy taxes should be partly neutralized by
ensuring full VAT refund on energy efficiency and en-
ergy saving developments. Practical experience shows
that the average sum invested into an energy rational-
ization project equals the value of energy used during
5 years. As a consequence, with a one-off energy ra-
tionalization investment, the state budget realizes in

one sum such VAT revenues as would from energy use
during a period of 5 years. When replacing electricity,
natural gas or district heat, this difference is much
greater, for such items the applicable VAT rate is 12
per cent, whereas investment projects are subject to a
25 per cent rate. Therefore, the state budget will cer-
tainly not lose any money as a result of such measures;
just on the contrary, it will gain extra revenues overall.

If the value-added tax is refunded immediately, en-
ergy rationalization investment projects become much
cheaper. Already in the year of implementation, this
will cause inflation to diminish at a greater rate than it
is made to grow by rising energy prices. On the other
hand, the inflation rate is also cut back (and in a lasting
manner to cap it all) by lower energy costs brought about
by the investment. Less environment pollution is an
additional cost-reducing factor.

This programme would help develop the Hungarian
environment protection industry, as well as enhance
its competitive and export capabilities. Employment in
Hungary would also greatly benefit from the impact of
such programmes.

The proposed energy rationalization programme
would fit in very well with the housing programme and
the renovation of flats in Hungary. What is more, it
would multiply the favourable impacts and promote a
more comprehensive implementation as a result.

We do not propose that energy efficiency fees should
be imposed on renewable energy sources and on cogen-
eration of energy.

4.4. Proportionate refilling of the
Central Nuclear Fund

We have already emphasized earlier that by apply-
ing maximized administrative electricity prices, re-
sources are drained away from the Paks Nuclear Power
Station, jeopardizing financially its safe operation. In
spite of that, production was stepped up in the power
station to attain extra revenues. This has also contrib-
uted to the occurrence of a serious breakdown in April
2003, which has not only imposed substantial additional
costs on the company but has also caused it to lose con-
siderable revenues. At the same time, funds have to be
secured for covering the implementation costs of the
power station’s enhanced operational safety as well.
Therefore it is now reasonable to provide the needed
sum from the Central Nuclear Fund, but it will have to
be refilled later.

Another reason why the current situation is unten-
able is because “cheap” electricity generated in the Paks
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Table II.4.6.: Hungarian natural gas imports broken down by main countries of origin

*Ukraine: calculated data for 1999 and 2000
Source: Foreign Trade Yearbooks of the Central Statistical Office of Hungary, 1997, 1998, 1999 and 2000
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Nuclear Power Station is used to finance the 8 % rate
of return on assets of foreign-owned electric power sta-
tions (as electricity produced there has a higher prime
cost). Delivery price of the electricity generated in Paks
should be regulated in a manner that it covers all the
costs of safe operation (including the necessary invest-
ments, too) and provide for the sums to be paid into
the Central Nuclear Fund. Afterwards, an additional
annual sum of HUF 6 billion should also be incorpo-
rated into the prices. Paks Nuclear Power Plant should
pay this amount every year into the state budget for the
next 15 years, since it has failed to pay not only the
interests of the initial state grant for the power station
investment project, but, owing to the accelerated infla-
tion, also the amount of the original capital.

4.5. Investment policy changes in
the energy sector

In the wake of ownership changes in the Hungarian
energy sector, the guaranteed 8 % rate of return on as-
sets has made it theoretically possible to expand capital
investments. New proprietors are interested in account-
ing the largest possible amounts for “development” pur-
poses, i.e. as expenditures of implementing new plants
(such as power stations). These investments, however,
are rarely justified at a national economy level, and their
costs are practically impossible to verify. Both economic
and environmental considerations require that energy
efficiency enhancement be preferred to the establish-
ment of new power stations.

Nevertheless, if new power plants do become nec-
essary, investments involving the least costs and en-
vironmental load should be given preference. In this
respect, cogeneration of energy (power stations that
are capable of producing heat and electricity at the
same time) should receive priority support. It should

be set as a prerequisite for authorizing such invest-
ment projects that they have a Hungarian main con-
tractor and a high (more than 50 per cent) share of
subcontractors.

In our opinion, projects such as the one to establish a
primary power station using the lignite mined near
Bükkábrány in North-Eastern Hungary should be re-
jected. This investment would not only cost hundreds of
billions of forints, but would also bring about massive
environment pollution, a large increase of external costs
and it would run counter to the international environ-
ment protection obligations that Hungary had assumed.
If this power station is not constructed, energy prices could
grow at a lower pace, which, in turn, could hold back the
rate of inflation. (Fortunately, this project has already
been removed from the list of high priority plans.)

If capital investment practices in the Hungarian
energy sector are properly controlled by state regula-
tions, they may contribute to easing the pressure on
the central budget and may set free substantial resources
for other purposes.

4.6. Purchase of natural gas
through barter transactions

It is worth considering that Hungarian natural gas
imports from Austria and France, which belong to the
“walking gas” category (see Table II.4.6.), should be
countermanded, for the contract is not based on true
facts. This contract had been concluded for safety rea-
sons with the explanation that if Russia fails to supply,
natural gas would be delivered to Hungary from the
West. The European Union’s energy balances reveal
that at present more than the half of the EU’s natural
gas imports come from Russia, and this portion is steadily
increasing. Consequently, in practice natural gas may
only be delivered to Hungary from the West if the gas is
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Table II.4.7.: Products proposed to be reclassified from preferential to normal VAT rate

Note: We recommend that cotton washable diapers have a 0 % VAT rate.

transported across the Slovak Republic, for example,
and then brought into Hungary from Austria – which
entails significant added costs and further environment
pollution. Therefore the contract’s fundamental con-
ditions are in practice impossible to meet, which is a
sufficient reason for terminating it. Having done so,
Hungary could purchase the natural gas cheaper from
Russia against Hungarian barter goods. Of course, it is
advisable to offer for Austria a utilization of the exist-
ing natural gas pipeline in which the direction of deliv-
ery would be reversed, and Hungary would transport
Russian natural gas into Austria either for safety or for
business purposes, because this is the shortest available
transport route.

Hungary also purchases large quantities of natural gas
from the Ukraine, but this gas is of controversial origin.
Russia claims that it comes from tapping the transit pipe-
line illegally. It would be advisable to effect this purchase,
too, as part of the Hungarian–Russian barter transac-
tion.

The above two deals together could ensure for Hungary
further 30 thousand job opportunities, and additional state
budget revenues totalling some HUF 30 billion.

4.7. Raising to 25 per cent the VAT
rate applicable to artificial fertiliz-
ers and some other products

Producing artificial fertilizers is an extremely energy-
intensive process. (See details in our study Why is an
Energy Price Increase Unavoidable and How can This In-
crease Be Implemented?)

More rational energy utilization can also be encour-
aged by not giving preferences to products manufac-
tured by using particularly high quantities of energy.
To that end and for the interests of the environment, it
is vital to review Attachment No. 1 (Products and Ser-
vices Subject to the 12 per cent VAT Rate) of Act
LXXIV of 1992 on Value Added Tax. To ensure better
transparency, we have listed in Table II.4.7. below all
products that should be reclassified from the 12 per cent
into the 25 per cent VAT rate category. It is a wrong
policy to stimulate the use of artificial fertilizers that
place a serious load on the environment in Hungary.
Application of increasing quantities of nitrogen fertiliz-
ers can serve as a warning sign: from 263 thousand tons
in 1999 it went up to 275 thousand tons in 2001, while
the amount of manure used diminished from 3920 thou-
sand tons to 2869 thousand tons in the same period.

We think that applying the lower (12 per cent) VAT
rate to artificial fertilizers, insecticides and herbicides is
tantamount to granting unjustified preferences; what
is more, the current practice is definitely harmful
from the aspect of environment protection and en-
ergy management.

One of Hungary’s most important interests is to carry
out agricultural production in a sustainable and envi-
ronmentally friendly manner in the long run. A cru-
cial precondition for such agriculture is to cut back on
the use of materials and products which cause harm
to the soil, plants and animals, as well as to human
health. In Hungary the use of chemicals radically dropped
during the transition period, in the early 1990s. Unfortu-
nately, recent years have seen a change in this trend and
a slight increase again. Further expansion of chemical
use could be partly prevented if the rate of the VAT ap-
plicable to these products was increased to 25 per cent.
The VAT rate reclassification would hardly affect large-

budget-2.p65 2004. 08. 13., 11:54159



160 Clean Air Action Group, 2003

worth HUF 15 billion can realistically be antici-
pated; and these should be entirely devoted to sup-
porting organic farming.

These measures would contribute to reducing the rate
of rural unemployment, too, for it is well known that or-
ganic farming requires much more live labour than ordi-
nary agricultural production which uses chemicals.

All the above is also substantiated by studies and as-
sessments under the title “Environmental Protection and
Integration” carried out recently by the Hungarian Acad-
emy of Sciences in its Strategy Research Programme.

Disposable and non-reusable products, which have
come into general use in the last decade, will cause a
“waste catastrophe” within a few decades.  As regards
disposable baby diapers (customs tariff number: 4818
40), even their production is seriously harmful to the
environment and rather energy-intensive. Not being
reusable, they end up in waste tips. A single child “pro-
duces” a ton or so of disposable diapers until their clean
habits are established. Awareness raising would also be
necessary to cut back considerably on the use of such
products. The absorbing layer of the disposable diaper
is made from cellulose which could be a useful raw ma-
terial for other purposes. Additionally, most of the dia-
pers come from imports, deteriorating thereby Hungary’s
balance of payments, too. As a result of the VAT rate
increase, state budget revenues worth HUF 1 billion
can be anticipated from this item. We recommend that
by using these funds, parents of Hungarian babies
should be granted vouchers which entitle them to
acquire Hungarian-made cotton (not disposable!)
diapers free of charge. (Calculating with 100 thousand
babies born annually and with 50 pieces of diapers per
child, the mentioned HUF 1 billion would ensure abun-
dant funds for this purpose.)

scale farming since they can reclaim VAT regardless of
its rate; but the increase would promote a change in the
farming methods of small-holders who find it difficult to
comply with the professional requirements of up-to-date
chemical use anyway, but are best suited to implement
more environment-conscious cultivation forms.

The mentioned VAT rate reclassification is also jus-
tified because in the European Union the concept of
using fewer chemicals in agriculture has been gradually
gaining ground recently. Land used for growing organic
(“bio”) products in Austria increased tenfold during the
past five years. In Denmark, Finland and Sweden, a spe-
cial ecological tax is imposed on the use of pesticides.
Already today, the only Hungarian agricultural prod-
ucts that are allowed to enter EU member states with-
out any restriction are those that are grown without
the use of chemicals.

The majority of chemicals used in agriculture, as well
as the raw materials for producing those chemicals in
Hungary come from imports. Their reduced use could
improve Hungary’s foreign trade balance and enhance
the competitiveness of domestic labour force.

At the same time we propose that extra revenues
resulting from the increased VAT rate applicable
to artificial fertilizers and pesticides be entirely al-
lotted to supporting organic farming in Hungary.
This can be financially implemented by taking into
account in the subsidization system, and deducting the
amount of, the VAT reclaimed when using artificial
fertilizers. The funds so generated should be added to
the financial assistance granted to organic products.
Our calculations have revealed that the VAT rate re-
classification of artificial fertilizers and pesticides from
12 to 25 per cent represents an aggregate extra bur-
den of some HUF 20 billion. However, considering
the regressive impact of the tax, additional revenues
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5. Environmental load fees, environmental product
charges and mining taxes

Various types of environmental taxes and charges
have become ever more widely used all over Europe –
both in the EU and in the former Eastern Bloc coun-
tries (see Appendix 6). Experience gathered up until
now indicates that the use of such instruments is ben-
eficial both from an economic and an environmental
protection aspect. We recommend that environmental
load fees (ELF) should be introduced as soon as pos-
sible as a means to distribute revenues in a more fair
and reasonable manner. The current unfortunate prac-
tice of permitting activities that damage the environ-
ment enables some companies to increase their prof-
its at the expense of their competitors – which is unjus-
tified and contrary to the principle of competition un-
der equal terms. The introduction of ELFs attempts to
change that practice, and make sure that environmen-
tally harmful activities are not preferred to those using
more labour and containing more added intellectual
value; therefore, Hungary’s economy could move ahead
at a faster rate.

Both scientific research and practical experience
have demonstrated that the later it is done, the more it
costs to remove the damage caused by environment
pollution. So, the prices of environmental elements (air,
water and soil) need to be involved in economic plan-
ning by applying the “polluter pays” principle. Environ-
mental load fees are efficient means of controlling eco-
nomic processes through encouraging the user of envi-
ronmental elements to reduce and prevent pollution,
and providing them with financial assistance to achieve
this goal from the generated revenues. If ELFs perform
well, the society may benefit from an improved state of
the environment and human health. Competitiveness
of the Hungarian economy would also be enhanced once
technology is transformed and developed to become
more environmentally friendly, which is indispensable
for further progress anyhow.

The system of ELFs is designed to serve sustainable
development through a quality-oriented improvement
of economic activities.

If they are introduced comprehensively, the impact
of ELFs on the annual inflation rate – calculating with
direct effects only – is not expected to exceed 0.3 per
cent with the lower fee rates proposed by the Ministry
of Environment Protection, and 0.5 per cent with the
higher rates. ELFs are planned to be introduced gradu-
ally, which means that in the first year this value will

only be 0.01 per cent and 0.15 per cent respectively.
However, considering indirect impacts as well, on the
whole the introduction of ELFs may not increase the
rate of inflation at all. Rather the opposite is true be-
cause by reducing environmental harm and health prob-
lems, and by providing support for restructuring the
economy, they reduce costs at the level of the society
as a whole, that is, they have an anti-inflationary effect.

We think that the professional work carried out in
the Ministry of Environment Protection to elaborate ELF
schemes meets general expectations and complies with
the requirements of Act LIII of 1995 on the General Rules
of Environmental Protection, even though this prepara-
tory work is not yet completed and additional investiga-
tions are also needed. This subject is only discussed in
brief in this document, starting from the situation in 1999.
At that time it was assumed that environmental load
fees would be introduced in 1999, and we have kept the
calculations prepared in that year, and will present them
below. These figures, of course, should be adjusted ac-
cording to the actual date of the introduction.

We recommend that ELFs should be introduced in
a manner that the revenues generated by them are prin-
cipally used for local improvements.

Since funds for environmental purposes are ex-
tremely scarce in Hungary, it is advisable to give prefer-
ence to similar structural solutions (i.e. means that re-
duce pollution through their indirect economic stimu-
lation impact). These should be presented to the Euro-
pean Union as own resources, i.e. as Hungary’s pecuni-
ary contribution to the protection of the environment,
and they should form the basis for requesting financial
support from the EU. This solution is in compliance
with the principles of market economy as well.

The Hungarian Ministry of Environment Protection
has elaborated two versions for the environmental load
fees: Version A with lower rates and Version B with
higher rates. Expected annual revenues generated by
each version of ELFs are summarized in Table II.5.

It is to be noted that even the higher rates proposed
by the Ministry are incapable of covering the costs of
damage that environmentally harmful activities cause.
Therefore, it is essential that ELFs are introduced as soon
as possible, with the higher fee rates. On the other hand,
it is to be assessed whether this is in fact an efficient eco-
nomic instrument under current circumstances to cut
back environment pollution. Environmental load fees
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9991 0002 1002 2002 3002 latoT

eefdaolriA 6.2 22.5 8.7 44.01 150.31 351.93

eefdaolretaW 84.2 69.4 44.7 29.9 4.21 2.73

eefdaollioS 47.1 84.3 22.5 69.6 7.8 1.62

latoT 7.7 4.51 32 8.03 64.83 4.511

9991 0002 1002 2002 3002 latoT

eefdaolriA 9.3 8.7 7.11 6.51 15.91 45.85

eefdaolretaW 3.4 6.8 9.21 2.71 65.12 86.46

eefdaollioS 3.4 6.8 8.21 1.71 24.12 62.46

latoT 5.21 52 5.73 05 5.26 5.781

Higher rate calculations (Version “B”)

Source: Ministry of Environment Protection

Table II.5.: Expected revenues from environmental load fees
billion HUF

Lower rate calculations (Version “A”)

secnatsbusgnitullopriA
)”A„noisreV(etartinU

gk/FUH
)”B„noisreV(etartinU

gk/FUH

edixoidruhpluS 51 03

sedixonogortiN 03 06

edixonomnobraC 51 51

)cixot-non(secnatsbusdiloS 51 51

IyrogetaCdrazaHotgnignolebsecnatsbuS 057 057

IIyrogetaCdrazaHotgnignolebsecnatsbuS 57 57

Table II.5.1.: Proposed rates of air load fee on various pollutants

Source: Ministry of Environment Protection

would entail considerable extra administrative work (and
expenses), whereas they would generate much less rev-
enues than several other tax types. As we have already
pointed out, it would be possible to substantially raise
state budget revenues by raising the applicable rate of
certain existing tax types, practically at no extra admin-
istrative costs.

5.1. Introduction of air load fee
Air quality in Hungary has improved in the last de-

cade; however, in absolute terms in many places it is
often still worse than the approved health limit values.
On the whole, “polluted” areas are decreasing in size
but the combined total area that is “polluted” or “slightly

polluted” is steadily expanding. The latter two catego-
ries comprise over the half of Hungary’s population.

The payable rate of air load fee (ALF) would be cal-
culated by the quantity and the level of hazard of pol-
luting substances emitted into the air annually.

The Ministry of Environment Protection has pub-
lished a study titled Impact Assessment of the Concept of
Environmental Load Fees, presenting their estimates. Sup-
posing the higher fee rates are introduced (concerning
the proposed rates see Table II.5.1.) and the air load fee
will not change in real terms, the emission of sulphur-
dioxide and nitrogen oxides are expected to drop by 72
and 2.1 thousand tons respectively. The consequent en-
vironmental benefit will be higher than the costs of re-
ducing pollution. Furthermore, payers of ALF will be of-
fered a portion of the fee to finance their capital invest-
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tnenopmocfonoitpircseD
gk/FUHetartinU

A B C

deennegyxolacimehCa.1 03 44 061

deennegyxolacigoloiBb.1 05 3.37 762

stnevloscinagromorfstcartxE.2 006 088 0023

rohpsohP.3 005 3.337 7662

negortiN.4 06 88 023

slatemyvaeH.5

yrucreM.a5 dnasuoht57 dnasuoht011 dnasuoht004

muimdaC.b5 dnasuoht51 dnasuoht22 dnasuoht08

emorhC.c5 0003 0044 dnasuoht61

lekciN.d5 0003 0044 dnasuoht61

daeL.e5 0003 0044 dnasuoht61

reppoC.f5 0051 0022 0008

stlaslatoT.6 5.1 2.2 8

yticixoT.7 m/FUH5.0 3 m/FUH7.0 3 m/tF7.2 3

noitulloptaeH.8 0 0 0

Table II.5.2.a.: Proposed rates of water load fee

Source: Ministry of Environment Protection

ments needed for reducing the emission, which consti-
tutes an additional stimulation. It is also expected that
new penalties and limit value regulations will be intro-
duced and the system of financial assistance will be modi-
fied, which – along with the above-mentioned factors –
may reinforce the efforts. Even if the lower rates are im-
posed, environmental pollution levels may fall as a re-
sult. Significant improvement, however, can only be ex-
pected after the first five years of the gradual implemen-
tation of ALF at the highest achievable rate. Most of the
revenues from ALF would come from the electricity sec-
tor, but also mining, the production of non-metallic goods,
as well as metallurgy and metal processing could take a
significant share.

5.2. Introduction of water load fee
Although water quality has also improved in recent

years, it is not entirely satisfactory for various uses and
life in and around natural waters of Hungary. It is vital
to prevent pollution and contamination of surface wa-
ters to protect human health and to preserve or even
enhance the ecological value of waters. Hungary is re-
quired by international obligations and by the EU mem-
bership to take measures – among others to establish
economic incentives – aiming at achieving those goals.
The entire impact of the water load fee (WLF) can only

be evaluated as part the system of all relevant regula-
tions; consequently, it should be defined and calculated
in line with other regulatory elements.

The payable rate of WLF is calculated by the total
quantity of polluting substances discharged into waters
annually. The rate may vary with the hazard that the
individual pollutant represents and with the specific
features of the affected area (see Tables II.5.2.a. and b.).

It is estimated that direct discharge of polluting sub-
stances into waters will go down by 3.14 per cent if the
lower rates are introduced. Some bigger towns in the
country may already be encouraged by this rate of pay-
able fee to implement some capital investments with a
view to improving water quality. If the higher rates are
introduced, the resulting decrease of discharge will be
36 per cent or so (expressed in units of toxicity expo-
sure), which will affect first of all Budapest and its sur-
roundings with the Danube as its main water stream.
Capital investments related to the 36 per cent reduc-
tion of environmental load would entirely be imple-
mented in communal sewage disposal.

5.3. Introduction of soil load fee
Urban development, industry and military activities

have done significant damage to the soil and the under-
ground water reserves in Hungary. The numbers of po-
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rotceS

eefdaolretaW
)FUHnoillib(

tinurepeefdaolretaW
m/FUH( 3)

1 2 1 2

smetsysrewescilbupotdetcennocstnalplairtsudnI 3.8 9.2 5.28 3.82

metsysrewescilbupotdetcennocsdlohesuoH s 9.2 7.6 21 3.82

srotcesrehtO 8.0 4.2 9 3.82

latotyrtnuoC 21 21 3.82 3.82

rotceS

eefdaolretaW
)FUHnoillib(

tinurepeefdaolretaW
m/FUH( 3)

1 2 1 2

smetsysrewescilbupotdetcennocstnalplairtsudnI 2.21 2.4 121 6.14

metsysrewescilbupotdetcennocsdlohesuoH s 3.4 8.9 6.71 6.14

srotcesrehtO 2.1 4.3 2.31 6.14

latotyrtnuoC 7.71 7.71 6.14 6.14

Source: Ministry of Environment Protection

(Version “B” in 2003 at 1996 prices)

Table II.5.2.b.: Expected revenues from water load fees

(Version “A” in 2003 at 1996 prices)

tential pollution sources and actual contamination oc-
currences have been steadily growing over recent decades.

Soil load fee (SLF) serves the purpose of protecting
the soil and the underground waters. It would be im-
posed on the desiccation and storage of waste water.
SLF would eliminate, or at least reduce, contamination
from desiccation of domestic waste water (one of the
key pollutants in urban areas) by making people inter-
ested in using a more convenient public utility service
at a price that is close to the payable rate of soil load
fee. In addition, it would also cut back on soil contami-
nation caused by farmers. The applicable SLF rate is
calculated on the basis of the quantity of water pro-
vided for the user, and varies with the degree of hazard
and with the specific features of the area concerned.
The base unit fee will amount to 30 HUF/m3 (A) or 60
HUF/m3 (B), depending on which version is introduced.

Households would bear 84 per cent of the total SLF
payment burden, whereas large consumers would only
pay up the remaining 16 per cent. It means that the
majority of industries will not or will only slightly be
affected by the imposed fee. (The only sectors concerned
are electricity and heat generation, gas and water sup-
ply, food processing and mining.) SLF as an incentive
can only work efficiently if the payable rate is set high
enough to exceed investment costs of the utility or the
sewage system. A gradually introduced lower rate (say

12 HUF/m3) alone could only encourage hooking up to
the already existing sewer system, and only in settle-
ments other than Budapest.

Collecting WLF and SLF as a form of tax can slow
down the pace of increasing the price of utilities (water
and sewer systems) and can also provide the funds needed
for the improvements. In that case, those two fees would
not form part of the VAT base and would lower the prof-
itability of the companies concerned. Consequently, no
corporate taxes are to be paid on the sums involved, and
they cannot be used for other purposes. In this manner,
WLF and SLF may be guaranteed to be used only for
development purposes. (What is more, since the invest-
ments are implemented by using public funds, they are
subject to mandatory accounting and controlling.)

5.4. Increase and extended scope
of environmental product charges

Regarding environmental product charges currently
applied in Hungary, detailed assessments are needed to
evaluate to what extent these charges have fulfilled their
intended purpose, to determine whether they should
be raised and at what rate, and to consider whether it is
advisable to introduce new product charges or not.
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The need to curb environmentally harmful activi-
ties and to accomplish the necessary environment pro-
tection tasks had required and justified a marked in-
crease of the existing product charges. This is why Clean
Air Action Group welcomed the Hungarian
Government’s decision to raise significantly the appli-
cable product charge rates and to introduce new ones,
to be implemented in three stages, starting from 15th

February 2003. Raising the environmental product
charges is also justified because up until now in most
cases they have only been increased at a much lower
rate than the inflation. (See Table II.5.4.)

We were glad to see that in keeping with our former
proposals, as from 2003 the scope of environmental
product charges is extended over thinners and solvents
as well, the production and use of which cause serious
harm to the environment and which can be substituted
by other, more environmentally friendly products.

The primary objective of introducing environmental
product charges on thinners and solvents (mainly imply-
ing lacquers and paints) is not to raise the funds needed
to cover the costs of removing the resultant damage or
eliminating the produced waste, but rather to make those
responsible pay for the environment pollution they cause
and to encourage them to restructure their produc-
tion in an environmentally friendly manner. Larger
companies using state-of-the-art technologies are capable
of manufacturing paints that are qualified as environ-
mentally friendly products – such paints actually account
for nearly 50 per cent of the Hungarian production –
and so it is reasonable to promote the general use of such
paints and to increase their market share. The generated
funds should be spent partly on supporting the establish-
ment of a uniform advanced qualification system to clas-
sify products into appropriate hazard categories, and partly
on awareness raising programmes to further a shift in
people’s attitudes.

We do not think that it would be right to put into
effect a former plan of the Hungarian Government to
impose environmental product charges also on paper
used as information carrier medium. This measure would
result in an increased tax burden to be borne by cul-
tural products which contribute to improving citizens’
access to culture, education and information (and, last
but not least, also to environmental awareness raising).
Most of these publications are designed and produced
for long-term use (e.g. books), which means that in the
foreseeable future they will not be discarded as waste.
Considering the environmental policy aspects of the is-
sue, such regulation would also be counter-productive
since it would provoke antipathy just in those who
should be definitely won over to the cause of environ-
mentalism. Another factor to be taken into account is
that almost all member states of the European Union

use preferential or extra preferential VAT rates as a
means to support products which contribute to propa-
gating their national culture and language. For example,
even Great Britain, homeland of the most universally
used language in the world, applies a 0 % VAT rate to
books, newspapers and magazines. Consequently, en-
vironmental product charges planned to be levied on
paper used as information carrier medium would weaken
the position of the Hungarian culture and language.
However, we think that full support should be given to
plans of imposing a product charge on paper, if its scope
is limited to paper used as advertising medium (leaflets,
etc.). (Another option would be to increase the perti-
nent rate of cultural contribution charged on adver-
tisements and to redirect part of the collected revenues
into the Environmental Protection Fund. Chapters 7.3.
and 7.4. of the present document contain details re-
garding the proposed rate of, and the reasons for, such
an increase.) Accordingly, Clean Air Action Group
agrees with the decision that as from 15th February 2003,
paper used as advertising medium is subject to the pay-
ment of an environmental product charge in Hungary.

In connection with environmental product charges
it is worth remembering that the “polluter pays” prin-
ciple is a key principle of the European Union and a
basis for the harmonization of legal regulations (in-
cluded, quite rightly, in the currently effective Hungar-
ian environmental protection law as well). This is why
we think that claims by producers to have a right to
dispose of the paid product charge are unfounded. Rev-
enues generated from this source should be regarded as
a (usually only partial) compensation for the damage
caused by the pollution and should be used in the most
efficient manner possible to promote the interests of
environment protection (e.g. for the purpose of reduc-
ing the quantity of disposable wrapping).

As a result of increasing the rate and extending the
scope of environmental product charges in line with
our proposals, the state budget would realize additional
annual revenues worth around HUF 5 billion.

5.5. Increased mining taxes
We are proposing an increase of mining taxes to a

rate which enables the Hungarian state to collect sub-
stantial additional revenues from this source. The taxes
could serve the purpose of protecting Hungary’s non-
renewable natural resources and irreplaceable reserves
of raw materials as well as relieving the adverse envi-
ronmental effects of mining activities. Unfortunately,
recent years have seen a declining trend in collecting
revenues from mining taxes: in 1999, such revenues only
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Table II.5.5.a.: Changes in imports of hydrocarbons

Source: Foreign trade statistics as per HS classification of goods

amounted to less than one third of the revenues col-
lected in 1995. This is especially sad because these rev-
enues are by far less than the costs of restoring the dam-
age caused by mining. It is essential, particularly in the
light of Hungary’s EU accession, to increase the funds
available for this purpose. EU sources could also be ac-
quired and involved in such projects.

a) Mining taxes on hydrocarbons
The largest part of mining tax revenues comes from

taxes paid on the production of hydrocarbons (in 2001,
HUF 12.1 billion from the total of HUF 13.9 billion).

Domestic prices of hydrocarbons are usually adjusted
to the price of imports (in the case of natural gas, this is
effected with a delay of 9 months). It would be an untrue
statement to claim that at present MOL Co. incurs losses

on the domestic sales of hydrocarbons. Table II.5.5.a. il-
lustrates that in 1999 the actual prices of imported natu-
ral gas reached the lowest level recorded in the previous
few years by falling to 15.08 HUF/m3. In 2001, import
prices of hydrocarbons increased to peak levels, while in
2002 their annual average has dropped slightly.

In Table II.5.5.b. we have demonstrated that thanks
to the favourable production conditions within Hungary,
in the event that the full import price is applied, MOL
Co.’s mining division realizes annual extra profits worth
between HUF 65 and 149 billion over and above the
currently paid mining taxes. This proves that the pay-
able rate of mining tax on these mining products, consti-
tuting the property and wealth of the Hungarian nation
as a whole, has been set too low, which ultimately means
that the stock exchange rate of MOL Co.’ shares has
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JP/DSUnoillim 74.2 28.2 93.3 60.3 69.1 58.2 66.4 29.3 50.4

t/FUH 67801 46441 70212 64032 30271 74282 02445 66164 42424

muelorteP
stcudorp

snotdnasuoht 5842 5661 3461 7351 5551 1921 7801 4821 6902

JP 201 86 76 36 46 35 54 35 68

DSUdnasuoht 803373 822652 023852 698042 868102 407891 355392 057223 302454

FUHnoillim 30493 86023 04693 43254 19234 16174 63628 44529 720711

t/DSU 2.051 9.351 2.751 7.651 8.921 9.351 1.072 4.152 7.612

JP/DSUnoillim 66.3 57.3 38.3 28.3 71.3 57.3 95.6 31.6 92.5

t/FUH 65851 85291 22142 32492 44872 52563 34067 17027 93855

saglarutaN

mnoillim 3 0465 9176 0649 6257 2967 1629 8469 4939 69011

JP 822 822 223 872 003 513 823 913 773

DSUdnasuoht 699094 859295 047438 008128 314037 528195 7908001 3680521 5579911

FUHnoillim 54615 77347 019621 627151 417551 246931 905482 091853 714213

mdnasuoht/DSU 3 50.78 52.88 42.88 02.901 69.49 19.36 94.401 51.331 31.801

JP/DSUnoillim 51.2 06.2 06.2 59.2 44.2 88.1 70.3 29.3 81.3

mdnasuoht/FUH 3 6519 96011 61431 16102 44202 97051 88492 92183 75182

yticirtcelE

hWknoillim 9532 1872 9743 1714 8233 4333 3094 6325 8884

JP 42 82 53 24 33 33 94 25 94

DSUdnasuoht 16984 33116 94209 990401 23478 886601 993531 443251 192271

FUHnoillim 1715 9477 35731 88091 89681 01152 03973 72634 07444

dnasuoht/DSU
hWk

57.02 89.12 49.52 69.42 72.62 00.23 16.72 01.92 52.53

JP/DSUnoillim 80.2 02.2 95.2 05.2 36.2 02.3 67.2 19.2 25.3

hWk/FUH 91.2 97.2 59.3 85.4 26.5 35.7 47.7 33.8 01.9
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noitpircseD 7991 8991 9991 *0002 1002
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seuneverselasteN 7.81622 1.10742

tiforpgnitarepO 9.527 2.3272

tsocemirpdetamitsE 39812 87912 48352 96672 12003 22813 59033

)JP(snobracordyhdecudorP 8.222 9.002 1.481 4.371 1.071 351 051

)FUHnoillim(JP1fotsocemirP 3.89 4.901 9.731 6.951 5.671 802 022

)JP(snobracordyhdetropmI 1.305 0.675 0.155 565 845 845 055

)FUHnoillim(snobracordyhdetropmI 3.720872 3.826172 7.102203 6.648895 147516 369505 646644

)JP/FUHnoillim(JP1foecirptropmI 7.255 6.174 5.845 9.9501 6.3211 329 218

***nedrubytudtropmI 3.085 4.384

ecirptropmitanoitcudorpnairagnuH 4.982921 3.50179 6.179001 6.787381 9.621191 451141 920221

noitcudorpnairagnuHfotsocemirP:sseL 9.29812 9.77912 5.48352 1.96672 0.12003 22813 59033

**.oCLOMxatgniniM:sseL 2.17151 1.08401 8.06001 84811 76021 45531 78731

)dleiyten(gninimfotiforpartxE 3.52229 3.74646 3.62556 5.072441 9.830941 77759 64157

*2000 fact: Data published by the Central Statistical Office of Hungary for total sales of petroleum and natural gas production and
supply: HUF 13.96 billion
**2002 expected: calculating with factual data of the period from January to September
***Up until June 1998, a 5 % customs duty allowance and statistical duty had been imposed on imports, which was subsequently
released by the Ministry of Finance
Source: Central Statistical Office of Hungary, Foreign trade statistics, Tax and Financial Auditing Office, State budget bills of the
Ministry of Finance (T/3122)

Table II.5.5.b.: Profit on petroleum and natural gas production using import prices
million HUF

been illegally manipulated. (By virtue of Article 298/A
of the Penal Code, the manager of a company commits
an offence by supplying misleading data on the assets of
the company. Moreover, by virtue of Article 299/A of
the Penal Code, those concluding securities transactions,
or having such transactions concluded, to gain benefits
by making use of insider information, commit a crime.)

If mining tax rates are determined on the basis of
the import price level, originally proposed by Clean Air
Action Group – which will soon be effected as a result
of a recent resolution of the Hungarian Government –
, we may reckon with the following impacts:
• Petrol station retail prices of fuels would not change,

for they would continue to be set on the Mediterra-
nean price base. Raising the price of petroleum pro-
duced within Hungary to the Russian import price
base would not put an end to the profitable opera-
tion of MOL Co.’s petroleum refining plants. It would
only lower the rate of extra profits realized as a con-
sequence of the (in our opinion, unlawful) under-
valuation of the Hungarian production.

• Even today, domestic natural gas prices are higher
than the increased import purchase prices. The costs
of imports will drop in the wake of subsiding interna-

tional price fluctuations. In addition, it is advisable to
change over the most expensive imports which use
the Baumgarten pipeline to direct Russian barter pur-
chase transactions. (At present, even the Baumgarten
natural gas is of Russian origin. It is transited through
the Slovak Republic into Austria, and arrives from
there into Hungary, which means that it makes an
unnecessary round trip in this region. This, again,
contributes to making it more expensive than direct
imports. On the other hand, this does not enhance
Hungary’s security, because more than the half of EU
natural gas imports comes from Russia. As a conse-
quence, if Russia fails to deliver, natural gas could
not be procured from Western Europe either.)

• The Hungarian state budget would realize extra net
revenues worth HUF 40 billion annually. This would
bring about double benefits. On the one hand, per-
sonal income tax payments can be lowered by this
sum, which in turn – among other favourable im-
pacts – would restrain inflation. On the other, extra
profits that are realized and may be repatriated by
foreign shareholders would diminish, and Hungary’s
balance of payment would be improved by this
amount.
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Table II.5.5.c.: Production of mineral raw materials and mining taxes paid on production in 2001

*Dolomite, magnesite, magnesium silicate
Source: Hungarian Mining Office (www.mbh.hu)

Considering all the above factors, we may conclude that
it is economically justified to raise the rate of mining taxes,
and, in our opinion, it is also mandatory under Hungarian
laws. We propose that as from 2004, mining taxes on petro-
leum and natural gas be raised by an additional HUF 40
billion over and above the current HUF 16 billion, i.e. their
total amount should be at least HUF 56 billion.

Since the start of hydrocarbon mining in Hungary,
no significant recultivation has been carried out. On
the other hand, Hungarian hydrocarbon resources are
being rapidly depleted. Hungary cannot afford it that
revenues realized from the current higher prices are not
spent on rehabilitation. MOL Co., naturally, seeks to
meet the expectations of its (predominantly foreign)
shareholders to maximize its profits, which, after taxa-
tion, may be repatriated by foreigners. (This contrib-
utes to the deterioration of Hungary’s balance of pay-
ments as well.) If the recultivation is implemented, it
will create a market for the Hungarian environmental
protection industry, adding to its strength and possibly
developing its export capabilities.

The austerity measures of the so-called Bokros pack-
age have taken away from the value of mining taxes the
10 per cent portion which was supposed to be used for
the elimination of environmental damage caused by min-
ing activities. In our opinion, this was contrary to the
Hungarian Constitution and the provisions of the Act
on Environment Protection, which is another reason why
it is necessary to restore this part of the mining tax.

We recommend that part of the amount resulting from
the increase should be returned to the companies con-
cerned for the purpose of restoring the damage caused
by mining. This would enhance their economic value and

performance. For instance, the stock exchange rate of
MOL Co.’s shares could also be improved as a result.

b) Mining taxes on mineral raw materials other
than hydrocarbons

At present, the Hungarian state budget only real-
izes negligible revenues from mining taxes paid on con-
struction material type mining products: only less than
HUF 0.7 billion in 2001, despite registered production
totalling 51.3 million tons. (We may presume that con-
siderable volumes are produced illegally, too, over and
above the registered amount.) The average mining tax
payment on construction materials came to 13 HUF/
ton, which is a ridiculously low value. Besides that, 5.5
million tons of ceramic construction materials were also
mined in 2001, and a mere HUF 27.6 million were paid
as mining taxes on those materials, that is, only HUF 5
per ton. (See Table II.5.5.c.)

Low rates of mining taxes have multiple adverse ef-
fects:

New raw materials are used even when the second-
ary use of part of the construction materials could be
arranged on the spot, which would also alleviate envi-
ronment pollution caused by transportation.

These mineral products are non-renewable raw ma-
terials, so the mined materials cannot be replaced. As a
consequence, Hungary’s natural resources are reduced
by their volume.

Mining itself entails considerable environment pol-
lution.

Low mining tax rates provide false orientation to
business organizations, which is clearly illustrated by the
following example of exports into Austria:

lairetamwarlareniM
larenimfonoitcudorP

slairetamwar
)tnoillim(

diapxatgniniM
noitcudorpnopu

)FUHnoillim(

xatgniniM
not1repdiap

)t/FUH(

laockcalB 75.0

laocnworB 62.5

etingiL 40.8

latotnilaoC 78.31 4418001 76.27

etixuaB 00.1

eroesenagnaM 40.0

eromuinarU 00.0

*slairetamwargninimlareniM 80.3

latotniserO 80.4 521531 31.33

slairetamwaremildnatnemeC 93.5

slairetamwarenots-mirtdnanoitcurtsnoC 97.31

levargdnadnaS 61.23
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slairetamwarcimareC 25.5 98572 00.5
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The ex border average price (inclusive of the trans-
portation costs up to the country border) of the 715
thousand tons of stone, pebble and sand exported into
Austria in 2000 was as low as 2.8 EUR/ton, which testi-
fies to the extremely low rate of mining taxes (see Fig-
ure II.5.5.).

It would be worthwhile to look into the question of
who might possibly be motivated to export such prod-
ucts into Austria at an average price of only EUR 2.8
per ton, considering that transportation costs alone are
higher than that. These transactions did not only cut
down state budget revenues from mining taxes, but also
caused damage to the environment and infrastructure
of Hungary by transporting such volumes of goods.
Moreover, secondary utilization of waste construction
materials is hindered or sometimes even made impos-
sible by such practice.

We recommend that instead of the currently effec-
tive rate of a few tenths of per cent the applicable rate
of the mining tax should be 12 per cent of the in situ
value (i.e. the value near the mining production
value). Our calculations – which took into ac-
count the 2002 production level – have shown
that this would bring about extra revenues
worth some HUF 3.8 billion. Owing to the set-
back of production, however, this could realis-
tically increase revenues by some HUF 3 bil-
lion. This sum should be entirely devoted to pro-
moting the secondary use of construction ma-
terials. (The quantity of construction waste
would also be reduced as a result – by several
millions of tons a year.)

5.6. Stricter rules for the
treatment of hazardous wastes

Both the effective Act on Waste Management and
Hungary’s commitment to comply with several inter-
national agreements require stricter regulations and
penalties concerning hazardous wastes, as well as en-
hanced control of the enforcement.

Electronic wastes add new types to the range of haz-
ardous wastes and also increase their quantity. As re-
gards everyday consumption goods, the widespread use
of batteries causes increasingly serious problems.

In Hungary, among all hazardous wastes, the so-
called red mud has the largest volume, estimated at
some 30 million tons, as a result of accumulation over
several decades. The red mud comes from processing
aluminium oxide. The problem is twofold here. On
the one hand, the accumulated waste material consti-

tutes an environmental hazard. On the other, produc-
tion of aluminium oxide and hydrate is still going on
today – although in reduced quantities. While pro-
cessing one ton of aluminium oxide, two tons of haz-
ardous substances are produced.

The environmental problem posed by red mud has
been recognized by professional circles:
• waste banks take away valuable lands from agricul-

tural cultivation,
• dry red mud is carried by the wind as dust-clouds

even to distant (10–15 km) inhabited areas,
• the mud’s diluted lye content (Na2Oö = 5–6 g/l) in-

filtrates into the soil, which represents a hazard for
the vegetation and the region’s drinking water supply
During privatization, the new proprietors assumed a

contractual obligation to remove the environmental dam-
age worth around HUF 10 billion. Up until today, how-
ever, no information has been published about any mea-
sures taken, although under current Hungarian laws such
news are considered as information of public concern.

Storage and treatment costs of a single ton of red
mud can be estimated at HUF 50 to 100 thousand. In
addition to the accumulated waste material, the restart
and expansion of the production of aluminium oxide
and hydrate may cause damage worth HUF 5 billion
annually due to hazardous wastes, not including indi-

Source: Foreign Trade Yearbooks of the Central Statistical Office
of Hungary

Figure II.5.5.: Exports of low-specific-value goods
into Austria
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rect state support through relatively low domestic prices
of energy that is provided for the highly energy-inten-
sive aluminium oxide processing plants.

Hungary’s accession to the EU requires extremely
strict measures in this area.

We recommend that a comprehensive international
campaign should be launched to remove and utilize the
red mud dumping grounds. We should request assistance
from the EU and other developed countries to re-use or
remove that waste material in an environmentally safe
manner. The Hungarian Government should elaborate
a specific programme to achieve this goal. Several thou-
sands of people could find long-term jobs as a result.

Removal of the environmental damage, undertaken
at the time of privatization, should be launched. Con-
sequently, further dumping of red mud should only be
authorized in a fully neutralized manner on condition
that the recultivation should also be started. In the near
future this will not result in any state budget revenues,
but thereafter the state will be relieved from the bur-
den to finance the environmental damage removal
worth several tens of billions of forints.

5.7. General and mandatory use
of deposit refund

Elaboration of a concept on the scheme of deposit
refund has been going on for some time in the Hungar-
ian Ministry of Environmental Protection. This work
should be continued in close cooperation with the Min-
istry of Agriculture and Rural Development. Introduc-
tion of deposits on specified products would
• protect the environment,
• cut back on inflation, because instead of the high

costs of disposable packaging, deposits would be in-
troduced, which do not generate practically any in-
flation at all and which are refunded to the con-
sumer,

• protect domestic industry,
• promote the development of the Hungarian envi-

ronmental protection industry,
• reduce waste production allowing to save waste treat-

ment and disposal costs.
The anti-inflationary effect generated here would lessen

the impact of price rises caused by other product charges.
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6. Protection of green areas and arable land;
taxes promoting environmentally friendly agriculture

The area of arable land, one of Hungary’s most valu-
able assets, is decreasing at a quick rate. The area of
land taken out of agricultural utilization comprised
only 6.6 per cent of the country’s total area in 1938.
Then this portion increased to 11.5 per cent in 1990,
and in 1996 it already reached 13.8 per cent. (It is
important to note that the pertinent statistical data
have not properly reflected the real changes taking
place in Hungary in recent years. Therefore we rec-
ommend that in addition to traditional statistical
methods, space photographs should also be utilized for
the continuous monitoring of changes in land use prac-
tice.) Industry, mining, transport, commercial and resi-
dential buildings, as well as other facilities occupy more
and more valuable land – virtually irreversibly. Grow-
ing suburban areas, exploding road transport, ever-
growing numbers of shopping centres and other green-
field investments cause serious harm not only to the
physical environment, but often to the entire national
economy and society as well. One of the main reasons
of the problem of destroying arable land and green
areas can be found in the inappropriate price system.
The price of land in Hungary is only a fraction of that
in Western European countries, but even western
prices fail to represent all the factors that determine
the real value of land. If implemented, our proposals
listed below, and described in detail in Appendix 12
to this document, could help land prices move closer
to the real values. They could also encourage inves-
tors to prefer brown-field sites (areas of land, not cov-
ered with green surfaces, which have been deteriorated
due to former industrial or other use) to green-field
ones for their investments, which would be beneficial
for both the environment and urban development.

Similar measures are planned to be taken in several
EU countries. In Germany, the Parliament’s Human and
Environmental Protection Committee (Enquete-
Komission „Schutz des Menschen und der Umwelt”)
made a proposal in its report completed in 1998 to in-
troduce taxes of this type in order to protect arable land
and green areas. The measures proposed by the Com-
mittee are estimated to reduce the annual shrinking of
arable land by 90 per cent by 2010, as compared to that
of 1995. The British Government is also considering
using taxes as means of attempting to protect green ar-
eas and to restrict the area of land available for hous-
ing, industrial and road construction purposes.

6.1. Increased land protection fees
Paragraph (1) of Art. 52 of Act LV of 1994 on Arable

Land says: „When arable land is utilized for other than
agricultural purposes, a one-off land protection fee shall
be paid to an account specified by a separate statute.”

At present, however, land protection fees are so low
and there are so many ways to gain exemption from the
payment that they do not provide adequate stimula-
tion to preserving arable lands. Therefore, the appli-
cable rates of land protection fees should be multiplied
(see Appendix 12). Raising the fees could prevent the
squandering of arable land, one of Hungary’s most im-
portant national assets.

The goal of this measure is not to generate extra
revenues, but to force back markedly the utilization of
arable land areas for other than their core purpose.
Unfortunately, however, current land prices in Hun-
gary are so low that, despite a high rise in the rate of the
fees, it cannot be expected that thereby we can provide
adequate protection for the country’s arable land. Nev-
ertheless, even so, some results may be achieved; there-
fore we deem it an urgent task to carry into effect the
increase. Extra revenues generated as a result – col-
lected by the Ministry of Agriculture and Rural Devel-
opment – can be estimated at HUF 20 to 30 billion
annually.

The current practice of collecting land protection
fees should be investigated to find out whether they are
in fact always properly collected. If the findings of such
assessments indicate the contrary, appropriate measures
are to be taken without delay.

6.2. Extended scope
of land protection fees

Act LV of 1994 on Arable Land defines arable land
as „land that is registered in the outskirts of settlements
in the cultivation category of plough-land, vineyard, or-
chard, garden, grassland, reeds and forest, or as fish pond.”

Land protection fees should be imposed not only on
the types of land that are defined by effective law as
arable land, but also on any other areas which are at
present green areas or non-built-up areas (potential
green areas). Furthermore, land protection fees should
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be significantly higher for such areas within the bound-
aries of towns and villages than for areas in the out-
skirts of settlements. Contrary to the currently effec-
tive provisions of Act LV of 1994 on Arable Land, land
protection fees should also be paid when arable land
areas or non-built-up areas are intended to be destroyed
by housing constructions or by any other means.

Even though this tax is not designed to increase state
revenues, the modification of the statute may bring,
roughly estimated, extra revenues worth HUF 10 to 20
billion annually for the Ministry of Agriculture and Rural
Development.

6.3. Introducing up-to-date
appraisal methods for the
evaluation of trees and shrubs

The current practice of assessing the price of a tree
cut is to determine its value as firewood. It is needless to
say that such a price is far from being the real value of
the tree. This is true everywhere but it is especially so in
densely inhabited parts of settlements. Several method-
ologies have been elaborated to assess the real value of
trees and other plants. One of them is the so-called Radó–
Párkányi method, which is based on a foliage equivalent.
This methodology has been published by the Ministry of
the Interior as a recommended way of assessment. An-
other method is a simplified, but more clear-cut calcula-
tion which takes into account the girth of the tree. Value-
proportionate protection of the vegetation could be
achieved through the modification of the currently ef-
fective Government Decree on the Protection of Trees.
Pertinent proposal of Clean Air Action Group can be
found in Appendix 13. (We have been informed that
the Ministry of Environmental Protection intends to sub-
mit a bill instead of a modification of the Government
Decree. In principle, we can support this initiative, be-
cause a law is capable to secure a more efficient protec-
tion for trees. On the other hand, it is to be feared that
the legislation process may take a longer time, which
definitely should be avoided. Our proposal prepared for
the modification of the Government Decree could also
be used for the elaboration of the new law.)

It is extremely difficult to estimate the extra rev-
enues that local governments may realize as a conse-
quence of this measure. But the primary goal here is
not to generate further revenues but rather to prevent
green areas from being destroyed. The state budget
would only realize indirect benefits – from better envi-
ronmental conditions, healthier lifestyles and more ra-
tional management of Hungarian towns and villages.

 

6.4. Environment-oriented taxes
on agricultural production

Agriculture needs to operate in a way which causes
the least possible harm to the environment. This is an
indispensable prerequisite to making the Hungarian
agriculture sustainable also in the long run and to en-
able Hungary to join EU agrarian programmes. Envi-
ronment-oriented taxation imposed on agricultural pro-
duction could be one of the means to achieve those
objectives. The taxes can be divided into three groups:
a) progressive ecological taxes on different types of ag-

ricultural activities; the rate would vary depending
on the degree the activity concerned fits in with its
environment;

b) bracket progression of ecological taxes depending
on the intensity of land use;

c) differentiated taxes on unit expenses by agricultural
production sites.
Further research is necessary to calculate the extra

revenues arising from such measures. We recommend
that the realized revenues should be used for agricul-
ture-related environment management purposes.

This subject is discussed in detail in Appendix 2.

6.5. Transformation of the
agrarian subsidization system

The European Union’s agrarian subsidization system
(CAP) does not promote either the competitiveness of
the Hungarian agriculture or nature-friendly farming.
It jeopardizes the still existing comparative advantages
of the agrarian sector. The funds flowing in as part of
the CAP cause more damage than benefits, because they
– as production subsidies – promote, and contribute to,
the widespread use of intensive farming methods. It is
necessary that independent expert analyses be prepared
on the subject.

In the European Union, economic pressure groups
interested in intensive agricultural production have
extremely powerful interest enforcement capabilities.
Their influence can be felt in Hungary, too. In our opin-
ion, it is unacceptable that by using periodical overpro-
duction crises as the reason, they expand certain pro-
duction lines that are harmful to the environment and
human health, and can only be made economically vi-
able by substantial tax allowances and subsidies: such
as bio-petrol, fuels produced from alcohol, genetic en-
gineering.

From a market and consumer protection viewpoint,
we think that similar dangers are implied by the an-
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nouncement of the food processing sector saying that
as from 2004, they intend to procure basic materials
(pork, cereals and vegetables) from the cheaper EU
markets. In the long run Hungary is interested in pre-
serving and reinforcing the practice of giving priority to
the quality, rather than the quantity, of production (ani-
mal husbandry without using antibiotics, broad range
of varieties, fruit-growing in river flood basins, etc.).

We recommend that the system of agricultural sub-
sidies should be transformed in a manner to increas-
ingly promote the implementation of the National
Agrarian Environmental Protection Programme. This
would involve regrouping of funds within the budget of
the Ministry of Agriculture and Rural Development –
according to our proposal, in a value of HUF 20 billion
in 2004 (for details see Appendix 2).

6.6. Introduction of a charge
on covering large areas

Large areas covered by concrete or asphalt elimi-
nate the green areas needed for biological assimilation,
which significantly deteriorates the state of the envi-
ronment. Additionally, these hard-covered surfaces are
unable to absorb rainwater; therefore the surrounding
areas require larger sewer capacities, which entail sub-
stantial extra costs. We are proposing a charge on cov-
ering large areas to be paid according to the type of the
covered surface.

Such charges have been successfully used, for in-
stance, in Berlin. The city’s entire area had been sur-
veyed with a resolution of 5 square metres (!) to iden-
tify covered surfaces (rooftops, parking lots, roads, etc.).
Thereafter, survey data were sent to each real property
owner for confirmation. Based on the data, the charge
to be paid on covered surfaces was calculated. Within a
short period of a couple of months, total covered sur-
faces in the city were reduced by some 20 per cent.
Owners of real properties were able to achieve this by
using the following methods:
• on flat or slightly rising rooftops green roofs are

formed;
• concrete surfaces are broken up in yards, and are

replaced – where indispensable – by “green concrete”
(concrete grate with grass growing in between) or
by permeable crushed gravel;

• on the pavements, concrete or asphalt covers are
substituted by cover tiles laid in sand (not in con-
crete!).

• Pavements, walkways and squares may have similar
stone or cast-stone covers, which have multiple si-
multaneous advantages:

• they absorb precipitation, and then evaporate it
when necessary, which creates air movement and a
local cooling effect;

• soil will not be destroyed under the cover;
• it is easier to carry out repair work on public utility

infrastructures;
• they are much more appealing to the eye.

We think that it is worth considering that the
charges to be imposed should increase progressively
above a certain size (e.g. 500 square metres of unbro-
ken covered surface). Thorough preparatory work is
needed prior to imposing the charge. Once this work is
completed, the Hungarian Parliament should enact a
law to specify the conditions and rates of the charge,
and make the introduction mandatory for all local gov-
ernments – following a period allowed for making the
necessary preparations.

6.7. Lowering the rate of local
trade taxes

In economies in transition, so-called activity-type
(trade, tourism) taxes are more frequently applied than
property-type taxes (ground-tax, added value tax).

Concerning trade taxes collectable by local govern-
ments of the area where business premises are located,
one of greatest problems is that the taxes are not pro-
portionate to the size of the settlement and the enter-
prise concerned. As a consequence, certain towns or
villages have a disproportionately high tax potential,
whereas the harms resulting from the activity concerned
affect larger areas. Owing to such disproportions, local
governments of smaller settlements are often willing to
offer substantial tax allowances to attract investors.

In Germany, this contradiction is solved by distrib-
uting larger tax revenues among several local govern-
ments, on a regional level.

Experience has proved that taxes paid to local gov-
ernments by local companies and entrepreneurs often
have a critical impact on the state of green areas. That
is why this issue is discussed in this chapter (although
we are well aware that the interrelationship is much
more complex, and that local trade taxes are in close
connection with several other factors as well).

Local governments use all possible means to attract
big investors, sometimes disregarding environmental and
health protection considerations. Green areas are also
often destroyed by such investments. One of the main
reasons is that local trade tax is often a major source of
revenues for local governments. (For instance, out of total
revenues of HUF 213 billion of the Budapest Municipal-
ity in 2001, local trade tax accounted for HUF 104 bil-
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Table II.6.7.: Changes in local tax revenues
million HUF

Source: Ministry of Finance

lion, i.e. 43 per cent.) Consequently, there is a keen com-
petition among local governments to “acquire” indus-
trial plants, shopping centres, power stations and other
environmentally damaging establishments. (Corruption
is also heavily involved in this phenomenon.) As a mat-
ter of fact, the local trade tax often encourages local gov-
ernments to play against each other and partly also to
neglect the interests of their local residents. Gradual re-
duction or even abolishment of the local trade tax could
calm down this destructive “competition”.

Another adverse impact of the currently applied lo-
cal trade tax is that it only brings about significant rev-
enues in advanced industrial areas, which means that
the backwardness of regions falling behind will be ex-
acerbated. This is unacceptable. On the other hand,
taxation policies of individual local governments may
vary; therefore the true interests of the regions con-
cerned are not being enforced in many cases.

In the event that local trade tax is abolished, how-
ever, local governments would lose revenues worth
some HUF 226 billion annually (see Table II.6.7.),
which can be partly offset by other extra revenues in-
cluded in our proposals. This would make the admin-
istration work related to local trade taxes unneces-
sary, which results in cost savings for the enterprises
and local governments concerned, and also for the
state. We have to point out that collection costs of
this tax are extremely high – amounting to about the
half of the collected sum –, which is another reason
why it cannot meet the criteria of public taxes. As a
consequence, lost net revenues can be estimated at
only HUF 80 billion. Furthermore, this measure would
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contribute to shifting excessive tax burdens from use-
ful entrepreneurial activities to environment pollution.
Some local governments have been making such ef-
forts to increase their revenues from local taxes which
already endanger the environment and quality of life
of local residents (see the example of Budaörs, situ-
ated near the Hungarian capital).

6.8. Increasing the locally used
portion of environment
protection fines

Local governments should impose local taxes and
charges in a manner that they contribute to restrain-
ing activities which are harmful to the environment
and society. This objective can be achieved, for in-
stance, by introducing and/or raising parking fees and
road charges, and by imposing penalties more fre-
quently and at the highest possible rate allowed by le-
gal regulations. To facilitate the latter measure we pro-
pose that the portion of the environment protection
fines remaining with the local government concerned
be raised from the current 30 per cent to 60 per cent.
On the other hand, we recommend that the rate of
these fines should be considerably increased.

It is important to underline that local trade tax
should only be reduced or abolished if, concurrently with
that, other sources of funds are made available for local
governments to make up for their lost revenues.
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Table II.7.1.: Summary of calculated economic losses caused by smoking
(at 1995 prices)*

*At 2001 prices these amounts are about the double of the indicated ones
Source: National Health Protection Institute of Hungary, 1996

7. Increased taxes on luxury goods and higher cultural
contributions

7.1. Increase of excise duties on
tobacco products at a rate exceed-
ing the consumer price index

Throughout the 1990s, right up to 1999, the rise of con-
sumption taxes (excise duties) on luxury consumer
goods (alcoholic beverages and tobacco) has not kept
pace with the rate of inflation in Hungary. This has been
an indirect encouragement for consuming these injuri-
ous products – which is contrary to the interests of the
society as a whole (primarily afflicting families). This
adverse trend reversed in 1999, when the Government,
quite rightly, started to bring excise duties on tobacco
products closer to the rate applied in the EU. This pro-
cess should have been further accelerated afterwards
so that the rate of excise duties on tobacco products
could equal the EU level already as from 1st January
2003. Excise duties on tobacco products rose by 14 per

cent in 2001. During 2002, the applicable rate was raised
twice. (The current Hungarian Government increased
the duties earlier than the originally planned 1st Janu-
ary 2003, already with effect from 15th August 2002.
Instead of the HUF 3,435 paid up until that time on
1000 pieces of cigarettes, the payable rate of excise du-
ties went up to HUF 4,200, i.e. this tax increased by
22.2 per cent. Even the excise duties imposed on small
cigars, formerly of a lower level, were brought up to the
rate applicable to cigarettes.) In 2003, this tax will be
raised in the mid-year period as well. So, we are glad to
see that Clean Air Action Group’s proposal to raise taxes
on tobacco products at a higher rate than the inflation
has in fact been put into practice in recent years.

The following analysis provides an instructive ex-
ample of the situation in Hungary: In August 1996,
consumer prices of tobacco products were 36.1 per cent
higher than in the previous year. Consumption taxes,
however, increased only by 7.6 per cent over the same
period, i.e. while prices went up significantly, the con-
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sumption tax saw only a minor increase. As compared
to 1996, domestic sales volumes (quantity) of tobacco
products increased by 9.2 per cent in 1997. It means
that the real-term drop of the consumption tax was not
the consequence of lower consumption, but, just the
opposite: consumption taxes went down while consump-
tion was growing. During 1998, consumer prices of to-
bacco products rose by 19.9 per cent, whereas the aver-
age consumer price level only increased by 14.3 per cent.
On the other hand, excise duty revenues from tobacco
products grew by a mere 11.8 per cent, and most of this
increase is estimated to come from the stricter enforce-
ment of collection and from the unfortunate rising trend
of consumption. It also means that unless consumption
taxes rise at least by the rate of inflation, tobacco com-
panies will be able to increase their extra profits at the
expense of state revenues. Most of these profits are re-
patriated, which ultimately deteriorates Hungary’s bal-
ance of payment as well. Additionally, the more such
products are sold, the more damage is caused to people’s
health, and the ensuing healthcare costs are to be borne
by the Hungarian society. All this clearly illustrates the
worth of a similar anti-inflationary policy. Consequently,
it has been a right practice in recent years to raise taxes
at a higher rate than the inflation.

Inflation could also be lessened by launching a pow-
erful programme to make people leave off smoking and
to prevent them contracting this injurious habit. To
achieve this goal, most of the extra revenues from to-
bacco taxes should be devoted to this task.

The excise duty rates applicable to tobacco prod-
ucts should be raised to the level of taxes in the
European Union as soon as possible. EU regula-
tions, compulsory for all member states, provide that
taxes on cigarettes cannot be less than 57 per cent. In
some countries these taxes have even higher rates than
that: in the Netherlands, for example, 62.7 per cent, or
in France 59.3 per cent. The Hungarian rate is signifi-
cantly lower than that. It would favourably influence in-
ternational opinion on Hungary if these taxes were ad-
justed to EU standards without delay and if this step
was given adequate publicity abroad.

We cannot accept the argument that higher tobacco
taxes would lead to increased smuggling of the product:
1. The bulk of cigarette smuggling is made up by tak-

ing cigarettes out of the EU legally and exempt from
tax, and afterwards smuggling them back into the
Union. Hungarian cigarette prices have no influence
whatsoever on these transactions.

2. If cigarette prices in Hungary are lower than in the
European Union, it is an incentive to smuggle them
from Hungary into the EU countries.

3. Already today, there is a substantial difference be-
tween cigarette prices in Hungary and in some nearby
(non-EU) countries. The proposed increase will not
change this situation significantly; therefore it will
not contribute to growing smuggling. Even without
the increase of tobacco taxes, cross-border smuggling
should be stopped by strong enforcement of mea-
sures and sanctions.
Should excise duties on tobacco products be raised

to the level in Austria, state budget revenues might well
increase by tens of billions of forints compared to the
current amounts. Counting with more effective mea-
sures taken by the government to curb black economy,
collection of those substantial additional revenues (in-
cluding VAT as well) can be realistically expected. The
entire amount so collected should be transferred to
the Health Security Fund.

Health damaging and other harmful effects of the
mentioned products amount to many times this sum
every year. Research studies carried out in the United
States of America and in the EU have proved that so-
cial costs related to smoking are much higher than state
revenues from taxes imposed on tobacco products. A
similar study, prepared jointly by GKI Gazdaságkutató
Rt. and Alius Kft. (economic research firms), has con-
cluded that in Hungary the amount of social losses in-
curred owing to smoking totalled HUF 334–373 billion
in 1995, which is HUF 660–741 billion at 2001 prices
(see Table II.7.1.). It is important to note that the study’s
data may be regarded as underestimated, because sev-
eral factors, such as fire and other accidents caused by
smoking, have not been taken into account. (In Great
Britain, 6.5 per cent of all industrial fire accidents are
imputed to smoking, for example.) At the same time,
state revenues from excise duties on tobacco products
were not more than HUF 44 billion in that year. Other
state budget revenues from the tobacco sector, amount-
ing to HUF 18 billion, (VAT, customs duties, the health
insurance part of social security contribution and of in-
dividual insurance fees) should not be considered here,
because these revenues are designed to finance the gen-
eral “overhead” costs of the society as a whole (just like
similar revenues from any other economic sector).
Moreover, losses are likely to be even higher because
these taxes and contributions are not paid at all on most
of the costs of smoking.

We estimate that extra revenues of around HUF 40
billion can be expected annually if excise duties on to-
bacco products are increased. From that sum we pro-
pose to use HUF 10 billion on health protection aware-
ness raising, primarily on programmes against smoking
and helping people breaking with the habit of smoking.
(Hungarian tobacco companies spend roughly the same
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Table II.7.2.: Proposed increase of the rates of cultural contribution imposed on products
and services involving pornographic, sexual and violent features

amount on advertising smoking.) Additional tens of bil-
lions of forints of annual budget savings or extra rev-
enues can be realized owing to the reduced level of
damage caused by smoking.

7.2. Increase and efficient collec-
tion of cultural contribution
charged on products and services
involving pornography, sex and
violence

Violence and pornography have become universal
on television and video, in cinemas as well as in printed
materials. It is needless to discuss here the serious harm
they cause to society by contributing to the expansion
of several adverse social phenomena (deviation, crime,
etc.); social scientists, psychologists, educators and other
specialists have already thoroughly expounded the sub-
ject. The scientific journal “Science” published in its
issue of 29th March 2002 the findings of a research
programme which has been going on for two decades.
These results have proved beyond any doubt that such
correlation does exist (see issue 2002/7–8 of Lélegzet,

Hungarian environmental monthly published by Clean Air
Action Group). These harmful trends cause substantial
losses to the whole society, which can be expressed in
pecuniary terms as well. On these grounds, we have rec-
ommended that the rate of cultural contribution
charged on products and services involving pornogra-
phy, sex and violence should be raised from the 20 per
cent rate applicable in 1998 to 50 per cent.

The same considerations have led us to propose an
increase of cultural taxes on toy guns from the current
10 per cent rate to 30 per cent. On the one hand, we
think that these toys, too, contribute to making chil-
dren accustomed to violence, and as a consequence,
also to the spreading of violent acts. On the other hand,
by this gesture we would like to join the anti-war initia-
tive of young people in Croatia who, among other things,
urge that the sales of toy guns should be banned.

We were glad to see that the Hungarian Govern-
ment and the Parliament have partly accepted our pro-
posals for the rise, and with effect from 1999, the rate
of the contribution payable on products and services
involving pornography and violence has been increased
to 25 per cent. However, in contrast to our recommen-
dations, when elaborating the state budget for 2003,
further increases were not carried into effect in line
with the rates indicated in Table II.7.2. (we have shown
the currently effective rates in square brackets).
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Table II.7.3.a.: Proposed increase of the rates of cultural contribution imposed on advertisements

Supposing strict collection of the contribution, extra
revenues from this source are estimated to reach HUF
4 to 6 billion a year. It is essential to establish the nec-
essary preconditions for the comprehensive collection
of the cultural contribution. We were contented to
receive news about the initiative launched by Zoltán
Rockenbauer, former Hungarian Minister of Culture,
aiming at achieving the same goal: “We are considering
setting up a Film Centre, shaped upon a French model,
which would handle state funds related to films, as well
as the national stock of Hungarian films. The institu-
tion of film registration would also be allocated here,
which would make it unavoidable that the 25 per cent
cultural contribution imposed upon films propagating
violence and involving pornography is in fact paid into
the National Cultural Fund.” (“Magyar Hírlap” Hun-
garian daily, 1st April 2000) However, we were sad to
find that unfortunately this right concept has not been
put into practice.
We recommend that this source should be used for
financing the film, planned by the Ministry of Culture,
based on the novel “Without a Fate” (“Sorstalanság”)
by Imre Kertész, Hungary’s Nobel Prize winning writer
(HUF 900 million).

The cultural contribution is collected by the Tax and
Financial Auditing Office, but our experience has been
that the definition of products and services upon which
the contribution is to be imposed, the determination of
the scope of those subject to payment of the cultural con-
tribution, the efficiency of the collection, as well as the
related controls and sanctions are very much under the
required standard. Payment of the cultural contribution
is based on self-assessment, but due to the mentioned
deficiencies of the system it is practically untraceable how
much contribution should be paid to the Tax and Finan-
cial Auditing Office, and how much revenues are in fact

collected. Those who choose simply not to pay this con-
tribution, actually do not have to fear any sanctions be-
cause at present key information, which are indispens-
able for collecting this tax, are not available for the tax
authorities. Clean Air Action Group has made several
attempts to obtain information from the Tax and Finan-
cial Auditing Office about the modes of imposing the
cultural tax, but has not been given any substantive re-
sponse to its inquiries. During the exchange of letters
with the tax authorities it has become evident that the
authorities are unable to construe the pertinent rules of
law. (The letters are available in the offices of Clean Air
Action Group.) In our opinion, cultural contributions
cannot be collected in compliance with statutory provi-
sions, if the collecting tax authorities are not fully aware
of the precise scope of products and services subject to
payment of this tax. As a consequence, statutory provi-
sions pertaining to cultural contributions are only partly
useful means to achieve the socially desirable goal of this
tax. The above statement is particularly true for cultural
contributions imposed on advertisements, as well as on
products involving pornography and violence. Therefore
we recommend that the pertinent rules of law should
be modified to make them more accurate and unam-
biguous.

7.3. Increase of cultural contribu-
tion charged on advertisements

We are proposing an increase of cultural contri-
bution imposed on advertisements by 14 percent-
age points (see Table II.7.3.a. – the currently effective
rates are indicated in square brackets). Extra revenues
from this source should be used entirely for educational
advertising.
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(previous year = 100)
**Public places, radio, cinema ...
Source: Médiagnózis

Table II.7.3.b.: Changes in advertisement orders placed with various types of media
(billion HUF, at current prices)

(as a percentage of the previous year)

Earlier we had proposed that a much higher (50 per
cent) contribution rate should be imposed on leaflets,
printed publicity materials distributed by post, as well
as on advertisements published in papers and periodi-
cals in which advertisements occupy over 50 per cent
of the total space. Advertisements of that kind already
inundate mail boxes, bother the population and cause
substantial waste and environment pollution as well.
(This is proved by the fact that more and more people
put signs on their mail boxes saying that they do not
want any publicity materials.) We were glad to see that
the Hungarian Government has in fact accepted this
proposal of ours, and with effect from 2003, it has
imposed product charges upon the mentioned prod-
ucts. On the other hand, it is to be feared that the
regulation is not accurate enough to ensure that this
charge is properly collected. Therefore we urge that
pertinent legal regulations should be modified to make
them more accurate as soon as possible.

All the above is applicable to commercial advertis-
ing only. Educational and political advertising should
be exempt from payment of the contribution.

The proposed modifications would greatly contrib-
ute to achieving the goals listed in the introductory part
of the Act on Commercial Advertising, especially the
objectives of protecting the rights of consumers, sustain-
ing market competition to ensure economic efficiency
and social welfare, and providing fair information to the
public. Commercial publicity, by its very nature, only pre-
sents the advantageous aspects of the advertised prod-
uct or service. A motorcar advertisement, for example,
never calls the attention of the public to the serious en-
vironmental and health impacts of motor vehicle trans-
port. Have advertisements of washing powders ever men-
tioned the environmental harm that these products cause
by polluting live waters? Or, have commercials of food or
drinks ever described all the beneficial or adverse im-
pacts that the consumed products may have on the hu-
man body? We could continue listing the examples, which
all prove that at present the interests of consumers are
often disregarded, market competition becomes distorted
and the public is not supplied with adequate and fair in-
formation. This situation, which is harmful for both the
national economy and the Hungarian society as a whole,
could be changed if
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• advertisers paid for the above-mentioned damage,
• adequate funds were made available for educational

advertising, independent from commercial advertis-
ers, for purposes of consumer protection, health and
environment protection, public safety, etc.
From an economic point of view, the cultural con-

tributions imposed on advertisements may be regarded
as the costs of eliminating the negative externalities
caused by commercial advertising.

Freedom of the press may also be jeopardized if
newspapers and periodicals are to a large extent de-
pendent on commercial advertisements. The Interna-
tional Institute of Journalists published a report in 1997
saying: “Hungarian media companies and former party
periodicals have only in principle the freedom to pub-
lish what they want; actually, increasing economic
pressure causes the borderline between advertising and
editing to become indistinct. ...Ten of the eleven daily
newspapers in Budapest are admittedly on their way
to go bankrupt, and the management cannot but de-
mand that journalists humiliate themselves before
people from whom they receive their salary, or else
they take the risk of losing their jobs. Reporters write
the required flattering pseudo-reports, and an ever
increasing number of journalists are even zealous to
do so, in exchange of obtaining, as a supplement to
their salaries, 20 per cent of the advertisement fee paid
by the advertising company to the newspaper.”
(“Magyar Nemzet” Hungarian daily, 6th January 1997)
The risk could be lowered by opening up more oppor-
tunities to publish educational advertisements.

Some say that raising the applicable rate of cul-
tural contribution would lead to a higher inflation rate.
We do not think that this counter-argument is well-
founded. On the one hand, the proposed increase by
14 percentage points would only cause a slight rise in
the costs (in general less than half per cent) of the
companies concerned. On the other hand, interna-
tional experience shows that thanks to the accurate
and unbiased information received, consumers are
capable of achieving substantial savings (e.g. through
energy saving methods), which, in turn, lead to lower
rates of inflation.

We recommend that the cultural contribution
should be imposed upon the gross value of the product
concerned, i.e. that allowances must not be used for
reducing the payable amount of contribution. Such cases
should be considered as tax evasion.

The aggregate value of orders placed for commer-
cial advertisements is growing steadily and significantly
year after year (see Table II.7.3.b.). Before the ban was
imposed on tobacco advertisements, representatives of
the advertising industry “had frightened” those con-
cerned by the prospect that revenues from advertise-

ments would substantially decrease as a result. Actual
figures, however, have clearly proved since then that
this prediction was perfectly groundless. The main aim
of imposing cultural contributions is not to force back
advertisements, anyway, but rather to enhance and
make more colourful the range of advertisements.

The above-mentioned increase of the applicable
rates of cultural contribution may bring extra revenues
worth some HUF 25 billion annually.

Implementing this measure could raise adequate
funds for non-commercial communications and educa-
tional advertising activities (see Section 2.7.1. and Chap-
ter E. for details).

Extra revenues that come from cultural contribu-
tions imposed on advertisements published in the
printed press, radio and television should be fully re-
turned to the media that originally paid it in, on condi-
tion that they use it for educational advertising. It is
important to involve non-governmental organizations
working on the issue concerned in the preparation of
such advertisements or publicity campaigns, because this
can better ensure that the available funds are efficiently
used. (For example, this may help avoiding publicity
campaigns like the one conducted by tobacco compa-
nies, allegedly to prevent children from contracting the
habit of smoking. The campaign’s main slogan was:
“Smoking is a custom of adults”.)

It is worth noting that imposing surtaxes on adver-
tisements is not uncommon practice in EU countries.
In Sweden, for instance, a 4 per cent surtax has been
levied on commercials published in newspapers, and a
tax of 11 (!) per cent on other advertisements. In Aus-
tria, publicity is subject to the payment of a surtax of 5–
10 per cent.

7.4. Stricter prohibition of tobacco
advertisements

For many years, Clean Air Action Group has been
strongly advocating the imposition of a comprehen-
sive ban on tobacco advertisements. We have been
working very hard, and successfully, towards achiev-
ing this goal, which was also recognized by competent
decision-makers (see issue 2001/2 of “Lélegzet”).
Therefore we were glad to see that tobacco advertise-
ments were banned almost comprehensively in Hun-
gary with effect from 1st January 2002. Unfortunately,
however, tobacco companies often circumvent this
prohibition by using various tricks: for instance, to-
bacco brands appear in giant letters as inscriptions of
shops, or they are advertised via the Internet. This
makes it essential that the pertinent regulations, con-
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IFigure II.7.4.: Per capita consumption of cigarettes
(pcs/year)

Source: National Health Protection Institute of Hungary

trols and sanctions are made even stricter. Clean Air
Action Group supports the well-known position of
healthcare organizations on the subject, which they
have already expounded in detail on several occasions.
We would like to mention here only two arguments
which are less frequently quoted. It is common knowl-
edge that the state of health of Hungarian citizens is
among the worst of all European countries. Therefore,
it is especially unethical to promote a habit that ag-
gravates this problem. A comprehensive prohibition,
with no loopholes allowed, of tobacco advertise-
ments is an unavoidable issue for all governments,
which launch attacks against morally inadmissible
activities and behaviour. Another important factor
to be taken into consideration is that at the time of
privatizing Hungarian tobacco companies, the new
proprietors purchased these firms at a value not in-
cluding the possibility of advertising. Removal of the
ban on advertisements allowed the mentioned com-
panies to realize extra revenues worth several billions
of forints annually. Consequently, tobacco companies
should offset this by paying a one-off supplementary
charge (of HUF 10 to 20 billion).

We have already mentioned earlier the external
costs of smoking (i.e. the costs that are not paid by
smokers only but by the entire society). On the Hun-
garian Parliament’s session of 16th April 1996, György
Szabó, Minister of Public Welfare, said the following
about this subject: “Nearly all experts share the opin-
ion that state budget revenues from smoking are no-
tably less than the related expenditures which appear
in the healthcare system. This is particularly true in a
country where diseases of the cardiovascular system
cause 52 per cent of all deaths, and cancer diseases
have a share of 22 per cent, and when it is indisput-
able that smoking and these two dominant disease

groups are interrelated.” Unfortunately, the extremely
powerful tobacco lobby was at that time still capable
of preventing the approval of the bills and amendment
proposals aiming at a considerable restriction of to-
bacco products.

Imposing a comprehensive ban on the advertisement
of tobacco products is especially justified by the fact
that cigarette consumption in Hungary is extremely high
in international comparison (see Figure II.7.4.). Spread-
ing of this injurious habit among young people gives
cause for particular alarm. Data of the Ministry of Sports
and the Youth reveal that among pupils in the second
year of secondary schools (aged 16), every third boy and
every fifth girl smokes regularly.

A joint study of the World Health Organization and
the World Bank has concluded that smoking may be
cut back by 7 per cent in general if tobacco advertise-
ments are prohibited. In the case of Hungary this means
that as a result of banning tobacco advertisements, the
damage caused by smoking – including healthcare ex-
penditures – is reduced by HUF 45 to 50 billion a year.
On the other hand, the study underlines that such
favourable impacts will primarily emerge if the imposed
prohibition is comprehensive.

Financial regulation of the Hungarian tobacco
product manufacturing sector is extremely lax. For lack
of more recent data, we will mention here a couple of
relevant examples from earlier years. The tobacco in-
dustry was given considerable tax allowances (nearly
HUF 1.1 billion in 1999), its profit on sales ratio in-
creased from 8.9 per cent in 1996 to 21.5 per cent in
1999, whereas its profit after taxation rose from HUF
3.5 billion in 1996 to HUF 13.3 billion in 1999. In our
opinion, an activity which causes more social damage
than the value of its production, must not be allowed
to have growing freely disposable funds, because in
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practical terms this means that an activity causing
damage (in this case health damage) to society is sup-
ported financially. This negative trend is also illus-
trated by the fact that between 1996 and 1999, profits
after taxation went up by nearly 383 per cent in the
tobacco industry, while excise duties levied on tobacco
products only increased by 183 per cent.

We deem it necessary to abolish all forms of state sub-
sidies granted to tobacco growing. We have been in-
formed by tobacco producers that they would fully
agree with such measures on condition that they ob-
tain adequate support for switching over to growing
other types of produce. We think that organic farming
is best suited for this purpose, for it is an environmen-
tally friendly and highly labour-intensive activity.
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Table II.8.1.: Applicable VAT rates in EU member states,
in May 2000
(per cent)

*These VAT rates are also applied to foodstuffs. In addition to
these, in Great Britain all foodstuffs are subject to a 0 % VAT
rate, while in Ireland some foodstuffs come under the 0 % rate.
Source: European Commission, DOC/2206/2000

Figure II.8.1.: Impact of taxes on export capabilities

Source: Hungarian daily “Népszabadság”

8. Modifications of the value-added tax

8.1. Keeping the 25 % VAT rate
Some government circles in Hungary have recently

voiced their intention to reduce the upper rate of the
value-added tax, which is currently 25 per cent. Con-
sidering what we have described in earlier chapters of
the present document, we do not think that for the time
being such reduction would be a rational step to take.
Reduction of public charges should be implemented by
cutting back the burden of taxes and contributions im-
posed on wages, rather than by decreasing the appli-
cable 25 % VAT rate levied on consumption. If the
government reduces the rate of the value-added tax, it
will have less scope of manoeuvre to lower the taxes
charged on labour, which runs counter to economic ra-
tionality and also contradicts the Hungarian
Government’s announced policy.

Decreasing the 25 per cent rate of the VAT would
not serve the interests of entrepreneurs either. This has
been demonstrated by a survey carried out by research-
ers of the Budapest University of Economic Sciences.
One of the questions in their survey asked 1300 com-
pany managers about the impacts of various taxes and
contributions upon the competitiveness of their enter-
prises. Their answers clearly revealed that consumption
taxes and VAT affect the least their competitiveness,
whereas social security contribution and personal in-
come tax deteriorate it the most (see Figure II.8.1.).

Reduction of the 25 % VAT rate is not justified by
Hungary’s EU accession either. On the one hand, VAT
rates differ considerably in individual member states of
the European Union (see Table II.8.1.). On the other,

the Union has not set any requirements for Hungary
regarding the 25 per cent rate of the value-added tax.

8.2. Reducing the 12 % VAT rate
We do not think that it would be beneficial to in-

crease comprehensively the current lower 12 % VAT
rate, as proposed by the Ministry of Finance. The 12 %
VAT rate is primarily levied on foodstuffs, thus an in-
crease would adversely affect the Hungarian agricul-
ture and food industry, most of the services, as well as
cultural products and activities, and would also raise
the costs of Hungarian labour. (Reclassification of some
products into other VAT rates is a separate issue, which
we have already discussed in earlier chapters of this
document. As far as the reduced VAT rates of line en-
ergies and coal are concerned, they should be offset by
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Table II.8.2.a.: Impacts of decreasing the 12 % VAT rate to 6 %
billion HUF

energy taxes.) It must be remembered that the VAT
rate applicable to foodstuffs is lower than 12 per cent in
several EU countries (see Table II.8.1.). Thereby Hun-
gary would extend this indirect type of support – which
is also used in the EU to generate additional demand
for their products – to the agrarian sector as well. In
every country of the European Union, foodstuffs are
subject to a preferential or extra preferential VAT rate.

If the lower VAT rate is reduced, domestic prod-
ucts are given preference over foreign-made ones, since
the portion of domestic production of the goods to which
it is applicable, well exceeds the share of imports. (Cal-
culated in HUF, only around 15 per cent of all food-
stuffs consumed in Hungary come from imports.) Thus,
Hungary is capable of protecting its national economy
in a manner that conforms to WTO directives.
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Source: Ministry of Finance, National Bank of Hungary

Figure II.8.2.: Changes in the state budget’s specific
interest expenditures as a function of the inflation

(billion HUF / %)

country. Such measure is expected to be set as an
example to other candidate countries for EU mem-
bership. This is particularly important because at the
time of joining the EU, the inflation rate is antici-
pated to increase somewhat, which can be averted
for the most part by implementing the measure men-
tioned above. (It is worth remembering that at the
time of introducing the austerity measures of the so-
called Bokros package, IMF strongly criticized the
inflationary impact of those steps.)

This move can only be carried into effect by means
of a monetary policy coordinated by the National Bank
of Hungary and the Ministry of Finance.

Considering that the preferential VAT rate is pri-
marily applicable to foodstuffs and to the majority of
services, such a measure would give a boost on the
demand side to the food processing sector and to a
large part of the services sector. As a consequence,
new job opportunities would be established, which, in
turn, would bring about additional state budget rev-
enues. This could improve the position of those earn-
ing wages and salaries in a manner which would also
ease tensions between different social groups. As an-
other beneficial consequence, it would curb the rise
of wage costs, since foodstuffs make up a considerable
portion of all consumption. Competitiveness of the
Hungarian economy would be enhanced through re-
duced costs and the relative cheapness of domestic
products. (At the same time, this is a sophisticated
tool to ensure protection for domestic producers.)
Lower tax rates would perceptibly improve the gen-
eral well-being of Hungarian citizens.

In addition, the proposed measure would lead to
improving the country’s balance of payment by 80 per
cent of the reduction in interest expenditures, because
foreign creditors would receive, and consequently can
repatriate, by this amount less.

Environmental protection and culture would be
considerably stimulated, for most of the related ac-
tivities are subject to the preferential VAT rate.

Concurrently with the modification of the Act on
Value-Added Tax, strict measures are to be taken to
ensure that the tax reduction is fully enforced in the
prices. The Board of Economic Competition should play
an important role here, also bearing in mind the latest
recommendations of OECD experts on the subject.

For the above reasons, we recommend that the
lower VAT rate should be reduced from 12 per cent
to 6 per cent.

Such a move would have a significant anti-infla-
tionary impact, particularly in consideration of the EU
accession.

Our calculations show that the implementation of
this measure does not require any additional budgetary
funds. The amount of VAT revenues lost as a result
would total HUF 172 billion (see Table II.8.2.a.). As a
consequence of the VAT rate reduction by 6 percent-
age points, however, the rate of inflation would drop by
approximately 3.3 percentage points. In Figure II.8.2.
we have demonstrated that a 1 percentage point re-
duction in the inflation rate would have caused state
budget interest expenditures to fall by HUF 34.2 billion
in 2002. On the other hand, if the inflation rate had
decreased by the calculated 3.3 percentage points (see
Table II.8.2.b.), budgetary interest expenditures would
have dropped by some HUF 100 billion. (The positive
difference is amply sufficient to cover possible errors
due to the approximation calculation methods.)

Except for profiteers, diminishing inflation would
benefit almost everyone. The resulting fall in wage
costs and rise in employment would bring about addi-
tional state budget revenues. One of the main criteria
of international financial institutions has also been that
the inflation rate should be as low as possible in the
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10. Other proposals related to environmentally and
economically detrimental preferences

10.1. Review and publication
of preferences

Using various exceptions to the generally applicable
rules is a much-liked method of granting hidden subsi-
dies. These exceptions are particularly non-transpar-
ent if they are determined individually in each case. It
is not rare that preferential treatment is given to activi-
ties which cause serious environment pollution. (A typi-
cal example is the exemption granted to foreign trucks
from the payment of motor vehicle taxes, which has
already been discussed in detail in previous chapters of
this document.) Furthermore, in the case of individual
preferences, where the public only has an extremely lim-
ited insight into matters, the risk of corruption grows
exponentially. Preferences automatically lead to higher
profits for foreign companies, which they can repatri-
ate. As a result, Hungary’s balance of payments dete-
riorates even further, without any sound reason.

Therefore, every effort should be made to restrict
the scope of preferences. Aiming at their comprehen-
sive abolishment, however, would just be a vain hope,
and in some cases would not even be advisable for so-
cial, environmental protection or other considerations.
“A potential method for a solution could be to attach to the
state budget documents – both in the phase of planning and
that of settling accounts – a comprehensive account of all
preferences and exemptions granted. ...Detailed accounting
is a must so that politicians can see and assess real budget-
ary processes. This requirement should be made a statutory
obligation. Combined with a strong control over preferences,
this would constitute an adequate solution, acceptable even
considering the principle of accounting in gross terms.”
(Csaba László: Tépett vitorlák /“Torn Canvas”/; p. 217)

It should be made compulsory to report in a uniform
manner any kind of preferences granted to business or-
ganizations (preferential customs duties, tax allowances,
public utility contributions, local taxes, direct support,
etc.) to the Ministry of Finance. The Ministry should
keep records of the preferences, process them and make
them accessible to the public. The Ministry of Finance
should publish once a year a report containing these
data in a uniform structure, and forward it to the Par-
liament.

10.2. Review and enhanced
transparency of separated state
funds and ministry budgets

Separated state funds and funds managed by minis-
tries often finance activities that are of low economic
efficiency and harmful to the environment. Manage-
ment and allocation of those funds are mostly non-trans-
parent, which increases the risk of corruption, too. In
some cases, their operation presumably violates the prin-
ciple of market economy and also that of competition
under equal terms. Therefore, reviewing these funds,
setting stricter rules for their operation and increasing
their transparency are tasks of pressing necessity.

If an objective is potentially beneficial for the soci-
ety as a whole and as such it deserves state support,
then this support should be determined by statutes in a
normative manner. We are fully aware that decisions
to grant individual subsidies will be necessary in the fu-
ture, too. Nevertheless, the number such decisions
should be minimized, while the level of publicity and
transparency of such subventions, as well as the effi-
ciency of their use should be maximized.

We believe that it has been a rational move to in-
corporate the separated state funds (with the excep-
tion of two such funds) into the central budget. The
following reasons support this measure:
1. These separated state funds have become indepen-

dent from the central budget, which has made bud-
get accounting difficult to understand and monitor.
As a result of the Government’s decision, the entire
budgetary system has become more straightforward
and transparent.

2. Since these funds did not depend on the central bud-
get but managed their own revenues, there was no guar-
antee whatsoever that – under the given social and
economic conditions – optimum volumes of resources
were allocated for the tasks to be accomplished. Under
that system, it could happen that the financial sources
raised in a particular fund were many times less than
the required amount. On the other hand, in principle
it was also possible that just a fragment of the available
sources would have been sufficient for the given task.
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By incorporating the separated funds into the state bud-
get, the Parliament is given a greater scope to allocate
funds according to needs.

3. In our opinion, the existence of separated state funds
was contrary to Act XXXVIII of 1992 on State Fi-
nances, which has the objective “to promote achieve-
ment of the desired financial balance of state finances; by
paying attention to... creating guarantees for managing
public funds in an efficient and controllable manner; by
asserting the principles of completeness, fullness of details,
authenticity, uniformity, transparency and publicity”.
In connection with this subject we call the Reader’s

attention to a study by Anita Tanyi titled “Incorpora-
tion of environmental protection considerations into
the Hungarian subsidization system” (prepared as part
of the “Zöld Belépõ” /“Green Entry”/ Research
Programme of the Hungarian Academy of Sciences, in
cooperation with Clean Air Action Group; published
by the Environmental Economics and Technology De-
partment of the Budapest University of Economic Sci-
ences in 1999).

10.3. Stricter conditions for state
guarantees and borrowings

It has been a fairly common practice in recent years
that the Hungarian Parliament authorized the Govern-
ment to provide guarantees without setting any limit
on the amount involved in the case of state borrow-
ings. In our opinion this contradicts the laws and Par-
liament resolutions in force. These regulations provide
that the purpose of the funds to be used shall be speci-
fied and justified, and the use of the borrowed amount
shall be determined by the Parliament. As a matter of
fact, such guarantees and state borrowings partly pre-
determine the state budgets of following years, which is
the exclusive right of the Parliament.

The European Union also takes ever stronger ac-
tions against such guarantees. The weekly “European
Voice”, member of The Economist Group, reports in
its issue of 1st December 1999 that Mario Monti, EU
Chief Commissioner in charge of economic competi-
tion issues, launched another attack against guarantees
which national and regional governments provide to
companies and banks. The Chief Commissioner de-
clared that such guarantees cannot be tolerated any
more because they distort free economic competition.
Monti even threatened those concerned with making
them liable to pay back the profits realized as a conse-
quence of the guarantee.

Undertaking guarantees also entails more insecurity
for state budgets of the years to come. “When the gov-

ernment provides guarantee for a large amount of borrow-
ings, and it has to be paid, the balance of the state budget
may be seriously disturbed. It is particularly dangerous when
current obligations to allocate expenditures are avoided by
using the possibility of undertaking guarantees, which con-
stitutes a violation of the principle of annual budget authori-
zation.” (Csaba László: Tépett vitorlák /“Torn Canvas”/
; p. 266)

In our opinion, providing unlimited guarantees con-
tradicts, among others, the following provisions of Act
XXXVIII of 1992 on State Finances:

“Art. 14, para (1) Settling deficits of state budget
subsystems in a way that in turn increases state debts,
as well as assuming or releasing debts, converting reim-
bursable subsidies into non-reimbursable ones, or un-
dertaking any further liabilities which will increase in
any other manner the level of state debts, shall only be
effected through appropriate budgeting processes fol-
lowing the submission of pertinent estimates. (...)”

“Art. 23, para (2) For central capital investments in
line with approved special programmes, three-year
programmes shall be elaborated every year, and shall be
submitted simultaneously with, and as part of, the an-
nual state budget bills. In the capital investment
programme, complying with the framework amount of
the state budget bill, and also specifying in detail other
financial sources, capital investments in excess of a to-
tal expenditure value of HUF 1000 million shall be pre-
sented in an itemized manner, whereas projects under
that expenditure value shall be presented in a consoli-
dated manner.”

“Art. 33, para (1) The Parliament authorizes the
Government to undertake guarantees to the debit of
the central budget, in individual cases and for well-de-
fined purposes, within the specified limits set by the
applicable State Budget Act.”

“Art. 36  At the time of submitting the State Budget
Bill, the Government shall...

b) provide information on the expected future im-
pacts of expenditure items involving longer-term com-
mitment.”

Should the Government be given the authority to
grant “unlimited guarantees”, there would be a signifi-
cantly higher risk that the borrowed credits may increase
state debts without satisfactory returns. Furthermore,
experience shows that in some cases such state guaran-
tees are supporting the implementation of environmen-
tally damaging projects.

Accordingly, we propose that in the future the Par-
liament should not authorize the Government any
more to undertake unlimited guarantees.

For similar reasons, we also urge that the Parliament
should avoid, as far as possible, granting authorization
to undertake guarantees even for specified limited
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amounts. Nevertheless, if such guarantees are provided,
we recommend that it should be set as one of the pre-
conditions of the guarantee complying with Art. 33 of
the State Finances Act, or of the borrowing, that Hun-
garian suppliers have a share of at least 60 per cent.
(For example, local governments in the United States
of America, the world’s leading economic power, are
only allowed to purchase buses which have a domestic
added value portion of at least 60 per cent.)

Elaboration of a central budget norm for supporting
public transport in Hungary is currently under way. Ow-
ing to the high overall budget support level (at least 50
per cent) it is necessary to set the required share of
domestic suppliers to be at least 60 per cent. As a con-
sequence of the so promoted Hungarian production and
employment, the state budget will realize substantial ex-
tra revenues from personal income tax, social security
contribution, corporate tax and local tax payments, as
well as from consumption side budgetary incomes (VAT,
excise duties). Calculating with annual net domestic or-
ders worth HUF 50 billion, this can be expected to bring
– starting from 2004 – additional state budget revenues
of the gross annual value of HUF 20 to 30 billion.

10.4. Enhanced economic discipline
in banking activities

Lending practices of Hungarian banks have been
highly irresponsible in recent years, which is proved
by several bankruptcies occurring in the Hungarian
bank system, and by the subsequent “bank consolida-
tions” involving huge financial resources. Inadequate
regulation of banking activities has increased the risk
of corruption and association with the black economy.
A study, commissioned by the “Korridor” Political Re-
search Centre, has surveyed the subject in February
1998. The study revealed that corruption was most
typical in banks and in political parties (published in
the Hungarian daily “Népszabadság” on 12th January
1999). Several statutes have entered into force since
that time, and these have introduced stricter rules for
the general conditions of financial institutions and
banking practices (for instance measures to fight
money laundering). In the light of the financial scan-
dals which emerged in the USA during 2001 and 2002,
however, further restrictions are required in Hungary
as well. This is particularly important, for the exces-
sively risky lending practices are often related to
projects causing serious damage to the environment
(shopping malls are typical examples). Consequently,
making relevant regulations significantly stricter is a
task of pressing necessity, including more stringent

environmental laws and regulations. Such measures
could lead to better and more economical manage-
ment of public funds (and reduce the likelihood of
future bank consolidations by the state), and would
have a very favourable impact on the state budget.

10.5. Enhanced economic discipline
and improved social efficiency of
insurance companies

In 2001 and 2002, private and voluntary pension
insurance companies realized returns which remained
under the inflation rate even after deducting costs,
which means that deposits have lost part of their real
value. Therefore, it is essential that management prac-
tices of these companies be reviewed and controlled in
a comprehensive manner before the rate of the com-
pulsory private pension insurance is raised from 6 to 8
per cent. It is a well-known fact that the previous Hun-
garian Government withdrew the budget guarantee
granted to private pension insurance institutions. In
2003, the rate of private pension payments was raised
to 7 per cent by the current Medgyessy Government,
which substantially increased the state budget deficit.

The Hungarian pension scheme should be a sound
and stable system. People are rightly distrustful of the
pension insurance scheme, which is a motivation for
those concerned to avoid paying the applicable pen-
sion contribution. In the short run, this is in the mutual
interest of both employers and employees, but in the
long run this will contribute to preserving for decades a
situation – present in Hungary since the change of re-
gime – in which the elderly are defenceless. Particu-
larly in ageing societies, such “message” is inadmissible.

Simultaneously with the introduction of the private
pension scheme in Hungary, the pension age limit was
raised to 62 years (in the case of men, from the earlier
age limit of 60 years, while in the case of women, from
the earlier 55 years), although with some flexibility al-
lowed in the implementation. This has had a serious de-
structive effect on people’s trust in the “contract of gen-
erations” upon which the entire pension system is based.
An even more serious problem is caused by the fact that
by postponing the time of retirement, in practice 500
thousand jobs were “blocked” in Hungary – a country
with the lowest employment level in international com-
parison. This contradiction should be solved by ensuring
that the state only grants guarantees for pension funds
invested into establishing new job opportunities. In ad-
dition to job creation, such measure would also provide
extra sources for the insurance companies.
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10.6. Reduction of state debt
In 1999, the Hungarian state budget allocated HUF

835 billion for the redemption of debt burdens. Interest
expenditures of the debt service present a much larger
burden and problem, with their value amounting to HUF
838.7 billion in 1999, as against the estimated HUF 768.7
billion. It is not only a huge burden to be borne by the
national economy, but, as a matter of fact, it also func-
tions as a “money pump” that re-channels the assets of

the tax-paying large majority into the pockets of Hun-
garian and foreign owners of financial resources. There-
fore, every possible effort should be made to reduce the
amount of the debt. One such method can be to avoid,
as much as possible, taking up new loans. This can be
implemented primarily through preventing that Hungary
applies for loans to be used for environmentally harmful
activities or investment projects which are not urgently
needed for the development of the society as a whole
(see for instance Sections 3.12. and 3.14 of this study).
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C.) FURTHER MODIFICATIONS OF LAWS

The primary objective of our proposals outlined in this
chapter is to curb the black economy in Hungary. How-
ever, they also contribute to alleviating environmental
pollution, easing social tensions and bettering citizens’
living conditions.

Besides its other favourable impacts, transformation
of the Hungarian taxation system in line with our pro-
posals would also provide considerable assistance to the
fight against black economy. Consumption-related taxes
are much easier to collect than taxes charged on wages
(personal income tax and social security contribution).
This is particularly true in the case of energy sources
(including fuels), where only a relatively small number
of taxpayers need to be audited. Consequently, main-
taining the current system of taxation does not only
slow down economic restructuring, but can also be re-
garded as an open support granted to the black economy.

Serious intentions and actions of the Government
regarding the black economy can only be demonstrated
by actually specifying within the state budget estimates
of revenues from that sphere. We are glad to see that
state budgets of recent years have reckoned with such
revenues in the value of tens of billions of forints. We
hope that this favourable trend will continue in the fu-
ture. (It can be seen as a promising sign that Hungarian
customs authorities have purchased and put into op-
eration new mobile search equipment which allows a
thorough examination of trucks.)

11.1. Enhanced interestedness of
the National Board of Customs and
Finance Guard, the Tax and
Financial Audit Office, police,
foreign trade licensing institu-
tions, environment and nature
protection inspectorates,
healthcare authorities and
consumer protection agencies

One of the most efficient ways to restrain black
economy and crime in any country is to increase the
capacity and interestedness of the organizations spe-
cialized in combating them.

By further enhancing the interestedness of the
National Board of Customs and Finance Guard
(VPOP) it would become possible to attain several
aims simultaneously. First, this could ensure protec-
tion of the Hungarian economy in compliance with
WTO directives. Second, net budget expenditures
could be reduced since this measure would make for-
eign imports finance wage rises for the staff of the Hun-

11. Legislation to improve the state
of the environment, enrich available

human resources, streamline the economy
and curb black economy
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garian customs authorities and the costs of establish-
ing better working conditions for them. Thus, extra
revenues of HUF 15 to 20 billion can be secured for
the purpose of creating proper interestedness for
VPOP’s work. At the same time, this would set free
the entire amount of state budget funds which are to-
day spent directly on the operations of VPOP (in 2003
some HUF 14 billion, which could be used for other
purposes in the future).

Wages currently paid to the staff of the National
Board of Customs and Finance Guard can be, and need
to be, increased by 50 to 100 per cent on average. (As
one of the feasible versions, we have also assessed the
possibility of raising VPOP wages to the level of EU
wages.) The costs involved should, of course, be en-
tirely financed by imports. The Government should not
economize on this item, because each forint spent here
shrinks the competitive advantage of imports and
thereby strengthens the protection of the national
economy. Even after the rise, wages of Hungarian cus-
toms officers would be far lower than those of their coun-
terparts in Western Europe; therefore it is not justified
that this move be regarded by other countries as a dis-
crimination against them.

The end result of such measures would be an orga-
nization that is more efficient and interested enough
in fighting the black economy. Through the reinforce-
ment of VPOP and other authorities extra revenues
of at least HUF 40 billion could be realized annually.
Similar transformation and development could be
implemented in the organization of the Tax and Fi-
nancial Audit Office, the police, foreign trade li-
censing institutions, environment protection
inspectorates, healthcare authorities and consumer
protection agencies.

Such restructuring would allow the state budget to
reduce expenditures on financing the public adminis-
tration system, and would also make a genuine mod-
ernization achievable.

Executives as well as the staff of these institutions
will be interested in this kind of restructuring; for that
reason, it can be rapidly implemented. The state bud-
get also benefits from such restructuring. First, it trims
down budgetary expenses. Second, the state becomes
enabled to collect much more revenues as a result of
the improved efficiency of its fight against black
economy; and third, in the wake of the above achieve-
ments, illegal activities are expected to be significantly
restricted. All in all, by putting into effect this package
of measures, annual extra revenues worth some HUF
100 billion could be realized.

Outstanding debts due to Social Security, the Na-
tional Board of Customs and Finance Guard and the
Tax and Financial Audit Office total several hundreds

of billions of forints. The measures outlined above are
also capable of preventing those arrears from growing
further; and several tens of billions of forints could
be collected annually. Moreover, non-payment of this
amount by entrepreneurs constitutes an act of serious
tax evasion. Therefore, when the state fails to collect
these outstanding debts, it is tantamount to granting
state support to the black economy. Some estimates
put the annual value of the Hungarian black economy
at more than HUF 3,000 billion. Part of this economy
could be “whitened”, and the amounts subsequently
collected could be used by the state budget to achieve
considerable improvements in education, healthcare,
culture and other important social areas. Instead of
that, the mentioned sum is currently being squandered
by a privileged minority on – mostly seriously envi-
ronment-polluting – consumption, and within that on
financing unnecessary imports (consumption, rather
than investments).

11.2. Other measures to prevent
corruption in state administration

The measures we proposed in the chapters above
(e.g. reduction of social security contribution rates)
will make entrepreneurs more interested in legalizing
their activities in the black or grey economy, and, by
imposing stricter control and by introducing unam-
biguous legal regulations and more severe sanctions,
the scope of the black economy will become limited.
It is equally important to take further effective mea-
sures to curb corruption in public administration,
which holds back the development of the Hungarian
society. We urge that measures be initiated to finally
identify and eliminate corruption, privileges and in-
compatibilities in state administration. This is why we
welcomed the adoption of Government Resolution
No. 1023/2001 (III.14.) on Government Strategy
against Corruption. Unfortunately, the largest part
of the Government Resolution has not yet been
implemented; therefore efforts to put the Resolu-
tion into practice should be intensified.

We propose that the recommendations of Transpar-
ency International should be taken into consideration
at the time of formulating pertinent laws and regula-
tions. Relevant statutes should contain, among others,
the following:

Rules on incompatibility need to be modified to ren-
der them much more severe: for instance, government
officials should not be allowed to receive remunera-
tion from business enterprises as members of supervi-
sory boards or boards of directors. (For example, it
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cannot be realistically expected that the competent
head of department at the Ministry of Finance makes
unbiased decisions on insurance issues if the same per-
son is a member of the supervisory board of an insur-
ance company.) Rules of incompatibility should apply
to local governments as well. The same person or com-
pany should not be responsible for the preparation of
urban development plans and also for the actual de-
sign or construction of the specific investment projects.
(In our opinion, such incompatibility and unfair prac-
tices can be partly blamed for today’s serious trans-
port and environmental problems in Budapest.) More-
over, authorities should be genuine authorities, and
not enterprises. (For example, environmental protec-
tion inspectorates should not be forced to raise some
of the funds needed for their operation by offering and
selling various services. It is highly unlikely that an
inspectorate can decide without bias about an invest-
ment project of a company which had earlier placed
an order with the inspectorate to carry out measure-
ments or to prepare a study. A few hundreds of mil-
lions of forints would be sufficient to solve the prob-
lem of providing adequate financing for Hungarian
environmental protection inspectorates. Such a de-
moralizing and detrimental regulation should by no
means be kept in force just to save this amount.)

Offering unlawful privileges should be treated in the
same manner as bribery, even if the actual bribery can-
not be identified and proved. Article 225 of the Penal
Code makes such treatment possible, for it says: “Any
official who contravenes his/her official duties, exceeds his/
her scope of authority or misuses his/her official authority in
any other manner in order to cause unlawful disadvantages
or to acquire unlawful advantages, commits a crime and
can be sentenced up to three years imprisonment.” In prac-
tice, however, the possibility of inflicting such punish-
ment is far from being adequately used.

We believe that the Hungarian Government should
pursue a much more stringent practice in this area.

In our opinion it is extremely unfavourable that
the State Finances Act has been modified in a man-
ner which makes state budget revenues and spend-
ing much less transparent and controllable. This is
diametrically opposed to the reasons given by the
Government for example at the time of abolishing
separated state funds. The following is a quotation
from an expert opinion prepared by the State Audit
Office (No. T/321/1):

“Article 16 of the State Finances Act has been re-
pealed by the law. By the new law, ordinary and ex-
traordinary items (revenues and expenditures) are not
required to be separated any more, which diminishes
the possibility of assessing the justification of budget
estimates, as well as their potential future impacts.

A modification of paragraph (10) of Article 18/C
proposes to leave out the obligation of data supply from
the text of the currently effective provision. Consistency
of the system, however, requires that this obligation is
maintained.

In our opinion, the proposed modification of Ar-
ticle 23 of the State Finances Act fails to comply with
Para (1) of Art. 24, which continues to treat estimates
of investment projects, renovations and other subsi-
dies for accumulation purposes as top priority estimates
within expenditures for accumulation purposes. By
abandoning the requirement to break down budget
estimates, less information will be available on capital
investments.

Repealing Articles 27 and 30 of the State Finances
Act restricts the Parliament’s authority to make deci-
sions on budget estimates and on issues related to the
balance of the state budget. It is a measure that leaves
out one of the most important fundamental rules of
budget economics.”

We urge that the State Finances Act should be
(re)modified in a manner to enhance the transparency
of state finances and to improve the efficiency of bud-
getary management.

Clean Air Action Group welcomes that a border reg-
istration system has been introduced and that finally
proper measures have been taken to restrain money
laundering. These steps effectively contribute to curb-
ing the black economy and terrorism, and also to as-
serting the aims of environmental protection.

11.3. Introducing the obligation to
provide environment and nature
protection securities and to form
environment protection provisions

To combat the black economy, crime and environ-
ment pollution, it is indispensable to introduce regu-
lations which prevent that entrepreneurs start up ac-
tivities if they do not have adequate assets or insur-
ance to cover the health or environmental risks that
the business may involve. (The rate of such securities
should be determined by the environmental protec-
tion authorities in each specific case.) Such measures
would save several billions of forints for the state bud-
get every year. At present it often happens that entre-
preneurs guilty of causing environment pollution or
health damage are unable to provide the funds neces-
sary for removing the damage they caused. Conse-
quently the removal has to be financed from public
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money. (Actually, this practice entails losses worth
several billions of forints each year for the Hungarian
society, because the state budget only reimburses or
removes a small part of the damage.)

The Ministry of Environmental Protection has al-
ready elaborated a concept to tackle the above prob-
lem. It is an urgent task to formulate relevant statutes
and to enter them into force as soon as possible.

Establishment of new petrol stations is an issue to be
mentioned here. Several of them disguise money laun-
dering or are associated with illegal trade of fuels. In ad-
dition to that, they often jeopardize the environment and
the health of citizens. Funds are often scarce to properly
eliminate old petrol stations out of use and to clear up
the environmental damage they caused. Sometimes such
damage removal has to be financed from public funds.
Therefore we propose that building permits for establish-
ing new petrol stations should only be issued on condi-
tion that the entrepreneur deposits the funds required
for the potential removal of the petrol station.

11.4. Increased rates of penalties
As matters stand now, the rates of applicable penal-

ties are often lower than the level required to have a
deterrent effect, and often they are even providing en-
couragement to violate regulations. Therefore, the
imposable rates should be significantly raised as soon as
possible, especially in the case of penalties related to
environment and nature protection, consumer protec-
tion penalties, as well as land protection and soil pro-
tection fines.

Fines and other penalties should be levied in such a
manner that they be proportional to the committed un-
lawful acts; in other words, that they have a real deter-
rent effect. This is essential since in many cases the cur-
rent practice even boosts the black economy and crime.

Clean Air Action Group believes that it is of par-
ticular importance to review and make more stringent
the system of environment and nature protection fines
(see Appendix 16).

 

budget-2.p65 2004. 08. 13., 11:54195



196 Clean Air Action Group, 2003

D.) RESEARCH ACTIVITIES

12. Research activities necessary to provide better
foundations for the measures described

in Chapters 1 to 11

Article 36 of Act XXXVIII of 1992 on State Finances
says: “At the time of submitting the state budget bill,
the Government ... shall present key social and the
economic impacts of the budget law; shall evaluate
the economic and budgetary trends in the period pre-
ceding the budget year under consideration.” Further-
more, Act XI of 1987 on Legislation reads as follows:
“Art. 18, para (1) Before passing a law, relevant social
and economic aspects, rights and duties of citizens and
ways of managing conflicts of interests shall be ana-
lyzed scientifically, and the expected impacts of the
new law and the conditions of its enforcement shall
be investigated. Legislators need to be supplied with
information about the findings.”

Clean Air Action Group believes that before sub-
mitting the yearly state budget bills, the social and eco-
nomic impacts should be analyzed much more thor-
oughly and comprehensively than it has been done
lately. We think that the necessary research work should
be carried out under the direction of the Prime
Minister’s Office, for this provides more guarantee for a
comprehensive and impartial approach.

One of the aims of the present study is to make a
contribution towards meeting that requirement.

It is of primary importance to assess also the envi-
ronmental impacts of the yearly state budget bills. So
far, no such attempts have been made, although – in
our opinion – this is not only required by what has been
mentioned above, but also by the Hungarian Constitu-
tion and the Environmental Protection Act.

1.) The Constitution of the Republic of Hungary de-
clares:

“Article 18 The Republic of Hungary recognizes and
enforces the right of all people to live in a healthy envi-
ronment.

(...)
Article 61, (1) In the Republic of Hungary all people

have the right to freely express their opinion, as well as

to become acquainted with, and to propagate, data of
public interest.

(...)
Article 70/D, (1) All people living in the territory

of the Republic of Hungary have the right to enjoy physi-
cal and mental health at the highest possible standards.

(2) The Republic of Hungary enforces this right by
organizing the systems of labour safety, healthcare in-
stitutions and medical services, by ensuring possibili-
ties for regular physical exercise and by protecting the
built and natural environment.”

2.) Act LIII of 1995 on the General Rules of Envi-
ronmental Protection provides:

“Article 6, (1) Utilization of the environment shall
be organized and carried out in a manner that it

a) causes the least possible degree of load and stress
to the environment;

b) prevents contamination of the environment
c) precludes the possibility of any damage to the en-

vironment.
(2) Utilization of the environment shall be carried

out by taking into consideration the precautionary prin-
ciple, by sparing and using economically the environ-
mental elements, as well as by reducing the amount of
waste produced and by making efforts to recycle and
reuse natural and man-made materials.

(...)
Article 12, (1) All people have the right to become

acquainted with environmental facts and data, espe-
cially those related to the state of the environment, the
degree of environment pollution, environmental pro-
tection activities and the impacts of the environment
upon human health.

(2) For the purpose of exercising civic rights and
fulfilling civic duties in connection with the protection
of the environment, the state shall make it possible for
all people to become acquainted with key relationships
between health and the environment, with environmen-
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tally harmful activities and with the importance of such
activities.

(...)
Article 43, (1) Those preparing bills and other stat-

utes related to environmental protection (hereinafter
jointly referred to as statutes), national social and eco-
nomic plans, regional development concepts and deci-
sions having regional impacts (hereinafter jointly re-
ferred to as decisions) shall assess and evaluate the en-
vironmental impacts of the measure concerned, and
shall summarize the results in an assessment analysis
(hereinafter: assessment analysis).

(2) Under paragraph (1), statutes related to envi-
ronmental protection are such laws, government de-
crees, ministerial decrees and decisions that exert an
impact on

a) environmental elements,
b) the quality of the environment, or
c) on human health in connection with the envi-

ronment.
(3) In the case of regulations aiming at the intro-

duction of economic regulatory instruments (rules on
customs duties, taxes and duties, etc.), as well as in the
case of significant modifications, the assessment analy-
sis shall always be completed.

Article 44, (1) The assessment analysis shall cover
in particular the following questions:

a) how much do the planned regulations and mea-
sures influence or improve the state of the environment;

b) what damage may be caused to the environment
or the population if the planned measures are not imple-
mented;

c) how suitable are domestic conditions for the in-
troduction of the planned measures;

d) how prepared are public administration agencies
for the implementation of the planned measures;

e) are the necessary state, financial, organizational
and procedural conditions available for carrying into
effect the planned measures;

f) how deviating is the proposal from the interna-
tionally accepted solutions.

(2) Before submitting them to the agency entitled
to take the decision, the drafts and assessment analysis
defined in paragraph (1) of Article 43 shall be sent to
the National Environment Protection Council so that
it can express its opinion about those documents. At
least thirty days – counting from the date of delivering
the draft – shall be ensured for the preparation of the
expert opinion.”

In this respect, resolution No. 28/1994 of the Con-
stitution Court (also reinforced by resolution No. 48/
1997) is of crucial importance. The following is a quo-
tation from the document: “The state is not at liberty
to let the state of the environment decline or let the

risk of deterioration develop. ...Qualitative and quanti-
tative fluctuations depending on economic and social
conditions are not allowable when it comes to enforc-
ing rights to environmental protection. These are not
the same kind of rights as the cultural or social rights
where short-term restrictions required by specific cir-
cumstances can be remedied subsequently. On account
of these peculiarities of environmental protection, pre-
vention must be given priority among the means of pro-
tection, because sanctioning the irreversible damage af-
ter the damage is done is not capable of restoring the
environment to its original state.”

It is particularly necessary that the mentioned reso-
lutions of the Constitution Court are taken into con-
sideration when passing the yearly state budget bills,
since this law, together with other related statutes, es-
sentially determines the processes influencing the state
of the environment. (These resolutions, however, do
not authorize the Government to neglect the enforce-
ment of social and cultural rights, or to impair people’s
chances to exercise those rights. We believe that other
resolutions of the Constitution Court clearly allow this
conclusion.)

In recent years and decades, it has unfortunately
been a characteristic practice that the above-mentioned
considerations have been mostly ignored when passing
the state budget bill. As a result, this approach, a viola-
tion of the Constitution, caused serious damage to the
society as a whole by letting the environment deterio-
rate and people’s health standards decline. It is a situa-
tion that requires radical changes in the near future.

Clean Air Action Group places great emphasis on
the need to prepare in-depth analyses about the state
budget’s impact on children, which is also justified by
the fact that children are the most defenceless and that
they have been the main losers of the change of regime
in Hungary (which is also corroborated by UNICEF’s
conclusions). Still, they and their lives at present will
determine the future of Hungary. Such analyses and
impact assessments could serve as means to comply with
the recommendation of the UN’s Children Rights Com-
mission related to Hungary. Article 26 of that docu-
ment says: “The Commission proposes that the mem-
ber state should pursue a comprehensive and integrated
policy to protect the interests of children. For example,
it should elaborate a nation-wide action plan to assess
the progress achieved and the difficulties experienced
at central and local levels during the enforcement of
rights recognized by the Convention, with special em-
phasis on regularly monitoring the impacts of eco-
nomic changes on children.” (The text refers to the
International Convention on the Rights of the Child,
to which Hungary acceded in 1991. Among others, the
Convention declares: “Countries participating in the
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Convention recognize the right of children to enjoy
health at the highest attainable standard.”)

12.1. Detailed preliminary impact
assessment of specific measures

It has been a long-established bad practice in Hun-
gary that the impacts of specific measures involved in
the state budget law and other related statutes are not
assessed in detail. (As an exceptionally harmful example
of this unfortunate practice, we may refer to the auster-
ity measures introduced in the mid-90s, the so-called
“Bokros package”.) This approach should be changed
as soon as possible.

This kind of research work is vital; however, we have
to be aware of that they can never provide perfect fore-
casts about the expected impacts of the planned mea-
sures. That is the reason why we cannot accept it that
undisputedly necessary and rational measures are de-
layed under the pretext that available data or assess-
ments on the subject are insufficient. Deteriorating en-
vironment, tragically poor health standards of the Hun-
garian population, increasing social deviations and many
other phenomena indicate that the currently used ap-
proach is wrong, and that changes are inevitable. Con-
sequently, also mindful of the precautionary principle,
we should take action without delay.

12.2. Determination
of external costs

The costs that are not paid for by those causing
them (the polluter) are called external costs. There is
a growing pressure all over the world to incorporate
external costs into prices. The “polluter pays” prin-
ciple has been accepted and laid down in the Agree-
ment of the European Union. In Hungary this is re-
quired by Act LIII of 1995 on the General Rules of
Protecting the Environment.

Without incorporating the costs of environmental
and other damage into the prices of goods, the costs of
that damage are not (or not directly) paid by the users
of those goods. This practice of shifting the costs is not
only unfair but also economically irrational. Distorted
prices can only lead to wrong decisions at all levels: in
the case of consumers and business enterprises, or min-
isters and even the Parliament. And such decisions can
bring about a serious economic crisis. (People living in
Hungary and other former Eastern Bloc countries could

gather more than enough experience about the conse-
quences of distorted prices over the past decades.)
Therefore, avoiding such practices is in the interest of
all players of the economy.

It is also the reason why in the European Union and
in other countries of the world substantial funds are
being spent on determining the amount of external
costs. Clean Air Action Group believes that it is of press-
ing necessity that by using the findings of those research
programmes, Hungary should intensify its research ef-
forts concerning external costs.

12.3. Applying the so-called
Genuine Progress Indicator
to Hungarian conditions

Traditional economic indicators are not capable of
adequately measuring human welfare. GDP, for in-
stance, does not indicate all values that humans take
away irrevocably from nature. GDP fails to reflect the
value of “goods” found in nature and not sold through
commercial distribution channels, or the worth of “ser-
vices” provided by various ecosystems. This economic
indicator also ignores the value of the work that people
perform in households or in other communities for free.
On the other hand, GDP comprises and shows as ben-
efits several elements which are in fact detrimental both
for individuals and the society as a whole (for example,
GDP will also grow when people buy more burglar alarms
to protect themselves against increasing crime). Con-
sequently, it is not rare that GDP presents as benefits
the decline of people’s quality of life and the deterio-
ration of the environment. Therefore this traditional
economic indicator misleads the public and prompts
politicians to make erroneous decisions.

To remedy this undesirable situation we suggest that
in addition to the GDP, also the “Genuine Progress In-
dicator” (GPI), proposed by Herman Daly and John
Cobb, should be calculated. GPI includes the value of
work performed in households and communities for free
and, at the same time, deducts the damage caused to
nature, environmental pollution, income structure
changes and crime. Application of this indicator to
Hungarian conditions is primarily a scientific research
task which only involves a relatively small financing
need. Once it is elaborated, politicians will have the
chance to decide how and to what extent they consider
the Genuine Progress Indicator. However, taking deci-
sions without adequate information, i.e. the current
practice, is utter irresponsibility.
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Table II.13.a.: Revenues of the non-profit sector

Source: Salamon-Anheier (1998) published in Éva Kuti’s book
(Hívjuk talán nonprofitnak...)

E.) PUBLIC PARTICIPATION
The modifications proposed can only be satisfac-

torily elaborated and made widely accepted by the pub-
lic if people themselves are extensively involved in the
preparatory work preceding the decisions. Civil move-
ments, trade organizations and other interest protec-
tion agencies should participate in this work on a con-
tinuous basis. Legal, educational and financial precon-
ditions of making them involved in the decision-mak-
ing process should be guaranteed. The Hungarian state
should make a significantly larger financial contribu-
tion to improving operational conditions for non-profit
organizations. Revenues of the Hungarian non-profit
sector are by several orders of magnitude lower than
the level characteristic of developed countries. (See
Table II.13.a.) On the other hand, the tasks under-
taken by these organizations are in most areas not any
smaller than in the case of their Western European

counterparts; actually, the social problems to be tack-
led in Hungary are much more serious.

People in Western European countries and the
United States of America traditionally recognize the
work done by various non-profit-oriented organiza-
tions, and they express their appreciation by granting
financial support to those organizations. This is not a
well-established practice yet in Hungary. Moreover,
the American society is rather distrustful of state in-
terventions, and in keeping with this attitude, the gov-
ernment generally abstains from any such actions.
Considering this, it is particularly astonishing that even
the American state grants considerably more finan-
cial support to the non-profit sector than the Hungar-
ian state does.

This is a situation which needs to be changed, par-
ticularly because state subsidies provided to non-profit-
oriented organizations represent only a small portion of
all budget expenditures, whereas activities of the non-
profit sector are indispensable for the Hungarian soci-
ety to function in an efficient and democratic manner.

Without aiming at an exhaustive description, we may
characterize the current situation of the Hungarian non-
profit sector as follows:
a.) The general amount of subsidies granted by the Par-

liament to non-profit organizations totalled HUF 400
million in 1991, while in 2000 it already dropped to
HUF 348.1 million, which, calculated in real terms,
is only one fifth part of the value of support 9 years
before! Financial backing received by environment
and nature protection NGOs was even more severely
curtailed: in real terms it fell to less than 1/8 part of
the 1991 value (see Table II.13.b.). What is more,
during this period the number of such organizations
shot up, with citizens’ expectations growing exponen-
tially. Politicians and decision-makers ever more fre-
quently turn to such organizations requesting opin-
ions or position statements on various issues. Conse-
quently, financial support only covers a steadily shrink-
ing portion of the true value of services provided by
NGOs to satisfy swelling needs of the society.

b.) Financial assistance received from Western coun-
tries is also diminishing, for sponsors have been re-
locating recently into Eastern and Southern Europe
a growing part of the funds earlier granted to Hun-
garian organizations.

c.) It continues to be a characteristic feature that grant-
ing voluntary support to socially desirable causes, and
within that to environmental protection tasks, has
not yet been adequately incorporated into the corpo-
rate policies of business enterprises and financial in-
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Table II.13.b.: Changes in subsidies granted by the Parliament
to non-government organizations between 1991 and 2000

*Up until 2002, the Parliament had decided about the distribution
**Calculating with the inflation rate of 4 per cent included in the State Budget Bill (the expected inflation rate is approximately 5 per
cent)
Source: Parliament Resolutions, State Budget Acts, Yearbooks and Flash Reports of the Central Statistical Office of Hungary

stitutions. Additionally, most civil movements – and
particularly the environment and nature protection
organizations – are not willing to accept donations
from companies performing seriously environment-
polluting activities; they do so for ethical reasons,
because they believe that this would jeopardize their
independence and would undermine their credibil-
ity. It cannot be in the interest of the state either that
non-government organizations come under the in-
fluence of (large) business corporations, because in
that case they would not be capable of fulfilling their
prime task, i.e. representing the interests of citizens
in various respects. If civil organizations become ex-
cessively dependent on the interest groups of (large)
companies, it will also mean that a leading social group
gains even more power and influence. Citizens can-
not exercise practically any control over these inter-
est groups, because they cannot vote for, or against,
these persons, and they cannot recall them either.

d.) In contrast to the practice of Western countries, the
tradition and culture of granting donations to non-
government organizations has not yet developed in
Hungary. Furthermore, Hungarian citizens in gen-
eral have considerably lower income levels than
people living in advanced industrial countries.

e.) Even offering 1 % of the payable personal income tax
cannot be a solution to provide financing for many
civil movements which play an important part in the
Hungarian society. Environment and nature protec-

tion NGOs, for example, stand much less chance in
the competition for the 1 % donations, because people
usually give those amounts to schools, healthcare or
charitable organizations, which have a more direct
effect on their lives (e.g. through their children).

f.) The European Union provides increasing financial as-
sistance for Hungarian non-profit organizations, which
benefits the entire country in the form of net rev-
enues. This support, however, is only accessible if the
NGOs concerned have sufficient own funds at their
disposal.
Strengthening the non-profit sector is also indispens-

able from the aspect of Hungary’s accession to the Euro-
pean Union. A Communication by the EU Commission
on the need to reinforce the role of voluntary organiza-
tions and foundations in Europe (COM(97) 241 final,
Brussels, 6th June 1997) lays down, among others, the fol-
lowing: “Voluntary organizations play an important part in
nearly all aspects of social life. Through their activities they
create job opportunities, enable people to participate in public
life as active citizens, contribute to making democracy function,
grant a wide range of services, have a key role in sports, repre-
sent people’s rights against various state authorities, play an
outstanding part in the enforcement and defence of human rights,
as well as in the process of elaborating public policies.”

In the light of all the above, the question can be
raised whether a country can afford it – in the period of
the EU accession process – that its regional and na-
tional environment and nature protection NGOs go
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secirp2002ta ecirptnerructa s secirp2002ta )001=1991( )001=2002(

1991 0.004 0.8202 341.75 517.982 0.001 0.705

2991 0.624 4.7571 093.36 305.162 9.221 5.214

3991 0.114 6.3831 000.96 192.232 6.051 7.633

4991 0.924 8.5121 000.67 383.512 9.871 4.382

5991 0.004 4.488 000.46 905.141 3.922 1.122

6991 0.093 7.796 004.95 662.601 4.382 9.871

7991 5.852 6.504 053.33 233.25 1.323 9.651

8991 1.192 2.404 056.73 382.25 1.563 9.831

9991 0.713 2.004 002.92 468.63 6.104 2.621

0002 1.843 2.004 000.43 880.93 0.144 0.511

1002 1.843 5.663 018.82 633.03 5.184 3.501

2002 1.843 1.843 028.42 028.42 0.705 0.001

**3002 0.004 6.483 3.725 2.69
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bankrupt for lack of adequate sources to finance their
operation, and stop performing, or shrink considerably,
their activities serving purposes of public interest.

Considering the current situation in Hungary, Clean
Air Action Group believes that it is a most pressing
necessity to elaborate a mechanism which can ensure
the continuous operation of NGOs, and in which sta-
bility and predictability are important criteria.

Accordingly, we recommend that extra subsidies
worth HUF 20 billion should be granted to non-profit
organizations, enabling them to exercise their rights
defined in Act XI of 1987 on Legislation:

“Art. 19 Citizens (directly, or indirectly through their
representatives) shall participate in the preparation and
formulation of legal regulations that affect their living
conditions.

Art. 20 Institutions applying the laws, non-govern-
ment organizations and interest representation agen-
cies shall be involved in the preparation of drafts for
statutes that concern the interests or social conditions
which they represent and protect.

(...)
Article 27 ...c) the interested non-government or-

ganizations and interest representation agencies ... shall
give their opinion about bills and drafts of regulations
to be submitted to the Government.”

At the same time we recommend that these funds
should be used through tenders. Tenders announced
for different activities should specify strict and objec-
tively accountable criteria. Evaluation of the tenders
should be carried out by persons elected by those con-
cerned, with maximum publicity ensured.
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III. Summing-up
Tables III. summarize the differences in revenues
(Table III.a.) and in expenditures (Table III.b.) which
would be realized if the Hungarian Parliament passed
the State Budget Act for 2004 in keeping with our
proposals. As can be seen, on the whole we recom-
mend rearrangements of funds in the value of HUF
1393–1763 billion. The discrepancy between rev-
enues and expenditures should be treated as a re-
serve, because owing to Hungary’s accession to the
European Union and the prolonged economic reces-
sion, some amounts cannot be accurately determined
at the moment.

Points III. and II.1.1. in the table can be justified
by the necessity to increase real wages in the public
service sector (public workers and civil servants) in a
manner which does not use lay-offs as a source to raise
funds for the wage rise. It is to be noted that the mea-
sures taken by the Government in 2002 to increase
wages of civil servants and public service employees
in part complied with our proposals made up until that
time. The process of accession to the EU will require
efficient state administration and public services in
Hungary; therefore it is essential to ensure wages equal-
ling the EU level in certain sectors (customs officers,
etc.) as soon as possible. Additional revenues needed
for the wage increase should in turn be generated in a
manner that the costs are mostly borne by the foreign
party and by imports. Various types of contributions
are also charged on the wages, and these can generate
substantial amounts of other state budget revenues,
but we have not taken these revenues into account
here (actually, they may constitute “hidden” reserves
for the state budget).

In the last line of revenue items we quantified the
financial impacts of a more favourable economic envi-
ronment which could be achieved through accepting
and implementing the majority of our proposals. The
entire national economy of Hungary would benefit from

the multiplier effects of such measures, due to the fol-
lowing reasons:
• increased employment creates additional demand,
• tax-paying propensity increases as a result of

favourable tax restructuring and enhanced collec-
tion efficiency,

• as a consequence of modified taxes and subsidies,
prices will better reflect true costs, which will make
all participants of the economy act more rationally,
contributing thereby to enhancing the overall per-
formance of the national economy,

• better environment and improved public health
bring about higher social efficiency and international
competitiveness, and influence favourably Hungary’s
image and attractiveness.
The aggregate impact of all the above factors is pre-

sumably much larger than the amount included in the
table as additional revenues; however, considering the
difficulties of quantifying prospective benefits, we only
indicated a lower sum here.

We would like to emphasize that Hungary may also
acquire substantial extra EU funds as co-financing if
the proposed additional revenues and expenditures are
in fact realized.

The summary tables demonstrate that through our
budget proposals we intend to reinforce Hungary’s com-
petitive position, improve education, culture,
healthcare, scientific research and the environment, as
well as curb black economy and crime, without adding
to the overall burdens of the state budget, citizens or
enterprises. Our proposals are feasible both economi-
cally and technically, and they are compatible with all
EU requirements. As far as the political barriers of imple-
mentation are concerned, it is not our duty to assess
them; nevertheless, we are fully convinced that through
adequate awareness raising these barriers can be eased
considerably. Appendix 17 contains our recommenda-
tions for possible ways to achieve this.
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Table III.a.: Proposed additional revenues and expenditure reductions
as compared to the Hungarian State Budget Act for 2003

(Summary sheet)
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Table III.b.: Proposed additional expenditures and revenue reductions
as compared to the Hungarian State Budget Act for 2003

(Summary sheet)
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