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the migration rate in the working population had consistently been low and
has only started to dynamically grow in recent years.

Even with the lack of accurate data it is certain that the increasing labour
market migration of recent years improved the labour market prospects of
those staying in Hungary; it is however a cause for worry that in a few occu-
pations in high demand migration is threatening the proper functioning of
services in Hungary. While currently this is only true for health care, several
other services or occupations even in industry are likely to face labour force
shortages in the future.

Economic trends were more favourable in 2014 than in earlier years.
Household incomes grew, resulting in increased consumption and hence
new jobs. The amelioration of the labour intake capacity of the private sec-
tor is confirmed by every important data source: the Institutional Labour
Statistics found a nearly 50 thousand work force increase in enterprises
employing 5 or more, while according to the data of the National Tax and
Customs Administration 80 thousand more were employed in some form
by enterprises than in the previous year, in addition to 10 thousand more
employees in self-employment and in partnerships, and 20 thousand more
in public institutions.

According to the labour statistics, the number of jobs grew by 20 thousand
in the industrial sector, the greatest increase happening in energetics divisions
and vehicle manufacturing. The Labour Force Survey, covering the entire em-
ployed population including employees of small enterprises, self-employed and
partnerships as well as persons performing income earning activities in the
reference week on an ad hoc basis, found a much greater, nearly 70 thousand
increase in this section of the national economy. Similarly, both data sources
indicate a growth in employment in construction, with the Labour Force Sur-
vey showing a more dynamic change, while both sources show little change
in trade. In the area of non-financial services, institutional statistics clearly
show a growth while according to the Labour Force Survey the increase did
not take place in all service sections universally.

The survey designed to forecast labour market trends in compliance with
the EC decree to record unfilled vacancies found a significant increase in 2014
too. In the private sector there were 23 thousand unfilled vacancies, only 2.7
thousand fewer than in 2007, the last year before the crisis and almost twice
as many as in 2009 — the year showing the lowest level.

The overall increase of the employment rate involves a set of differences,
depending on the variable. The various indices are heavily influenced by the
substantial role of public works employment in the labour market. Thus, the
differences in the employment rate by educational attainment diminished,
though still being great, as in the majority of public works jobs lower educa-
tional attainment tends not to be a problem (Figure 4).
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Figure 4: The breakdown of the employment rate by educational attainment,
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In 2013, again owing to public works programmes, regional differences in the

employment rate diminished (Figure S), while in 2014 a growth in demand

for non-subsidised jobs increased the difference in favour of the developed

and industrialized regions of the country. Labour migration within the coun-
try remains low, migration or commuting motivated by better employment
chances is typically transborder.

Figure 5: Employment rate in the various regions of Hungary,
in the age group 15 to 64,2006-2014
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UNEMPLOYMENT AND THE POTENTIAL ADDITIONAL
LABOUR FORCE

While the number of employed steadily grew from 2010, and essentially
reached the pre-crisis level in 2013, unemployment numbers did not change

until as late as 2012 and the drop in 2013 was far smaller than expected giv-
en the growth in employment. The reason for this is that large numbers of
inactive persons became unemployed (and employed), which is partly con-
nected to the expanded public works programmes ensuring work for people

who, knowing the constraints of the local labour market, had given up active

secking (and did not qualify as unemployed according to the ILO definition

based on three criteria). In addition, escaping the inactive status was motivat-
ed by the increased importance of the multi-earner household model in the

crisis. In 2014, however, the number of unemployed, as defined by ILO, also

dropped significantly, from 441 thousand to 343.3 thousand, that of regis-
tered job seckers from 527.6 thousand to 422.4 thousand, and that of those

reporting themselves unemployed in the Labour Force Survey from 666.5

thousand to 538.8 thousand in one year (Figure 6).

Figure 6: The number of registered job seekers, unemployed by the ILO definition
and self-reported unemployed, 2006-2014
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Source: National Employment Service/Ministry for National Economy/
HCSO Labour Force Survey.

The number of ILO unemployed in the Labour Force Survey database de-
creased according to all main variables. In 2014 57.5 thousand fewer men
and 40.2 thousand fewer women were unemployed by annual average than
ayear carlier. One of the consequences of the crisis was that the unemploy-
ment rate in men was higher than in women, but from 2013 it switched
back to a higher female unemployment rate. In 2014 the difference be-
tween the two rates was 0.3 percentage points as opposed to 0.1 percent-
age points in 2013.
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While the youth unemployment rate dropped from 23.5 percent to 20.1
percent, the 67.6 thousand unemployed aged 15 to 24 still make up nearly
one fifth of all unemployed.

The number of unemployed with only primary education fell by 22.8 thou-
sand, the number of persons with a secondary level final exam certificate

— counting as unskilled in the labour market — by 7 thousand, that of persons
having vocational education or apprentice training by 41.2 thousand and that
of people with special vocational education by 20.2 thousand. There were 6.7
thousand fewer unemployed with higher education than a year carlier, who in
2014 made up the smallest, 35.4 thousand strong, group of unemployed. The
improving employment situation benefitted those with vocational secondary
education (both special and regular) the most, the majority of whom seem to
have found a job in the private sector.

The expansion of the public works programme in 2014 primarily mitigat-
ed unemployment in the unskilled. While the unemployment rate in county
Gy6r-Moson-Sopron was down at, and in county Vas near, 3 percent, which
counts as full employment, in counties Hajdu-Bihar and Szabolcs-Szatmar-
Bereg it was 13 percent or a little higher. Regional differences in the unem-
ployment rate somewhat grew once again in 2014 because public works pro-
grammes played a smaller role in removing differences, and the larger part of
the growth in employment took place in the private sector and was concentrat-
ed in the more developed industrial regions of the country. The relatively good
indices of the Western border area and hence of the West-Transdanubia region
are heavily connected to commuter job opportunities in Austria (Figure 7).

Figure 7: Regional unemployment rates in Hungary, 2006-2014
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The average unemployment time spell grew by 0.7 month, from 17.9 months
to 18.6 months in one year (Figure 8), with the Central Hungary region hav-
ing the longest period and the biggest increase. Due to their nature, public
works programmes eliminated some of the long term unemployment by re-
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ducing temporarily the average time requirement to find a job. However, this
effect ceased to work in 2014 as participants in public work programmes were
more or less the same persons. People spending a relatively short period as
unemployed appear to be more eligible for the new jobs available in the pri-
vate sector created recently in the growing economy because they still have
their full employability potential. At the same time, however, persons who
live in regions with scarce public works programme jobs (e.g. central region)
and who have low education and obsolete or non-existing work experience
making them largely unemployable in the private sector tend to get stuck in
unemployment.

Figure 8: The average unemployment spell (left axis) and the rate of long term (over
one year) unemployed in all unemployed (right axis), 2006-2014
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Public works programmes have a stronger and more direct impact on the num-
ber of registered job seckers than on the number of ILO unemployed. In May
2014, when there were 100 thousand fewer public works employees than in
the previous month, the number of registered unemployed grew by about the
same number. By July the number of public works employees was a steady 160
to 200 thousand while that of registered job seckers at around 400 thousand.
The share of first job seekers was 13 percent in 2014, which is higher, even if
not substantially, than in the previous year despite the fact that a significant
part of active tools designed to help the young to find work (for instance, the
First Job Guarantee program, the state’s taking over taxes and public dues
in the framework of the job protection action plan, subsidising workplace
scholarships from the central budget, a variety of start-up programs) were in
place. One explanation is that 20 thousand of the first job seckers had only
primary education (some even dropped out of primary school), with hardly
any chance of finding a job in the open labour market. To avoid long term
unemployment, they would need to be involved in personally-tailored train-
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ing programmes, however the current labour market policy seems to concen-
trate on public works programmes rather than training.

The impact of the reform of the system of unemployment provisions (cut-
ting back the job seeking benefit period to three months, limiting eligibility
for job seckingaid to persons having not more than five years to work before
retirement, linking income-tested benefits to participation in public works
programmes and in other active programs) peaked in 2014. On average, 59
thousand persons per month were given job secking provisions, of which near-
ly one third received the special pre-retirement allowance. As the job seek-
ing benefit period was typically already three months in 2013 because ear-
lier types of benefits were expiring, the number of recipients was essentially
stable. In 2014 nearly 30 percent fewer registered job seckers received regu-
lar social assistance than a year earlier in line with the government’s plans to
replace the small amount of aid with better paid public works jobs. On an
annual average 231 thousand of the registered job seckers were not given any
pecuniary provision and another 132 thousand received HUF 22,800 as an
employment substitution subsidy (Figure 9). (Recipients of this subsidy were
typically involved in public works programmes and hence earned higher in-
comes in a part of the year.)

Figure 9: The number of recipients of job seeking benefit, social provisions
and of job seekers not receiving any support, 2010-2014
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Source: National Employment Service/Ministry for National Economy.

In addition to the unemployed meeting formal criteria (such as ILO unem-
ployed or registered job secker), a considerable number are on the labour mar-
ket who could (would) become employed if certain conditions were in place.
The Eurostat definition of potential additional labour force is the ILO un-
employment definition supplemented by three further categories: underem-
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ployed, i.e. persons wishing to go over from part time jobs to full time employ-
ment, job seckers not immediately available for work and persons available
for work but not seeking it. In 2014 623.4 thousand persons met the defini-
tion of potential additional labour force, of which 96 thousand were under-
employed. The 539 thousand persons reporting themselves unemployed is
about the same magnitude as the number of unemployed within the poten-
tial additional labour force.

In addition to the 4 million 70 thousand employed and 3427 thousand un-
employed in the age group 15 to 64 regarded as active age, there are 2 million
175 thousand who are inactive for various reasons, 7.5 percent less than a year
carlier. In each inactive category a decreasing trend was recorded, however to
a different extent. In the retired, which is the largest group, this was caused
by the incremental increase of the retirement age while in pupils, in addition
to demographic changes, by the lowering of compulsory education as well as
by fewer of them going on to higher education than in earlier years; as for the
recipients of child care support, measures to encourage the return to the la-
bour market (child care benefit supplement) played a crucial role. Due to cut
backs on pecuniary unemployment support, the number of inactive on such
payments decreased dramatically, while the expansion of the public works
programmes and the recovery of the economy made it possible for a larger
number of so called other inactives to enter the labour market than before.

EARNINGS

Gross earnings in the private sector (and partly in the non-profit sector) are
shaped by the wage policies and business profits of economic organizations,
the only single central intervention being the setting of the minimum wage.
As for employees of budget institutions, however, labour policy makers have
a wider range of tools, which is reflected in the increase of earnings in these
two major arcas (public and private sectors) over the past few years.

While in the 2000s gross earnings in the private sector grew basically at
an even pace, with some setbacks in the crisis years from 2008 to 2010, the
raising of the mandatory minimum wage in 2012 well exceeding the wage
growth in the private sector failed to exercise any major impact on the sector
overall. At the same time, gross earnings in the public sector decreased be-
tween 2008 and 2010 (basically as a consequence of cancelling 13" month
salaries and later the earning supplement too, originally designed to replace
13™ month salaries); in the last four years, however, wage adjustments for
various groups of employees produced some increase in earnings yet nominal
gross earnings in 2014 were still lower than in 2008. Temporal comparison,
however, is distorted by the ever growing number of public works employees
in the public sector.
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Figure 10: Gross earnings and the minimum wage, 2006 = 100 percent
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While raising the minimum wage from HUF 78 thousand to HUF 93 thou-
sand in 2012 had hardly any effect on the rate of growth of earnings, two
consequences need be mentioned. The more important one is the “whitening”
of wages in areas of the economy where employers tended to report only the
minimum wage and paid employees the rest of their earnings in cash. This
was found by Reszer (2011) also in his analysis of the “twofold minimum wage
rule” introduced in 2006. Such divisions typically are retail trade, food ser-
vice activities, some of the business services and construction where raising
the minimum wage had a significant impact on the level of gross carnings
and hence on the rate of earnings increase. Earnings statistics in the private
sector cover only enterprises employing five or more, information on small-
er organizations are accidental. However, data suggest that earnings in the
latter are around the current minimum wage, i.e. the rate of growth of earn-
ings follows the changes in the minimum wage. (Nevertheless, the increase
in earnings shown in the statistics does not necessarily mean that employees
actually receive higher salaries; their payment can even decrease if earlier the
employer and the employee had split between themselves the amount they
had not paid in taxes and contributions for the unreported part of the wage.)

The other consequence of the relatively high minimum wage relative to av-
erage earnings is that it worsens the chances of unqualified labour to find a
job as their labour is too expensive for the value they produce (Kerzesi—Kollé,
2004). Consequently, in some respects, it was rightful and reasonable to set
the threshold for public works wages some 25 percent lower than the normal
minimum wage at the same time as the minimum wage was raised by nearly
20 percent in 2012.

The annual 3 to 5 percent of minimum wage increase over the last three
years was more or less in harmony with the rate of increase of gross earnings
in the private sector. The average gross earnings of minimum wage earners
(excluding employees in jobs requiring vocational qualifications whose so
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called guaranteed minimum wage threshold was HUF 118 thousand in 2014,
about 16 percent higher than the normal minimum wage) was 40 percent of
the average gross carnings in the private sector, and 58 percent of the average
carnings in manual jobs in 2014.

In the observed organizations of the private sector, the nominal value of
gross carnings grew considerably, though in a somewhat fluctuating fashion,
after the crisis: by 7.3 percent in 2012, 3.6 percent in 2013 and 4.3 percent
in 2014 compared to the previous year. The over 10 percent growth of the
non-regular part of earnings (bonuses, premia), making up about 8 percent
of earnings, made a large contribution to the increase of earnings in 2014.
On the whole, the larger part of non-regular earnings accrued to non-manu-
al employees; in terms of the individual amounts, differences in non-regular
carnings by national economy sections and divisions are several times as big
as in regular earnings (Figure 11). The average gross earnings of non-manual
employees in the private sector is currently 2.2 times as high as in manual
jobs, with the earning gap having somewhat narrowed over recent years. The
relative distribution of earnings by sections of the national economy is 0.2 in
non-manual jobs, which is smaller than the 0.3 percent in manual jobs which
means that non-manual earnings are more homogenous than manual earn-
ings — at least in the private sector.

Figure 11: Gross earnings in the major sections in the private sector, 2014
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In 2014 gross average earnings in the public sector were 17 percent lower than
in the private sector (earnings in the private sector were 5 percent if the basis
of comparison is average carnings excluding public works employees). While
the latter difference does not seem too high it is to be noted that the share of
non-manual employees in the public sector is much higher than in the private
sector. The difference between average earnings in manual and non-manual
jobs was 3 and over 30 percent, respectively, in 2014.

While no overall wage reform took place in the public sector after 2008,
corrections were introduced in the various occupational groups and classes
of the national economy. The most important measures were introduced in
2013, which had an impact on the earnings index through the basis in 2014
too. In 2013 wages were raised for those health care workers who were left out
of the previous round (involving about 90 thousand employees); more impor-
tant, however, was the wage adjustment in public education with salaries be-
ing raised in a differentiated way in September 2013 in conjunction with the
introduction of the teachers’ career model. In 2014 wages of employees in wel-
fare services were raised, and a minor raise was introduced in the armed forces.

Figure 12: Gross earnings in the public sector, 2010-2014
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While it is not part of gross earnings (they count as welfare costs), those em-
ployees in public institutions whose income would have decreased because
of the tax reform in 2011 are paid a so called ‘compensation’. The share of
recipients of compensation in the sector excluding public works employees
dropped from two thirds to under one third (around 210 thousand persons)
in 2014 as the increase in earnings counterbalanced (or surpassed for the
lucky ones) the negative impacts of the tax reform hitting low earning em-
ployees. The average amount of the compensation was HUF 9700 per month,
which, if counted as income, would have resulted in an approximate HUF
4000 higher average gross monthly income in the public sector excluding
public works employees.
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Income from work outside the regular wages (i.e. remuneration in direct
income or saving on cxpcnditurcs, such as cafeteria) was an average HUF 14
thousand per month in the private sector and HUF 12 thousand per month
in the public sector. In the latter, excluding public works employees, who do
not get this type of remuneration, the monthly remuneration was on average
alittle over HUF 15 thousand, or HUF 180 thousand a year, which is slightly
higher than that in the private sector.

In addition to the rate of increase of gross earnings, net earnings are shaped
by the current regulations of taxation and contribution payments, which have
greatly changed over the last three years. Contributions payable by the em-
ployer were raised by 0.5 percent in 2011 and by another 1 percent in 2012
to a total of 18.5 percent (of which 1.5 percent is solidarity contribution, 10
percent is pension contribution and 7 percent is health insurance fee). In
2013 rates of contributions did not change and the upper threshold of pen-
sion contribution was removed, which however, only applied to the highest
earners and only to an extent which was set off by new personal tax rules fa-
vouring them. With the phasing out of the super gross income, the person-
al income tax became a truly flat rate tax, increasing net earnings for those
making over HUF 200 thousand per month and proportionately with the
gross income. As in 2014, quite uniquely, neither the tax rate nor the rate of
contributions changed, gross and net incomes grew in the same way and, ow-
ing to the 0.2 percent decrease in consumer prices, real earnings grew more
than nominal wages.

While raising the rates of contributions has the same effect on net earnings
for all employees, making the personal income tax a flat rate in 2011 (although
the super gross earning still worked as a kind of second bracket at that time)
and phasing out the tax relief increased the net income only in the case of
gross incomes higher than an annual HUF 3 million. For lower earning em-
ployees raising children “the loss” was set off by the introduction of the tax
relief for dependents (7zble 1). From 2011, HUF 62,500/months/beneficiary
for one and two dependents and HUF 206,250/months/beneficiary for three
or more dependents can be deducted from the tax base. Couples could share
the benefit but not all families with many children could write off the full
amount from their tax base. For them 2014 brought a positive turn with the
write-off being made deductible from wage contributions. The micro simu-
lation model used by HCSO suggests that the benefit introduced in 2014 re-
sulted in an 11 percentage points higher net earnings increase for employees
with three or more children, making up 6 percent of all employees, than for
employees not entitled to the dependency benefit.
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Table 1: Net and real earnings calculated with the family tax relief
introduced in 2014

Neteaming'  Neteaming  Real eaning™ ghare of employees

Number of dependent children (HUF/person/ change compared to 2013 by number of
month) 01 to Q4 (percent) children (percent)

0 child 152,538 33 3.5 48.6

1 child 159,445 27 29 25.5

2 children 178,694 2.7 29 20.0

3 or more children 202,006 14.9 15.1 6.0

National economy total 162,485 3.8 4.0 100.0

" Net earning calculated including the family tax relief.
" Real earning calculated at the 99.8% consumer price index in 2014.
Source: Labour Market Trends, 2014 Q4, HCSO, March 2015.
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