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FOREWORD 

This is the second English issue of the scientific periodical of 
the Hungarian Statistical Office called the Hungarian Statistical 
Review. Our aim this time, however, is not to commemorate 
either the 130th anniversary of the estabishment of the Hungarian 
official statistical service or the 75th volume of the Review, but 
being respectful of tradition we hope to provide our professional 
readers worldwide with a further volume of our periodical. 

The essays in the present publication have been carefully cho-
sen and selected particularly for this issue instead of being simply 
chosen from the 76th volume. 

Reading through the contents, the reader can get a brief view 
of the results the Hungarian official statistics and statistical 
science have achieved recently in the various fields. 

The studies don’t only offer a wide spectrum of the latest is-
sues which engage the attention of the Hungarian statisticians, 
but they also reflect how sensitively and quickly statistics reacts 
to the main problems of the Hungarian transition economy and 
society. 

The studies can be technically divided into three main catego-
ries: statistical analyses, methodological studies and historical 
papers. As regards their contents, however, the reader is also 
exposed to the world of economic statistics, social statistics, 
methodological problems, and of general and public opinion 
polls. 

The editors hope to have achieved their aim and they trust  
this collection of studies represent worthily the present situation 
of the science of statistics in Hungary. 

president  
of the Hungarian Central Statistical Office 



METHODOLOGICAL STUDIES 

STATISTICAL  APPROACH 
TO  CORE  INFLATION 

GYÖRGY SZILÁGYI 

Inflation, inflationary pressure etc. has been a traditional subject of statistics and eco-
nomic analysis. It has received new dimensions in the last two decades when inflation of 
various sizes and length took place in different countries. Consequently anti-inflation 
policies have been carried out with different success. 

Along with these efforts, issues regarding the measure of inflation have come into fo-
cus. It has been felt that traditional instruments (basically price indices, in particular the 
consumer price index – CPI) are not satisfactory to express the actual size of inflation. 
The reason of dissatisfaction can be divided into two types:  

a) shortcomings of the traditional price indices in measuring actual price changes;  
b) ‘Noises’ in actual price changes (i.e. even the ‘best’ indices) that prevent the quantification of inflation.  

It should be stressed that the first issue – shortcomings, as poor samples, formula 
bias, insufficient treatment of quality and new goods, substitution bias in terms of com-
modities as well as outlets etc.1 – are not considered in this paper. In other words, it is as-
sumed that the respective price index is reliable enough in quantifying price development 
e.g. consumer price index is an accurate measure of the change of the purchasing power 
of households’ income etc. The only concern of our consideration is to what extent these 
– otherwise ‘good’ – price indices are suitable to quantify inflation. So we are focusing 
on the second issue: the identification of actual inflation within the usual price indices. 

Out of the set of various price indices the consumer price index is the sole subject of 
investigation in this article. The reason of this choice is that CPI is generally used as the 
indicator of inflation. However this compliance with the general practice doesn’t mean 
the authors’ agreement with this role of CPI. Other indices – e.g. the implicit price defla-
tor of Gross output or GDP – might be more appropriate for the overall price develop-
ment. 

In this respect it is interesting to refer to the Regulation of the European Union on 
harmonized index of consumer prices: ‘It is recognized that inflation is a phenomenon 
manifesting itself in all forms of market transactions including capital purchases, gov-
 

1 Chechetti, St. G.: Measuring short-run inflation for central bankers. Working Paper 5786. National Bureau of Economic 
Research. Cambridge. MA. 1996. 26 p.; Zsoldos, I.: Kimagvazott infláció. The core of inflation. Figyelõ. 26 February 1998. 
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ernment purchases, payments to labour as well as purchases by consumers’.2 Others at-
tribute some deficiency of the CPI to ‘error caused by applying the CPI to a problem it 
was never intended to address’.3 

Nevertheless, the measure of inflation is going to be discussed in terms of consumer 
price index. 

THE CONCEPT OF CORE INFLATION 

Core inflation or underlying inflation (these terms are used as synonyms) has been 
the concern of growing number of economists, in particular of those involved in the fi-
nancial and the business sector. For the time being, no unambiguous concept or defini-
tion exists for this term. Roughly speaking, core inflation is a subset of price movements 
in a given period. This subset is intended to express constant tendency of price develop-
ment. It is excluding volatile price changes of individual commodities or groups of com-
modities. Those volatile elements are considered as noise, due to change in costs, pro-
ductivity of and demand to particular goods and services. Other sources of noise include 
seasonal patterns, exchange rate changes, modifications in indirect taxes, asynchronous 
price adjustments, etc.4 

A considerable amount of attempts has been made to meet this objective. Some of 
them try to clean CPI from the price changes of one or several of the following commod-
ity groups, considered as especially ‘noisy’5: food, seasonal items, administrative prices, 
services. 

Another approach6 consists of ‘excluding taxes in order to reflect changes in the price 
level due to production costs, including import prices and profit margins’ 

Other type of attempt in estimating core inflation7 applies one or several of the fol-
lowing devices 

– seasonal adjustment 
– smoothing procedures, as moving average 
– weighed median of the individual price relatives 
– trimming a given percentage of the highest and lowest price relatives. 

A STATISTICAL MODEL  
FOR MONITORING CORE INFLATION 

A decomposition model is put forward below with the aim to separate the two com-
ponents outlined above within the price indices. I developed the idea of such a decompo-
sition procedure in the late sixties, in order to analyse the development of the purchasing 
power of money.8  
 

2 Council Regulation (EC) No 2494/95 concerning harmonized indices of consumer prices. Official Journal of the Euro-
pean Communities. No L 257/1.-4. p. 

3 See Note 1. 
4 See Note 1. 
5 Poole, W.: Where do we stand in the battle against inflation? Report to the Shadow Open Market Committee. 8-9 March. 

1992. and Zsoldos, I. m.a. 
6 Lehtonen, M. – Hukkinen, J.: Different indices of consumer prices. Bank of Finland Bulletin. 1997. No 1. 9 p. 
7 See Note 1. 
8 Szilágyi Gy.: Árstatisztika a makroökonomiában. Akadémiai Kiadó. Budapest. 1970. 190 p. 
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The model is labelled as ‘statistical’, as it differs from the attempts outlined above in 
the 

– use of the total coverage of CPI (i.e. without the exclusion of certain groups of commodities), 
– use of purely statistical tools (basically standard deviation). 

As a starting point, and in general term, the CPI is conceived as a function (f) of two 
effects: CORE and NOISE 

CPI = f (CORE, NOISE)  /1/ 

To facilitate the interpretation it would be expedient if the interrelation takes the form 
of 

CORE + NOISE = 1                                                                        /2/ 

In an idealtypical case when each price changes to the same extent, this extent would 
equal the core inflation; so in /2/ CORE would equal 1 and NOISE=0. The standard de-
viation of the individual price relatives would be zero as well. Consequently, the larger  
the standard deviation of the individual price relatives (or price indices of commodity 
groups) is, the larger may be the share of noise in the price rise. 

In such a way /2/ can be satisfied with the help of the standard deviation (S) by the 
following ratio: 

S
S(CPI2 + 2 1 2) /                                                                          /3/ 

and 

CORE = 1 – NOISE                                                                    /4/ 

(Note that the denominator of /3/ equals the quadratic mean of the individual (group) 
price indices Q(CPI)). 

/3/ has some favourable properties: 

– monotonous increase along with the increase of standard deviation, 
– zero and 1 as lower and upper limit, respectively. 

With the help of CORE and NOISE shares, the overall CPI can be decomposed into a 
partial price index, limited to the underlying inflation P(CORE), and a price index due to 
the noise effect P(NOISE): 

P(CORE) = (CPI -1) CORE + 1                                                             /5/ 
P(NOISE) = (CPI -1) NOISE + 1 

consequently 

         CPI = P(CORE) + P(NOISE) -1 

The economic interpretation of this decomposition can be manifold. E.g.one may say 
that the overall CPI quantifies the change of the purchasing power of the household in-
comes, P(CORE) shows the change of the purchasing power of money. 
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NUMERICAL ILLUSTRATIONS 

Two kinds of numerical illustration are put forward in the following. First, a number 
of theoretical (sometimes extreme) examples enlighten the behaviour of the model, then 
the procedure is being illustrated with the help of actual data.  

Theoretical cases 

Table 1 presents three ‘model cases’. For the sake of simplification, the consumer 
price index is limited to three items (A, B, C) and the weighing pattern is the same in all 
cases.  

Table 1 

Three ‘model cases’ 

Commodity Weights Price indices 
groups  Case 1 Case 2 Case 3 

A 50 120 168 160 
B 40 120 120 70 
C 10 120 120 120 

CPI total 100 120 144 120 

Case 1 is the extreme situation, referred to above, in which all prices rise to the same 
extent (20 per cent); consequently, the CPI amounts 120, the standard deviation equals 
zero, as well as the NOISE effect. The core inflation is the same as the CPI total. 

Case 2 differs from case 1 on account of item A. The higher price rise (68 per cent 
vis-à-vis 20 per cent produces a higher overall CPI (144 per cent) and a slight noise ef-
fect:. 16.4 per cent of the price movement is due to this noise. So the core inflation 
(136.8 per cent) lies slightly below the CPI. 

The overall price index in Case 3 is the same as in the initial example (120 per cent), 
but the behaviour of the individual items significantly differs from each other. It means 
that the noise effect is high: one third of the total price movement. Consequently the un-
derlying inflation (113.3) is only partially responsible for the overall price raise. 

The results of these calculations are summarised in Table 2. 

Table 2 

Analysis of the ‘model cases’  

Inflation indicators Case 1 Case 2 Case 3 

CPI 120 144 120 
Standard deviation 0 24 42.4 
NOISE 0 0.164 0.333 
CORE 1 0.836 0.667 
P (NOISE) 100 107.2 106.7 
Core inflation; P (CORE) 120 136.8 113.3 
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Actual figures 

Table 3 displays the Hungarian consumer price index, in CORE–NOISE breakdown 
for two consecutive years, 1994 and 1995. Consumer prices rose at a considerably higher 
rate – almost 10 percentage points – in the second period than one year earlier. 

Table 3 

Consumer price indices in Hungary 

Inflation indicators 1994/1993 1995/1994 

Consumer price index 118.8 128.2 
NOISE 0.087 0.107 
CORE 0.913 0.893 
P (NOISE) 101.6 103.1 
Core inflation; P (CORE) 117.2 125.1 

In addition to the higher speed of rising prices, 1995 was ‘noisier’ than 1994. There-
fore the share of noise was by 2 percentage points higher. The core inflation amounted 
125 per cent, so it differed by 8 percentage points from that of previous year, contrary to 
the 10 points of the CPI. 

THE EFFECT OF DISAGGREGATION 

As any statistical procedures, the method presented so far is not exempt from draw-
backs. It can be labelled as ‘disaggregation-sensitivity’. As the magnitude of the standard 
deviation is subject to the degree of disaggregation, so are our NOISE and CORE meas-
ures. Generally, more detailed basic data result in higher noise.  

Table 4 illustrates this effect, by comparing the analysis of the 1995/94 CPI in two 
different breakdowns: 160 basic headings (as the data in Table 3), and a more aggregate 
grouping by 24 items. 

Table 4 

The disaggregation effect 
(Hungary 1995/1994) 

Inflation indicators Breakdown of 160 Breakdown of 24 

CPI 128.2 128.2 
NOISE 0.107 0.069 
CORE 0.893 0.931 
P (NOISE) 103.1 102.0 
Core inflation; P (CORE) 125.1 126.2 

The aggregate figures show a lower noise and a higher core. In our example the dif-
ference amounts 1 percentage point. There is little doubt about the detailed data to be 
more reliable. 
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In some cases, however, limited availability permits no choice between sets of data of 
different aggregation schemes. In such instances we have to ‘work with what we have’, 
but care has to be taken on the uniformity of the classification. Comparison has to be 
made in uniform breakdown. E.g. when comparing Hungarian and German inflation, ba-
sic headings can not be compared because of different classifications in the two coun-
tries. However, the aggregation of 24 proved to be comparable. This comparison is car-
ried our in Table 5, for a span of three years: 1992–1995. 

Table 5 

Comparison of CPI in Hungary and Germany, 1995/1992 

Inflation indicators Hungary Germany 

CPI 186.6 108.1 
NOISE 0.130 0.052 
CORE 0.870 0.948 
P (NOISE) 111.2 100.4 
Core inflation; P (CORE) 175.4 107.7 

This table compares a relatively high and a very low inflation (annual rate 23.1 and 
2.6 per cent, respectively). However, beyond this obvious statement there are striking 
differences between the natures of the developments. The German inflation was almost 
‘noiseless’. Therefore the core inflation and CPI were almost the same. Price behaviour 
in Hungary was different, the share of noise being 13 per cent. So the core inflation was 
by 11 percentage points lower than the price rise measured by the CPI. 



 

THE ROLE OF THE SATELLITE ACCOUNTS 
IN THE SNA 
VERA NYITRAI 

During the last decades several special UN, EUROSTAT, OECD meetings dealt with 
the problems of satellite accounts. In the Hungarian statistical publications dr. György 
Szilágyi1 made known the concept as well as the history of these kinds of balances, in the 
latter article he outlined some practical characteristics of the R+D satellite account. 

In this paper I try to deal with several advantages of the satellite balances, underlining 
those aspects that meet with general consensus at the international discussions, with their 
possible role in the Hungarian SNA in the future and to illustrate these by presenting two 
kinds of the satellites namely the environmental as well as the household accounting. 

Consensus on the use of satellite accounts 

When the actual form of the SNA was approved by the Statistical Commission of the 
UN in 1993 it became clear that the SNA must be a closed system containing the most 
important kinds of activities, but not all of them. There are several activities in the na-
tional economies with growing importance which cannot be part of the System of Na-
tional Accounts, among others some of the unpaid production. So these fall outside the 
conventional accounts. But this fact does not mean that they have to be excluded from 
traditional accounts. 

The statistically best developed countries were looking for the way to join the statisti-
cal data and information of these activities to the SNA and the best solution of these 
processes seemed to be such kind of accounts which would complement the traditional 
economic accounts by using disaggregated data of physical as well as of monetary ac-
counting. 

The pioneers of these topics had to answer  (among others) the following questions. 

– What is the goal of a satellite account: analysing the special  activities in the framework of SNA or to de-
scribe the actual role, the development of this activity by using physical accounts together with monetary indi-
cators in balance sheet forms? 

– What is the main concern with inputs from the examined activity to the national economy or with outputs 
from the economy to the analysed activity? Different kinds of approaches were used by several experts starting 
either from the supply or from the demand side. 
 

1 See dr. Szilágyi, Gy.: Statisztikai integráció részmérlegekkel. Statisztikai Szemle. 1987. No. 8. 766–778. p. 
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– How can the physical accounting be balanced with the monetary accounts? It is quite clear that from the 
point of view of the SNA monetary indicators (balance sheets) have determining roles. Recognising the need of 
different users, however, physical accounts have to be the starting point for getting acquainted with the actual 
situation and these balances can cover most of the natural assets. 

– Are there any preferences among the possible topics of satellite accounts listed in the last publication of 
the SNA? If these could be found, are they internationally the same or not? 

In answering such and other questions, it is rare to find general consensus. The na-
tional practice of different statistical offices as well as international organisations (World 
Bank, IARIW, OECD, etc.) indicated that it is quite general to elaborate independent ac-
counts for several topics in connection with the standard national accounts of the inter-
ested country. This is the aspect of the Netherlands, USA and the UK as well. The inter-
national organisations tried to involve developing countries in solving such kinds of 
problems (see: IARIW meeting in Tokyo. 1996, dealing with environmental accounting) 
but nowadays using satellite accounting remained the problem of statistically more de-
veloped countries. Therefore one of the most successful forum dealing with special as-
pects of satellite accounts in the framework of SNA is the London group, established in 
1994. This group meetings were examining aspects of these kinds of accounting systems, 
analysing how far a common  approach could be identified and agreed, and where there 
are still significant differences in the point of view of country-experts. The June 3-6 1997 
meeting in Paris and the Ottawa meeting prepared several recommendations for identify-
ing the problems and some of their details for elaborating a synthesis of comments. 

The result of these special meetings is that it is time to enlarge the scope of elabora-
tors and users of satellite accounts especially in those countries where the SNA system is 
practically well-known and used for analyses. 

The possible role of satellite accounting in the Hungarian SNA 

Having in mind the development of the SNA in Hungary during the last five-six 
years, it can be stated that the integrating role of the SNA in the Hungarian economic sta-
tistics has reached a relatively high level. This means that the GDP has been calculated 
on branch basis since 1998 with the collaboration of the interested departments of the 
Hungarian CSO. This new calculation has a significant consequence, namely the depart-
ments measuring the contributions of their branches (agriculture, industry, services etc.) 
to the GDP are charged not only of the results of the calculations but also of analysing 
the structure of the produced GDP by subsectors, examining the productivity and its 
changes based on the GDP/persons employed, etc. These analyses could draw the atten-
tion of the interested departments (and other users of these kinds of information) to the 
lack of more detailed data of several transactions. 

As to my opinion: branch-departments, which are accustomed to use physical and 
monetary indicators of the branches belonging to the scope of their departments, could 
recognise the significance of the use of SNA data by presenting the role of the individual 
branches in the value added in respect of the whole economy and by measuring the rela-
tionship of several industries with other ones within the production boundary. 

The widening tasks of the individual departments can make them more interested in 
compiling special satellite accounts in close connection to the national accounting sys-
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tem. A good example can be the construction of tourism accounts namely in Hungary, 
tourism plays a significant role in the balance of payment. 

Under the heading of tourism several traditional indicators are collected, for example: 
number of tourists, international tourist arrivals detailed by countries, expenditures of in-
ternational arrival per day and by purposes of travel, number of persons arriving on 
package tours, length of stay of foreign tourists and its details by kinds of accomodation, 
data of Hungarians travelling abroad. As it can be seen, these indicators are measured 
partly in physical units, partly in value (HUF or USD). These indicators do not contain 
the transaction processes which affect the production or the consumption sides of the ac-
counting system. For this aim several complementary information sources are needed, 
with a few estimations among them as well. This can be a typical example for internal 
satellite account, which is used to reorganise production, transaction and consumption 
which take place within the presently compiled SNA accounts, aiming at the more en-
lightening ones of the important parts of the whole system. This is only one example, but 
others could also be mentioned. These internal satellite accounts have a common feature, 
all of them can be accounted in monetary terms and most of them have several comple-
mentary indicator series in physical units. 

These internal satellite accounts can enlarge the scope and topics of economic analy-
sis backed by balance sheets. 

There is another group of satellites: the external satellite accounts which provide 
freedom to use non-monetary units when compiling them. The advantage of these satel-
lites is the possibility to account non-market transactions as well and to combine their 
analysis with the traditional elements of the SNA. Without overestimating the results 
gained by the Hungarian SNA experts until now it can be stated that time has arrived to 
start colouring the picture provided by traditional accounting and the construction of a 
few kinds of satellite accounts (internal and/or external) could well serve this goal. In the 
following part of this article I would like to present two examples. 

Environmental Satellite Account 

As it is well-known measuring the present status of the environment belongs to the 
subjects stressed by the EUROSTAT and has a great interest among the Hungarian users 
as well. 

Having many physical indicators describing this status is only one side of an ideal so-
lution. (For this aim a large and rich volume has been published recently by the Hungar-
ian CSO.) There appeared another need at the national and the international level to 
compile an integrated accounting system. In 1993, when the present form of the SNA 
was approved, an interim handbook was published by the United Nation Social Devel-
opment (UNSD) bearing the title of: Integrated Environmental and Economic Account-
ing. It is called ‘interim’ because this is not a universally agreed approach to environ-
mental accounting but it has provided the possibility for discussing the experiments of 
countries till 1992–1993, the different kinds of recommendations and the problems ap-
pearing during the progress of this work. 

The first problem is to distinguish two aspects: those concerned with environmental 
goods and those with environmental services. 
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Environmental goods are products for example natural forests, wildlife, sub-soil de-
posits etc. They are subjects of economic activities and these processes can be evaluated 
in monetary form as well. It has to be underlined that from the point of view of the ac-
counting the stocks of such goods must be measured. This means that it is not too com-
plicated to establish several balance sheets based on the annual transactions of these 
goods. 

More problematical is the measurement of environmental services, which cover sev-
eral functions provided for example by air and water, as environmental sinks for residual 
and waste. It also has to be mentioned, that for the most part there is no monetary conse-
quence of the use of the so-called sinks. Only an indirect measurement can be imagined 
of the use of water or air by approaching from the side of natural regeneration and their 
cost. For the statisticians elaborating balance sheets based on monetary transactions of 
environmental services, it seems to be pure estimation with the danger that estimations 
made by environmentalists could be subjective and far from statistical reality. So the first 
step has to be to concentrate on balance sheets of environmental goods which is the trend 
in the most developed OECD countries. 

The approach recommended by the UNSD aims to concentrate on an environmentally 
adjusted GDP (named EDP). 

This can be adjusted for both depletion and degradation in a purely accounting (there-
fore statistically correct) framework. 

There exists another approach as well used by the Netherlands, the so-called 
NAMEA system, which is a modelling system containing several measured and other es-
timated indicators. 

The London group tried to find a common approach based on both of these systems 
but no kind of analysable practice could be found up to now. From the theoretical back-
ground the following has to be stated. 

– An environmental and economic accounting can be based on a matrix, in which the 
horizontal table of supply and use of products is overlaid by vertical balance sheets. The 
intersection can show which assets are used in which kind of production processes. 

– The scope of the environmental accounts is different in the two solutions mentioned 
above. According to the UNSD recommendations, there is no income in the environ-
mental accounts, while the Netherlands’ system includes all the SNA flow accounts. As 
to my opinion, to be consequent to the SNA means environment zero output and negative 
value added. 

– An important problem to be solved is: how can internal environmental protection be 
separated into a part responding to the own activity and the same part relating to reper-
cussions. Some estimations are needed for making that distinction. 

– The question of an ‘integrated system’ arises also in practice. According to the 
opinion of some experts this means that relatively complete physical asset accounts need 
to be combined with similar monetary data-system. In practice separate rows and col-
umns are needed for articulating monetary as well as physical indicators of the different 
kinds of environmental phenomena and flows. A good example is the structure of mate-
rial energy balance combined with the natural resource accounts, containing data on the 
opening and closing stocks and the flows during a concrete period (a year or so). But this 
is a relatively simple example, for several other environmental goods (solid, liquid, gase-
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ous residuals) and their type, it is not possible to compile such a parallel matrix in physi-
cal and in monetary units. I have mentioned this example for illustrating the problem of 
integrated system and the fact that no kind of internationally recommended solution has 
been found up to now. 

One of the most important indicators is the value of environmental costs. The UN 
recommendation divided costs into two categories: 

– costs caused: ‘costs associated with economic units actually or potentionally causing environmental dete-
rioration by their own activities’, and 

– costs borne: ‘environmental costs borne by economic units independent of whether they have actually or 
might potentially cause environmental deterioration’. 

The grounds of such categories are hardly disputable, but their use in the SNA prac-
tice could generate more problems. A suitable approach could be the use of imputed (and 
not objectively measured) costs for describing costs born by productive industries as well 
as cost caused by different industrial or household units. 

The actual situation of the environmental accounting presented at the twenty-ninth 
session of the UN Statistical Commission (10-14 February, 1997) is the following: 

– there are different kinds of methodological works carried out by the UN Statistics Division, published in 
the form of a handbook of national accounting on integrated environmental and economic accounting. Special 
agencies as the FAO, WHO, UNEP, World Bank, EUROSTAT have been active not only in elaborating meth-
odology but also in some areas of technical co-operations; 

– however, in this field, there can be no consensus found on a range of concepts and valuation of data; 
– the paper presented to the UN Statistical Commission stated also that there is a duplication in the area of 

technical co-operation which is unavoidable for the time being.  

By describing the present situation it has to be stated that at international level the 
work on environmental satellite accounting is still at an early stage, several industrialized 
and statistically developed countries collected experiences, so there is no need to wait for 
a clear international recommendation. The handbook elaborated by the UNSD gives a 
good basis, and – as usual in the Hungarian statistical practice – our own statistical ex-
periments can help in finding a relatively simple, perhaps not final approach for compil-
ing environmental satellite accounting system connecting with our SNA system. 

Household Satellite Account 

Another typical example for the need of a satellite account is the household statistics 
which belongs both to the economic and to the social statistics. The household is namely 
a unit of production and unit of consumption as well. As it is well known SNA 1993 
does not include unpaid services in the sector of households, but this form of SNA con-
tains a recommendation: to use a household satellite account. It has to be mentioned that 
several productions within the household are included in the traditional SNA, for exam-
ple production of agricultural goods, which has a significant ratio in the Hungarian 
households production, some kinds of housing repair, theoretically the services of owner 
occupied housing, but these cannot easily be measured. Most parts of the household ser-
vices are excluded from the SNA, especially the unpaid services.  
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In the SNA manual, the following text can be found: 

a) ‘The own-account production of services within households is a self-contained activity with limited re-
percussions on the rest of the economy...’ 

b) ‘As the vast majority of household domestic and personal services are not produced for the market, there 
are typically no suitable market prices that can be used to value such services...’ 

c) ‘Imputed values have a different economic significance from monetary values. The imputed incomes 
generated by the imputed production would be difficult to tax in practice...’ 

Some other arguments advanced against measuring and valuing unpaid work of 
household could be continued, but several arguments could be listed in favour of taking 
into consideration those kinds of work if not inside of the SNA, then in a satellite ac-
counting. 

One of the significant reasons is that welfare measurement is not possible without 
drawing our attention to the unpaid work realized by household members. This is only 
one side of the problem. Another aspect is that in Hungary we have to concentrate on as-
sessing most kinds of productive resources of the economy and work performed by 
households belong to these. Taking into account the household-production means that we 
have to take into consideration their consumption as well. 

As to my opinion we have to learn from the experiences of developed countries in 
this field as well and the best example is given by the Office for National Statistics of the 
United Kingdom. Several interesting articles describe the UK practice. From these it has 
become clear that in the process of compiling satellite accounts for the household sector, 
the following steps are needed. 

1. Finding a suitable definition for the household production. This is not easy, because different definitions 
are used in different national practices, having in mind that household production in the formal economy are as 
often substitutes as complements. It depends on the domestic situation of the country and it is not the same in 
the country at different times. For example at that time when unemployment is relatively high, more kinds of 
household activities substitute the production in the formal economy. When the welfare situation has become 
better, several kinds of household activities go to the formal economy (for example: some car-repairs, launder-
ing, gardening etc.). 

2. To find the best solution of measuring distribution intermediate and final consumption of the household 
section. (Intermediate unpaid part of household work is for example driving to and from workplace.) For the 
aim of measuring the activities, the balance of time statistics could help but from these sources only hours spent 
on different kinds of household work can be acquired. The next step has to estimate the value of the time used. 

3. To decide the use of an input or an output approach when compiling the household satellite account or to 
use both of them. Input accounts can be based on time used for different kinds of work. Output account means 
estimations of the value of unpaid domestic production. 

4. To compare the results of the pilot household satellite accounts with other statistical information and to 
analyse the figures. 

From this very crude outline, mainly the difficulties of the compilation of household 
satellite accounting could be derived. It has to be added, however, that this satellite can 
serve more aims; therefore this has to be an integrated part of the widely defined up-to-
date SNA’s scope. 



ADAPTATION OF EU-HARMONIZED ACTIVITY 
AND PRODUCT CLASSIFICATIONS IN HUNGARY 

STEFÁNIA TÛÛ 

The creation of an internationally harmonized system of activity and product classifi-
cations can be considered as one of the most outstanding statistical achievements of the 
last two decades. In close connection with the interrelated world-level economic classifi-
cations (ISIC Rev.3., Central  Product Classification – CPC; Harmonized Commodity 
and Coding System – HS) an adequate family of the more detailed European activity and 
product classifications (NACE Rev. 1., Classification of Products by Activity – CPA; 
PRODCOM; Combined Nomenclature – CN) has also been developed, according to the 
prevailing needs of the European Communities. 

In Hungary, the rapid pace of transition from a centrally planned to a market econ-
omy required close monitoring of the structural changes of economy in comparable terms 
with the European economic classifications. Therefore the medium-term development 
programme of Hungarian statistics gave high priority to adapting step by step these in-
ternationally harmonized classifications. 

This article provides an overview on the main phases of the process of implementa-
tion and identifies some important differences between the former and the new situation, 
first of all in the field of activity classifications. Last but not least, I should like to draw 
attention to some experiences arising from the use of rather detailed economic classifica-
tions in such a relatively small country as Hungary. 

Main phases of the implementation of the harmonized, new international economic 
classifications. 

1. On 1st January 1991, the Harmonized Commodity and Coding System was intro-
duced into Hungarian foreign trade statistics. (In order to save comparability with previ-
ous time series and production data, over some years HS was used parallel with the for-
mer Hungarian Product Nomenclature for External Trade). 

2. On  1st January 1992, the revised Hungarian Standard Classification of all Eco-
nomic Activities (Hungarian abbreviation: TEÁOR) was put into force, not only in statis-
tics but for administrative purposes, too. This new version was fully adjusted to the first 
two levels of ISIC Rev. 3. and NACE Rev. 1. Efforts were made to adapt the interna-
tional standards at more detailed levels, too, but this target could only be partly aimed at, 
due to the fact that the division of labour in Hungary (being still in an early phase of 
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transition) differed substantially from conditions in market-oriented economies. As a 
consequence, the number of three- (183) and four-digit level items (366) in the Hungar-
ian activity classification did not achieve that of the NACE Rev. 1. (222 and 5l3, respec-
tively). The implementation of the entire NACE Rev. 1. was scheduled for the second 
half of 1990s. 

3. On 1st January 1992, the revised Classification of Services – CS (Hungarian ab-
breviation: SZJ) was also introduced. The structure of the CS has been harmonized with 
the new Hungarian activity classification. At the time of its elaboration, CS consisted of 
69 divisions, 219 groups, 487 classes and 629 subclasses. It was decided that further 
harmonization with CPA would be realised only after the adaptation of NACE Rev. 1. 

4. The complete revision of the former Hungarian classification of transportable 
goods (produced by agriculture, hunting, forestry, fishing, mining and quarrying, manu-
facturing, electricity, gas and water supply and products of computer related activities) 
was finished in the second quarter of 1995. The result of this revision, i.e. the new Do-
mestic Product Classification – DPC (Hungarian abbreviation: BTO) has used the sub-
categories of the CPA as starting points for its detailed breakdowns, and has been fully 
harmonized with CPA, PRODCOM and Combined Nomenclature, respectively. 

Regular data collection based on DPC started on 1st January 1996. The Hungarian 
DPC is able to satisfy all demands raised by adequate EU classifications, in particular by 
PRODCOM. Industrial products or groups of products in DPC are directly comparable 
with PRODCOM headings (based on 1:1 or n:1 relationship). In the case of conflicts be-
tween continuity of the domestic time series and international demand, priority was given 
to the latter.  

5. On 1st January 1996, the new Nomenclature of Hungarian Customs Tariff, namely 
the adaptation of the Combined Nomenclature came into force for the purposes of cus-
toms declarations and that of foreign trade statistics, too. For the time being the Hungar-
ian combined nomenclature also includes additional sub-items (marked with the 9.-10. 
digits of the code-numbers) for special national purposes in connection with commodi-
ties of great importance from the point of view of import or export transactions. 

6. Since 1st January 1998, the final version of Hungarian activity classification, i.e. 
the result of full adaptation of NACE Rev. 1., has been valid. Although the elaboration of 
the final version required very thorough scrutiny of the detailed structure and explana-
tory notes of NACE Rev.1., (published in the meantime), it ment mostly ‘fine tuning’ 
compared to the great changeover in 1992. The latest development in Hungary related 
first of all to the service sectors in order to follow the rapid and wide-spread growth for 
example in the field of telecommunications, computer related activities, financial inter-
mediation, pension funding, real estate or other business activities. 

However, it has to be underlined that the implementation of the rather detailed struc-
ture of NACE Rev. 1. could be settled in many cases only by changing the concept of the 
statistical (reporting) unit. As far as the former statistical practice in Hungary was con-
cerned, the enterprise was taken into account as general statistical unit. Under the new 
circumstances, in many classes of activities, the local unit or rather the Local Kind-of-
Activity Unit (LKAU) has to be classified as statistical unit in order to get homogeneous 
production and related data. Selection of these appropriate statistical units claimed wide 
range of preparatory work (including direct negotiations with enterprises in question) 
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about their possibilities and willingness to calculate gross value added at factor cost in 
order to determine the classification of the local unit – or LKAU – in accordance with its 
principal activity. The determination of the principal activity was based in some sectors 
(for example in agriculture, wholesale or retail trade etc.) on a full-scale census of busi-
nesses. 

7. The revision of the Classification of Services (which has been valid since 1992) is 
also in progress. The newest revised version of CS has been directly derived from the 
present (NACE Rev.1.-conform) structure of the Hungarian activity classification. Thus 
the first four digits of the code-numbers of both, just mentioned classifications are identi-
cal. A close, but not absolute, connection has been established between CS and CPA, 
too. It means, for example, that as long as the structure of repairs or other industrial ser-
vices (performed on a fee or contract basis) or that of educational services are more de-
tailed than in CPA, some services – being less developed in Hungary at present – are 
classified by CS in a more aggregated way than by CPA. 

8. From the Hungarian point of view, the last improtant step in  the adaptation proc-
ess of the actual, most important European activity and product classifications is the revi-
sion of the former Hungarian version of the Classification of types of Constructions (CC 
– Hungarian abbreviation: EJ). The revision of EJ is in progress. It is envisaged that the 
new version (fully harmonized with the CC of the EU ) will entry into force on 1st Janu-
ary 2000. 

Some significant differences between former and present activity classifications 

Transition countries adopting ISIC or NACE faced problems of two different sorts: 

1) problems of partly ideological origin (conceptional problems); 
2) predominantly practical problems. 

In the first place, this paper focuses on some conceptional (methodological) issues 
which claimed transition countries to accept new – or better to say: reconsidered – ideas. 

The first group of problems was connected with the fact that in accordance with the 
political system of centrally planned economy, the former range of branches of the econ-
omy had been divided in two parts: material sphere of production creating national in-
come (i.e. production of commodities and of the so-called material services) and non-
material sphere. (The activities in the latter sphere supposed to be of redistributive char-
acter, therefore in this sphere primary national income was not calculated.) 

ISIC and NACE do not differentiate between productive and non-productive (i.e. ma-
terial and non-material) spheres and thus the borderlines between primary, secondary or 
tercier sectors are drawn quite differently from the boundaries of the main economic 
branches drawn in the centrally planned economies of the former CMEA (Council of 
Mutual Economic Assistance) countries. For example, data related to Industry (i.e. to the 
01 branch of activity classification of CMEA) could not be obtained simply by summa-
rizing data related to C. Mining and quarrying, D. Manufacturing and E. Electricity, gas 
and water supply, due to the inadequate contents of the just mentioned activity catego-
ries. The situation was similar in many other cases: denominations might incidentally be 
the same (see Construction), but the scope of the covered activities differed considerably. 
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Repair and maintenance services rendered by industrial units for others can be men-
tioned as examples causing pretty large difficulties at the adaptation of the common basic 
structures of ISIC and NACE. 

In the former statistical practice of the transition countries, all kinds of repair and 
maintenance activities, performed as a service for others, were identified as industrial ac-
tivities, independently from the (possible consumptive) characteristics of the object to be 
repaired or maintained. However, both ISIC Rev.3. and NACE Rev.1. differentiate, in 
general between 

a) industrial types of repair and maintenance (belonging to the same class of manufacturing as the activity 
of units producing the machines, instruments or apparatus in question), 

b) repair and maintenance of motor vehicles and motorcycles, and repair of personal and household goods, 
respectively (classified in different classes of section G. Wholesale and retail trade), 

c) repair and maintenance of office, accounting and computing machinery (classified in class 7250 of sec-
tion K. Real estate, renting and business activities). 

The main reason of the aforesaid differentiation was that under the circumstances of 
market economy a significant rate (or possibly the whole amount) of repair and mainte-
nance services was carried out by the same unit which was engaged for example in the 
trade of motor vehicles or other personal or household goods in question. (In order to 
characterize the possibilities of different combinations of economic activities also in 
market economy, it can be mentioned that ISIC Rev.2. still classified, the repair of per-
sonal and household goods in major division 9. Community, social and personal ser-
vices.) From the point of view of Hungary, the intention to transfer these repair activities 
to section G. was contradicted by the fact that the repair and maintenance services in 
question were generally rendered by enterprises specialized directly for this perform-
ances, without any trade activities and they traditionally considered themselves industrial 
enterprises. Thus for us the problem became a characteristic case when priority was 
given definitely to international comparability instead of national tradition. 

Generally speaking we had to overcome the methodological difficulties originating 
from the fact that under the organizational circumstances of centrally planned economies, 
the usual combinations of activities carried out by enterprises, co-operatives, institutions, 
etc. differed to a great extent from the patterns in market economies. 

From the point of view of transition countries, among the common conceptional 
problems it could be mentioned that – compared to ISIC and NACE – their former activ-
ity classification differently identified architectural and engineering activities, foreign 
trade activities, research and experimental development, activities of publishing, lending 
activities, laundry service activities, etc. 

In some cases, the impact of the important structural changes between the former and 
present activity classifications was not directly perceptible due to equalization. For ex-
ample in 1992 – approaching to NACE, Rev.1. to an optimum extent – the number of 
statistical units belonging to Manufacturing has increased significantly by transferring 
‘Publishing of books, newspapers and periodicals etc.’ from earlier ‘853 Miscellaneous 
cultural services’ to the new division ‘22 Publishing, printing and reproduction of re-
corded media’. But the effect of decrease due to transferring enterprises and co-
operatives, performing repair and maintenance of motor vehicles, motorcycles and per-
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sonal and household goods from Industry to Trade or those of performing laundering and 
dry-cleaning from Industry to ‘93 Other service activities’, has significantly outstripped 
the above mentioned impact. 

It is worth mentioning that the former activity sphere of ‘Construction’ has been re-
stricted to a great extent by transferring activities of architectural design, organization of 
investment and maintenance etc. from ‘Construction’ to ‘74 Other business activities’ 
(more exactly to ‘742 Architectural and engineering activities and related technical con-
sultancy’). 

Furthermore, several minor modifications were made for example among the domains 
of agriculture or forestry and manufacturing, respectively, due to borderline changes 
among sections of activities. 

Some arguments for the sake of two-phased approaching to NACE; methods of reclassi-
fication of statistical units 

At the beginning of the 1990s it was a subject of wide-spread discussions, whether, 
for the moment, the full approach to NACE Rev.1. would be or not a realistic target for 
Hungary. I should like to recall a few special reasons which – in my opinion – properly 
influenced the decisions relating to the necessary and possibly degree of adaptation, 
mainly in the field of activity classifications. 

The most important counter-arguments of full-adaptation referred to the still over-
whelming majority of big, multi-activity enterprises and the lack of a broad stratum of 
small- and medium-sized businesses. In the end, the decision in 1991 related to the new 
Hungarian activity classification, took into account that statistical data would be signifi-
cantly distorted and misleading if enterprises and co-operatives carrying out a big 
amount of mixed secondary activities (which cannot be segregated into separate statisti-
cal units) would be classified according to an unduly detailed activity classification. Un-
der such circumstances a more cautious design seemed to be more advisable (at least as a 
temporary solution). Therefore the basic structure of NACE Rev.1. (referring to divi-
sions) was adopted in an unaltered form but in some well-founded cases the detailed 
categories (groups and classes, respectively) were created according to the actual divi-
sion of labour in Hungary. 

Regarding the full-adaptation of NACE Rev.1. in 1998, it can incidentally be men-
tioned, that in the meantime the aforesaid problem of big, multi-activity enterprises was 
mostly solved by the structural changes of the economy. But as far as the proper monitor-
ing and classifying of small- and medium-sized businesses are concerned, it has to be 
considered that in many cases not only the scope of their activities is unstable, but their 
individual existence is doubtful as well (although the whole stratum of small businesses 
showed rapid development in the recent few years). 

It is well-known that reclassifying the statistical units according to a new activity 
classification demands great efforts from every participant. Taking into account that the 
financial resources of the Hungarian Central Statistical Office have been diminished sig-
nificantly, the actual reclassification of statistical units had to be managed economically 
and at the same time without burdensome processes, as far as data suppliers were con-
cerned. 
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In 1991, in accordance with the significant modifications (generally enlargements) of 
the new activity classification, all in all more than 120 000 (reporting) statistical units 
(enterprises, co-operatives, limited liability companies, etc.) should have been reclassi-
fied, while the number of sole proprietors (including craftsmen, artisans, professionals, 
etc.) exceeded 800.000 units. Performing this task, various procedures were applied to 
the different groups of the statistical units. 

Reclassification of old economic units was managed by the Central Statistical Office 
automatically, if homogeneous character of the activity allowed to use correspondence 
tables or the necessary information could be provided from the annual surveys and/or 
from other data sources. In other cases enterprises were asked for additional information 
referring to the exact distribution of sales by industries in the previous year. New eco-
nomic units established in the second half of 1991 have instantly been classified in a par-
allel way, according to the 1991 and 1992 versions, simultaneously.  

 The close co-operation with the tax authorities proved to be a crucial question, be-
cause the huge majority of the units was not registered earlier for statistical purposes; for 
example, the reclassification of sole proprietors based on the Tax Office’s information 
system. It contained data about 338 professions, of which 324 professions could be clas-
sified unambiguously in the adequate classes of the new activity classification. 

The conceptual differences between the former and present product classifications 

Harmonization of product classifications has considerable traditions in Hungary. Dur-
ing the last three decades, Hungarian statistics has developed a well-proportioned prod-
uct classification which reflected every important technological phase of production 
processes. Beside unified product nomenclatures, the classification of buildings and con-
structions and that of services were elaborated and regularly used, not only for statistical 
but also for some administrative purposes. This expertize was likely appreciated interna-
tionally, too when from the CMEA countries (beside Czechoslovakia) the representative 
of Hungary had been invited to take part in the UNSO/SOEC Joint Working Group 
which delt, from 1977 to 1989, with the revision of ISIC Rev. 2. and the preparation of 
the Central Product Classification. 

The former Hungarian Nomenclatures of Industrial and Agricultural Products – 
which were valid from 1968 to 1995 – included all raw materials, semi-finished and fin-
ished products which originated both from domestic production and import. The basic 
principle of these classifications was unification based on industrial origin. Thus, in ac-
cordance  with  them, comprehensive product-balance reports could be accomplished 
covering all sectors of the economy, regarding production, domestic and foreign trade, 
transport, material and technical supply. Monitoring the detailed data of consumption 
and investments was also based on the unified content of the aforesaid product classifica-
tions. 

As far as the actual, internationally harmonized product classifications are concerned, 
their most important conceptual invention is to provide foreign trade classifications (i.e. 
Harmonised Commodity and Coding System and Combined Nomenclature, respectively) 
with an outstanding, basic position. Therefore the new systematical interrelation among 
the product classifications means that the elements of HS and CN have been used as 
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building blocks for CPC, CPA, PRODCOM and thus for the new Hungarian Domestic 
Product Classification, too. So, applying these harmonized product classifications for 
data inquiries, the diverse stages of commodity flows (import, export, domestic produc-
tion, intermediate and final use) can be represented in an interrelated statistical data sys-
tem and the results can provide a connected framework for international comparisons. 

In some exceptional cases there were slight differences between the basic structure of 
the former Hungarian industrial product nomenclature and that of the national activity 
classification. It happened, for example, when the activity classification delineated the 
domains according to the raw material used, while the product classification stressed on 
the first place the user-needs, i.e. the uses to which the goods were put. (For example 
furniture, sport goods, games and toys.) The new product classification establishes an 
unequivocal link with the appropriate class of the activity classification, because the first 
4-digits of both code-systems are adequate and furthermore the subcategories of the CPA 
were taken into account as starting points of the more detailed breakdowns. Thus the new 
product classification will conceptually be linked to the activity classification in accor-
dance with the industrial origin criteria. 

Some special features of the adaptation process 

In order to ensure comparability – as far as it was possible – between the categories 
of the former and present product classifications and to take into account the special 
needs of Hungarian enterprises, the Central Statistical Office requested proposals from 
representatives of the most important Trade Associations and from a few other experts. 
In connection with industrial product chapters about 40-45 entrusted people (including 
also a few experts of customs tariffs and product standards) co-operated with the HCSO 
in the preparatory phase. The experts often submitted proposals referring to further sub-
dividing of a PRODCOM heading in order to preserve some important features of the 
former product classification but in strict condition that all demands raised by 
PRODCOM had to be satisfied (according to 1:1 or n:1 relationships). Experts were 
obliged to give exact proposals regarding the individual DPC-items (including code-
numbers, names and measurement units) and further to elaborate two-directional conver-
sion-keys, between the former and the new (proposed) Hungarian product classifications, 
and between DPC–CN, respectively. 

Finally, the industrial part of the Domestic Product Classification covered about 11-
12 thousand items at the lowest level. The number of the similar agricultural items came 
close to 2 thousand. 

Elaboration of the Domestic Product Classification was considerably supported by 
the computer background of the Hungarian Central Statistical Office: first of all by 
checking the completeness of the draft and eliminating occasionally overlapping ele-
ments. 

Completeness of the product-range was controlled in two different ways, namely 
comparing every item of the draft: 

1. with international standards, 
2. with elements of the former Hungarian product classifications. 
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1. In case of comparing industrial items of the DPC with that of the PRODCOM, 
checking process was two-directional: a) whether each DPC-item can be coupled only 
with one PRODCOM-item: b) whether each PRODCOM-item was represented at least 
by one DPC-item. 

By comparing the list of DPC-items with that of CN-items, it could be controlled 
whether the whole adequate range of the CN-items was included in the draft of the DPC. 
(It has to be taken into account that regarding agricultural, sylvicultural or energy prod-
ucts this was the only way to control completeness of the draft making use of an interna-
tional standard.) 

2. Other important possibility for checking the completeness was given by comparing 
the list of DPC-items with the present Hungarian classifications of industrial, agricultural 
and sylvicultural products, respectively. 

It is worth mentioning that comparisons in question should be carried out on the pos-
sible lowest levels of the adequate classifications. 

Further important point was that at the same time the aforesaid control system also 
produced (and partly checked) the necessary conversion keys between the national and 
international product classifications or between the old and new Hungarian nomencla-
tures. 

A searching system, especially developed for supporting the elaboration of the DPC, 
rendered to display possible optional items and relations of the product classifications 
(stored in the ORACLE data base). Searching could be executed according to product 
code numbers or names or optional (textual) parts thereof. 

The Domestic Product Classification and the conversion keys (belonging to the low-
est level of items) were published not only in printed form but also on disquettes, in or-
der to make the transformation of business records by the enterprises easier and quicker. 
To comply with user’s need, a detailed alphabetical index was also published in 1997. 

The permanent maintenance of comparability with the relevant EU classifications be-
longs to the regular tasks. The yearly changes are published firstly in the Official Journal 
of the HCSO and on disquettes. Printed publication of the yearly modifications depends 
on the numbers of the items in question. 

The most effective forms of international assistance 

According to my experiences, the adaptation of international classifications belongs 
to the most labour-consuming tasks, especially nowadays when – instead of using con-
version keys for the elimination of differences – the accepted strategy is the direct ad-
justment of national practice to international demands. The significant achievements of 
Hungary in this field cannot be summarized without acknowledging the great help given 
to us by international institutions and fellow-workers, too. 

First of all, I should like to mention the three seminars organized by the European 
Commission for Europe dealing not only with general methodical problems but giving 
practical answers to the questions raised by the representatives of transition countries. 

Bilateral connections (consultations abroad and advisory visits of counterpart-experts 
from the Statistical Offices of Western countries) proved to be especially useful because 
they helped to a great extent the better understanding of special theoretical and practical 
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issues and besides provided more direct impressions about the statistical practice of the 
leading institutions. 

Some experiences for further consideration1 

– In small countries the problem of confidentiality may cause relatively major obsta-
cle. Data on industries with few (usually less than three) units or with the predominance 
of one or two big units cannot be published. In such a way, the advantage gained by 
more detailed activity or product breakdowns gets lost by the lack of published data. Be-
sides, with a high rate of non-specialized enterprises, a too detailed activity classification 
may have substantial drawbacks in terms of feasibility, costs and analysis. 

– In order to use local units or local-kind-of-activity units to a proper extent for clas-
sification purposes (instead of enterprises), bookkeeping practice had to be substantially 
developed because, for the time being, it cannot provide all necessary data for calculating 
value added at this level. 

– In data collection referring to industrial or some agricultural products classification, 
the principle of industrial origin can be enforced only to a limited extent, because many 
HS/CN headings (used as ‘building blocks’) compress several products originated from 
different activities (for example products of agriculture and food industry, etc.). In my 
opinion, elimination or at least moderation of these new problems in production statistics 
cannot be imagined without greater empathy in the development of more homogeneous 
HS/CN headings. 

 

 
1 The views expressed are those of the author and do not necessarily reflect the opinion of the Hungarian Central 

Statistical Office. 



 

THE PERCEPTION OF QUALITY SIGNS 
IN MACROECONOMIC PROCESSES 

FERENC KOZMA 

The economic history of humanity has been, the history of its chasing quantities. This 
is especially true for the last centuries of our history which were spent under the magic 
spell of modernization, industry and market. It is merely the honour I feel to homo sapi-
ens that prevents me from comparing ourselves to a host of locusts, to say nothing of the 
very great difference between people and locusts shown also in the fact that the latter 
ones devour the vegetation of their living-space with equal intensity, they know nothing 
about the terminologies of ‘the upper ten thousand (high society)’ or ‘the strata lagging 
behind’. But – perhaps – fortunately, we know them. If the whole population of the Earth 
ate the body of Mother Earth with as much intensity as dictated by the individual, busi-
ness and state demands just as the claims and possibilities of the upper ten thousand, 
there would already be nothing left of it. However, by the fact that we have made the 
differences in the disposition of production factors and goods extremely unequal (the 
specific GDP-differences which did not reach the decimal order in the XIXth century, 
now exceed even the centesimal as well), there have been planted on our planet interest 
and potential differences of the kind that makes the race for the quarries of the lacerated 
body of Mother Earth a constraint. If mankind continues to progress in this way it will 
lead to its impossibility of performance. Either the Earth will be used up from beneath us 
or we will tear each other to pieces in our fight for the last bites of the partly-destroyed 
nature.  

There would be a historic change, a 180-degree turn is needed: only by its accom-
plishment could the human race show that in relation to its adjustment to the imperatives 
of life it has arrived at the same level of development as, let us say, the rats have. If it 
fails to do so, it will not escape the fate of the dinosaurs.  

These menaces that would even make a good prophesy of Esaias of the Bible are 
rather strange in the usual style of a statistical journal, I admit. I do not intend to frighten 
and I do not either wish to incite to do ‘a mass penance’. I merely want to raise with all 
of its seriousness the problem choking all of us; that is we must always keep an eye in 
some ways on the processes taking place in the society in order to be able to understand 
them, to establish the means of the influence and corrections we need to carry out and to 
be able to put into action them reasonably if it becomes necessary. In the situation de-
scribed above with prophetic ardour, we would first of all need to be able to perceive 
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qualities, the complicated syndromes of life, their feedback interrelations as well as the 
effects shown as a function of time together with their probable significance. Our present 
perceiving and measuring systems are not suitable, better to say they are not prepared for 
this task. Let me mention only the most important correlations. 

A) Speaking of economic development we usually content ourselves with setting the 
specific GDP values side by side temporally or spatially; we do so being aware of the 
fact that time series of several years awfully distort even the quantitative relations and it 
is almost impossible to compare specific values set side by side of several economies 
despite the ingenious and estimable efforts. In other words the present stock of instru-
ments is compelled to exist together with grave compromises even in the field of the 
measurement of pure quantities. In addition to that all of us know that ‘the state of devel-
opment’ or ‘the course of development’ are far more complicated phenomena to be char-
acterized by the more or less reliable indicators of the per capita economic performance 
of the population. Be the data producer or the data user very pretentious, they will com-
plete this common indicator with some other ones like – let us say  – that of the values of 
per capita savings, consumption, R+D expenses etc., in order to grade the per capita GDP 
index which in its globality is the average value of everything and the specialities of 
whose coming to being are secret. It is presumable then that the USD 30,000 per capita 
GDP-value of some desert OPEC-country might not mean the same degree of develop-
ment as the miserable USD 4,000 to 6,000 GDP-values of the CEEC countries. What  
makes us nervous, unsatisfied and ‘unhappy’ is the fact that we are unable to make qual-
ity perceptible in another way than as points of transformation of quantitative changes. 
At the end of the XXth century, however, this is only in some cases and only very rela-
tively true. In most of the cases it is simply not true: or if it is, we usually do not have the 
key of the criterion also conceivable quantitatively the arrival of which to the critical 
point would indicate that the change in the quality that we have been looking for, has 
taken place. 

B) In order that mankind should not run towards its degradation, it will really have 
make  the former mentioned 180-degree turn in its behaviour. In the regions of the high-
est economic performances and at the same time of the highest consumptions – com-
monly called as the ‘Centre’ – we will have to reorganize the economic apparatus on the 
basis of an energy and raw-material saving and pollution free paradigm which is entirely 
different from our present approach or attitude and all these will require not only invest-
ment, but a quite different system of economic success criteria, reward and punishment 
mechanisms as well as impulses relating to the direction, the quality and the intensity of 
the economic activity. From the management of the enterprises and even from the eco-
nomic policies of different levels it will require ‘Credo’-s that differ entirely from the 
present ones. The garniture of production factors which still produces goods for the mar-
ket of the consumer society in a hot contest with each other and surrounds these with 
clouds of services farther than the eye can reach will in all probability become iron scrap, 
a flock of botchers. It will have to be recreated on the basis of a brand-new paradigm. 
Simultaneously the specific quantity of the goods consumed by the Centre will probably 
have to be reduced radically while entirely restructuring consumption in order that the 
reduced volume should not bring about mass distress. Health and hygiene will come to 
the front on the one hand and education–knowledge–culture on the other hand. Comfort 
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and prestige will unanimously be subordinated to them whereas such values like e.g. 
social tolerance, existential and civil security, the right of the man to pursue a reasonable 
activity either for earning his living or for self-realization will dash forward. All these 
criteria will hardly be measurable by such indicators as e.g. ‘per capita sales turnover of 
retail trade’ or ‘per capita expenses of the state budget on welfare and social allowances’. 
The prodigalism-free welfare the establishment of which we cannot avoid withouth as-
suming life-danger, will hardly be characterizable by some of its representative items 
taken at random and it will not be quantificable in its complexity either. The economic 
structure which will be able to establish the basis for such a life quality will probably be 
measurable in all of its molecules: however, its capability for this task will not be shown 
by the mass of these molecules but by its structure and co-operation qualities i.e. by 
nothing but quality factors. This again will not be measurable by the traditional stock of 
instrument disponibles. 

C) You must not shut your eyes to the fact that the World will only be able to carry 
out this change of the economic–social paradigm if meanwhile the Centre pays its his-
torical debts back to the people in poverty should they be found even in the most highly 
developed economies (i.e. in the ‘pheripheric xenoliths/inclusions’ of the Centre!) or, in 
the narrow sense, on the periphery. However, this closing-up is mainly a quantitative task 
in the course of which the fateful and secular backwardness in the specific GDP, con-
sumption, savings, investments, R+D, nutrition, living space, comfort etc. should be 
eliminated. As mentioned above, this elimination is physically impossible by the exten-
sion of the way of life of the Centre on the peripheries. In other words: this process, if it 
will come to being at all, cannot be carried out by the formation, analysis and use as 
decision criteria of the traditional quantitative indicators: it would lead to catastrophe. 
This process full of quantitative criteria can also be controlled exclusively by the percep-
tion of quality: the complexly problems caused by the quality criteria will be as compli-
cated as in case of the change of the economic paradigm within the Centre. 

D) The 180 degree change of direction will go together with the failure of economic 
axioms. Let me mention an example of the most important ones only: it is the process 
chart according to which the production factor package penetrates to economy (to enter-
prises, national economies, world economy, it is all the same in this respect) where it 
changes into some sort of a saleable product the rentable production of which is the aim 
of being of the economy (workshop, enterprise, nation, world) and all those that fall out 
during the technological–logistical–consumption process are disturbing only to such  an 
extent that they will have to be cleared away some time. The world in which humanity 
will be forced if it wants to survive, will not know the concept of waste.1 

To a huge extent, perhaps globally we will return to the factor management model 
which was common on the small farms even several hundred years ago according to 
which ‘everything is good enough to be used for something’ as a consequence of which 
the by-products, the waste or rubbish of a technological (service, consumption) process 
can be used as basic material of another process. In addition to the reduced and restruc-
tured consumption of the Centre and to the rational improvement of the life quality of the 
 

1 There was a anecdote on the Victorian age prognosis according to which London would be drowned in the horse dung in 
some years: but motor cars came in between and the prognosis failed. The inhabitants of London suffocate in the waste gas 
now. 
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periphery just closing up, this economic structure not producing rubbish will save 
Mother Earth from the fullest and irreversible evisceration and the society from people 
falling upon each-other’s throats thus shortening their process of annihilation. This 
model is, however, a model of harmonic clinging to one another of nature and economy 
shorter. The so-called ‘internals’ and ‘externals’ do not separate here, there is no starting 
point on the basis of which you could measure them both individually and in their inter-
action. At present the situation is quite simple: the economic process comes to being if its 
expected result is rentable. The utilization of the waste must also be rentable, in particu-
lar on the basis of the same criteria as ‘the target action’. If littering down is not rentable 
for a dairy-farm then the produced stable-litter will be fluid, it will flow into Lake Bala-
ton and it will make the water eutrophic. If it is not worth for the dairy-farm processing 
the liquid stable-litter with zeolite, it will rather pay the fine sometimes but it will not 
produce a waste-free economic cycle like its small-farmer ancestor did. Finally, I apolo-
gize for the frivolous comparison, the entire society will ‘have to drink as it has brewed’ 
(namely the water of Lake Balaton in this example) because it either bathes in dirt or 
purifies the water of Lake Balaton (for a while) from the taxes paid. This is a huge prob-
lem and, given the present economic axioms, it is impossible to solve it. The removal of 
the waste-materials of technologies, organizations and families by their full-scale proc-
essing is not rentable, whatever we should do. In other words, the paradigm itself is 
wrong, it does not meet the requirements of the conditions of life of the end of the XXth 
century. Our observation system can in a way follow up the damages and it can provide 
excellent evidence to the one causing the damage why it is beyond his interest to help it 
and it can provide excellent evidence to the authorities on which basis they should collect 
money for fine which, after putting it into the large pot of the budget, they will then 
spend heaven knows for what purpose. Naturally, real damages can be estimated but it 
does not lead to the solution: another one will deem it in another way, it may even turn 
out that Lake Balaton should pay indemnification to the dairy farm. 

E) The economic–social process the output (outflow) result of which is the reproduc-
tion of the living conditions of mankind will have to be planned. We must not give up 
the mechanisms of market economy, but we have to take notice of the fact that merely 
the market and the intervention of the economic policy sticking closely to the system of 
impulses of the market, i.e. the monetarism do not work in the life-saving direction: the 
market – sui generis – induces the process whose historical consequence has been this 
tendency of autolysis. The strategy of survival and further development will keep on the 
one hand the system of mechanism of the market in its dominant role as regulator of 
short-term economic and exchange processes and on the other hand, as an agent of stra-
tegic programs i.e. the society will recode its own ideas to the language of money to 
create the personal interestedness of the economic units and the producing–consuming 
persons in the performance of the strategy of survival and further development. Both 
spheres, i.e. the short-term, market dependent sphere and the long-term, conscious social 
plan dependent sphere will interact and fuction as each other’s control. The strategic 
impact of social scale will be based on the repeated analyses of the economic–social 
processes, on their preestimations carried out from time to time and it will lead to elabo-
ration of alternatives and varieties of actions controlling and correcting themselves con-
tinuously and to operating middle-term and short-term means packages of the economic 
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administration inducing their realization, respectively. Thus neither the Soviet-type bal-
ance systems of directives nor the request lists compiled by world-saving ‘bel espirits’ or 
by vote-hunting political parties should be underdsood by strategic planning. 

Our traditional stock of instruments for perception and analysis is not capable of the 
formulation of such ideas comprehending great time spaces and a complicated system of 
correlations. The present state can be characterized either by some entirely aggregated 
and simplified indicators or by casually assembled (‘holey’) system of data, set up almost 
at random which is immobile i.e. the changing of the individual parameters does not 
reordinate the whole system as a consequence of which the various ‘scenarois’ can be 
performed only if you put contingent subjectiv statements or presumptions into that sys-
tem. This does not relate to the input-output tables but these can be used to a rather lim-
ited extent just because of their sectoral character. Namely, strategic issues generally do 
not emerge in sectoral dimensions but either in units comprehending some segments of 
several sectors (‘technical–economic cultures’, groups of enterprises, vertica spanning 
over several sectors, partnerships comprehending lesser or greater aggregates of the 
national economy etc.) or in given factual projects of national economics or of smaller 
size. Let us say that the plan for a complex utilization of the bio-mass, produced by the 
living creatures of the country – a tipical strategic theme of the national economy – is 
only conceivable very inexactly with the aid of the system of input-output tables. It is 
just as impossible to prepare a series of ‘scenarios’ for regional integration using this 
method: it is too general for the estimation of the values of the individual alternatives 
and/or varieties which can be the message of the calculations based upon it while its 
calculation results are too precise. But the matrix practically cannot be filled with dimen-
sions other than sectoral ones.2 

Do all these mean that in the work of strategic planning the operations with quanti-
fied pieces of information do not have reason for their existence? Is it not worth making 
calculations? This is obviously not the case: you will only have to get rid of your over-
expectations concerning indicators, time series and comparisons. My practical experience 
makes me suspect as if this ‘data fetishism’ played the role of the ‘unquestioning faith’ 
replacing the responsible considerations and torturing decision-making dilemmas: what 
we had prognosticated on the basis of the processed data it usually did not come true, 
consequently the decision upon which we had based the situation and vision we stated 
with the help of our data, either proved to be entirely false or it needed time-wasting or 
expensive corrections. But it was not our fault, the data were incorrect. A serious, ‘scien-
tific’ decision cannot be made but on the basis of quantitative criteria. It has come full 
circle. Next time we start to work with a mass of data of even more details and finer 
methodology: but the result is the same.  

It is probable that the character of this work would require another basic conception: 
in our quality-centric world, while gathering, selecting and processing our data we 
should make an effort to perceive the qualitative features of the phenomena and proc-
esses just taking place directly before us. 
 

2 In my book entitled Egyén, vállalat, állam (Individual, Enterprise, State) published in 1984 (Kossuth Könyvkiadó. Bu-
dapest. 208 p.) I tried to outline a matrix describing the market relations of the enterprises, a matrix enabling to draw a map of 
the network of technical–economic cultures and an input-output system showing the market relations of intellectual products: 
now I know that it was an Utopian idea. 
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Even if we make sure of the reality or of the clamant necessity of that, we can hardly 
come up to it. We have no beaten track for it. For such an observation no routine has 
been formed yet. Everything has to be invented again, you have to start always from the 
zero point. This can be done in the research work but it by no means facilitates the work 
of the strategic planning workshops. Moreover, you have to calculate with aversion and 
antipathy: though the apparatus of the economic policy widely uses non-quantificated 
information but it is a practice to receive it ‘from pocket’ and to build it so into their 
conceptive activity. That is to say they exist together with the fact that the information of 
this type is sporadic and semi-legal. Science, however considers two kinds of sources 
authentic: one is the official figures in connection of which I have explained my scruples 
above, the other one is the statements of the other specialists. Everything existing besides 
them is at least suspicious. Great intelligence services have been compelled to obtain 
certain information by computer processing of huge masses of unofficial data originating 
from riff-raff sources and the results used to prove to be strikingly real.3 

Naturally, you have to keep in mind that this method requires great technical erudi-
tion, a large number of assisting staff, methods of procession and evaluation other than 
the usual ones, that is it is not inexpensive at all. It by all means requires consideration if 
the workshops of economic strategy should not gradually build up the conditions for it 
either within their own organization or within the network of research institutes attached 
to them. The basic aim is to make it possible to observe quality and feed-backs at the 
points which have a strong influence on the key-points of the strategy without exposing 
strategies to evaluations of others who consider them under other conditions, from other 
points of view and driven by other interests. You should draw water from the Danube at 
the Black Forest and not somewhere at Adony (a little settlement in Hungary). 

A considerable part of rough data can be obtained by the right way of inquiring on 
the one hand and by the intuitive abilities and large experience of the analysers on the 
other hand. These are by all means necessary because even computers processing thou-
sand million elements of information spit out drivels if this intuition based on experience 
does not exist in the background of their selecting and processing programs. The com-
puterized data processing can, however, provide only semi-products for strategic work-
shops. The phase of the analysis at which the normative statements must already be ex-
cluded, is further left to the living brains. 

The series of possible responses are generally looking for an answer to the following 
three types of questions: 

– what is the present situation? 
– what this situation is expected to be? 
– what will we be expected to do then? 

Generally, you do not get a single answer to your questions. If it were not so, the 
world would be a quite simple ‘gadget’, indeed. On the other hand, every valuable re-
 

3 The CIA had used this method for the observation of the social and economic processes of the former Soviet Union, it 
subscribed to all of the publications of the press issued on the territory of this vast country and all of their articles were 
selected, systematized and evaluated by computer. In this way it could observe all events and processes which were omitted 
from the news services for whatever reason, even if not ‘to five places of decimals’ but to an extent of probability that at least 
helped the agency to form its opinion. Strategic planning generally does not need either a greater accuracy than that or if yes, it 
can be done by partial calculations. 
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sponse relating either to the estimate of situation, to prognoses or to possible actions, 
have to be weighed in a way from the point of view of our own interest, priorities and, 
especially in case of our prognoses, from the point of view of the chance of reality. Thus 
the three questions mentioned above are in a more precise drafting as follows: 

– what is the chance of my seeing right what I call ‘situation’? 
– how important is the given phenomenon in the system of my interests and expectations? 
– how great is the chance of its taking place? 
– to what extent does its ensuing have an influence on my future interests and expectations? 
– how large is my freedom of action in the field of the given decision? 
– what is the value of the given decision as compared to my optimal interests and expectations? 

In other words, I do not evaluate mechanically the mass of collected, systematized, 
selected and preprocessed data, I do not become captive of the mass of information. I do 
not fall into the error against which the Chinese proverb warns: ‘When the finger shows 
the direction, the simple-minded stares at the finger.’ First of all I have to resign my 
mind to the fact that I cannot get the only right answer to any of my questions, I have to 
calculate with a series of ‘series of scenarios’ and I will have to systematize even them. 

If I do not put some facilitating means into this process of decision-making, some-
thing that protects me from ‘phosphene’, I will be lost. Let me describe now what I gen-
erally do in such cases. Maybe, it is primitive as compared to the possible up-to-date 
solutions, it might be similar to the XVIIIth century trucks of mines running on wooden 
beams as rails as compared to the present express-trains. Nevertheless, I do not think it 
needless to introduce it because it can be applied even under conditions ‘as poor as a 
church mouse’ and because as a basic idea it can be built into the up-to-date evaluation 
systems as well. 

In most cases the evaluation of the (systematized and preprocessed) data does not re-
quire more than being classified in one of the existing categories. If there were a much 
larger demand than that for the fineness of judgement, I would not be interested in its 
quality but in its size. This, however – as I have tried to convince the reader of it above – 
is a premature issue or an issue of a low order or it is simply disturbing or distractive, it 
is impossible to give an evaluable response to it.  

If it is so, to determine it, it is perfectly enough to classify the fact (F), prognosis (P), 
decision, alternative, let us say, in five categories such as: positive at high degree, faintly 
positive, neutral, faintly negative and strongly negative. Just like a school-mistress would 
do. After her I have named this conception-systematizing method a ‘school-mistress 
method’. The individual ‘marks’ can have a lot of meanings: for example ‘faintly posi-
tive’ (a ‘good’ 4 mark where 5 is the best) may be ‘bigger’, ‘more favourable’, ‘more 
multiplying’ etc. than the average. Namely, it is moderately nearing the level that my 
interests and priorities require from the phenomenon or process in question. ‘Positive at 
high degree’ (a ‘very good’ mark) indicates the most favourable situation for me. ‘Neu-
tral’ suggests an average, unchanging phenomenon without any characteristic features. 
According to the meaning the negative indications represent the unfavourable quality of 
the phenomenon observed. 

At this point the ‘school-mistress method’ of comparison comes to an end. It is not 
advisable to approach the evaluation of a complex phenomenon by averaging.  



QUALITY SIGNS IN MACROECONOMIC PROCESSES 33 

Estimate of Situation and Prognosis of the Agrarium 

Criteria 1978 1998 2018 

   F P 

Natural capacities 5 5 5 4 
Oecological influence 2 3 3 3 
Mechanical facilities 5 3 3 2 
Generation level of facilities 5 3 4 2 
State of applicability of facilities 5 2 3 1 
Buildings, roads, plantations 4 2 3 2 
Irrigation systems, water establishments, artificial channels 3 2 3 1 
Land improvement 5 2 3 1 
Seed-corn, propagation material, breeding material 5 3 3 2 
Intensity of plough-land cultivation 4 3 3 2 
Proportion of plough-land and horticulture 3 2 2 1 
Intensity of horticulture 5 4 3 2 
Harmony of plant cultivation and animal keeping 4 2 3 1 
Intensity of animal keeping 3 3 3 2 
Internal harmony of the structure of animal keeping 3 2 3 2 
Harmony in animal keeping and folder production 5 5 5 3 
Labour force capacities: quantity 2 5 4 5 
Labour force capacities: qualifications, work morale 5 3 3 2 
Seasonal fluctuation of employment 4 2 2 1 
Research - development basis 5 2 2 1 
Level of technical management 5 3 3 1 
Level of business management 4 3 4 2 
State of vocational training 5 4 3 2 
Level of transport 3 3 4 3 
Relation between trade and production 4 2 3 1 
Dynamics of domestic demand: bulk commodities 4 2 2 1 
Dynamics of domestic demand: quality goods 5 2 3 1 
Producer price flexibility 3 2 2 2 
Position in foreign markets: volume, security 5 2 2 1 
Position in foreign markets: terms of trade, efficiency  4 2 2 1 
input flexibility 2 2 2 1 
Imports competition position of food-stuffs 5 2 2 1 
Own accumulation ability of enterprises of the agrarium 4 1 1 1 
Additional possibilities and conditions for raising of capital 4 1 2 1 
Subvention possibilities 3 2 2 1 
Income tax 3 4 3 2 
Way of obtaining know-how from domestic research bases 5 2 3 1 
Know-how transfer and acceptance: by industry 3 1 2 1 
Way of obtaining know-how: from abroad 2 3 4 2 
Internal division of the agrarium: production, processing, auxiliary plant 4 1 2 1 
Size and structure of agricultural units 5 2 2 1 
Relation between agriculture and background industry 4 1 3 1 
Relation between agriculture and manufacturing 4 1 2 1 
Relation between agrarium and settlements 5 3 4 2 
Level of the economic political management of agriculture 4 2 3 1 
Political status of the agrarium 5 2 3 1 

Note: F – Fact;  
          P – Prognosis 
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For in the work of preparation of the estimate of situation, prognosis and strategy at 
national economic level you have ‘to classify’ thousands of data grouped and combined 
somehow. If you further average them you will approach to the indication ‘without any 
characteristic feature’ according to Gauss’ rule of normal distribution. This is beyond 
reason and this is not  even our aim. We are not interested in if the favourable or unfa-
vourable features and prospects of our economy or society will finally come to the value 
of +/- = 0 but we are interested in what system the favourable and unfavourable situa-
tions taking shape at the factual points, the prospects and possible decisions will be 
merged.  

Instead of averaging I rather suggest map making. Put the ‘marks’ of phenomena or 
processes being in relation of cause and effect or action and reaction or in some kind of 
functionality near each other, create ‘heaps’ of them, then put these heaps, too, near each 
other according to how they depend upon each other, what influence they have on each 
other, how they probably exclude each other. We can indicate the various ‘marks’ by 
different colours or shades. This seems to be a minor technical detail, but in reality it is a 
very important thing. Since, at the final evaluation what is generally needed is a so-called 
‘brain attack’ i.e. a collective speculation rather than simple comprehension in keeping 
several hundreds or thousands of individual ‘marks’ in mind. It is impossible to conceive 
if you have to turn over all the time the leaves of an exercise-book of several dozens of 
pages and meanwhile with the help of your forefinger to look for, let me say, those 15 to 
20 ‘marks’ by which, the size of the agricultural workshop, the degree of mechanization-
chemicalization, the food-preservation ability of the country and the development of the 
terms of trade of the international agricultural market may be characterized as situtation, 
prognosis or series of preliminary decision-alternatives at the same time. If all these are 
at our disposal in form of curves, we can see and deem the details in their correlations 
during the considerations. If, for instance, the ‘marks’ of the agrarium show individually 
and as correlative groups as well as a whole the favourable colours or shades, they are 
characterized and dominated by these colours, then the quality and importance of the 
agriculture and food industry as a whole are considerable, their prospects are favourable. 

In other words the strategic considerations will deviate to some of the agrarian-
centric strategic variable. Without the ‘school-mistress’ method and curve we would lose 
our way in the labyrinth of numerical data of the traditional information system and we 
would have to miss a mass of information which cannot (or only in an unreliable way) be 
made numerical. 

From what I have described in this essay you are requested, while preparing the 
macro-economic decisions, to take very seriously solely the presented problem, in other 
words the direct availability, perceivability as an unavoidable problem of the qualitative 
side and complexity, mutual determinedness being present in economic and social 
movements. The rest, ‘school-mistress’ and curves, are only illustrations and report on 
how I struggle to solve the problem because I cannot and do not want to avoid it. During 
these struggles I have found several times that my ‘school-mistresses’ and curves proved 
to be right. In spite of this I have a dream that with the aid of modern informatics more 
reliable methods based on wider fundamentals which can be better managed will be 
elaborated for the perception, processing and preliminary evaluation of the qualitative 
signs of macro-economic processes. 



 



 



 







 



 



 



 



 



 



 



 



 



 



PUBLIC OPINION SURVEYS  
IN HUNGARY, 1980–1997 

JULIA SZALAI 

The aim of this paper is to give an overview on the ways in which public opinion 
surveys have affected the shaping of administrative reforms in post-1989 Hungary. It is 
hoped, that by looking at these reforms through the window of surveys, some insight will 
be gained on the in-depth changes in governance throughout the recent past. The origins 
of the gradual alterations in adminstration date back to the times of late-socialism. Due to 
a long period of ‘preparatory’ expert discussions and public debates about the continua-
tion of those cautious reforms that had been initiated in the early 1980’s, Hungarian soci-
ety entered the 1990’s with rather elaborated and widely shared ideas about the necessary 
transformation of public administration in its move towards a democratic order. By this 
time, the core elements of the new approach to governance had been crystallised and 
were supported by the consenstic political values of openness, accountability and service 
to the public. In spring 1990, these fundamental principles provided guidance to the for-
mulation of the first acts of the newly elected Parliament to launch the radical restructur-
ing of the entire administrative system. In line with these legislative deeds, new institu-
tions were set up within a fortnight and a number of new laws limited the ‘rights’ of the 
central bodies of governance (ministries, police, state-offices, etc.) to intervene from 
above. The institutional and legal framework of a new democracy was thus created 
within an exceptionally short time. However, to fill the framework with meaningful con-
tent proved to be a more difficult task. Hence, after several years of experience, it is jus-
tifiable to ask a few questions about the actual outcome of the reforms that have been 
undertaken. The first of these questions relates to the essence of the transformation: how 
far do the structural changes in administration really serve the two major tasks of moving 
from a command-regulated economic order to a market-based one, and from a top-down 
control over politics to the bottom-up representation of interests? Secondly, what forms 
exist for expressing the needs of the various segments of ‘the public’, and what is their 
route to the decision-making bodies and administration? Thirdly, do public opinion sur-
veys play any role in giving weight to diverse social, economic and political interests? 

These are those major questions that the paper attempst to respond to by discussing 
some decisive steps of administrative reforms as reflected in a range of  public opinion 
surveys. After an overview on the history and the significant features of public opinion 
surveys, their implementation, evaluation and regular monitoring will be presented. Be-
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cause of the limited extent of the article the use of public opinion services in policy cycle 
as regards health-care reform, budgetary reform as well as the images and the purity of 
public organisations are not dealt with. 

Brief history and some current features of public opinion surveys 

By the 1980s, regular measurement of public opinion as a useful (and necessary) pre-
paratory tool in the decision-making process became acknowledged not only by profes-
sional circles, but also by the authorities of the Communist Party. The Party-sponsored 
surveys in those days served to ‘pre-test’ the reactions of the various social groups to 
those planned actions that the Communist Party was already determined to take. In other 
words, public opinion polls provided a quick ‘barometer’ for politicians and their results 
were used to legitimise either increased caution, or, on the contrary, the need for speed-
ing up the reforms. Thus, officially commissioned surveys were centred around issues in 
the forefront of the reforms: first of all, they had to test people’s attitudes toward the con-
tinuation of economic changes in the direction of marketisation. In addition, a number of 
polls were designed to measure people’s optimism/pessimism toward the foreseeable fu-
ture, their observations on the functioning of a range of public institutions from health-
care to the educational system and their expectations from the social services, etc. 

Since all these issues were highly politicised, it goes without saying that public opin-
ion surveys were under the strict control of the Communist Party. The main organisation 
in charge of running them was the Mass Communication Research Centre (MCRC), an 
institution financed rather generously, directly from the state budget and subordinated to 
the Party-nominated President of the Hungarian State Television and Radio Broadcasting 
Company. The results of its surveys were not published until the late 1980’s. However, 
some of the conclusions (backed with ‘cited’ scattered data) could appear under the name 
of authors otherwise employed by the Centre. Despite all the ambiguities of the authori-
ties, public opinion research was highly rated as an important source of information and 
as a reliable tool for measuring public approval of the reforms. In acknowledgement of 
their usefulness, an ever widening circle of social science research institutes was en-
trusted to investigate an extensive range of issues from centrally allocated resources. 
Thus, from the mid-eighties onwards, apart from the MCRC, public opinion surveys 
were conducted either independently, or in conjunction with other empirical investiga-
tions in nearly all major social science research institutions and also in the Central Statis-
tical Office. These surveys were financed exclusively from public funds, either in direct 
contract between the research-team and one or another organ of the Party or the state 
administration, or through the slowly evolving schemes of grants for research in service 
of governance. In the latter cases, the degree of freedom to publish the research results 
was greater, but strict control was gradually lifted also in cases of directly sponsored in-
vestigations. When, after more than two decades of closure, sociology departments were 
re-opened in the major universities in the 1970s, due to the strong traditions of empirical 
research in Hungarian sociology, survey methods were taught from the outset as inherent 
parts of the curricula. The professional knowledge in running opinion polls was further 
extended by those internal courses that the leading researchers of the MCRC organised 
for their permanent interviewers and research assistants. With this well-established ex-
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pertise in the background, it is hardly surprising that after 1989, the increased need for 
public opinion research has been easily satisfied, at least from the viewpoint of trained 
personnel available. 

However, the collapse of socialism generated in-depth changes in the organisational 
arrangements of survey research. In 1991, the prestigious MCRC was closed down be-
cause of its earlier party-affiliation. Its leading researchers went into private business and 
within a short time, four major research-centres were set up as the offshoots of MCRC. 
Three out of the four new organisations – Medián, Sonda Ipsos and Modus – are pri-
vately owned. The fourth – Public Opinion Research Centre – belongs to the Hungarian 
Academy of Sciences and is financed partly from the state budget, partly from research-
grants applied for in open competition. This latter offspring of the former MCRC is en-
gaged in theoretical work, but also runs opinion-surveys on relatively small samples. Be-
side the four successors of the MCRC, a number of research institutions appeared on the 
market of opinion-surveys. However, most of them run polls in addition to their basic ac-
tivities (media-studies, customer service, market-research, environmental studies or ‘or-
dinary’ sociological work). In most of the cases, these surveys are one-time thematic in-
vestigations with no follow-up, adjoined to the focal subject of the project (the themes 
vary from topics such as local environmental issues to views on social stratification, the 
changing labour market, private business, entrepreneurial habits, changes in household 
economies and lifestyles, to choices in the school-system, patterns of occupational mobil-
ity, work satisfaction, etc., or to some ‘classical’ subjects of market-research such as 
studies of consumer satisfaction or evaluation of certain types of business). Regularly re-
peated polls are much less frequently carried out and even then only on a narrow the-
matic basis. However, the two major privately owned public opinion centres – Medián 
and Sonda Ipsos – do such work in order to follow the changes in voting behaviour and 
general political attitudes. 

Although it is difficult to make numeric estimations, the topical composition of pub-
lic opinion surveys has greatly changed in the period under review. In comparison to the 
earlier focus on attitudes toward the economic reform, the most important novelty is 
surely the current dominance of polls measuring trends in people’s voting behaviour, po-
litical thinking and especially, in their attitudes towards the various parties. Willingness 
to participate in the elections, popularity of the parliamentary parties and the leading 
politicians, public support for the programmes of the competing political actors are 
among the topics of these surveys, some of which have been repeated regularly and si-
multaneously by the two most respected agencies, Medián and Sonda Ipsos. These regu-
lar polls are financed by the press (the leading newspapers and journals have their ‘own’ 
centres to work with). In addition, the parties also commission regular polls – though the 
findings are rarely published but are kept for internal ‘orientation’. Another recurrent 
topic of the polls (never investigated before 1989) is the evaluation of governance: again, 
it is mainly a few newspapers that commission surveys of this type. Alongside them, the 
widespread needs of local governments dominate the scene. They approach the public 
opinion centres with requests to get feed-back either about the acceptance of certain local 
programmes or about the general evaluation of the work of the elected bodies and the of-
fices of the municipality. A further bunch of public opinion polls consists of surveys on 
people’s economic expectations and their views on the progress of certain elements of 
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ongoing economic restructuring (here again, it is the mass media who show the greatest 
interest in such investigations, though some of them are run from research grants.) In ad-
dition, the trade unions should be mentioned among the sponsors of opinion polls. From 
time to time they commission research on ‘classical’ topics of unionism, such as issues of 
welfare, views on unemployment and poverty, people’s occupational expectations or 
their reactions to the anticipated changes in the administration and delivery of certain so-
cial services. 

A striking feature of the topical distribution of surveys is the very low representation 
of studies on ‘elite-views’ among them. According to the unanimous information pro-
vided by the major poll-centres, investigations on the visions, reform ideas, expectations 
and views of those in key-positions of decision-making and management are commis-
sioned only at the local level of public administration or in different organisations of 
public services (mostly in health-care). In contrast to the public sphere, these types of 
surveys are, however, ‘customary’ phenomena in the business-world. 

Summing up the above, one can report the gradual acceptance of polls as sources of 
information either as ‘pre-tests’ of foreseeable reactions to future reforms, or as evalua-
tions of the outcome of institutional changes of the recent past. In general, macro-level 
bodies of decision-making rely less on survey-results than local authorities do. It seems 
that the closer those designing the changes are to those being ‘subjects’ of them, the 
richer the utilisation is of the empirical findings of population-surveys (polls included 
among them) in determining the concrete steps, priorities and the time-table of the re-
forms. 

In the followig, some of the most decisive spheres of administrative reform will be 
outlined and the major findings of public opinion polls investigating people’s views 
about them will be discussed. 

The performance of institutions, government and public administration 

The recent history of democracy has been short in Hungary to be sure about its un-
conditional acceptance by all citizens and all political agents. Therefore, it is essential to 
know: to what extent do people support these institutions which are there to safeguard it? 
How far has the functioning of these new institutions met people’s expectations – have 
they developed trust in them, or has the degree of distrust increased over time? By rais-
ing these comprehensive questions, changes of the general political climate are ap-
proached – an issue which is important and interesting enough to account for broad pub-
lic resonance. Thus, it is not surprising that the domestic and foreign press, the different 
television and radio broadcasting agencies and a range of independent foundations are 
willing to sponsor regularly repeated surveys to get as detailed responses as possible. 
However, it is worth noting that so far, central government has not commissioned such 
investigations. Although the evaluation of its work is a recurrent topic in these types of 
polls, success or failure of the institutions of the state apparently is not rated on public 
assessment, those in power measure efficiency in different terms. As subsequent surveys 
immediately after the first free elections showed convincingly, there is a certain degree 
of discrepancy between lay and official expectations on performance. While people hold 
in high esteem those institutions which seem to stick to their own rules and are open to 
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public control and criticism, the administration’s own evaluation would appreciate bu-
reaucratic virtues, loyalty and the strength of its political support in the first place.1 

The yearly published summary reports of the major public opinion survey centres 
give further insight into the nature of this departure. When approached with the direct 
question: ‘how important are politics to you’, the great majority would respond by saying 
‘I do not care’. People usually regard politics as ‘dirty’, ‘disgusting’, ‘full of hatred and 
quarrels’, a sphere where ‘the actors follow just their own particular interest’ etc. Despite 
their negative views on politics in general, Hungarians are, however, exceptionally well 
informed, both about the institutions and the major actors in current political life. In addi-
tion, they would give quite high trust to these institutions, even if they do find problems 
in their current functioning. This controversial relation to politics is reflected also in peo-
ple’s voting behaviour: though the prognoses had anticipated a definite decrease in par-
ticipation in the second elections in 1994, in fact, the rates actually outweighed those of 
the first ones in 1990. At the same time, political events (meetings organised by the par-
ties, broadcasting of the sessions of Parliament, organised mass-demonstrations etc.) are 
usually followed with disinterest and neither do the parties report substantial increase in 
their membership. All in all, people would regard politics as a matter of professionalism: 
they refuse the noisy self-made figures and would choose instead those who had proved 
to do a good job previously.2 

Another general thread of political thinking is people’s distrust in the parties as repre-
sentatives of different ideologies, interests and political strife. While the support given to 
the abstract concept of multi-party based democracy is high, the actual embodiments of 
the concept are not very welcome. People usually do not see decisive differences among 
the various party-programmes, though they would correctly rank the parties either on the 
liberal-conservative, or on the ruling-opposition divide.3 The simultaneous surveys of the 
major poll-centres unanimously confirm that Hungarian society trusts most those institu-
tions in service of the democratic order which are neutral in their party-affiliation. 

Although detailed questions have rarely been asked about the evaluation of the work 
of the local governments in the above mentioned regular public opinion polls on the gen-
eral ‘state of the arts’ in public administration, the ‘ranking’ of the municipality amongst 
the institutions in the service of the citizens is still asked in the monthly surveys of both 
Medián and Sonda Ipsos. As a measure of general satisfaction, it is worth noting that lo-
cal governments are among the institutions enjoying a high degree of trust. In both sets 
of surveys, their average scores (on a scale rating the institutions between 0 and 100) 
have been around 50-57 in the years under review, and in contrast to Parliament, the 
government, ministries, trade unions or the parties, their good rating has not changed too 
much over time. The relatively favourable placement of community-level governance is 
mainly due to the fact that people really feel the change in this regard. While central in-
stitutions still prove to be too much distanced and alienated from them, they definitely 
see more political opportunities to influence the decisions of the municipalities. 
 

1 Bruszt, L. – Simon, J.: A „választások éve” a közvélemény-kutatások tükrében. In: Politikai Évkönyv, 1991. Ed.: Kurtán, 
S. – Sándor, P. – Vass, L. Ökonómia Alapítvány. Budapest. 607–647. p.; Rabár, F.: Nyílt levél. i. m. 672–675. p. 

2 Biró, L. – Bokor, Á. – Hunyadi, Zs.: Fejezetek a Szonda Ipsos 1994. évi közvéleménykutatásaiból. In: Politikai évkönyv, 
1994. Ed.: Kurtán, S.– Sándor, P. – Vass, L. DKMKA. Budapest. 667–688. and 698–714. p. 

3 Hann, E. és szerzőtársai: A politikai közvélemény a Medián kutatásainak tükrében, 1991–1994. In: Politikai évkönyv, 
1994. Ed.: Kurtán, S.– Sándor, P. – Vass, L. DKMKA. Budapest. 1994. 719–757. p. 
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Views about reform at the local level 

As pointed out earlier, the re-shaping of community-level governance belonged to the 
core-elements of administrative reforms of the 1990s. The two local elections in 1990 and 
1994 were accompanied by extensive public interest. This is clearly reflected by the rather 
high rates of participation on both occasions (the respective ratios were over 50 per cent in 
the 1990 and 44 per cent in the 1994 elections, with marked variations according to the type 
of settlement in favour of the villages). Issues related to local government were followed 
with great concern from the outset. People had high expectations of the new institutions of 
local-level administration. In their view, the elected new municipalities should firstly em-
body the rights of the community. In addition, they should guarantee the autonomy of deci-
sions on all internal matters, assist rapid economic advancement and safeguard high stan-
dards of a wide range of services for people’s daily use. 

As also mentioned above, the top-down decentralisation of power and authority was 
accompanied by a grandiose programme of property-distribution in the hope of creating a 
stable base for autonomous economic activities. In accordance with the clear liberal 
drives of the new economic policy, serious attempts were made to reduce the economic 
weight of the state by delegating a number of earlier centrally performed tasks to local 
levels. Thus, local authorities were appointed to administer all welfare programmes and 
also the greater bulk of compulsorily delivered public and social services. To perform 
their new tasks, they were designated as the owners of the municipal infrastructure in as-
sistance of the various provisions. It was also hoped that by reducing the regulatory role 
of the central state, further economic advantages would emerge: the actual presence and 
the costs of bureaucracy and administrative activities would drop, hence, moveable re-
sources for other purposes would be liberated. In this design of a liberal turn, macro-
economic claims for efficiency seemed to be in full harmony with the micro-level politi-
cal demands for disengagement from dictates and control from above. Thus, decentralisa-
tion appeared to have an impact much beyond the technical implications of management 
and administration. It was seen as a straightforward route to democracy and economic 
prosperity. 

The actual execution of these ambitious reforms has been followed from the outset by 
a range of surveys. Changes in local finances, the diverse policies on service delivery, 
changing priorities according to the social composition of the settlements, the ordering of 
the economic tasks and steps of technical developments, variations in the professional 
considerations on job-creation, welfare-policy, educational and health-policy etc. were 
among the topics for closer investigation. In conjunction with the collection of hard facts 
about budgeting and staff-recruitment, most of these surveys also made enquiries about 
the views of the different bodies in local administration. The surveys were either fi-
nanced from research-grants or sponsored by the local authorities themselves. Simulta-
neous opinion-polls were not carried out, neither were surveys of the same nature re-
peated over time. 

Surveys revealing the acceptance of short and longer term policies of the municipali-
ties also usually ask questions about their performance. A recurrent finding of these in-
vestigations is the rather good evaluation of the work of the elected councillors and the 
different local committees. People acknowledge professionalism and give approval even 
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to restrictive local measures if they ‘get the point’ in well-founded and clear steps to-
wards economic advancement. It is important to note that party-politics at the local level 
is generally refused. Communities wish from ‘their’ self-elected bodies to put aside ideo-
logical and political differences and work to come to some sort of compromise on com-
mon local matters. In accordance with this orientation, the number of party-affiliated 
councillors is rather low in the municipalities, and one finds a number of ‘strange’ coali-
tions on the local boards unimaginable on any of the higher fora of decision-making. 

Amid the favourable general atmosphere, ‘outsiders’ and those in the various bodies 
of local governance are in agreement to refuse an increase in local taxes (all three past 
central governments made attempts to reduce budgetary support and convince the local 
authorities to make more efforts to raise funding within their community), and would 
rank the earlier mentioned different functions of local governance rather similarly. When 
asked about the competing tasks of political representation, the embodiment of commu-
nity-rights, the administration of decentralised tasks of governance or the provision and 
distribution of public infrastructure, they give clear priority to the last set of tasks. The 
overwhelming majority sees self-governments as responsible bodies meeting the welfare 
needs of their community and providing a number of public and social services. At the 
same time, they would give them less bureaucratic tasks and would refuse the fact that 
these bodies should be more preoccupied with economic management and finances. 

All in all, local level administration seems to be much more supported by the public 
than the central state-administration. The locally elaborated programmes reflect the pri-
orities and needs of the community better, therefore, they enjoy a higher degree of sup-
port both by the elite and the electorate. Given this rather favourable general climate, 
regular surveys of the field could provide useful results that should be explored in the 
preparation of decisions on central schemes for job-creation, infrastructural investments 
and in the targeted comprehensive programmes for reducing the still remarkable regional 
inequalities. 

Views on EU-integration  

After four decades under full-fledged Soviet rule which had been driven by the logic 
of the cold war, the collapse of socialism suddenly opened the historical chances to re-
negotiate Hungary’s geo-political position. The issues at stake were manifold, ranging 
from the country’s military belonging to the future character of her political, economic, 
social and cultural life. Although the Communist rule openly oppressed or, at least, 
strongly de-favoured any such attempts, the deliberate effort to maintain the European 
traits of society had been an integral part of the daily life of families and local communi-
ties throughout the entire period of socialism. Thus, despite all attempts from above to 
establish the notion of the Iron curtain also in the ‘otherness’ of various socio-cultural 
aspects of the prevailing way of life, people’s European self-identification has found its 
way in thousands of Westernised patterns from housing to the most frequent leisure ac-
tivities to food consumption and the ‘Western’ style of dressing. This decade-long pre-
history of informally sustained ‘Europeanism’ has to be identified behind the fact that 
claims to constitute a political and economic order compatible with people’s cultural self-
definition received nationwide approval among Hungarians around the turn of 1989–
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1990. In this context, it is not surprising that all political parties emphasised as one of 
their very first priorities to start negotiations with the European Union (then EC), NATO 
and other regional organisations about membership in the important bodies of supra-
national policy-formation and decision-making. 

However, when facing the huge amount of work that has to be done to pave the road 
toward representation on the various European boards, initial enthusiasm of the society 
has somewhat been cooled down. It turned out that neither the prevailing legal system, 
nor that of education, social security, economic management or the technological regula-
tions of production are compatible with those applied in the Western part of the conti-
nent. Thus strong efforts have to be made for a purposeful conversion of all these sys-
tems of administration and the process still might take years – if not decades. The fore-
seeable difficulties did not challenge, however, the publicly supported commitment of 
the subsequent governments to start the necessary reforms. As parts of the long prepara-
tion of full ‘entrance into Europe’, a number of steps were taken straight after the enact-
ment of the first government in 1990. On the one hand, new institutions and organisa-
tions were founded to be the ‘professional’ bodies in charge of co-ordination among the 
various governing agencies from the particular aspect of ‘Europeanisation’. On the other 
hand, administrative reforms in all the important public spheres have been permanently 
observed and re-formulated in the light of regulations taken by the European Union. A 
corner-stone of the process was the handing over of the ‘European questionnaire’ in 
1996. This event opened the gate to more concrete negotiations between the government 
and the administration of the EU about the ‘schedule’ of co-ordinated programmes in 
preparation of formal membership. 

Unlike most other spheres of the ongoing administrative reforms, the proceedings 
taken to attain Hungary’s integration into the European Union have been seriously and 
regularly monitored by government-financed public opinion surveys. In the recent past, a 
number of simultaneously run investigations have been commissioned to measure the 
level of knowledge which various groups of Hungarian society have about the structure 
of policy-formation and decision-making at the European level, people’s evaluation 
about the nations/regions having the greatest impact on the future of the country, and 
also their changing attitudes concerning the personal and nationwide consequences of 
membership. Among these surveys, the most comprehensive ones are the yearly ‘Euro-
barometer’-studies run in 19 Central and Eastern European countries. In the case of 
Hungary, it is the MODUS Consulting Ltd. which is responsible for the field-work and 
the comparative analysis. In addition to the uniform parts of the questionnaire repeatedly 
run in all participating countries, MODUS also puts up for investigation some of those 
Europe-related questions which are important for domestic concern in the first place: this 
set of country-specific questions aims at measuring changes in attitudes toward the in-
flow of foreign capital, modifications in people’s political orientation on the cosmopoli-
tan/autarchic scale and their perceptions about the improvement/worsening of Hungary’s 
development in a longer-term perspective. As the trends of the past years show, parallel 
to the decrease of full support of neo-liberal economic policy, fears to enter the European 
market without strong protective policy of the government have been on the increase. Al-
though the majority would still ‘vote’ for joining the European Union, claims to make 
more efforts for better training and a deliberate labour market policy to prevent margin-
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alisation of the Hungarian labour force have become stronger. In accordance with their 
more endangered perspectives, it is mainly elderly rural people and urban unqualified 
workers who see more negative than positive aspects of the ongoing ‘Europeanisation’, 
and who openly fear Hungary’s future EU-membership. 

Hungary on the road to Europe 

In Fall, 1996, Sonda Ipsos made a series of public opinion surveys to measure general 
knowledge about and attitudes towards European integration. The surveys were commis-
sioned by the Ministry of Foreign Affairs and were financed from funds of the PHARE 
Programme. The study embraced samples of four different social groups which were se-
lected as particularly important ones from the point of view of building up a purposeful 
government-strategy on the dissemination of information about policies to attain Hun-
gary’s EU-membership. The groups singled out for closer investigation were the follow-
ing: the young, those living in backward rural-agricultural areas, journalists and adults 
‘in general’. These groups were represented by the following samples: 1,400 respondents 
were randomly selected from the cohorts aged 16-29; a geographically concentrated 
sample of the size of 1,000 individuals was chosen to represent the rural-agricultural 
population; a small sample of 250 journalists was interviewed to reveal the views of 
those working in various fields of mass communication; and a ‘key-sample’ of 3,000 in-
dividuals aged 18 or above was selected with the classical random methods to gain in-
formation about attitudes of the adult population in general. 

In accordance with the findings of other surveys, this series of investigations also 
found that most Hungarians have a positive attitude toward future membership in the EU. 
Differences behind the average are self-explanatory: the young and middle-aged groups 
are stronger supporters than the elderly; urban professionals gave more approval than vil-
lage-dwellers; those in industry and various services saw future membership more ad-
vantageous than agricultural labourers. When asked about the reasoning to join the EU, 
people gave mostly economic arguments – cultural and political ones were less fre-
quently mentioned. As to the future political formation of a united Europe, the relative 
majority (46 per cent of the ‘adult-sample’) spoke of a European Confederation, while 
somewhat less support was given (with 38 per cent of the ‘votes’) to a ‘European United 
States’. In accordance with these ideas, people thought that trading, environmental or 
monetary policy are all-European matters, while issues of social policy, education, de-
fence of the borders, or transport should be left at national levels of decision-making.  

The surveys showed a relatively high level of knowledge about the foreseeable 
changes in spheres of employment, property-relations, education, migration or communi-
cation. However, information about the organisational structure of the Union proved to 
be of very low standard. Even less known were the procedures of election to the Euro-
pean Parliament, the symbols of ‘Europe’, or those recent regulations which have been 
taken on monetary union.  

As to the expected hopes, Hungarians foresee a strengthening of national identity and 
increased respect for Hungarian culture as a result of future membership. A high propor-
tion of respondents also rates better chances for the country in foreign affairs and in in-
ternational interest-representation, and a substantial improvement in the general eco-
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nomic conditions. As to the disadvantages, the majority fear an increase in the already 
disturbing phenomena of crime, alcoholism, drugs, suicide, etc. In addition, some domes-
tic problems came up as a cause for great concern. Causes for dismay were the expect-
able further cuts in social spending, and also the deepening of social and regional ine-
qualities between more and less adaptive parts of society. 

Signs of a relatively high degree of solidarity were expressed not only with fellow-
Hungarians, but also on the international scale. People proved to be very critical of all 
‘separatist’ actions and of any manifestations of competition among the Central Euro-
pean governments. The vast majority sees Hungary’s future in the context of the region, 
and thinks of the attainment of formal EU-membership together with other ‘Visegrad-
states’. 

In light of these surveys, the spheres to improve dialogue between the government 
and society appear with great clarity. As a result of the investigation, a ‘programme on 
the advancement of communication’ was elaborated by the Office of the Prime Minister 
in summer, 1997. Starting with August 1997, the major dailies, public radio broadcasting 
and the Hungarian State Television launched different series on a number of economic, 
financial, labour market, social, educational and cultural aspects of future integration. 
These series aim at raising awareness of the specificity of certain policy-areas in the EU, 
and also at disseminating information on those political and bureaucratic procedures 
which shape the actions of the Hungarian Parliament and the government in order to take 
a step further towards membership.4  

Views on gains and losses of economic reforms 

Although the reforms to attain higher efficiency and better performance of the econ-
omy had an exceptionally long history in Hungary (dating back to the late 1960s), the 
collapse of socialism has brought about fundamental changes in the conditions determin-
ing the space and scope of steps to be taken towards genuine economic advancement. 
The unstoppable decline of production from the early 1980s onwards made it clear that 
production can hardly be further increased amid the given structural conditions of a 
command-economy. The potential of the cautious reforms proved to be exhausted: the 
continuation of economic development required fundamental change in the prevailing 
property-relations. However, such a claim touched upon the strongest political taboos of 
the socialist regime. Thus, all the radical ideas built on the dominance of private owner-
ship seemed to remain in the drawers forever. But with the systemic changes of 1989–
1990, the chances of realising them changed from one moment to the next. On the basis 
of the ready-made programmes also outlining the necessary legal, financial and organisa-
tional steps required for a successful economic transformation, significant measures were 
taken immediately after the elections of 1990. 

The most important amongst them were the acts and regulations on privatisation. Be-
sides the legal acknowledgement of private capital, a number of monetary measures were 
introduced to speed up the conversion of earlier state-run firms into private business and 
the formation of small enterprises on the ground of informal production of the second 
 

4 Csepeli, Gy. – Závecz, T.: Várakozások, remények, félelmek: az Európai Únió képe a magyar közvéleményben. In: Poli-
tikai évkönyv, 1997. Ed.: Kurtán, S.– Sándor, P. – Vass, L. DKMKA. Budapest. 650–669. p. 
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economy. Thus, within six years, private property became dominant and in 1997 more 
than 60 per cent of productive assets were in private hands. The expansion of private 
ownership has been accompanied by a drastic change in the composition of production: 
the once painfully underdeveloped service-sector has grown to become a decisive part of 
the economy, now providing some 60 per cent of GDP. 

Besides privatisation, strong actions were also taken in foreign trade. The generous 
subsidies given to the export of Hungarian products were to inspire increased productiv-
ity, but also aimed at gaining sufficient returns for the payment of Hungary’s gigantic 
foreign debts. The same goals were served by liberating the prices of practically all do-
mestic products from their heavy central subsidies. At the same time, full liberalisation of 
the import side of trading was aimed at orienting production towards better adaptation to 
external challenges.  

Further elements of the reform served to develop the formerly missing commercial 
banking sphere: a substantial injection of central funds and international loans helped to 
modernise the financial system rapidly which is badly needed to invigorate economic 
growth. Institutional changes in banking have also been accompanied by a liberalised 
monetary policy. 

It must be said that all these changes have taken place amidst a serious production 
crisis. Thus, radicalism in shortening the period of transition toward a market-economy 
had to be counteracted by a number of strong measures to mitigate the negative effects of 
the process – first of all, to control inflation and the rise in unemployment. In this con-
text, the establishment of central and regional institutions of industrial relations became 
an important element of the reform-process. Despite all the efforts, the greater part of 
Hungarian society has, however, experienced a remarkable decline in real income and a 
formerly unknown degree of uncertainty in recent years. Thus, ‘economic reforms’ mean 
mostly negative experiences for the majority. These experiences greatly influence peo-
ple’s perception of the changes and are clearly reflected in the views expressed in the 
numerous public opinion polls on the subject. 

A widespread feeling of insecurity has been signalled recurrently by a number of sur-
veys. When asked about perceptions of economic changes, the two aspects where people 
express fear are the limited hopes to preserve their place of work and to maintain a given 
standard of living. Year by year, the anticipated rates of unemployment exceed the actual 
number by some 30-35 per cent. Expectations for substantial loss of income are also 
high, though less so, when asked about personal future. People see more opportunity for 
their own personal efforts to gain additional resources than for ‘them above’. In other 
words, people’s evaluation about the general state and future perspectives of Hungarian 
society seems to be somewhat gloomy. It is the intensification of personal efforts which 
remains the only source of hopes for improvement. Surveys on economic expectations 
also show that with the passing of time, nostalgia for the relatively secure financial situa-
tion people experienced around the late 1980s has been increasing. At the same time, 
they do not want a command-economy. When asked about their most preferred system of 
economic regulation, hardly anyone approves of ‘socialist’ management, while the sup-
port of a free market , and, especially, of a ‘mixed’ economy is on the increase. Simi-
larly, people approve denationalisation and privatisation, though they would like to see 
more state-actions to ensure more recognition of the interest of ‘rank and file’ employees 
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also in private business. Obviously, these ‘averages’ of public opinion hide great varia-
tions according to the level of schooling, occupation, place of living, and, above all, the 
actual standard of living. In general, urban professionals (men somewhat more than 
women) are strong supporters of radical steps toward marketisation, and they are the 
least critical of austere measures in service of the longer-term goals.5 The former middle-
classes of qualified blue- and white-collar workers are usually half-hearted ‘voters’ of 
the reforms. In full accordance with their greatly changing personal conditions and per-
spectives, their varying positive response-rates in the subsequent polls indicate a high 
degree of hesitation: on the one hand, they see themselves as partial winners of the 
changes, on the other hand, the gains seem to wither away easily if central protection de-
creases too rapidly. It is the elderly, the unskilled, the long-term unemployed, and, above 
all, the Roma who identify themselves as the greatest losers where change is concerned 
and expect further deterioration of both their personal and ‘class’ situations. Neverthe-
less, even they do not wish a return of the old times. What they would like to see are 
more actions from central administration to counteract the negative aspects of the transi-
tion with more efficient measures in social policy. 

Location of survey knowledge 

As the previous chapters indicate, the actual use of survey results is rather limited in 
contemporary Hungary. The causes are manifold. Firstly, it is only in a minority of the 
cases that survey-results are available to the public. The majority of investigations run by 
the most professional major poll-centres is commissioned either by private business or by 
the political parties in which case, the contracts usually have strict publication limits. As 
can be seen from their yearly reports, surveys for open publication make up, at most, a 
quarter of the work of the four biggest survey-centers (Medián, Sonda Ipsos, Modus, 
Marketing Centrum). In all cases, it is exclusively the press-commissioned polls which 
can be published in their entirety and without limitation. In addition, surveys commis-
sioned by one or another ministry are put up for ‘summary-report’ in the yearly pub-
lished Political Yearbooks (however, in these cases, partial censorship is exercised by the 
authorities). Thus it can be said that democratic discourse and the establishment of the 
painfully missing culture of political argumentation is relatively poorly served by public 
opinion research at present. 

The second source of under-utilisation is the rather widespread distrust in the findings 
of opinion-polls. Because of the relatively short history of independent research, ‘bad 
news’ from one or another survey is taken as an example of ‘secret’ political predilection 
of the reporting survey-centre and heavily attacked in the press. Given the low standard 
of general knowledge about sampling and data-processing, such attacks certainly destroy 
the prestige, popularity and powerful use of survey-research. 

The third factor behind under-utilisation is the uncertainty of finances. Since opinion-
polls are to measure people’s views at a given time, their findings are not for long-term 
use – except when repeated. Regular surveys would require regular commissioning. 
However, amid the general shortage of resources, organisations or agencies rarely have 
 

5 Hann, E. és szerzőtársai: A politikai közvélemény a Medián kutatásainak tükrében, 1991–1994. In: Politikai évkönyv, 
1994. Ed.: Kurtán, S.– Sándor, P. – Vass, L. DKMKA. Budapest. 1994. 719–757. p. 
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funds for repetitive surveys. Thus, in most of the cases, polls are just one-time surveys 
which lose relevance within a relatively short time and it is considered to be rather diffi-
cult to build longer-term reforms based on their results. 

What follows for the actual ‘mapping’ of the availability of survey-results is a rather 
anarchic and geographically scattered picture. Practically all the ministries, many local 
governments and a wide range of various other institutions in the public domain commis-
sioned surveys during the past but the detailed reports are in their files and are inaccessi-
ble to the public. On the other hand, the major poll-centres (as agencies contracting for 
the execution of the different surveys) possess the data-files but are not authorised to put 
it into data-archives for ‘independent’ research. Given this situation, it is also hard to 
know how much opinion surveys have influenced decision-making, how much they were 
explored for monitoring the work of one or another agency or to what extent they have 
shaped longer-term policy-formation. The only source of responses for such questions is 
the series of Political Yearbooks, where the major poll-centres give summary-reports of 
the main results of investigations run in the preceding year. Since only surveys with un-
limited access can be used for the purpose of these reports (these are the ones commis-
sioned mostly by the press), information is rather limited in scope. The recurrently re-
ported topics are the following: perceptions of the work of the key-institutions of public 
administration; views on the government and its policy priorities; changes in party-
orientations; modifications in people’s voting behaviour and their evaluation of major 
political and economic decisions. 

* 

As the paper hopefully demonstrated, in principle, opinion-surveys can provide use-
ful tools to inform those in charge of bringing about administrative reforms. The surveys 
might orient them towards expected reactions to one or another measure that they are to 
take, may help to monitor changes in the work of different public institutions and might 
also provide feed-back on the sources of satisfaction and dissatisfaction in different seg-
ments of society. Both the standard of professional knowledge and the organisational 
structure of the leading survey-institutions are proper guarantees for the validity of the 
information that those interested in exploring the findings of public opinion polls might 
expect. However, a better utilisation of opinion-surveys as tools to assist administrative 
reform would require further conditions: the commitment of public organisations to pub-
licity and their efforts to initiate public discourse around the findings that the different 
surveys ‘measure’ on their work. 

 



 



 



 



 



 



 



 



 



WELFARE SUPPORT  
AND POVERTY IN HUNGARY, 1992–1997*  

PÉTER SZIVÓS – ISTVÁN GYÖRGY TÓTH  

In this study, which is one stage in research series going back many years, we attempt 
to describe the nature of the connection between welfare benefits and the trends in 
poverty indicators. 

The study examines the changes in income distribution in the mid-1990s, with special 
focus on the evolution of relative poverty. We show the movement of the real and 
nominal values of the poverty thresholds employed, and attempt to colour the description 
of the evolution of poverty with a calculation of additional measures besides the 
traditional ones. The next part presents some new calculations showing the effects of 
welfare benefits on poverty. 

PROBLEMS OF MEASUREMENT 

In our earlier work we attempted to examine the distribution of welfare benefits and 
the changes in distribution over time. In examinations of this kind preliminary decisions 
on a number of methodological issues have to be made at the beginning. Here, without 
going into details we mention only a few.1 

The incomes of households may be compared in a number of different ways. As one 
extreme, no difference is made between households as to their size. It is clear that this 
approach gives no way for taking family size into account when assessing earning 
capacity or consumption demands. For example, it treats as one household a one-person 
household, a household where there are many children, and a household where there are 
possibly several generations. Behind this is the assumption that the living expenses of a 
household do not change as the family gets bigger. On the other hand, assuming per 
capita incomes means that the living expenses increase at the same rate as a family size. 
In the literature of income inequalities, both of these methods are used. However, we 
    

* The first version of this study was prepared within the framework of research co-operation between TÁRKI and the 
Hungarian Ministry of Public Welfare in the drawing up of the Medium-term Social Policy Strategy. This study  was 
undertaken with support of the European Commission’s Phare ACE Programme grant No. P96-6014-R. The data used in the 
study come from the data base of the Hungarian Household Panel. 

1 Tóth, I. Gy.: A jóléti programok szerepe a szegénység enyhítésében. In: Társadalmi riport, 1994. Ed.: Andorka, R. – 
Kolosi, T. – Vukovich, Gy. TÁRKI. Budapest. 1994. 107–136. p.; Tóth, I. Gy. – Andorka, R. – Förster, M. F. – Spéder, Zs.: 
Poverty inequalities and the incidence of social transfers in Hungary, 1992–1993. TÁRKI. Budapest. 1994. 73 p. 



PÉTER SZIVÓS – ISTVÁN GYÖRGY TÓTH 

 

72 

shall probably get nearer to the truth if we use an approach somewhere between these 
two extremites. 

According to the logic of equivalence scales, an increase in the size of a family means 
an increase in its living costs, but not at the same rate as the increase in the family’s size. 
For some households, then, equivalence scales attach diminishing weight to an increase 
in family size. As formally expressed, a multi-member family has an income equivalent 
to a single-member family when j=h/N, where j is the income of a single-member 
household, h is the total income of the household being examined and N is for indicating 
needs differring with the size of the family. In the literature it is regarded as proven that 
the co-efficient indicating the needs of a family can be well expressed using the formula 
N=Se, where S is the size of the family/household.2 

In what follows, we calculate personal equivalent incomes according to three 
different equivalence scales, and the poverty rates calculated on the basis of these 
incomes. In the case of the e=0.73 scale we assume in practice that the first member of 
the household is 1, the second 0.7 and the third 0.5 as consuming units. Secondly, we use 
an equivalence scale which is more restrictive than this (e=0.55). This means that 
compared to those indicated so far, additional family members are given less weight as 
consumers. Last but not least, we calculate poverty rates on the basis of incomes per 
capita. This is prompted by very important social policy considerations, even if, from the 
statistical point of view, it might be more correct to give analyses made on the basis of 
equivalent incomes. First and foremost is the fact that in social policy, in practice, the 
criteria for entitlement to certain benefits is determined on the basis of per capita income. 
Therefore, before formulating any kind of actual social policy proposal, the implications 
of examinations conducted on the basis of per capita income need to be looked at. 

Two additional methodological issues are worth mentioning. The first is the kind of 
poverty threshold to be used when assessing the extent of poverty and the role of welfare 
benefits in its alleviation. The second is the kind of poverty indicators to be used. 

There is no space here to analyse the various concepts of poverty and the advantages 
and disadvantages of these. (This subject is dealt with in a whole series of articles.3) 

In the following, we will use three poverty thresholds. On the one hand we shall 
regard as poor those whose per capita or equivalent income belongs to the bottom 
quintile (the bottom 20 per cent) of all such incomes. This measurement is not suitable 
for an examination of the size of poverty, since, by definition, 20 per cent of the 
population will always be in this bottom quintile. On the other hand, it is suitable for an 
examination of the composition of poverty, as well as for an examination of how the 
number of those living below the poverty threshold is represented by the upper limit of 
this quintile changes according to how individual social policy benefits featured in the 
incomes of individuals. 
    

2 Buchmann, B. et al.: Equivalence scales, well-being, inequality and poverty: sensitivity estimates across ten countries 
using the LIS database. Review of Income and Wealth. 1988. No. 34. 115–142. p.; Förster, M. F.: Measurement of poverty and 
low incomes in a perspective of international comparisons. OECD Labor Market and Social Policy Occasional paper. No. 14. 

3 Among others, Fábián, Z.: Review of the social science research into poverty in Hungary. TÁRKI. Budapest. 1995. 69 
p.; Andorka, R. – Spéder, Zs. – Tóth, I. Gy.: Developments in poverty and inequalities in Hungary, 1992–1994. TÁRKI. 
Budapest. 1995. 67 p.; Szivos, P.: Jövedelmek és jövedelemegyenlőtlenségek alakulása az utóbbi  néhány évben. INFO-
Társadalomtudomány. No. 28. 21–29. p.; Galasi, P.: Szegények és gazdagok. TÁRKI. Budapest. 1995. 19 p. and Galasi, P.: A 
jövedelemegyenlőtlenségek változása Magyarországon 1987, 1992–1994. MTA Világgazdasági Kutató Intézet. Budapest. 
1995. etc. 
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The other two measurements greatly depend on the actual pattern of income 
distribution. On the basis of these we can regard as poor those who (calculated on the 
basis of the various equivalence scales) live on an income less than half the average and 
half the median income. What is in favour of the choice of an average is the fact that 
certain international comparative studies, with which we would like to have comparable 
data, use this measurement. Against it, as we shall see later on, is the fact that the 
average, especially in the case of the smaller samples, is very sensitive to the extreme 
values. For this reason, the use of a median income seems to be more suitable. 

In studies dealing with poverty in Hungary, the poverty rate and – less often – the 
poverty gap are the indicators which regularly appear. The first expresses (H=p/n) the 
proportion of poor people within the population, and is therefore the simplest and most 
readily understood type of poverty measure. Its big disadvantage, however, is its 
complete insensitivity to the intensity of poverty. This intensity – which in other words is 
the depth of poverty – is measured by the poverty gap, and by its relative version which 
shows the distance of the average income of the poor from the poverty threshold. The 
formula for this may be expressed as  

I=1/p· Σi=1,p((k-yi)/k)  

where  

p – is the number of poor people,  
yi – is income of the poor, 
k – is the poverty threshold.  

The aggregate poverty gap – Σi=1,pk-yi – gives the minimum aggregate amount needed 
for the poor to rise above the poverty level. The poverty gap, however, is always 
insensitive to changes taking place in the number of the poor as long as the average 
income of the poor is unchanged. In order to combine the complementary characteristics 
of the two indices, the normalized version of the aggregate poverty gap can be used. This 
gives the amount of income to be redistributed from the non-poor to the poor if all of the 
poor are to rise to the level of the threshold. 

Besides the above indicators, in the literature on the poverty of the last 15–20 years, 
many additional proposals have been made which are contained in a number of excellent 
summaries in Hungarian.4 In the following, we shall rely on these papers and on the 
indicators worked out in them. 

Neither the above two indicators (the poverty rate and the poverty gap), nor a 
combination of the two gives any information on the scale and seriousness of poverty 
among the poor, in other words, they do not take account of inequalities of income 
among the poor. For example, let us take two income distributions A=(1,2,3,4) and B= 
(2, 2, 2, 4), with the poverty line being 3. The poverty rate is 75 per cent and the average 
poverty gap is 0.33 in both cases, and at the same time the poorest person in the A 
distribution has half the income of the poorest person in the B distribution. Let us 
suppose that a B distribution comes about with a redistribution from the least poor to the 
    

4 Hajdu, O.: A szegénység mérőszámai. KSH Könyvtár és Dokumentációs Szolgálat. Budapest. 1997. 99 p.; Seidl, Ch.: 
Poverty measurement: a survey. In: Welfare and efficiency in public economics. Ed.: Bös, D. – Rose, M. – Seidl, Ch. Berlin–
Heidelberg. 1988. and Ravallion, M.: Poverty Comparison. World Bank. (Manuscript.) 54 p. 
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most poor in the A distribution. The poverty indicators we have examined so far are 
insensitive to such a redistribution. The poverty index proposed by A. Sen is appropriate 
from the point of view of the above criteria. The formula which bears his name is  

Ps=H(I+(1-I)Gp),  

where  

H – is the poverty rate,  
I – is the average rate of poverty gap,  
Gp – is a measurement of income inequality among the poor on the basis of the Gini coefficient. 

This index contains the information relating to the extent and intensity of poverty and 
to inequalities among the poor as well. The smallest value of the indicater is 0 and its 
highest is 1; 0 if there are no poor at all and 1 if everyone’s income is zero. Insofar as the 
income of all the poor is the same, this income is the lowest possible, the more its value 
approaches the poverty rate, the higher the proportion of the poor is, and the more the 
value approaches the average poverty gap. A modification of the index was suggested by 
S. Anand who said that not only the incomes of the poor should be taken into account 
when measuring poverty, but the incomes of the non-poor as well. The intensity 
measurement proposed by him compares the distance between the threshold value and 
the average income of the poor with the average income of the population as a whole. 
This index can be interpreted as the proportion of total incomes  of the non-poor that 
needs to be transferred to the poor to lift them to the level of the threshold. The Anand 
measurement differs from the Sen measurement only in one constant, which is a quotient 
of the poverty line and the average income of the population as a whole. 

Despite all their advantages, these indicators do not satisfy the requirement of 
additivity. They do not ensure that the poverty index relating to the population as a 
whole can be compiled as a weighted average of indicies relating to sub-populations, or, 
the other way round, that it can be decomposable from the ‘complete’ index. 

A relatively simple measure satisfying the above requirement is the Foster – Greer – 
Thorbecke index, which is built on a conception of a weighted poverty gap. Its formula is 
the following:  

PFGT=1/nΣi=1,p((k-yi)/k)α,  

where  

α ≥ 0 ,  
p – is the number of poor people,  
n – is the population size,  
yi  – is income,  
k – is the poverty threshold, α the value of the calculation parameter. 

The greater the value of α, the greater the weight attached to the poorest of the poor. 
In the case of α=0, it is weighted with the poverty rate. If α=1, the weight is the product 
of the poverty rate and the average poverty gap, while when α=2, the poverty gap is 
weighted with itself. Referring back to the earlier mentioned A and B distributions, the 
values of FGT(2) are 0.14 and 0.08 respectively. 
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WELFARE BENEFITS AND THE PROFILE OF POVERTY 

Welfare benefits came first into the center of attention in the first half of the 1990s, 
because at the time of the recession they amounted to more than 30 per cent of Gross 
Domestic Product. Hungarian social expenditures at that time exceeded the OECD 
average.5 Then, partly because of the stablization package, in 1996–1997 welfare 
expenditure fell back dramatically.6 

Table 1 

Some principal characteristics of cash social benefits 

Money benefits In the year of 

 1992 1993 1994 1995 1996 

 
HUF billion 

Family allowances 91.8 108.9 110.6 101.6 95.7 
Unemployment benefits 48.4 59.1 52.4 50.1 47.2 
Pensions 314.9 392.9 477.4 553.4 633.9 
Social assistance 18.3 22.3 24.9 29.2 33.3 
Total (of above four) 473.5 583.1 665.3 734.4 810.1 
Total income 2050.8 2350.9 2888.6 3560.3 4366.1 

 Nominal change, 1992=100.0 per cent 
Family allowances 100.0 118.6 120.4 110.7 104.2 
Unemployment benefits 100.0 122.0 108.3 103.5 97.5 
Pensions 100.0 124.7 151.6 175.7 201.3 
Social assistance 100.0 121.7 136.0 159.4 181.6 
Total (of above four) 100.0 123.1 140.5 155.1 171.1 
Total income 100.0 114.6 140.9 173.6 212.9 
Price index (CPI) 100.0 122.5 145.5 186.6 230.6 
 

Change in real value, 1992=100.0 per cent 
Family allowances 100.0 96.8 82.7 59.3 45.2 
Unemployment benefits 100.0 99.6 74.4 55.5 42.3 
Pensions 100.0 101.8 104.2 94.2 87.3 
Social assistance 100.0 99.3 93.4 85.4 78.7 
Total (of above four) 100.0 100.5 96.5 83.1 74.2 
Total income 100.0 93.6 96.8 93.0 92.3 
 

Shares of cash social benefits  
in total incomes 

Family allowances 4.5 4.6 3.8 2.9 2.2 
Unemployment benefits 2.4 2.5 1.8 1.4 1.1 
Pensions 15.4 16.7 16.5 15.5 14.5 
Social assistance 0.9 0.9 0.9 0.8 0.8 
Total (of above four) 23.2 24.7 23.0 20.6 18.6 

Source: TÁRKI Social Policy Data Base. 
    

5 Tóth, I. Gy.: A jóléti rendszer az átmenet időszakában. Közgazdasági Szemle. 1994. No. 4. 313–341. p.; Social and 
labour market policies in Hungary. OECD. Paris. 1995. 189 p. 

6 Lelkes, O.: Az állam szociális kiadásai Magyarországon 1988 és 1996 között. TÁRKI. Budapest. 1997. 15 p. 
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Before we examine the influence of this on the income distribution of poverty and 
welfare benefits, we should like to present a few characteristics of the four-benefit 
system covered by our analysis: family allowances, unemployment benefits, pensions 
and social assistance. 

In the period between 1992–1996, the total nominal amount spent on these four 
benefits rose by 70 per cent. The total sum spent on pensions increased somewhat more, 
doubling in nominal terms. Unemployment benefit expenditure showed no increase even 
in nominal terms (see Table 1). Of course, the developments in incomes as a whole were 
influenced by changes in the number of benefit recipients, as well as by changes in the 
average values of the benefits. The proportion of households receiving pensions rose by 
a few percentage points and indexing was also in operation. As a result, this benefit was 
the one which lost the least of its real value. In the case of unemployment benefits, the 
proportion of those benefiting decreased. Also, due to changes in legislation, the average 
amount of the payment fell to two-thirds during this period. The real value of family 
allowances also suffered a significant fall, to less than half. Here primarily the fall in 
average values was decisive. 

Since disposable income increased more rapidly in nominal terms, benefits and 
decreased less than the cash benefits in real terms, the role of these benefits in income 
composition decreased. While in 1992 the four benefits under discussion made up 23 per 
cent of total household income, by 1996 this figure had fallen to 19 per cent. Family 
allowances and unemployment benefit lost the most value, but to some degree so did 
pensions, which were of much greater importance. The significance of social assistance 
remained about the same. These structural changes are supported by the findings of the 
Hungarian Household Panel,7 so we shall rely on these series of data in our analysis. 

Income distribution and poverty 

The study, as we have indicated, shows data on those living on incomes below the 
poverty threshold calculated on the basis of the bottom quintile, half of the average, and 
half of median income. The empirical differences between these three poverty lines are 
shown on the basis of data relating to the Hungarian income distribution in the years 
1992–1997, using a number of poverty measurements. The data and the calculations are 
everywhere prepared by using the data base of the Hungarian Household Panel. 

Income distribution in Hungary, as generally, is skewed towards the left. In other 
words, the lower regions of the income distribution contain population cohorts of 
significant size. In the upper tail, on the other hand, those groups whose incomes are 
significantly higher than that of the average ‘pull apart’ the field. This can clearly be seen 
in Figure 1, where the income distribution data for 1992 can be examined. This feature of 
income distribution is also shown by the fact that the average income in 1992 exceeded 
the median income by 15 per cent. The difference remained largely the same throughout 
the period (although in 1995 the difference reached 20 per cent). 

Comparing income distribution data through subsegment years in a period of 
considerable inflation, price adjustment of household incomes should be made. In the 
    

7 Szivós, P. – Tóth, I. Gy.: A háztartások jövedelmi szerkezete, egyenlőtlenségek, szegénység és jóléti támogatások. In.: 
Zárótanulmány. Jelentés a MHP 6. hullámának eredményeiről. Ed.: Sik, E. – Tóth, I. Gy. TÁRKI. Budapest. 1998. 252 p. 
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period between 1992 and 1997, inflation led to a fall in the real value of the different 
poverty thresholds. Out of the three thresholds, the greatest fall in real value (33%) in the 
period examined was the poverty threshold defined as the upper limit of the bottom 
quintile. 

Figure 1. Number of persons belonging  
to the different per capita income categories, 1992 
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Figure 2. Real values of poverty thresholds, at 1991/1992 prices 
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Figure 3. Income distribution at 1991/1992 prices, 1991/1992–1995/1996 
(Base period: April 1991–March 1992) 
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Source: Hungarian Household Panel, Waves I–VI. Inflation indices always compare the later March–March average with 
the earlier March–March average. Thanks are due to István Bedekovics for the calculations. 
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The fact that income distribution shifted leftwards is also shown by the diagram 
which depicts the distribution of the real incomes in individual years compared to this 
poverty threshold (half of the 1992 median) (see Figure 3). It is obvious from this that in 
thes successive years the fall in real incomes afflicted larger and larger population groups 
below the 1992 poverty threshold. 

The development of relative poverty rates can clearly be shown by the presentation of 
cumulative distribution of social groups below the given income levels in the function of 
the increase in incomes. For the sake of simplicity, with the help of density functions 
only for 1992 and 1996, we can examine how the change in, or changing of, the poverty 
thresholds employed affected the proportion of poor people in a given population (see 
Figure 4). The vertical line placed on the diagram represents half of the median income 
in 1992. We can also see that in the 1992 density function, this value implied a poverty 
rate of 18 per cent, while in the 1996 distribution of income it implied a poverty rate of 
some 25–30 per cent. We can also see that near the above mentioned value cumulative 
frequencies rise somewhat steeply. This indicates that even a relatively small change in 
the poverty threshold affects comparatively significant population groups. On the other 
hand, with the help of a horizontal line placed on the Figure 4 at the 20 per cent value of 
cumulative distribution, the fall in the real value of the upper limit of the bottom quintile 
can be seen. 

Figure 4. Cumulative distribution of persons on the various levels  
of per capita income in 1991/1992 and 1995/1996 
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Figure 5. Poverty rates of persons for different poverty 
thresholds defined on the basis of per capita incomes 
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The former mentioned movements in the characteristics of income distribution are 
also present in the increase of poverty rates. The proportion of poor people increased 
according to all three definitions over the period (see Figure 5 and Table 2). The increase 
in relative poverty was especially significant in 1995 and 1996; on the other hand, we 
can speak of some decrease and almost no movement in 1997. 

As we have already mentioned, poverty headcount, however, is just one measurement 
of poverty. In addition to this, new information is provided by data which show the 
nature of income distribution within the group of the poor. 

For all three thresholds we can find that the average poverty gap was approximately 
30 per cent in the last years (see Table 2). This value is higher than the one given in the 
World Bank poverty assessment report8 which used the Household Budget Survey 
carried out by the Hungarian Central Statistical Office, where poverty in Hungary was 
described as ‘shallow’. Nevertheless, this is not surprising, since the Panel, despite all its 
limitations, spans a relatively wider range of income distribution than the Household 
Budget Survey.9 

However, the ‘depth’ of poverty is not simply a statistical or sociological question. In 
aggregate the difference between the incomes of poor persons and the poverty threshold, 
equals the amount of money needed for all poor persons to enjoy an income on the level 
of the poverty threshold. Figure 6. shows the Hungarian population ranked by household 
incomes per person. It can clearly be seen that incomes per person are somewhat unequal 
in the lower regions of the distribution, than in the upper part of income distribution. 

The horizontal line in Figure 6 represents the poverty threshold. (This is half of the 
median income, which in 1992 was HUF 49 000.) The size of the area between the 
horizontal line and the actual income distribution curve represents the area which would 
need to be filled for the poor to reach the poverty threshold (this is called the poverty 
deficit). Comparing the thus-defined poverty deficit with the incomes of the non-poor, 
we arrive at a measure which further colours the description of poverty. 

The third column of Table 2 shows that the rate of such a redistribution would be 
rather slight. The raising of the lowest incomes to the upper limit of the bottom quintile 
would necessitate a redistribution of approximately 3–4 per cent of the total income of 
the non-poor. According to our estimates, this would have been 85–90 billion HUF in 
1996, which would have been the equivalent of twice the social assistance paid out that 
year. This is in line with those statistics which (using other data and other methodology) 
have so far been aimed at determining the poverty deficit.10 

However, the situation is not so simple. The amounts indicated in the above denote 
only direct costs of a minimum income guarantee, but the total costs are appreciably 
more than this. Apart from the administrative costs, three factors would make its actual 
use extremely expensive. To begin with, a minimum income guarantee would mean a 
100 per cent implicit marginal tax for those living below the poverty threshold, namely it 
would be a matter of indifference to them whether they acquired their income through 
work or through asssistance.  
    

8 Hungary: Poverty and Social Transfers. A World Bank Country Study. World Bank. Washington DC. 85 p. 
9 Andorka, R. – Ferge, Zs. – Tóth, I. Gy.: Valóban Magyarországon a legkisebbek a jövedelmi egyenlőtlenségek? 

Közgazdasági Szemle. 1997. No. 2. 89–112. p. 
10 Szivós, P.: The evolution of poverty in Hungary, 1987–1992. (Manuscript.) 1994. 36 p. 
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 Table 2 

Trends in individual indicators of poverty 

 Poverty threshold 
Years  50 per cent of average 

income 
50 per cent of median 

income 
Upper limit of the 

bottom quintile 

 
Poverty rate: Proportion of persons with per capita income less 

than the given poverty threshold  
1992 12.8 10.2 20.0 
1993 10.4 6.6 20.0 
1994 12.1 7.4 20.0 
1995 15.8 9.0 20.0 
1996 18.3 12.8 20.0 
1997 17.8 12.4 20.0 

 
Poverty gap-ratio: Average income shortfall in terms of the 

poverty threshold (per cent) 
1992 33.2 31.3 30.9 
1993 26.5 27.0 25.0 
1994 26.3 26.7 26.2 
1995 29.0 33.4 27.9 
1996 29.8 29.9 31.2 
1997 31.1 32.6 30.8 

 
Rate of poverty deficit to the total income of the non-poor 

1992 2.2 1.4 3.8 
1993 1.4 0.8 3.2 
1994 1.6 0.8 3.2 
1995 2.3 1.3 3.1 
1996 2.8 1.7 3.4 
1997 3.0 1.8 3.5 

 
Sen index × 1000 

1992 59.7 46.5 88.4 
1995 66.3 42.2 81.8 
1996 77.8 55.7 87.5 
1997 78.0 55.8 87.5 

 
FGT(2) × 100 

1992 2.16 1.66 3.05 
1993 1.02 0.80 2.10 
1994 1.40 0.92 2.21 
1995 2.20 1.51 2.62 
1996 2.60 1.90 2.97 
1997 2.64 1.93 2.94 

The notions used in Table 2 are: 

Poverty rate: H=p/n, 
Poverty gap-ratio: I=1/p· Σi=1,p((k-yi)/k), 
Poverty deficit/income rate: Σi=1,pk-yi / Σi=p->nyi, 
Sen index: Ps=H(I+(1-I)Gp) (Gp – the inequality among the poor measured by Gini coefficient), 
FGT index: PFGT=1/nΣi=1,p((k-yi)/k)α, (α – the value of the calculation parameter, α>=0). 
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Figure 6. The income of persons ranked according to per capita annual incomes, 1992 

 
Source: Hungarian Household Panel, Wave I. Sample taken from the Panel’s data base 

For the reason mentioned before, the non-benefit derived incomes of the poor must 
also be added to the redistribution costs. Secondly, a supplementation would prompt to 
reduce the efforts of those who are just above the poverty threshold to acquire income 
through work. Namely, for them the marginal costs of undertaking work could 
significantly exceed the marginal incomes which the undertaking of work would bring. 
For this very reason, it could be expected that some of those who would otherwise have 
been above the poverty threshold could slip down. 

Finally, supplementation is accompanied by tax costs. These taxes burden the 
incomes of those who are well above the poverty threshold. The disincentive effects 
stemming from an increase in taxation and the extremely high implicit marginal tax rate 
could undermine the moral foundations of the market economy even among those 
affected by these measures indirectly or only to a negligible extent. Consequently, a 
guaranteed minimum income could lead then to a situation accompanied by disincentive 
effects, in other words its social costs could significantly exceed the optimal level.11 

We however, introduced the poverty deficit conception as a statistical measure rather 
than a social policy proposal. In this sense, the methodological status of the poverty 
deficit as a measurement is similar to that of the Robin Hood index. 

Among other indicators, we also use the Sen index, which, in addition to those so far, 
namely the poverty rate, the poverty gap and their derivatives, also incorporates income 
inequality among the poor. The values for this indicator are to be found in the fourth 
column of Table 2. According to this indicator poverty did not increase, or did not 
increase as significantly as it could have been expected on the basis of the increase in the 
poverty rate. Since the average poverty gap changed differently from 1992 to 1997 
according to the different thresholds, and since income inequality among the poor 
    

11 Gál, R. I.: A társadalombiztosítási programok ösztönző hatásai. Közgazdasági Szemle. 1996. No. 2. 128–140. p.; 
Semjén, A.: A pénzbeni jóléti támogatások ösztönzési hatásai. Közgazdasági Szemle. 1996. No. 10. 841–862. p. 
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decreased with all three thresholds, this indicator, arising as the product of all these 
effects, shows a smaller increase. To investigate the reason for the decrease in 
differences among the poor while an increase in the inequality characterizes the 
population as a whole, will require further research. 

Another index calculated is the Foster – Greer – Thornbecke (FGT) index (used in 
the literature with the parameter α=2), of which an important characteristic is the fact 
that it places a greater weight on the poorest than the earlier indicators did, with the 
result that it reacts more sensitively to the changes taking place in their ranks. This is the 
explanation for the fact that the year 1993 – which from a number of aspects did not 
conform with the trends – behaved ‘strangely’ here too, falling the index to half. 
Comparing the beginning and the end of the period examined, its value increased by 
some 20 per cent in the case of the poverty thresholds represented by half of the average 
income and half of the median income, while falling a certain amount using the upper 
limit of the bottom quintile.  

Between the last two periods, there was almost no difference with regard to the level 
of the FGT index. 

Poverty indicators before and after transfers 

What kind of role do welfare benefits play in the reduction of poverty? We attempted 
to provide an answer to this question in an earlier study (see Note 1). Now, reformulating 
the question a little but essentially following our earlier thinking, we shall, as in Szivós’s 
article,12 investigate the extent to which individual welfare benefits are capable of 
reducing poverty indicators. 

Table 3 

Poverty rates of persons in 1995–1996, on the basis  
of personal equivalent incomes, according to different equivalence scales and poverty thresholds 

Equivalence 
scale (e) 

Total income Without family 
allowances 

Without 
unemployment 

benefits 
Without pensions Without social 

assistance 

 Poverty threshold: 50 per cent of average income 
0.73 15.3 20.5 16.5 32.8 15.7 
1 18.0 22.7 19.8 36.4 18.4 
0.5 15.0 20.6 16.3 31.2 15.3 

 Poverty threshold: 50 per cent of median income 
0.73 9.6 15.3 11.1 26.5 9.7 
1 12.7 18.0 14.3 29.9 13.3 
0.5 8.8 14.7 10.6 25.8 9.4 

 Poverty threshold: Upper limit of bottom quintile 
0.73 20.0 24.9 21.6 41.6 20.6 
1 20.0 25.6 22.1 43.1 20.4 
0.5 20.0 25.6 21.1 40.0 20.7 

    
12 Szivós, P.: A munkanélküliek jövedelempótló támogatása. Statisztikai Szemle. 1996. No. 11. 894–907. p. 
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This thinking is built on a very simple assumption. First, we examine the size of the 
poverty indices calculated on the basis of the various poverty thresholds when the 
various benefits are included in total incomes, and then we calculate their size when 
these benefits are taken out, leaving the thresholds unchanged. This is shown by Table 3 
with regard to 1995–1996, applying various equivalence scales and poverty thresholds.  

In the second column of Table 3, we can find the proportion of those whose monthly 
income is less than the given level of income. The different equivalence scales give 
different poverty rates, since the poverty rate is senstive to the equivalence scale 
employed in a measure dependent on the household structure.13 

The third column of Table 3 shows the size of poverty rates with unchanged poverty 
thresholds but for total incomes minus family allowances. Using all three equivalence 
scales, the poverty rates shown in the third column of Table 3 are substantially higher 
than those shown in the preceding column. All this is broken down in Table 4 on the 
basis of income per capita for the year 1996–1997, according to the number of children. 
Table 5 presents the changes in the FGT index. 

Table 4 

The poverty-reducing effects of family allowances:  
Poverty rates with family allowances and without them, 1996–1997 

Income – Total Noumber of children under 18 years 
family allowance  0 1 2 3 4 and more 

 
Poverty threshold: 50 per cent of average income  

Total income (1) 17.8 4.9 13.5 23.4 47.9 62.8 
Total income – family 

allowances (2) 
 

21.8 
 

4.9 
 

18.8 
 

30.2 
 

52.2 
 

81.3 
2/1 1.22 1.00 1.39 1.29 1.09 1.29 
 

Poverty threshold: 50 per cent of median income  
Total income (1) 12.4 2.6 8.9 15.7 33.3 56.3 
Total income – family 

allowances (2) 
 

16.5 
 

2.6 
 

10.8 
 

22.9 
 

47.8 
 

68.8 
2/1 1.33 1.00 1.21 1.46 1.44 1.22 
 

Poverty threshold: upper limit of bottom quintile  
Total income (1) 20.0 5.7 15.7 26.9 51.4 70.8 
Total income – family 

allowances (2) 
 

23.5 
 

5.7 
 

19.6 
 

32.1 
 

57.7 
 

87.4 
2/1 1.18 1.00 1.25 1.19 1.12 1.23 

In the absence of family allowances in 1996/97, the poverty rate of those under 16 
would have risen from 31.7 per cent to 39.2 per cent using half of the average income as 
the poverty threshold, and from 23 per cent to 32 per cent using half of the median 
income as the poverty threshold. This latter poverty rate would have shown a 37 per cent 
increase. The investigation according to the number of children showed a jump in the 
    

13 See Note 1. and Atkinson, A. – Rainwater, L. – Smeeding, T. M.: Income distribution in the OECD countries. OECD 
Social Policy Studies. No. 18. Paris. 1995. 164 p. 
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poverty rate of those with two children, while the FGT index shed light on the serious 
situation of those with 3–4 children. 

Table 5 

The poverty-reducing effects of family allowances:  
FGT index with family allowances and without them, 1996–1997 

Income – Total Noumber of children under 18 years 
family allowance  0 1 2 3 4 and more 

 
Poverty threshold: 50 per cent of average income 

Total income (1) 2.638 0.645 1.631 2.939 6.482 15.288 
Total income – family 

allowances (2) 
 
4.518 

 
0.705 

 
2.202 

 
4.604 

 
13.027 

 
30.323 

2/1 1.71 1.09 1.35 1.57 2.01 1.98 
 

Poverty threshold: 50 per cent of median income 
Total income (1) 1.925 0.510 1.173 2.067 4.601 11.469 
Total income – family 

allowances (2) 
 
3.587 

 
0.561 

 
1.627 

 
3.305 

 
10.245 

 
26.396 

2/1 1.86 1.10 1.39 1.60 2.23 2.30 
 

Poverty threshold: upper limit of bottom quintile  
Total income (1) 2.942 0.711 1.844 3.333 7.283 16.589 
Total income – family 

allowances (2) 
 
4.903 

 
0.775 

 
2.477 

 
5.165 

 
14.088 

 
31.932 

2/1 1.67 1.09 1.34 1.55 1.93 1.92 

Table 6 

The poverty-reducing effects of unemployment benefits: 
Poverty rates before and after unemployment benefits, 1996–1997 

Income  
benefits 

Total Unemployed Not  
unemployed 

 
Poverty threshold: 50 per cent of average income  

Total income (1) 17.8 27.4 17.0 
Total income – 

unemployment benefits (2) 
 

18.7 
 

30.3 
 

17.8 
2/1 1.05 1.11 1.05 
 

Poverty threshold: 50 per cent of median income 
Total income (1) 12.4 20.8 11.7 
Total income – 

unemployment benefits (2) 
 

13.4 
 

22.8 
 

12.6 
2/1 1.08 1.10 1.08 
 

Poverty threshold: upper limit of bottom quintile 
Total income (1) 20.0 30.0 19.3 
Total income – 

unemployment benefits (2) 
 

21.3 
 

33.1 
 

20.2 
2/1 1.07 1.10 1.05 
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Leaving the logic of the analysis unchanged, we performed calculations of exactly the 
same type on unemployment benefits, pensions and social assistance, in addition to 
family allowances (see Tables 6–9). 

Table 7 

The poverty-reducing effects of unemployment benefits:  
FGT index before and after unemployment benefits, 1996–1997 

Income  
benefits 

Total Unemployed Not  
unemployed 

 
Poverty threshold: 50 per cent of average income  

Total income (1) 2.599 5.186 2.418 
Total income – 

unemployment benefits (2) 
 

3.142 
 

6.511 
 

2.854 
2/1 1.21 1.26 1.18 
 

Poverty threshold: 50 per cent of median income 
Total income (1) 1.900 3.899 1.755 
Total income – 

unemployment benefits (2) 
 

2.380 
 

5.107 
 

2.146 
2/1 1.25 1.31 1.22 
 

Poverty threshold: upper limit of bottom quintile 
Total income (1) 2.969 5.697 2.708 
Total income – 

unemployment benefits (2) 
 

3.467 
 

7.049 
 

3.160 
2/1 1.17 1.24 1.17 

 Table 8 

The poverty-reducing effects of pensions: Poverty rates before and after pensions, 1996–1997 

Income  
pensions 

Total Pensioners Non- 
pensioners 

 
Poverty threshold: 50 per cent of average income 

Total income (1) 17.8 5.5 21.9 
Total income – pension (2) 44.0 77.3 32.8 
2/1 2.47 14.05 1.50 
 

Poverty threshold: 50 per cent of median income 
Total income (1) 12.4 3.2 15.5 
Total income – pension (2) 37.2 72.6 25.3 
2/1 3.00 22.69 1.63 
 

Poverty threshold: upper limit of bottom quintile 
Total income (1) 20.0 7.1 24.5 
Total income – pension (2) 46.4 78.8 35.5 
2/1 2.32 11.10 1.45 

Without family allowances, the income poverty risk of persons living in households 
with children would have increased significantly, but to a varying extent.  



PÉTER SZIVÓS – ISTVÁN GYÖRGY TÓTH 

 

86 

 Table 9 

The poverty-reducing effects of pensions:  
FGT index values before and after pensions, 1996–1997 

Income  

pensions 

Total Pensioners Non- 

pensioners 

 
Poverty threshold: 50 per cent of average income 

Total income (1) 2.599 0.374 3.398 
Total income – pension (2) 18.582 50.719 7.763 
2/1 7.15 135.61 2.28 
 

Poverty threshold: 50 per cent of median income 
Total income (1) 1.900 0.210 2.502 
Total income – pension (2) 17.048 48.625 6.418 
2/1 8.97 231.55 2.57 
 

Poverty threshold: upper limit of bottom quintile 
Total income (1) 2.969 0.457 3.780 
Total income – pension (2) 19.189 51.485 8.316 
2/1 6.46 112.66 2.20 

The risk of those living in single-child households falling beneath the poverty 
threshold as determined by the upper limit of the bottom quintile would have risen from 
15.7 per cent to 19.6 per cent in 1996–1997, and the risk of those living in a two-child 
household, from 27 per cent to 32 per cent. The poverty risk of those living in three-child 
households would have risen from 51 per cent to 58 per cent. The poverty rate of those 
with four or more children, which is high even with familiy allowances, would have risen 
still more, from 71 per cent to 87 per cent. From these figures we can conclude that, 
although the incidence of receipt of family allowances favoured middle income groups 
before it was reformed into a means tested scheme, the erosion of family allowances, 
nevertheless, has had a greater effect on those with lower incomes. This is supported by 
the trends in the FGT index, which shows a very significant rise, differentiated according 
to the number of children and primarily among those with three or more children. 
Among those with one or two children, a 30–60 per cent rise is discernible for all three 
thresholds. This indicates that the effectiveness of family allowances as a program of 
income support could have increased by making it income dependent (more precisely by 
making the net family allowance income dependent, namely by taxing family 
allowances) and by combining this with the differentiation by the number of children.  

Of the four types of benefit investigated, the ‘withdrawing’ of the unemployment 
benefit and social assistance would, according to earlier examinations, have had the least 
dramatic effect, which stems from the relatively minor importance of these two benefits. 
We found for 1992–1993 that the poverty risk of those households where the head of the 
household was unemployed would have risen by some 25 per cent (from 41 per cent to 
51 per cent). One half of households where the head of the household was unemployed 
were households where total elimination of unemployment benefit would not have been 
accompanied by a fall to below the absolute poverty threshold. The ‘withdrawing’ of 
social assistance, on the other hand, would in practice not increase the poverty risk of the 
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population as a whole. Of course, this does not mean that the abolition of social 
assistance would not cause serious problems for the very poor. On the contrary: it would 
clearly do significant harm to the situation of those who are already poor, as well as 
harming the income position of households who now could not be described as poor, but 
not so much that these would fall below the fixed poverty threshold.14 

Now with these more recent calculations, we can arrive at similar conclusions, 
although now it is not the poverty rate of households that is being examined, but that of 
persons. Despite this we can see that even a small ‘withdrawal’ of unemployment benefit 
and social assistance would increase the poverty rates and the FGT index, but the Sen 
index would not rise more than 20–30 per cent and 9–13 per cent respectively at the time 
the two benefits are ‘witthdrawn’. Especially surprising is the very small increase that 
would have characterized the withdrawal of social assistance. Further investigations will 
be necessary to explain the reason for all this.  

 Table 10 

Summary data: Poverty rates with and without welfare benefits 

Years 
Poverty  

threshold 
Total income Without family 

allowances 
Without 

unemployment 
benefits 

Without 
pensions 

Without 
social 

assistance 

 HUF per cent 

 
Poverty threshold: 50 per cent of average income  

1992 55910 12.5 18.1 14.7 28.1 13.2 
1993 71805 10.4 14.1 12.9 33.5 11.3 
1994 82600 11.8 16.5 15.3 36.8 12.6 
1995 95758 15.6 22.6 17.0 34.4 16.2 
1996 106919 18.0 22.7 19.8 36.4 18.4 
1997 118532 17.8 21.8 18.7 44.0 18.8 
 

Poverty threshold: 50 per cent of median income 
1992 49000 10.2 13.7 11.9 25.1 10.8 
1993 61050 6.6 10.2 9.1 28.0 7.3 
1994 69823 7.3 11.6 9.7 30.8 8.0 
1995 79803 9.0 14.8 10.8 26.7 9.5 
1996 92350 12.7 18.0 14.3 29.9 13.3 
1997 102750 12.4 16.5 13.4 37.2 13.6 
 

Poverty threshold: Upper limit of bottom quintile 
1992 66502 20.0 27.1 22.3 40.6 20.9 
1993 88586 20.0 25.9 22.7 49.4 20.8 
1994 97840 20.0 24.6 22.4 49.6 20.8 
1995 103600 20.0 27.0 21.9 43.4 20.9 
1996 112800 20.0 25.6 22.1 43.1 20.4 
1997 124600 20.0 23.5 21.2 46.4 20.9 

Had there been no pension, the poverty risk of pensioners would have risen to 79 per 
cent as compared to a 7 per cent probability of belonging to the bottom quintile. 
    

14 See Tóth, I. Gy. Note 1. 
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Moreover, 77 per cent of them would have fallen not only below the quintile barrier, but 
also below 50 per cent of the average income. At the same time a withdrawing of 
pensions would also have significantly increased the poverty risk of those households in 
which the head of the household is below pension age, as well as the risk of those who, 
although not pensioners themselves, live in households where one or more pensioners are 
living. There is a multifaceted explanation for all this. On the one hand, as we have seen 
on the basis of earlier investigations, in the income composition of households where the 
head of the household is of pension age, the proportion of income derived from pensions 
exceeds 70 per cent. This proportion is even higher in the case of pensioners living alone 
and in the case of pensioner couples. Because of this, a fall in the value of pensions (or 
the abolition of pensions altogether) would be equivalent to total poverty for them, and, 
in the majority of cases, to total lack of income. On the other hand, this is not true for all 
pensioners.  

It is obvious that the poverty risk is smaller for those pensioners who have their own 
incomes from the market, or for those who live in households where there is at least one 
active earner. For these pensioners, part of the ‘drop’ stemming from the decrease in the 
value of pensions can be warded off by income from the market. In any case the lesson is 
that the vulnerability of pensioner households can really be reduced by making their 
income composition more diversified. 

 Table 11 

The poverty-reducing effects of the different benefits: the ratio of 
the poverty rate in the absence of benefits to the poverty rate with benefits 

Years Family 
allowances 

Unemployment 
benefits Pensions Social 

assistance 

 
Poverty threshold: 50 per cent of average income  

1992 145 118 225 106 
1993 136 124 322 109 
1994 140 130 312 107 
1995 145 109 221 104 
1996 126 110 202 102 
1996 122 105 247 105 
 

Poverty threshold: 50 per cent of median income  
1992 134 117 246 106 
1993 155 138 424 111 
1994 159 133 422 110 
1995 164 120 297 106 
1996 142 113 235 105 
1997 133 108 299 110 
 

Poverty threshold: upper limit of bottom quintile  
1992 136 112 203 105 
1993 130 114 247 104 
1994 123 112 248 104 
1995 135 110 217 105 
1996 128 111 216 102 
1997 117 106 231 104 
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Tables 10 and 11 show that poverty rates have increased significantly in the 1990s. 
We need to add that data calculated on the basis of average incomes show certain hectic 
movement, which is probably due to the fact that the Hungarian Household Panel’s 
sample size is rather small. In estimates of this kind, a small sample size greatly 
accentuates the sensitivity of the average towards extreme values. 

From the tables it can also be concluded that, in a certain sense, the poverty-reducing 
effects of family allowances and pensions work against each other. The fact that these 
two benefits are the two biggest items in the social benefits system certainly played a 
major role in this. In their cases, a decision on one of these benefits always has an effect 
on the other, since they are in competition for the funds relating to the ‘maintenance’ of 
benefits.  

 Table 12 

The poverty-reducing effects of the different benefits: Ratios of poverty 
indices in the absence of benefits to poverty indices with benefits 

Years Family 
allowances 

Unemployment 
benefits Pensions Social 

assistance 

Sen index Poverty threshold: 50 per cent of average income  
1992 157 125 436 107 
1996 149 114 400 107 
1997 140 112 423 110 
 

Poverty threshold: 50 per cent of median income  
1992 156 127 517 108 
1996 160 115 494 109 
1997 158 116 520 113 
 

Poverty threshold: Upper limit of bottom quintile  
1992 147 119 347 106 
1996 146 113 371 106 
1997 141 112 393 109 

FGT(2) index Poverty threshold: 50 per cent of average income  
1992 167 133 736 109 
1996 168 115 683 111 
1997 171 121 715 114 
 

Poverty threshold: 50 per cent of median income  
1992 175 138 894 110 
1996 176 116 860 114 
1997 186 125 897 117 
 

Poverty threshold: Upper limit of bottom quintile  
1992 159 128 572 108 
1996 164 116 620 110 
1997 165 116 646 114 

We have calculated the Sen and FGT indices for the first and last two years of the 
period investigated. The poverty-influencing effect of the given benefits is presented in 
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Table 12. It is worthy of note that although these two indices take into account different 
aspects of poverty, the changes in the benefits, over a period of time, display similar 
characteristics. 

 Table 13 

Accumulated distribition of individual social incomes and total household income, 
 in income deciles defined on the basis of the equivalent incomes of households  

(per cent) 

Years 1. 2. 3. 4. 5. 6. 7. 8. 9. 10. 

 deciles 

 
Pensions 

1991–1992  5.9 16.2 28.3 40.0 52.7 63.9 74.1 82.1 92.3 100.0 
1992–1993 6.8 15.6 26.5 37.6 50.5 62.2 71.7 82.7 91.3 100.0 
1993–1994 4.7 12.9 23.3 34.7 47.2 58.7 70.9 80.3 90.5 100.0 
1994–1995 4.6 12.8 23.1 35.0 47.4 61.8 73.1 82.9 92.5 100.0 
1995–1996 4.2 10.9 19.4 32.2 43.9 57.8 69.5 80.6 91.9 100.0 
1996–1997 2.9 9.7 18.2 28.7 41.0 54.4 66.9 80.5 92.0 100.0 
 

Unemployment benefits 
1991–1992 13.6 24.1 35.7 46.8 55.3 63.1 78.6 89.2 94.4 100.0 
1992–1993 15.7 30.9 40.4 51.7 58.4 69.6 82.1 91.6 96.5 100.0 
1993–1994 13.1 30.4 39.9 50.6 59.7 71.4 83.6 89.1 97.2 100.0 
1994–1995 18.6 31.6 41.9 50.8 58.8 70.9 83.6 91.7 96.9 100.0 
1995–1996 15.3 32.2 52.3 57.7 69.8 77.2 87.5 92.6 95.6 100.0 
1996–1997 25.3 39.8 50.9 58.2 65.8 71.9 81.7 94.4 97.1 100.0 
 

Social assistance 
1991–1992 9.2 21.3 29.2 37.0 51.9 63.0 76.9 81.1 85.4 100.0 
1992–1993 17.4 30.8 39.0 47.1 54.1 65.8 81.2 88.6 96.5 100.0 
1993–1994 21.5 30.8 38.5 55.9 65.4 80.6 88.0 92.6 99.8 100.0 
1994–1995 17.1 27.7 39.1 48.6 60.6 66.5 75.5 86.6 98.9 100.0 
1995–1996 17.9 29.9 40.8 44.4 51.6 69.4 81.1 86.4 93.0 100.0 
1996–1997 18.9 36.2 47.4 60.4 65.7 74.9 80.9 89.6 97.3 100.0 
 

Family allowances 
1991–1992 8.1 14.1 22.5 31.8 43.2 54.7 68.1 81.4 91.4 100.0 
1992–1993 9.0 17.3 26.2 35.9 45.9 58.7 69.6 81.8 91.7 100.0 
1993–1994 11.0 21.7 29.9 39.4 48.6 59.1 70.2 81.7 92.0 100.0 
1994–1995 13.2 24.6 34.1 42.4 53.4 63.9 73.2 82.5 92.1 100.0 
1995–1996 13.0 28.9 39.5 47.2 58.0 65.8 74.5 85.0 93.3 100.0 
1996–1997 20.9 35.0 43.6 51.9 62.2 71.0 80.5 88.7 96.3 100.0 

The first conspicuous characteristic is that, as the poverty-reducing power of the 
benefits – in the majority of cases – diminished, their internal order remained the same. 
The role of pensions changed the most, at the earlier date their role was more significant, 
which supports the fact that the relative position of pensioners has improved. Again it is 
worth noting that the ‘power’ of social assistance has not increased, and that of family 
allowances has not shown a significant change, either. 

* 
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On the basis of the findings of this study, our first conclusion is that before going 
further it would be important to examine, once again and in greater detail, the 
distribution of social incomes and the role of welfare benefits in the reduction of poverty. 
This would mean, on the one hand, the conducting of incidence studies, and, on the other 
hand, the examination of income composition according to income size and social 
grouping, and to changes over time. In this regard, it should be mentioned the increase in 
the concentration of social incomes (in other words, the ‘improving’ tendency in the 
‘targeting’ of incomes of this sort) has halted the increase in the inequality of pre-
distribution incomes. The concentration (for this reason probably their ‘targeting’ too) 
decreased somewhat in the last period. This is shown in detail in Table 13, which relates 
to the distribution of social incomes. In the distribution pattern of social incomes 
considered together, in all cases except pensions, a shift towards the lower income 
groups has been noticeable for years. Within these changes, the ‘targeting’ of familiy 
allowances and maternity benefits are especially worthy of attention, but in the case of 
social assistance and unemployment benefits, the shift of benefits towards those on the 
lower rungs of the income ladder should not be overlooked either.  



STATE RESPONSES TO POVERTY  
AND UNEMPLOYMENT IN HUNGARY 

ÖDÖN ÉLTETŐ – JUDIT LAKATOS – MÁRIA RÉDEI 

During the 1990s, the incomes of Hungarian households decreased on average in 
every year except 1994. At the same time, in this period of transition, the output of the 
economy also decreased mainly due to the restructuring which took place. Employment 
declined: both the number of unemployed people and the inactivity rate among the popu-
lation increased. In all years but 1994, when real earnings increased by 7 per cent, earn-
ers had to face a situation where the rate of inflation considerably exceeded the increase 
in nominal earnings. Incomes from employment decreased as a proportion of total 
household incomes, while social incomes increased particularly among low income 
households.  

What is characteristic of the composition of incomes at the bottom of the Hungarian 
income distribution is that, while before 1990 low income households were particularly 
dependent on pensions for the aged, in 1996 low income households were more depend-
ent on unemployment benefits and various forms of family assistance. This happened be-
cause families with dependent children but without an active earner came down to the 
lowest rung of the income ladder, while the incomes of pensioner households decreased, 
on the average, less those that of families with children. 

In the period considered, income inequality increased significantly. According to the 
data of the income survey carried out in 1996 (with a reference year of 1995) as a sup-
plementary survey of the Microcensus, the total household income share of the poorest 
population decile amounted to 3.3 per cent only while in 1987 this share was 4.5 per cent 
of a much higher real income. At the same time, the share of the income attributed to the 
top decile of the income distribution increased from 20.9 per cent to 25 per cent.1 

In   1995, the government of Hungary decided to reform the child benefit system as a 
part of austerity measures designed to reduce a budgetary imbalance. However, it was 
planned to reduce the variety of benefits and number of households eligible to these 
benefits in a way that would not affect negatively those most in need. After a lengthy po-
litical and legal debate, the new package of measures came into force on 16 April, 1996. 
A long period had elapsed between the time the decision on reform was taken and the re-
form was actually introduced, yet an assessment of the distributional impacts of the re-
   

1  Jövedelemeloszlás Magyarországon, 1995. Központi Statisztikai Hivatal. Budapest. 1998. 10 p. 
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form was never carried out. In this paper we use a recently developed microsimulation 
model to examine the impact of the April 1996 reforms of child-related benefits on 
budget expenditures and household incomes. In addition, the microsimulation model is 
also used to examine the budgetary and distributional impact of some possible alterna-
tives to the policies introduced. 

Our purpose in carrying out this task is two-fold. First, we wish to demonstrate the 
usefulness of a microsimulation model in a country such as Hungary which is undergo-
ing social and economic transformation. We believe that the real importance of this mi-
crosimulation model is its ability to highlight to decision makers the necessity and possi-
bility of impact assessment. Our second aim is to draw some conclusions about the im-
pact of reforms to the child-related benefits system implemented in April 1996. An as-
sessment of these reforms is vitally important, not only because the child-related benefits 
system is crucial to the incomes of millions of Hungarian households, but also because of 
the longer term implications of reform, particularly in the areas of labour market partici-
pation and population growth. This also implies that the benefits system should be regu-
larly re-assessed as economic and social conditions change. 

Our main conclusion from this research is that while the reform of the child-related 
benefits system, in particular the introduction of means-testing for Family Allowance, 
did produce certain savings to the government budget, and had relatively little distribu-
tional impact, this would have been offset by the considerably higher administrative costs 
associated with means-testing. We also found, however, that the cost of restoring Family 
Allowance to the real levels enjoyed by households with children in the early 1990s 
would be rather expensive. 

The remainder of this paper is divided into four parts. In the first chapter, the mi-
crosimulation model and the data are discussed. In the second the reform to child-related 
benefits of April 1996 are discussed and evaluated. In the third some possible alterna-
tives to the April 1996 reforms are considered. The  last one presents our conclusions. 

THE MODEL AND MICRODATA 

The primary aim of this research was to investigate the impact of various policy op-
tions – concerning state benefits and tax alleviations connected with child bearing and 
child raising – on poverty and the distribution of household incomes, and on the relative 
income position of various social groups including families with different numbers of 
dependent children. In order to carry out these investigations, a microsimulation model 
was built by the Department of Living Standards and Human Resources Statistics, Hun-
garian Central Statistical Office (HCSO), in collaboration with the Microsimulation Unit, 
University of Cambridge.2 Here, we give only a very brief summary of its features. 

The Microsimulation Model  

Researches on methodological issues of microsimulation techniques began in the 
HCSO in the mid-1980s. The microsimulation model developed for the present research 
   

2 The model is described in more detail in Papp, E. – Jarabek, Z.: State responses to poverty and unemployment in Hun-
gary: Technical description of the Hungarian Microsimulation Model. Hungarian Central Statistical Office. Budapest. 1997. 
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project is a static and non-behavioural one, meaning that the internal structure and char-
acteristics of households in the dataset were left unchanged, and no change in individual 
or household behaviour was assumed as a result of a policy change. The model was de-
signed in the first instance to examine the impact of reforms to the system of child bene-
fits in Hungary on household incomes. To carry out microsimulation procedures, an SAS 
application was used. This allowed the easy manipulation of both data and policies. The 
tax/benefit provisions that the model can currently simulate include personal income 
taxes and social security contributions, Family Allowance, Child Care Allowance and 
Maternity Allowance. Allowing for limitations in the microdata, the model can be ex-
tended to handle other types of benefits, too. 

The microdata 

The microsimulation model constructed for this project used the Hungarian House-
hold Budget Survey (HBS) from 1995 as its major source of microdata. The HBS is col-
lected annually by the HCSO, and has been widely used to chart the impact of economic 
transformation on Hungarian households.3 These data included detailed information on 
the characteristics and personal incomes of individuals in 10,500 Hungarian households, 
and are grossed up by using demographic weights to be representative of the Hungarian 
household population. Havasi, É. and Rédei, M. in an analysis4 of representativity of the 
1995 HBS have found that in terms of the composition of Hungarian households, the 
data and the population are similar. However, the representativity of some income com-
ponents, particularly income from self-employment, is poorer. This problem is not 
unique to the Hungarian HBS. It is generally experienced in income and expenditure sur-
veys.5 However, it is important to take into account a differential representativity when 
microsimulation results based on these data are being interpreted. 

In order to carry out an analysis of the reforms to child related benefits implemented 
in April 1996, income data in the 1995 HBS were updated to 1996 levels. The updating 
strategy employed in the HCSO’s microsimulation model is discussed in greater detail by 
Éltető, Ö.6 While it is often the practice with microsimulation modelling to update in-
come data and also perhaps certain characteristics of the sample so that they reflect what 
might be the current (or even a future) situation, this has not been felt to be an appropri-
ate strategy in the case of Hungary. Both in 1996 and 1997–1998 social and economic 
characteristics of the population were still felt to be changing rapidly, but there were few 
forecasts of the size and nature of these changes. However, by 1997, rather reliable in-
formation on the nature of changes up to 1996 were becoming available, and these were 
used as means of updating the 1995 HBS micro data.  

More specifically, three types of information were available about incomes in 1996 
and accordingly different procedures were applied in updating incomes to 1996.  
   

3 Kattuman, P. – Remond, G.: Inequality in Hungary 1987 to 1993 DEA Working Paper No. 9726. University of Camb-
ridge. Cambridge. 1997. 

4 Havasi, É. – Rédei, M.: Representativity of the Household Budget Survey sample and validity of HBS income data, 
1995. Hungarian Central Statistical Office. Budapest. 1997. 

5 Redmond, G. – Wilson, M.: Validating POLIMOD. Microsimulation Research Note MUIRN/14. University of Cambrid-
ge. Cambridge. 1995. 

6 Éltető, Ö.: Algorithm used for updating income data of the 1995 HBS to 1996. Hungarian Central Statistical Office. Bu-
dapest. 1997. 
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First, reliable and fairly differentiated macrostatistical data on the gross earnings of 
employed earners were available in early 1997. Thus, earnings indices for updating earn-
ings data in the HBS from 1995 to 1996, differentiated by 14 economic branches and 
within each branch by sex and manual/non-manual grouping, could be calculated.  

The second type of information related to those social incomes that were determined 
for 1996 by law or by governmental measures. For example, in 1996 all state pensions, 
rents and the Orphan’s Allowance were raised by 13.5 per cent, and reported amounts in 
the 1995 HBS were adjusted accordingly.  

Thirdly, early information from the 1996 HBS was used to update other income. For 
updating income items other than earnings and the above-mentioned benefits, no other 
information was available except that contained in the 1995 and 1996 HBS data.  There-
fore indices to uprate these income items were calculated using 1995 and 1996 HBS 
data. In total, Individual income from all sources was aggregated into 23 groups. Four of 
these groups were further categorised according to the sex of the respondent and their 
educational attainment. Therefore, in total, 43 separate indices were used to update these 
other categories of income. Household income items were aggregated into 13 groups and 
updated according to 13 separate indices. 

The policies modelled 

In this project, variations on the following policy provisions were modelled: Family 
Allowance, Child Care Fee, Child Care Allowance, income taxes and compulsory social 
insurance contributions. These benefits and taxes are described in more detail in the fol-
lowing chapter.  

Here, we briefly describe some of the problems encountered in modelling them using 
HBS data. 

Family Allowance. Since this was a universal benefit until 1996, and then means-
tested on the basis of household incomes which could be captured quite well by the HBS, 
the modelling of entitlement to Family Allowance among HBS respondents was rela-
tively straightforward. However, while information on incomes in the household are col-
lected over a year in the HBS, information on characteristics, such as the number and 
ages of children, are collected only once, when the household is first interviewed. There-
fore, there is a small mismatch in the data between recorded and simulated receipt of 
Family Allowance.  

Child Care Fee and Child Care Allowance. Eligibility to these benefits was modelled 
on the basis of actual eligibility in 1996. From April 1996, Child Care Fee and Child 
Care Allowance were amalgamated into one benefit, but the new rules only affected 
women who gave birth after April 1996, while existing mothers retained their entitle-
ments under the pre-April 1996 rules. Therefore, the proportions of mothers who would 
be entitled to Child Care Allowance and Child Care Fee under the pre-April 1996 rules, 
and the proportion subject to the post-April 1996 rules, were estimated, since the HBS 
database does not contain information on the months of birth, only on the year. Macro-
statistical data on the numbers of births in 1995 and 1996 were used for this task. These 
data showed that, although, the number of mothers in receipt of Child Care Fee de-
creased considerably between 1995 and 1996, the average amount of Child Care Fee that 



ÖDÖN ÉLTETŐ – JUDIT LAKATOS – MÁRIA RÉDEI 96 

they received increased as a result of increases in nominal earnings in the preceding 
years (Child Care Fee was an earnings-related benefit). Therefore, both the proportion of 
mothers who remained subject to the pre-April 1996 rules, and the amount of Child Care 
Fee to which they were entitled, was modelled in this exercise. 

Income taxes and social insurance contributions. For political and analytical pur-
poses, the impact of various simulation options on disposable incomes net of direct taxes 
and social security contributions is of primary importance. This means that net dispos-
able incomes had to be calculated from the gross incomes of individuals and households 
in the 1995 HBS (updated to 1996) using the provisions of the Personal Income Tax 
(PIT) laws valid for 1996. This was not a straightforward task, because the 1996 PIT law 
was the most complicated it had ever been since its introduction in 1988. Therefore, be-
cause of the lack of necessary information in the HBS, it was not possible to take into ac-
count all of the subtleties of the tax law as they applied to individuals. However, the es-
sential elements of taxing gross incomes were applied. 

Family Allowance award amounts and means-test thresholds, 1995 and 1996 
(HUF per month) 

Maximum amounts of benefit 1995 and 1996  
single parent with 1 child, per child 3250 
single parent with 2 children, per child 3750 
single parent with 3 or more children, per child 3950 
couple with 1 child, per child 2750 
couple with 2 children, per child 3250 
couple with 3 or more children, per child 3750 
amount per handicapped child 5100 

Means-test from April 1996   
Single parent, per capita family income below 19600  

entitlement, for family with 1 child 3250 
entitlement for family with 2 children, per child 3750 

Single parent, per capita family income between 19600 and 22500  
entitlement, for family with 1 child 2300 
entitlement for family with 2 children, per child 2700 

Single parent, per capita family income between 22500 and 23400  
entitlement, for family with 1 child 1300 
entitlement for family with 2 children, per child 1500 

Single parent, per capita family income above 23400 no entitlement 
Couple, per capita family income below 18000  

entitlement, for family with 1 child 2750 
entitlement for family with 2 children, per child 3250 

Couple, per capita family income between 18000 and 18750  
entitlement, for family with 1 child 2000 
entitlement for family with 2 children, per child 2300 

Couple, per capita family income between 18750 and 19500  
entitlement, for family with 1 child 1100 
entitlement for family with 2 children, per child 1300 

Couple, per capita family income above 19500 no entitlement 
Minimum pension for one person 9600 
Average net earnings* 31086 

* Data of enterprises with more than 20 employees, relating to full-time employees. 
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DESCRIPTION AND IMPACT OF THE APRIL 1996 REFORMS  

Child-Related Benefits before April 1996.The main components of the Child-Related 
Benefits System before 16 April, 1996 were as follows. 

Universal (civil right entitlement) Family Allowance, the amount of which depended 
on the number of children and whether the family was headed by a couple or a single 
parent. The coloumned setting summarises the amounts of Family Allowance payable to 
different family types before and after the April 1996 reforms. The significance of Fam-
ily Allowance could be characterised by the fact that in 1995 the rate for a couple with 
one child equalled 28 per cent of the minimum pension, and 9 per cent of average earn-
ings, rising to 36 per cent of average earnings where the couple had three children. Fam-
ily Allowance accounted for 3.8 per cent of total incomes for households with one child, 
7.8 per cent of incomes for households with two children, and 16.1 per cent of incomes 
for households with three or more children. 

Pregnancy Allowance was payable on a universal basis to expectant mothers who 
were more than three months pregnant, and was paid at the same rate as Family Allow-
ance.  

Child Care Fee was payable to insured mothers of children aged less than 2; the 
amount paid was 75 or 65 per cent of average earnings of the previous period depending 
on the contribution record of the recipient. 

Child Care Allowance for insured parents of children aged less than 3, or children 
aged less than 10 if the child was permanently ill. The amount was a flat-rate sum, re-
gardless of social situation and previous earnings. 

Child Care Support, a benefit for families with at least three dependent children under 
the age of 18 and where the youngest was aged between 3 and 8, was introduced in 1993, 
and was the sole income-tested component of the system. However, the eligibility 
threshold (that per capita income should not exceed three times the minimum pension) 
was set so high that very few families with three children were ineligible. 

Maternity Allowance was payable to insured mothers for 24 weeks at a rate of 100 
per cent of their former wage. 

The amount of Orphan’s Allowance awarded was dependent on the earnings of the 
deceased parents and on the number of children in the orphaned family (in 1995 the av-
erage payment to 108, 000 recipients was 9 000 HUF per month) about a third of average 
earnings, and close to the minimum of old age pension. 

A large amount of state support for families with children came in the form of cash 
and in-kind welfare provisions, such as regular and once-off education support, and par-
tial or total subsidistation of the cost of school lunch and accommodation in student hos-
tels. Further support was provided in the form of allowances to foster parents and welfare 
scholarships in secondary and higher education. 

Child-Related Benefits after April 1996. The reforms of 16 April 1996 affected uni-
versal and personal entitlement provisions (Family Allowance, Pregnancy Allowance 
and Child Care Allowance) as well as provisions connected to employment (Child Care 
Fee and Maternity Allowance). The system was reformed as follows. 

Levels of Family Allowance did not change between 1995 and 1996. However, from 
April 1996, Family Allowance was subject to a means-test, which was based on the 
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household’s per capita disposable income net of alimony paid, child-care allowance and 
imputed income from the consumption of home production in the previous financial year 
(that is, in 1995 in the case of assessment of eligibility in 1996). No means-test was ap-
plied in the case of families with three or more dependent children, here the eligibility 
was automatic. In the case of families with one or two children, a step-wise means-test 
was applied. Families with per capita incomes below the low income threshold received 
full entitlement to Family Allowance; families with per capita incomes between the low 
and the high income thresholds received a reduced amount of Family Allowance, and 
families with per capita incomes above the high income threshold were not eligible for 
any Family Allowance. The low and high thresholds varied according to the number of 
children in the family (one or two), and depended on whether the family was headed by a 
single parent or a couple. Family Allowance amounts and details of the means-test intro-
duced are summarised in coloumned setting.  

This shows that for couples in particular, the range of per capita income across which 
eligibility to Family Allowance was reduced from full entitlement to none was quite nar-
row. A couple with per capital income of less than 18 000 HUF (58 per cent of average 
earnings) were entitled to the maximum amount. But if their per capita income was 
19 500 HUF (63 per cent of average earnings), they were anot eligible for any Family 
Allowance. 

Pregnancy Allowance was abolished and replaced with a newly established lump-
sum maternity payment of 14 400 HUF. This was equal to about 5 months’ Pregnancy 
Allowance in the former system.  

Child Care Fee was abolished in respect of children born after April 16, 1996. 
Entitlement to Child Care Allowance became means-tested. Only families eligible for 

Family Allowance were also eligible for Child Care Allowance, although it was no 
longer necessary to have a social insurance contribution record to receive it. In addition, 
the rate of Child Care Allowance was increased from April 1996 from 7 500 HUF to 
9 600 HUF (of which a 6 per cent health insuranece contribution was directly deducted). 
Mothers could claim  Child Care Allowance in respect of children who were less than 
three years old.  

Conditions of eligibility and benefit rates for Child Care Support were not changed. 
The maximum amount of the Maternity Allowance payable was reduced to 65–75 per 

cent of previous average earnings of the mother. 
With the exception of the reform of Family Allowance, these changes applied to 

those children only who were born after the reforms were introduced. Therefore, the im-
pact of the reforms as they were experienced by Hungarian families, was felt only gradu-
ally.  

The means-testing of Family Allowance was relatively well received by the people in 
Hungary. However, the application form was rather complicated and this potentially ex-
cluded low income families lacking necessary literacy. At the same time it is question-
able whether the money saved by excluding a small part of households justified the extra 
costs of checking, processing and recording income statements. Also, the use of income 
thresholds (3 in 1996 and 2 in 1997) to determine eligibility may have resulted in fami-
lies with incomes near these thresholds adopting strategies that were strongly influenced 
by the threat of losing eligibility. 
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However, there were two positive features of the reform: one was that the nominal 
value of the family allowance would grow from 1997 as promised by the government; 
the other was that in November, 1997 a new (but means-tested) benefit, Child Welfare 
Support, was introduced. This benefit was targeted on very low income households with 
a per capita income of less than the minimum pension level. 

Evaluation of the reform of family benefits 

The impact of the reforms to family benefits on the income situation of households 
with children as well as on state budget can best be evaluated by comparing the result of 
microsimulation of Versions 0 and 1. Version 0 reflects the actual situation in 1996, that 
means the 1995 incomes updated to 1996 and the changes in the Child-Related Benefits 
System as a result of the reforms introduced in April 1996. In Version 1 incomes are also 
updated to 1996, but the Child-Related Benefits System is maintained according to pre-
reform rules. Consequently, differences between the results of Versions 0 (1996) and 
Version 1 (1995) can be attributed to the immediate impact of the reforms introduced in 
April 1996.  

Table 1 

Number of child-related benefit recipients and state budget amounts 

 Number of recipients Total Annual Expenditure Income of households 

Version Households Persons  billion HUF 

 Family Al-
lowance 

Child Care 
Fee 

Child Care 
Allowance 

Family Al-
lowance 

Child Care 
Fee 

Child Care 
Allowance 

Gross in-
comes 

Net incomes 
available 

0 1 339 900 156 500 119 300 96.6 23.6 13.3 2846.5 2321.2 
1 1 423 700 188 700 91 500 100.6 29.3 11.2 2862.1 2336.3 

Some of the macroeconomic and fiscal impacts of the reforms, as calculated by the 
microsimulation model using HBS data, are shown on Table 1. Two of the changes, 
namely means-testing of Family Allowance and the elimination of the Child Care Fee, 
will potentially have significant long term impacts both on the central budget and on cer-
tain groups of society, but in 1996, their aggregate impact was relatively mild. The 
means-testing of Family Allowance resulted in a 4 per cent reduction in total annual ex-
penditure on this provision (from 100,6 billion HUF to 96.6 billion HUF), while expen-
diture on Child Care Fee, which was abolished in respect of babies born after April 1996, 
dropped from 29.3 billion HUF before the reform to 23.6 billion HUF, a reduction of al-
most one fifth. Expenditure on Child Care Allowance increased from 11.2 billion HUF 
before the reform, to 13.3 billion HUF after it. This increase occurred partly because it 
replaced the Child Care Fee for new mothers after April 1996, and partly because of the 
increased rate for this benefit from the same date. 

Analysis of the simulated aggregate costs of Family Allowance, Child Care Fee and 
Child Care Allowance shows that these three benefits amounted to 5 per cent of the gross 
incomes and 6 per cent of net incomes of the Hungarian population. Almost three quar-
ters of this amount (72 per cent) consisted of Family Allowance payments, 18 per cent 
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consisted of Child Care Fee, and 10 per cent consisted of Child Care Allowance. Had the 
eligibility criteria for these benefits remained unchanged (Version 1), their share in total 
household incomes would have been approximately 0.3 per cent higher. In other words, 
it would have cost the central budget an additional 8 billion HUF as compared to the 144 
billion HUF spent on these benefits in 1996. Savings were made up of 4 billion HUF 
from the means-testing of Family Allowance and 4 billion HUF from the abolition of 
Child Care Fee and the uprating, extension and means-testing of Child Care Allowance. 
(The latter is a compound of 6 billion HUF savings in Child Care Fee and an additional 2 
billion HUF of Child Care Allowance). 

The rest of the modifications to child-related benefits discussed above together pro-
duced less than 3 billion HUF in savings to the central budget, and did not significantly 
affect average living standards of families during 1996. They did however, still contrib-
ute to a general reduction in welfare. 

Table 2   

Decile shares of various child-related benefits in Versions 0 and 1 
(per cent) 

Version Deciles Total 
 1 2 3 4 5 6 7 8 9 10  

 Decile shares of all child benefits 
0 18.2 14.9 14.8 11.0 9.9 8.8 7.1 7.8 5.0 2.5 100.0 
1 17.1 14.0 14.1 10.7 9.7 7.7 6.8 8.3  6.5 5.4 100.0 

 Decile shares of Child Care Fee 
0 10.3 10.6 17.4 8.6 11.9 9.9 5.4 12.5 8.1 5.4 100.0 
1 11.1 11.1 17.3 8.2 11.4 8.3 6.4 13.4 8.2 4.7 100.0 

 Decile shares of Child Care Allowance 
0 22.4 15.4 18.0 11.9 10.0 6.9 5.8 4.3 3.9 1.3 100.0 
1 20.7 15.7 17.4 12.2 8.1 7.7 4.0 5.5 5.7 3.0 100.0 

 Decile shares of Child Care Support 
0 43.7 19.5 20.9 8.3 0.8 1.4 3.8 - - 1.6 100.0 
1 43.3 20.5 17.2 8.6 2.6 3.3 3.0 - - 1.5 100.0 

 Decile shares of Family Allowance 
0 19.9 16.1 13.9 11.5 9.6 8.8 7.5 7.0 3.9 1.7 100.0 
1 18.4 14.6 13.0 11.0 9.4 7.7 7.2 7.2 5.9 5.4 100.0 

As can be seen from Table 2, the reforms of April 1996 affected households differ-
ently according to their position on the income distribution. In summary, the share of the 
lowest decile in the three types of child benefits considered grew by about 1 percentage 
point in 1996 compared with 1995, while the shares of the upper three deciles decreased. 
Some details are worth highlighting. 

The gain in shares of Child Care Fee is concentrated around the middle of the income 
distribution. Child Care Fee was abolished in respect of children born after 16 April, 
1996, but previously, it had been available to insured mothers of children aged less than 
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2 as long as they remained on maternity leave. Women in insured employment were 
likely to belong to households in the middle or higher deciles. But as Lakatos, J. shows, 
women in the best-paid jobs tended to remain on maternity leave for shorter periods than 
women in less well-paid jobs.7 Therefore, after the 1996 reform, Child Care Fee was 
concentrated more towards the middle of the income distribution, with decreases in 
shares at the bottom, and at the 7th and 8th deciles. On the whole, in 1995 the three lowest 
deciles received 39.5 per cent of Child Care Fee transfers, while in 1996 their share was 
reduced to 38.3 per cent. 

Both in 1995 and 1996, over half of all Child Care Allowance was received by 
households in the three lowest deciles. This is not surprising, since this benefit was less 
generous than Child Care Fee and was available to mothers of children aged less than 3, 
who did not have a sufficient social insurance contributions record to claim Child Care 
Fee, or whose child was aged between 2 and 3, and their entitlement to Child Care Fee 
had been exhausted. Child Care Allowance was therefore considerably less attractive to 
mothers with a well-paid job than to return to work (this is clear from the distribution of 
this benefit across the income deciles). After the 1996 reforms, Child Care Allowance 
was even more concentrated among households in the bottom three deciles.  

Child Care Support was available as a means-tested benefit to households with three 
or more children. Both in 1995 and 1996 over 80 per cent of all Child Care Support 
payments were made to households in the lowest three deciles. This is not surprising, 
considering its means-tested nature, and the fact that households with several children 
tend to be concentrated in the lower income deciles. 

After it was means-tested in 1996, the distribution of Family Allowance became more 
concentrated in the bottom deciles. In 1995, households in the bottom decile received 
18.4 per cent of all Family Allowance. In 1996, this share increased to 19.9 per cent. By 
contrast, the share of Family Allowance accruing to households in the top income decile 
decreased from 5.4 per cent in 1995 to 1.7 per cent in 1996. Only households in the top 
three deciles lost out, on average, in 1996 compared with 1995. Households in the bot-
tom seven deciles gained in terms of shares as a result of the reforms. 

The 1996 reform of the Child-Related Benefits System, saving 8 billion HUF in the 
types of benefits under study, therefore led to a greater concentration of payments to-
wards the middle and the bottom of the per capita income distribution.  

Breaking down households in two groups, those with and those without active earn-
ers, allows for a more detailed analysis of these trends. Fifty-seven per cent of the house-
holds (containing nearly three-quarters of the Hungarian population) had active earners 
in 1996. Nearly two thirds of these households had children. At the same time, only one 
tenth of the nearly 1.6 million inactive households had children. To put it in a different 
way, there were active earners in almost nine tenths of the 1.5 million households with 
children, but 11 per cent of households with children did not have an active earner. In 
1995, 85 per cent of child benefits were transferred to households with active earners, 
while in 1996 this figure was reduced to 83 per cent. The reform package which saved 8 
billion HUF was designed to affect only households with active earners. Households 
   

7 Lakatos, J.: Return to the labour market after the Child-Care Leave. Hungarian Central Statistical Office. Budapest. 
1997. 
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without active earners continued to receive about 24–25 billion HUF in Child-Related 
Benefits, most of which was in the form of Family Allowance payments. 

Table 3   

Decile shares of child-related  benefits among active households in Versions 0 and 1 
(per cent) 

Version Deciles Total 
 1 2 3 4 5 6 7 8 9 10  

 
Decile shares of total child-related benefits 

0 15.0 14.2 14.1 11.9 12.3 9.4 9.5 7.4 4.2 2.0 100.0 
1 13.7 13.5 13.1 11.3 10.9 9.3 9.4 7.6 6.6 4.4 100.0 
 

Decile shares of Family Allowance 
0 16.5 15.1 13.7 12.5 12.1 10.0 9.0 6.6 3.5 1.1 100.0 
1 15.1 14.1 12.4 11.7 11.0 9.3 8.7 6.8 6.3 4.6 100.0 
 

Decile shares of Child Care Fee 
0 6.6 12.0 14.2 8.2 14.9 9.0 12.7 9.9 7.9 4.5 100.0 
1 7.3 12.4 14.8 7.5 12.4 11.1 13.6 8.2 8.7 4.0 100.0 
 

Decile Shares of Child Care Allowance 
0 20.2 13.9 17.7 13.5 11.8 8.0 5.8 4.6 2.9 1.5 100.0 
1 18.7 15.2 15.9 14.2 9.0 9.2 5.5 5.4 3.5 3.5 100.0 
 

Decile Shares of Child Care Support 
0 35.1 25.3 23.6 5.0 1.2 4.6 2.9 - - 2.3 100.0 
1 35.1 23.4 23.9 6.7 1.1 4.6 2.9 - - 2.3 100.0 

Table 3 shows the impact of the 1996 reforms on those households with active earn-
ers. Compared with the overall results presented in Table 1, the distributional impact of 
the reforms is quite large. In 1996, child-related benefit payments to households below 
the median were 2 billion HUF or 5 per cent higher than in 1995. At the same time child 
benefit payments for households in the upper four deciles decreased by 10 billion HUF. 
These changes were primarily due to a decline in the amount of Family Allowance and 
Child Care Fee paid to households in upper deciles, as well as to the increases in Child 
Care Allowance and Child Care Support paid to households in the lower deciles. Fami-
lies with children who lost their Family Allowance and/or Child Care Fee entitlement 
moved to lower, normally middle income deciles, while households receiving Child Care 
Allowance or Child Care Support instead of Child Care Fee moved to the lowest income 
deciles in 1996. Income inequality, however, changed little: both in 1995 and 1996, in-
comes in the uppermost decile were on average 5.6 times higher than in the lowest decile 
according to the HBS. 

The impact of the Child Benefit Reform on active households  
with various numbers of children 

Table 4 shows that there were 2.2 million active households in Hungary in 1996. Of 
these, 40 per cent had no children, 28.2 per cent had one child, 26.2 per cent had two 
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children, and 5.6 per cent had three or more children. If people rather than households 
are used as the unit of analysis, then people living in households with no children com-
prised 29.4 per cent of the Hungarian people living in households headed by an active 
person, and people living in households containing 3 or more children comprised 9.3 per 
cent of the population of people living in active households. 

Table 4   

Poverty and inequality within active households by the number of dependent children  

Denomination Number of children in household All active 

 0 1 2 3 or more households 

Number of households 883 160 613 449 574 453 122 363 2 193 439 
Percentage of all households 40.0 28.2 26.2 5.6 100.0 
Number of persons 2 091 039 2 014 986 2 346 736 663 354 7 116 115 
Percentage of all persons 29.4 28.3 33.0 9.3 100.0 

 Version 0 
Average net annual equivalised 

income (HUF) 
 

475 204 
 

368 112 
 

319 977 
 

263 387 
 

374 860 
Poverty line (HUF) 160 045 160 045 160 045 160 045 160 045 
Number of poor persons 86 915 97 263 155 151 82 558 421 887 
Percentage of all poor  20.6 23.4 36.8 19.6 100.0 
Average poverty gap (HUF) 19 015 32 754 37 675 27 039 36 016 
Relative poverty gap 11.9 20.5 23.5 16.9 19.1 
Gini co-efficient 0.247 0.232 0.227 0.220 0.260 
 

Version 1 
Average net annual equivalised 

income (HUF) 
 

475 704 
 

373 461 
 

323 612 
 

266 007 
 

377 974 
Poverty line (HUF) 160 552 160 552 160 552 160 552 160 552 
Number of poor persons 86 915 98 622 153 656 85 438 424 631 
Percentage of all poor   20.5 23.2 36.2 20.1 100.0 
Average poverty gap (HUF) 18 812 31 733 37 063 26 571 29 978 
Relative poverty gap 11.7 19.8 23.1 16.5 18.7 
Gini co-efficient 0.247 0.234 0.229 0.220 0.260 

Before the reforms of April 1996, the annual equivalised income of households with 
no children was 475 204 HUF. Households with one child had 373 461 HUF per annum, 
or 79 per cent of the incomes of households without children; households with two chil-
dren had, on average 323 612 HUF (68 per cent of the average amount of households 
without children); and households with three or more children had annual equivalised in-
comes of  266 007 HUF (56 per cent that of households with no children). After the re-
forms, which had no impact on households without children, the average equivalised 
household incomes of active households with children as a proportion of the incomes of 
active households without children fell to 77 per cent in the case of households with one 
child, 67 per cent for households with two children and 55 per cent for households with 
three or more children. Therefore, the relative income position of households with chil-
dren worsened somewhat as compared to that of households without dependent children.  
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Table 4 also shows that if households who had less income than 50 per cent of the 
median net equivalised income are defined as poor, it can be shown that both before and 
after the April 1996 reforms, the number of people living in households defined as poor 
was slightly over 420 000, of whom 87 000 lived in households with no children, 
150 000 lived in households with two children, over 80 000 lived in households with 
three children. These numbers suggest that households with no children or one child 
were under-represented among those below the poverty line, but households with two 
children, and particularly households with three or more children, were over-represented. 
As a result of the April 1996 reforms, slightly more households with two children fell 
into poverty, while slightly fewer households with three or more children did so. How-
ever, at about 20 per cent both before and after the reforms, the representation of house-
holds with three or more children among those in poverty was more than twice of what 
their population strength would suggest. 

The Gini inequality index, though rather low, shows that income inequality was the 
largest among active households without children. This was particularly the case within 
single member households. The Gini inequality index decreased according to the num-
ber of children in the household, and was largely unaffected by the reforms to child 
benefits. 

OUTLINE OF ALTERNATIVE POLICY OPTIONS 

Besides assessing the impacts of the 1996 reform of the Child-Related Benefits Sys-
tem, the research project also investigated some alternative policies concerning child 
benefits using microsimulation methods. The purpose in doing this was primarily to see 
whether some of these alternatives could yield a more favourable distributional and per-
haps psychological impact without greatly increasing the burden on the state budget.  

The alternative policies investigated can be classified into three groups. 
1. Vary eligibility criteria for Family Allowance. In Versions 2, 3 and 6, eligibility 

criteria for Family Allowance, which would have an impact on the incomes of most 
households with children, were changed, but the amount payable per child was held con-
stant according to the 1996 rules. In these versions entitlement to Family Allowance was 
made universal not just for families with three or more children (as was the case under 
the 1996 régime), but also for families with one child under the age of six (Version 2), 
for families with one child under the age of 3 (Version 3), and for single parent families 
(Version 6). 

2. Vary rates of Family Allowance. In Versions 4/3 and 9, eligibility criteria for Fam-
ily Allowance were held constant according to the 1996 rules, but the rates at which 
Family Allowance was paid were increased. Between 1992 and 1996, nominal rates of 
Family Allowance were not increased to compensate for increases in the cost of living. 
With the introduction of means-testing in 1996, its nominal value even decreased for 
many families. In Version 4/3, the means-testing thresholds for Family Allowance intro-
duced in April 1996 were held constant, but rates at which the benefit was paid were 
doubled. In Version 9, the amounts of the Family Allowance were set at the level actu-
ally implemented in 1997 (when Family Allowance was increased), but income thresh-
olds for means-testing purposes were kept at the same level as in 1996. 
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3. Introduce tax relief for workers with dependent children. Under Version 7/1, enti-
tlement to Family Allowance was held constant according to the rules implemented in 
April 1996, and extra help for families was provided in the form of child-related tax re-
liefs. In this version, parents could deduct some of the extra costs associated with raising 
children from their personal income taxes: parents could deduct between them a total of 
1 000 HUF per month in case of one child, 1 500 HUF per month/child in case of two 
children and 2 000 HUF per month/child in case of three or more children. However, if 
parents did not earn enough taxable income to pay income tax, they could not avail of 
this benefit. It must be noted here that in 1996 there was no income threshold below 
which income tax was not payable: the lowest income tax rate was 20 per cent. Social in-
comes were either not taxable (as it was in the case with Family Allowance) or the tax on 
them was deductable from total tax (as it was the case with pensions). 

Table 5   

Number of child benefit recipients and state budget amounts in the various versions 

 Number of recipients Cost of reform as percentage of Income of households 

Version Households Persons Total Annual Expenditure on 
child-related benefits  

(billion HUF)  

 Family Al-
lowance 

Child Care 
Fee 

Child Care 
Allowance 

in Version 1 
(1995) 

in Version 0 (af-
ter April 1996) 

Gross    in-
come 

Net income 
available 

1 1 423 700 188 700 91 500 100.0 105.7 2862.1 2336.3 
0 1 339 900 156 500 119 300 94.6 100.0 2846.5 2321.2 
2 1 409 800 156 500 119 300 96.0 101.4 2849.3 2324.0 
3 1 369 900 156 500 119 300 95.2 100.6 2849.1 2323.8 
4/3 1 339 900 156 500 119 300 162.9 172.1 2944.7 2419.3 
6 1 339 900 156 500 119 300 95.0 100.4 2850.0 2324.6 
7/1 1 339 900 156 500 119 300 94.6 100.0 2846.5 2387.5 
9 1 339 900 156 500 119 300 115.2 121.7 2877.3 2352.0 

The consequences of these alternatives on macroeconomic expenditures are summa-
rised on Table 5, and can be elaborated as follows. 

1. Vary eligibility criteria for Family Allowance. The extra cost to the central budget 
of paying Family Allowance as an entitlement for all children aged under six (Version 
2), or under the age of three (Version 3), or for all single parent families (Version 6) was 
relatively small. Under all three versions, budget expenditures as simulated by the model 
increased by as little as 1 or 2 billion HUF compared with Version 0, or less than one per 
cent of total expenditure on child-related benefits after April 1996. This can be explained 
by the relatively low fertility rates experienced by Hungarian women during the 1990s. 

2. Vary rates of Family Allowance. In versions where eligibility criteria for Family 
Allowance were the same as in 1996 (Version 0), but where benefit amounts were in-
creased, the model shows that budget expenditures would grow considerably. These ver-
sions were based on the consideration that Family Allowance could play a more central 
role in preventing poverty than was the case in 1996. In Version 4/3, Family Allowance 
rates current in 1996 were doubled, but the means-test was kept in place. This had the ef-
fect of restoring Family Allowance to its early 1990s value in real terms for families with 
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incomes below the means-test threshold, but would have cost the central budget an extra 
100 billion HUF, equal to a 72 per cent increase in expenditure on child-related benefits. 
The share of child-related benefits in total household incomes would have increased by 3 
percentage points. It is obvious, however, that the central budget would not be able to 
cover these expenditures. In Version 9, Family Allowance was increased as required by 
regulations in May 1997, but with income limits the same as in 1996. This reform in-
creased simulated expenditure on child-related benefits by about 22 per cent, and average 
net household incomes by about 1.3 per cent. 

3. Introduce tax relief for workers with dependent children. In version 7/1, the post-
April 1996 Family Allowance regime was left unaltered, but extra income tax rebates for 
workers with dependent children were simulated. According to HBS data, this would re-
sult in a 60 billion HUF reduction in income tax revenues. If this measure were intro-
duced, however, it is possible that the actual loss would be smaller, as families, in seek-
ing to claim these rebates, might not conceal their incomes to the same extent as they 
may do under the current system.  

Table 6  

The share of deciles in Family Allowance in various versions 
(per cent) 

Version Deciles Total 

 1. 2. 3. 4. 5. 6. 7. 8. 9. 10.  

1  18,5 14,7 13,0 11,0 9,4 7,7 7,2 7,2 5,9 5,4 100,0 
0  19,9 16,0 13,9 11,7 9,6 8,8 7,5 7,0 3,9 1,7 100,0 
2. 19.8 16.1 13.9 11.5 10.0 8.4 6.9 6.2 4.2 3.0 100.0 
3. 20.0 16.4 14.4 11.9 10.5 8.6 6.8 5.6 3.5 2.3 100.0 
4/3. 16.4 15.0 14.1 12.4 10.2 9.6 8.3 6.8 4.6 2.6 100.0 
6. 20.2 16.4 14.4 12.0 10.5 8.6 6.7 5.6 3.4 2.2 100.0 
9. 19.4 16.4 14.6 12.2 10.2 8.9 7.0 5.5 3.8 2.0 100.0 

Table 6 shows some of the distributional impacts of the simulated reforms discussed 
above. In all versions except Version 4/3 (including the one adopted from April 1996, 
Version 0), the concentration of Family Allowance on the bottom decile was greater than 
was the case under the 1995 system (Version 1). However, none of the alternative ver-
sions improve markedly the targeting of Family Allowance on households in the bottom 
decile over that which Version 0 delivers. At the other end of the per capita income dis-
tribution, however, the 1996 Family Allowance régime is by far the least generous to 
households in the top decile. Households in this decile receive only 1.7 per cent of all 
Family allowance under the 1996 regime, compared with 5.4 per cent under the 1995 ré-
gime. 

Overall, however, only in Versions 2 and 3, where the Family Allowance is a per-
sonal entitlement or increased differentially according to the number of children in the 
household, does the distribution of shares of Family Allowance vary significantly from 
that pertaining under the simulated 1996 regime. In other versions, the distribution of 
Family Allowance across active households with children is roughly the same as in 1996. 
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 Table 7   

Shares of active households with different number  
of children in Family Allowance 

 Active Inactive Households with 

Version   1 child 2 3 or more 

 households  children 

   as per cent of all active households* 

1  84.5 15.5 25.2 52.2 20.3 
0  84.2 15.8 22.2 53.4 23.0 
2 85.2 14.8 30.8 44.6 22.1 
3 84.9 15.1 28.4 46.9 22.2 
4/3 84.6 15.4 27.2 47.8 22.5 
6 84.6 15.4 27.9 47.4 22.1 
9 84.5 15.5 26.3 47.3 23.9 

* The proportions of families with one or more children in receipt of Family Allowance do not add up to the proportions 
of all active households in receipt of Family Allowance, because some households where there are no children present in the 
household at the time of interview for the HBS may still report receiving Family Allowance if a child was temporarily absent, 
or had recently left the household. 

Restricting now our investigations to active households, who received the bulk (about 
85 per cent) of Family Allowance in all versions differentiating them by the number of 
dependent children, we can conclude – on the basis of  Table 7 – the following. 

– Households with one child, which comprised 47 per cent of all active households 
with children, received in all versions except Version 2, less than 30 per cent of total 
Family Allowance payments. Version 3 was the next most generous simulated reform as 
far as they were concerned. There are two reasons for this: first, where there was only 
one child in the family, they tended to be quite young, and therefore the family benefited 
from the simulated universalisation of Family Allowance for children aged under 6 (Ver-
sion 2) or under 3 (Version 3); second, most other reforms simulated were likely to the 
disadvantage of families with only one child.  

– Households with two children, which comprise 44 per cent of all active households 
with children, received in the various versions between 45 and 53 per cent of all Family 
Allowance payments.  

– Households with three or more children, 9 per cent of all active households with 
children, received 20–24 per cent of Family Allowance payments in all of the versions 
simulated in this paper. The fact that the variation in relative outcomes for this group is 
so small may be attributed to the state of affairs that none of the simulated reforms 
sought to be to the disadvantage of this group. It is worth mentioning, however, that 
more than one third of households with three or more children belong to the group of in-
active households. Within active households, their share was the largest in versions 
where amounts of Family Allowance per child were increased.  

The impact of Version 7/1 on the income distribution and especially on poverty de-
serves special attention. As it can be seen from Table 8 and comparing it with Table 4, it 
considerably reduces both overall poverty within active households and that of house-
holds with 2 or more children. 
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Table 8   

Poverty within active households by the number of dependent children according to version 7/1 

Poverty indicators Number of children in household All active  
 0 1 2 3 or more households 

Average net equivalised income  (HUF) 48  378 379 610 338 460 285 417 388 003 
Poverty line  (HUF) 166 176 166 176 166 176 166 176 166 176 
Number of poor persons 90 332 95 220 114 284 50 996 350 832 
Percentage of all poor persons 25.8 27.1 32.6 14.5 100 
Average poverty gap 20 414 33 087 41 729 25 609 31 552 
Relative poverty gap 12.3 19.9 25.1 15.4 19.0 

CONCLUSIONS 

Two types of conclusions can be drawn from this paper. First, the inferences that can 
be drawn from the results of the simulations themselves, should be presented 
summarising the main findings of the impacts of the April 1996 reform as well as the 
alternative policy options considered. 

The other type of conclusions concerns the evaluation of the whole project, particu-
larly in relation to the continued utilisation of the microsimulation model. The 1996 re-
form to the Child-Related Benefits System resulted in 8 billion HUF saving for the cen-
tral budget. Half of this saving resulted from the introduction of means-testing for Family 
Allowance. Although means-testing of social benefits seems generally justifiable, it is 
questionable, considering the additional administrative cost of collecting, checking and 
processing the application forms, whether it was worth the trouble to introduce it for 
Family Allowance. Moreover, from statistics referring to 1996 and 1997, it seems that 
means-testing of Family Allowance and Child Care Allowance – along with other meas-
ures of the 1996 reform – may have a negative impact on an already very low birth rate. 

The reform had no perceptible impact on the overall income inequality. However, it 
caused some restructuring between income deciles: the majority of families with several 
children and single parent households have moved to the lowest income deciles, and 
families who are now excluded from certain benefits have shifted downwards in the in-
come hierarchy. 

From among the alternative policy options considered, only those in which the level 
of Family Allowance was increased had a large impact on the income situation of fami-
lies with children: in these versions the inequality indices show smaller income differ-
ences. However, the fiscal implications of increasing Family Allowance payments are 
severe: they would result in a significant extra burden for the central budget. 

As to the second type of conclusions, it should be pointed out, first of all, that this re-
search may serve as a good example of how the impacts of planned central measures in-
fluencing the welfare of households and affecting the state and/or social security budgets 
could be investigated by microsimulation techniques in advance of their introduction. It 
is no wonder, therefore, that there was active interest on behalf of the decision makers, 
especially the Ministry of Welfare at the November Workshop, where the methodologi-
cal issues and the results of the research project were presented. The HCSO itself put on 
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its workplan further investigations of this type. In order to increase the level of interest 
in, and knowledge of, microsimulation techniques in Hungary, the HCSO has also pub-
lished both the methodological issues and the results of this ACE Project in three parts in 
the Statistical Review, the periodical of the HCSO.8 

However, because researches of this type are generally considered as basic researches 
and not those for direct application, it is difficult to raise the necessary funds for their fi-
nancing. We think that it would be useful if financing further microsimulation researches 
could be secured. 

   
8 Csicsman, J. – Papp, P.: A családtámogatási rendszerek hatásvizsgálata mikroszimulációval. Statisztikai Szemle. 1998. 

No. 3. 238–249. p.; Éltető, Ö. – Havasi, É.: Mikroszimulációs kísérlet a családtámogatások hatásvizsgálatára. Statisztikai 
Szemle. 1998. No. 4–5. 324–340. p.; Keszthelyiné dr. Rédei, M. – Dr. Lakatos, J.: A családtámogatási rendszer változtatásának 
hatásai. Statisztikai Szemle. 1998. No. 6. 473–480. p. 



 

AGRICULTURAL POLICY LESSONS* 

IVÁN BENET 

Hungarian agricultural policy of the past 50 years was rich in achievements and turn-
abouts. This half century can be divided into several periods.  

The subjects of the present article are two periods of this time. The first one is the 
decade between 1966–1975, which is one of the most successful periods of the Hungar-
ian agricultural history. How could Hungary attain this success? Does it have any lesson 
for the future? 

The other period is the agricultural transition after 1989 which is still vehemently de-
bated. This is natural since events of the nineties brought to the present more failure than 
success. This former success industry of the national economy has to face long-lasting 
crisis. The question that naturally arises: to what extent has this crisis been caused by 
failures of the agricultural policy of the year 1991?  

At the end of the article – after analysing the two periods – I try to formulate some 
ideas for the future agricultural policy. 

Agriculture and economic growth 

The growth of Hungarian agriculture in the long period between 1925–1995 is pre-
sented in Figure 1. It offers many lessons even without a deeper analysis.  

Thus e.g. one can see that the seven decades encompassed two drastic falls in agricul-
tural production namely during World War II. and during the transition after 1989. 

One can also see the fall of production during the Great Crisis of 1929–1933 and dur-
ing the mass collectivization (1959–1962). Gross output in both periods increased 
mildly, net output however, fell by more than 10 per cent during the mass collectiviza-
tion. 

The graph also clearly demonstrates that between 1965 and 1984 the rate of growth in 
the Hungarian agriculture was dynamic. It is worthwhile to calculate five-year averages 
on the rate of growth: 

1966 1970 1961 1965− −  3,0 

 
* This article was written in the framework of T 20091 research program of Hungarian Scientific and Research Fund 

(OTKA). 
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1971 1975 1966 1970− −  3,4 
1976 1980 1971 1975− −  2,8 
1981 1985 1976 1980− −  1,7 
1986 1990 1981 1985− −  0,0 

Particularly striking is the high average annual growth rate of the 1966–1970 and the 
1971–1975 periods. In international comparison Hungary was only second to the Nether-
lands regarding the rate of growth of agriculture. 
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Five-year averages explain partly why we should analyse the 1966–1975 period in 
more detail. I have to apologize for treating only the most important reform steps, but the 
constraints of space do not allow me a complex study. 

Some features of the decade between 1966–1975 

In 1955 in Boston (USA), professor John Davis wrote a study1 relying on input-
output analysis about backward and forward linkages of American agriculture. Among 
other things, he came to the following conclusion. 

It is characteristic that whereas 30 years ago American agriculture produced 70–80 
per cent of its own tools of production, nowadays it buys at least 50 per cent of them on 
the market. According to the bourgeois literature, agriculture today is so much intercon-
nected with industrial, trading, transportation and storage activities that we cannot speak 
 

1 Davis, J. H.: From agriculture to agribusiness. Harvard Business Review. Boston. 1956. No. 1  107–109. p. 

Figure 1. Net and gross output of Hungary’s agriculture, 1925–1995 
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about agriculture in the old sense, but have to use the term of agribusiness. This branch 
of economy, ‘agribusiness’ employs 40 per cent of the total labour force and produces 40 
per cent of Gross National Product (GNP) in the United States. 

Another structural indicator of growth is that both large-scale and small-scale agricul-
ture have had a part in it. 

This new approach increasingly spread in Hungary in the early sixties and, in 1967, it 
resulted in several reform steps. 

In the Spring of this year – after some preliminary work – the Ministry of Agriculture 
and Food Economy was estabilished as a result of the amalgamation of the the Ministry 
of Agriculture, the Ministry of Food, the National Board of Forestry and the National Of-
fice of Land and Cartography. Their former workforce was reduced by 50 per cent. The 
ministry was headed by Imre Dimény. His main endeavour was to coordinate and review 
the whole food chain from the industrial background to the consumer. Under his guid-
ance, the structure and the guidelines of operation of the new ministry were elaborated. 

This very year Hungary entered FAO. 
In 1967, the Center for State Farms was established on enterpreneurial principles. In 

May of 1967, a conference of secretaries of state negotiated for the preparations of the 
National Agricultural Fair and Exhibition. A basic principle was that, in line with the 
momentuous changes in the regulatory system of Hungarian food production, one should 
aim at demonstrating the vertical process of food production (production of raw material, 
processing, consumption and export) in its entirety. The chief message of the main pavil-
ion should be the verticality. 

The most important event of 1967 was undeniably the September session of the Par-
liament. At this session Minister Imre Dimény, at the request of the Council of Ministers, 
introduced Bills about co-operatives and land property and use. We should not forget 
that this session was held a few months before the implementation of the New Economic 
Mechanism in 1968. The Minister in his exposition argued for the acceptance of the two 
laws. His most important argument was that co-operatives are large agricultural farms 
functioning as industrial enterprises. They can account as cost of production the value of 
circulating capital, amortization of fixed assets and the rent of their lands. Their business 
autonomy reinforces their enterpreneurial character. Therefore it is appropriate to enlarge 
co-operative property. This aim was served by the Bill on land property and use. If ac-
cepted, it would allow for co-operatives – with differentiation and against reimbursement 
– to acquire the property of the lands in their use. The essence of the Bill was to gradu-
ally unify co-operative land property and land use. The other Bill was aimed at consider-
able reinforcement of auxiliary activities of co-operatives with the purpose to improve 
the utilisation of co-operatives’ resources and income earning capacity. It tried to con-
vince political leaders and the representatives of the industrial lobby that large agricul-
tural farms will not replace large-scale state industry. This is not the intent of the Bill, 
and it would be an irrealistic goal anyway. Large agricultural farms will be interested 
primaliry in food production in the future as well. The exposition of the Minister dealt 
also with the relationship between common and household farms, and their organic unity. 
The institution of the household farm is not a preliminary but a long term element of the 
conception in the economic policy. The Bill stated that common and household farms 
constitute an organic whole. According to the Minister, the two Bills may contribute to 
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the ability of Hungarian agriculture to utilise the possibilities offered by the new man-
agement system and the economic environment. 

As I have already mentioned, in 1967 the Center of State Farms (CSF) was esta-
bilished on enterpreneurial principles. The task of this center was the regulation of state 
farms by adhering to their autonomy, the replacement of the previous direct regulation by 
indirect regulation. It is characteristic of the work style and speed of the new Minister 
and Ministry that the first lessons of the functioning of CSF, the reorganizations and the 
new regulations were already evaluated in December 1967. Its elements are: 

– one should abstain from direct interference with the activity of state farms 
– merger between farms is not intended, in the present stage of the reform one should not burden state 

farms with it 
– in the present period, the main task for state farms is to know the economic incentives of the reform and 

to live with them. 

It is a remarkable element that the new Ministry dealt with the export–import activity 
of firms already in the first year, in June 1967. It came to the conclusion that one should 
reinforce the mutual material incentives of producer and foreign trade firms, and it is ad-
visable to give export–import licence for special products: breeding eggs. grain, stallions, 
race horses, flower-seeds etc. Already in 1967 four food industrial firms obtained 
autonomous foreign trade licence for certain products. 

In the first half of the seventies there were several considerable reform steps in the 
area of food economy. I have chosen three of them. 

The Ministry of Agriculture and Food Economy (MAF) knew well that for successful 
food production one should embrace and co-ordinate three main links of the agribusiness 
chain. In the early seventies several negotiations were held between MAF and the Minis-
try of Metallurgy and Engineering (MME). In 1973 the two ministries formulated a 
common suggestion. Its starting point was that for the domestic production of agricul-
tural machines, its organization, management and regional settlement, dividedness and 
dismemberment are characteristic. There are parallel activities. According to some data 
from 1972, the shares of MME and MAF firms in domestic trade of agricultural ma-
chines were 50–50 per cent. In order to rule out parallelism and to elaborate a unified ag-
ricultural machine development conception, one had to change the organization. The 
viewpoint of the suggestion in this respect was that from 1 January, 1974 the central 
regulation of agricultural machine production would be transferred to MAF. From this 
date on, MAF has also been pursuing the tasks of international co-operation in the area 
of agricultural and food industrial machines. The production of food industrial machines 
would gradually be shifted to MAF until December 31, 1975. The suggestion – besides 
some organizational changes – also provides for financial preconditions so that techno-
logical development may start with agricultural machines in Hungarian production. It is 
characteristic of the elan of work in MAF that already in October 1974, a Suggestion was 
submitted to the Ministrial Council in its center with the modernization of production 
technologies. To establish the program financially, the 2 billion HUF investment funds of 
firms had to be supplemented by a 1 billion HUF contribution from the budget and by a 
2,6 billion HUF long-term credit. This experiment which lasted until January 1, 1976 
could not be evaluated; nevertheless, it was interesting in international respect. 
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The other thing I want to mention is the relationship between foreign trade and food 
economy. In the first years of the 1970’s there were several rounds of negotiations be-
tween MAF and the Ministry of Foreign Trade (MFT) where MAF asked MFT to 
enlarge the range of firm-level foreign trade licencing. These negotiations meant essen-
tially an effort to break the foreign trade monopoly of the state, but at that time with no 
consequence. One had to wait for this until 1988. 

Finally, I will mention the spread of production systems in the Hungarian economy 
which also occurred in the first part of the 1970’s. A large part of production systems 
functioned as a true center of innovation, not as a chair of Marxist philosophy. It was 
looking for suitable answers to the needs of practice. It pumped complex technologies 
into the firm structure of agriculture. In reality they were the main carriers of technology 
development. With the spread of production systems, a considerable growth of the Hun-
garian agriculture was achieved. There were considerable differences according to the 
output indicator used. If we compare agriculture in a narrow sense (activity principle) 
and agriculture in a broader sense (organizational principle), we find that the role of the 
year 1967 was considerable both in gross and in net output. If we take into account non-
agricultural activity, the increase of both indicators is stronger. Another structural indica-
tor of growth is that both large-scale and small-scale agriculture had a part in it. As a re-
sult of the rapid growth, the per capita production of grain, meat etc. was favourable in 
international respect and created a balanced domestic food market with enough food for 
large masses at affordable prices. It was customary for neighbouring countries, if they 
confronted a problem, to look at Hungary, ‘what the Hungarians do’. Hungarian agricul-
ture had an international renown, it contributed to the prestige of the country. 

It also pertains to the history of the 1970’s that, in 1973, the first textbook in food 
economy appeared.2 The author wrote it as a ‘preliminary one’. The second, matured 
variant was meant for publishing in the mid seventies, but history wanted it otherwise. 

Finally, we should not forget when evaluating the reform steps and endeavours of the 
1970’s that it was politics that intermingled in the process in the winter of 1972–1973. It 
halted the reform process. In the early years of the decade the MAF was under constant 
criticism since the income of those living from agriculture surpassed the income of in-
dustrial workers. In the mid-1970’s, small-scale production was finished with. Were it 
not for 1967, agricultural co-operatives might have been nationalized. 

To finish , I would like to mention what is the most important: after 1966, as a result 
of reformed agricultural policy, a new, peculiar agricultural model emerged gradually 
which had several characteristics. 

Such is e.g. the conception about ownership shaped under the direct influence of 
Ernõ Csizmadia and Imre Dimény. In 1967, this was the equalization of rank between 
state and co-operative property and the foundation of agriculture on mixed (state, co-
operative and private) property-relations  for the long run. 

Another strategic characteristic of the Hungarian agricultural model is the recognition 
of the perspective and importance of small-scale production. Even if at the cost of big in-
fightings, finally the right to exist for market oriented small-scale production in Hungar-
ian society was acknowledged. 
 

2 Csizmadia, E.: Bevezetés az élelmiszergazdaságtanba. Akadémiai Kiadó. Budapest. 1973. 317 p. 
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Another characteristics of the model is the development of so-called non-agricultural 
activities besides agricultural activities and the combination of the two. As a result of the 
seventies, Hungarian agriculture became three pillared (plant cultivation, animal hus-
bandry and non-agricultural activities). I must mention as an important characteristic that 
the share of non-agricultural activity within the total value of production was the highest 
in farms working on the worst lands. 

Finally, I would like to mention the outstanding role of technically operated produc-
tion systems in the Hungarian agricultural model. Production systems were at the edge of 
scientific and technical progress, they tried to embrace the best results, they diminished 
the failures in the relationship between agriculture and its industrial background. 

As a result of the ownership conception in the second half of the 1980’s, the share of 
large-scale and small-scale agriculture in the value added of agriculture was 50–50 per 
cent. 

The fact that a Hungarian model of agriculture3 exists is little known in the interna-
tional literature. It is heartening, however that the knowledgeable agricultural economist 
of Germany, professor K. E. Wädekin, acknowledged the existence of such a model. He 
remarked that the Hungarian agricultural policy, although a unique case, may be consid-
ered as a new model and appears in Soviet and Eastern-European publications. Political 
leaders and specialists of other socialist countries have been studying this model inten-
sively, especially in the last ten years. ‘Hungary is representing a policy which has not 
overthrown the once imposed Soviet system, but introduced so many features of individ-
ual, even outright private initiative and flexibility of management in the social sector ... 
that her agrarian system may still be called a large-scale socialist, but certainly not one of 
Soviet-type farming’.4  

Science should return to the complex evaluation of the Hungarian agricultural model. 
At the end of the 1980’s, conditions changed considerably. The Hungarian agricul-

tural model had to be further developed. 

Agricultural transition after 1989 

I have been convinced that national economy and – within it – agriculture has to 
switch to a new growth path. I have been aware of the problems of the previous devel-
opment. Let us see first the conceptions at the end of the eighties concerning the new 
growth path. 

Perhaps the most important thing is that along the old path there was a sellers’ mar-
ket. Hungarian food production had to face market constraints only rarely and transito-
rily. On the new growth path however, the buyers’ market is dominant. (This is what is 
really called a market). 

In the center of the old growth path, we can find the volume of production: it is pro-
duction-centered. In the center of the new growth path, however we find that market and 
production are subservient to it. 

The old growth path favoured quantitative growth. On the new growth path, growth 
is differentiated among products and product groups, adapted to different consumer 
 

3 For further deitails on this respect see: Benet I.: A föld, az istenadta föld. Statisztikai Szemle. 1995. No. 3. 216–227. p. 
4 Communist Agriculture. Ed.: Wädekin, K.E. Routledge. London – New York. 1990. 323. p. 
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needs and areas, is quality-oriented, reacts to specificities; all these being indispensable 
preconditions of establishing and preserving competitivity. 

Along the new growth path, there is more compulsion for the rational management of 
the factors of production. Consequently, we have to deal more with problems of rational 
land use, rational management of labour and implementation of capital saving methods.  

Under the new circumstances, the energy problem has been raised in a different way. 
The characteristic of the old growth path, whereby cheap energy was available in almost 
unlimited amount, is a feature of the past. For the new growth path, energy-saving is 
characteristic. 

With reinforced efficiency criteria, we have to point out a further important differ-
ence. The old growth path what was centered around the increase of gross production, on 
the new growth path what we find in the center of interest is the value added income 
producing capacity. 

The old growth path was, beyond its concentration on production, also main product 
centered. It paid little attention to the utilization of side products and rejected environ-
mental problems. The new growth path should be biomass centered where environmental 
problems have a priority. 

Both growth paths are built on the synthesis of large-scale and small-scale produc-
tion. On the old growth path 50 per cent of the national income was produced by small-
scale production. The bipolar agriculture should remain characteristic under the new 
growth path too, but small and medium-sized production will be realized increasingly 
within the private sector. As a result of social transformation of agricultural structure, a 
new sector, the sector of family farms, will develop. 

Both the old and the new growth paths have been and are determined by external and 
internal factors. There is, however an important difference: the role and importance of 
outside factors increases along the new growth path and a larger part of output growth 
has to be placed on external markets.  

We should add: Hungarian agriculture is far from the possibility of any output growth 
in the 1990’s. Our plans concerning the new growth path have not come true. Today we 
already know that in Hungary – but in other former socialist countries too – the volume 
of agricultural production decreased considerably in the nineties. 

Nevertheless, I think what was said, in the above, might give concepts for a new agri-
cultural policy to grasp. Such concepts might be so that one should not reorganize or sen-
tence to death the whole sector of state farms and co-operatives; but one ought to de-
velop further the model of market oriented household farms created under socialism. 
Considering that the role of external markets increases, one ought to give more attention 
to the demonopolisation of foreign trade, and more energy should be given not only to 
our attachment to the European Union but also to retaining former CMEA markets, etc. 
The new agricultural policy took another road in 1991. 

The new agricultural policy has several characteristics. One of them is that it was 
born in the storm of systemic changes and dealt first of all with its the problems. The 
concept of sustainable agriculture does not figure explicitly in it, although in Europe and 
overseas this was the central problem. The XXI. IAAE (International Association of Ag-
ricultural Economists – IAAE) Conference held in Tokyo in the summer of 1991, was 
organised around this question. It is to the ‘merit’ of the new agricultural policy, how-
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ever, that we can find scattered in it all the elements of sustainability, i.e. sensitivity to 
demand, efficiency, environment friendliness and social acceptability. 

Another basic characteristic of the new agricultural policy was its siding with market 
economy. This is also right, and follows from the general economic policy. Market econ-
omy in the case of agriculture was interpreted in a way similar to manufacturing. This 
does not appear explicitly in the agricultural policy conception. But we find in it sen-
tences which make it probable that the standard has been market economy without subsi-
dies, or its mild correction. There are no hints in the conception to the fact that the price 
level of the Hungarian agriculture is much closer to world market prices than that of the 
European Community or the majority of OECD countries. There are no hints at the fact 
that – contrary to public belief – the subsidisation of the Hungarian agriculture is much 
less than that of the European Community or the majority of OECD countries. Finally, 
there is no hint at the important historical fact that certain elements of market economy 
were already implemented in Hungary. Thus e.g. the basic idea of the 1968 economic 
mechanism was control through plan and market. The compulsory delivery system was 
already abolished in 1956.  

The authors of the strategy conception did not take into account the characteristics of 
market economy in the agricultural sector of developed economies and the fact that in 
Hungary – unlike some other CMEA countries – market was not totally suppressed nei-
ther in theory nor in practice. 

The third characteristic of the new agricultural policy is its siding with private prop-
erty. It accepts as a fact the opinion that state and co-operative property are not viable 
and due to the lack of real proprietors they should be abolished. They were sentenced to 
death without serious consideration. The conception omits the fact that the decade be-
tween 1966 and 1975 was the best period in the XX century history of the Hungarian ag-
riculture and the two decades from 1966 to 1985 were also outstanding. In the first above 
mentioned decade, Hungarian agricultural policy makers developed a peculiar agricul-
tural model which brought big success to the country even on international level. 

The fourth characteristic of the new agricultural policy is that it only marginally deals 
with market relations. Although, it mentions that the decrease of output is unavoidable 
and the collapse of the Eastern markets in 1991 will shake the economic foundations of 
important agricultural areas (Eastern-Hungary, territory between the Danube and the 
Tisza), thus endangering the livelihood of their populations. There is a hint that Hungar-
ian agriculture should keep its position as one of the largest agricultural importer coun-
tries of the world. But it does not say unequivocally that this region – the former Soviet 
market – has a determining role even in the long run for the prospects of Hungarian agri-
culture and food economy. At the same time, it omits the fact that the European Union 
has a steady food surplus. 

I should mention as a fifth characteristic that the agricultural policy did not realise its 
centrepiece: the high capital requirement of privatization. The problem is not that it omit-
ted the high capital needs of transformation but that the propagated capital needs of the 
new agricultural units – private property family farms – were not realised. It only men-
tioned that in the new agricultural structure, less people obtain employment; which is 
true. It did not mention, however that in the European Union not only the labour produc-
tivity of agriculture is higher but also its capital intensity. 
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Sixth: the new agricultural policy largely simplified the problem of the 1400-1500 
large agricultural farms. All of them were simply sentenced to death. It is well-known 
that there were large differences between them in respect to efficiency. Some of them 
were on world level, but some were execrable. Here the question arises: can they be dealt 
with by a unified therapy if their levels and structures are so different? 

Seventh: the new agricultural policy forgot the importance of integrating interfirm re-
lations. By sentencing to death state farms and co-operatives, it smashed to pieces the 
well-functioning integration network. The authors of the conception did not think about 
what would replace the old integration relations. It is to their credit, however that they 
stressed when dealing with property relations that privatisation in food industry and trade 
should be harmonised with privatisation in agriculture. Those who forced to pieces all 
large agricultural farms did not realise that they were not simply producer and service 
units but also integration centres. 

Eighth: the new agricultural policy lacks defence of the domestic market. It is right to 
stress that Hungary is for liberalism in agricultural trade and will remain so. But the abol-
ishing of import licensing and its replacement with tariffs will be a gradual process. The 
problems of tariff protection are not dealt with in the material. This may generate many 
problems. 

Ninth: the new agricultural policy heralded a change in the direction from East to 
West. This is an objective derived from general economic policy and is basically right. 
Behind it there is a belief that Hungary can enter the European Union in the near future. 
The necessity of the change in direction cannot be denied. 

Tenth: the new agricultural policy was based not on evolution but on revolution. It 
wanted rapid and deep changes in property relations, in the firm and entrepreneurial 
structure of the Hungarian agriculture. It did not tolerate a single co-operative, but only a 
few transformed state farms and a host of full-time family farms. 

The new government and the Hungarian Parliament enacted in 1991 – after a long 
debate – the Law XXV. on the settlement of property relations, and on partial restitution 
of harm caused by the state in the property of citizens. This law secures – among others – 
partial restitution for those natural persons whose private properties were damaged after 
June 8, 1949. 

Restitution is partial, its degree is established in a lump sum. In the case of agricul-
tural land, the damage was determined in the following way. The basis of the calculation 
was the quantity and the quality of the land confiscated. The latter is expressed in Hun-
gary in so-called gold crowns. The law on restitution stipulated that one gold crown is 
worth 1000 HUF. (I mention in parentheses that the average gold crown value of lands in 
Hungary is 20). The law declares that in case the former proprietor obtained for his land 
any retribution, its value has to be subtracted from the restitution value. Restitution em-
braced not only land but also forest where value was determined as four times the gold 
crown value. 

For the practical implementation of restitution, state farms and co-operatives had to 
put aside a part of their area. This was not a mechanical act. Local land committees over-
saw the process and there was an instruction that both high, medium and low fertility 
lands should be included in the restitution fund, not in one block but scattered all over 
the territory of the co-operative. The law provided that these areas should be located out-
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side national parks. Only in exceptional cases – if other areas were not enough for resti-
tution purposes – could the co-operative put aside national park areas for restitution.5 

The original deadline of the restitution was December 31, 1992. Considering the huge 
workload, the deadline had to be altered, and it became December 31, 1993. But neither 
the second deadline could be adhered to. The latest, i.e. third deadline was May 31, 1994. 
Later came still new deadlines. 

Considering this large-scale reform aimed at the transformation of land property and 
land use relations, I have to say that this is also largely politically motivated, a kind of 
reaction to large-scale collectivization. In several respects the two campaigns (mass col-
lectivization and the restitution in the 1990’s) are different, but in many respects they are 
similar. Such similarities are the following: 

– both campaigns try to change drastically and within a short time land property and land use; 
– in both cases the original mix of production factors (land, labour and capital) was destroyed and a new 

mix had to be created; 
– in both cases a one-sided approach can be observed in the sense that mass collectivization tried to make 

state property preponderant – if not exclusive – whereas the present drive aims at exclusivity of private prop-
erty. (When the restitution is achieved, as a result some 90 per cent of agricultural and forest areas will be in 
private property.); 

– whereas collectivizations favoured one-sidedly the large farm and tacitly assumed that it was more effi-
cient than the small farm, the present privatization tries to return to the land property system of the year 1947 
(see Table 1) and tacitly assumes that the small one is beautiful;  

– in both cases, as a result of rapid changes, there is uncertainty, anarchy, chaos in the everyday life of agri-
culture which will be difficult to overcome; 

– in both cases, i.e. after the completion of collectivization and after the completion of restitution, the priva-
tization of agriculture needs much credit and subsidies; 

– in both cases, rapid changes were initiated from above by politics and not from bellow, as a result of or-
ganic development; 

– in both cases, agricultural production decreased. Whereas during mass collectivization it was only the net 
output which fell and the gross output somewhat increased, during the present process of privatization the fall 
of the gross output is also catastrophic. 

Now, as the process of restitution has been ended, we should acknowledge that Hun-
garian agriculture has lost its previous production potential to a catastrophic ex-
tent.Whereas in the area of services privatization brought rapidly tangible results and the 
abolishing of state monopoly had its effects within a short time, the production potential 
of the Hungarian agriculture fell drastically as a result of the actual implementation of 
privatization. The extent of the crisis is well demonstrated by the fact that fertilizer use 
measured in active agent fell from the previous 220–240 kilogram/hektare to the level of 
30 kilogram/hektare, the level experienced at the time of the collectivization drive. The 
picture is similar in the animal husbandry. The livestock number of pigs is similar to that 
of 1938 and the number of cattles is more or less the same as it was after World War II. 
in the year 1945. 
 

5 From the land area thus put aside claimants could acquire land on auctions against their restitution tickets. In these 
auctions only those persons in possession of restitution tickets could participate a) whose confiscated land was in the property 
or use of the co-operative; b) who were on January 1, 1991 and at the time of the auction members of the co-operative and c) 
whose permanent domicile on June 1, 1991 was the town or village where the auctioning co-operative had its lands. 
Participants of the auctions made bids on the HUF value of the gold crown. Upset price was 3.000 HUF per gold crown. If 
there was no bid at the upset price, the auction price could be gradually lowered up to 500 HUF per gold crown. 
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There are several reasons for this picture. Let me mention only the narrowing of the 
domestic market, the collapse of the CMEA market, the opening of price scissors, 
draughts in some years and world recession, etc. It would be, nevertheless erroneous for 
scientific research to forget subjective failures which contributed to this situtation. 

Table 1 

Farm structure in December 31, 1947 Hungary 

Size Number of farms Agricultural land Average size 
(hectare) per cent (hectare) 

– 2,9 60.1 17.9 1.7 
 3,0 – 5,8 23.5 21.1 5.1 
5,9 – 11,5 10.6 17.3 9.2 
11,6 – 28,8 4.3 14.7 19.2 
28,9 – 57,6 0.9 8.1 50.5 
58,0 – 115,0 0.3 4.4 74.8 
116,0 – 575,0 0.3 8.4 193.9 
576,0 – 1726,0 0.0 4.9 913.8 
over 1726,0  0.0 3.2 3268.1 

 Total 100.0 100.0 5.6 

Source: Ministry of Agriculture. 

During the present transformation, the changes were the deepest of all our history. At 
the same time – although time elapsed is not enough for a definite evaluation – it could 
be stated that the mix of successes and failures will not be favourable. Hungary was suc-
cessful in her privatization of services and trade, but not in her privatization of agricul-
ture. 

A lot of problems of agricultural privatization are characteristic not only of Hungary, 
but also of a large part of East-European countries. I am not qualified for evaluating their 
situation, but it is food for thought that agricultural production has decreased to a catas-
trophic extent in the past years almost in all post-socialist countries.  

Gross output of agriculture in 1995 
(Index: 1988 = 100.0) 

Country Per cent Country Per cent Country Per cent 

Slovenia  101 Czech 77 Estonia 57 
Poland 92 Slovakia 70 Latvia 46 
Bulgaria 77 Hungary 63 Lithuania 46 

Source: Economic Survey of Europe. 1991. 1992. 1996. OECD. Paris. 1996. 

This is the case even in those countries which do not experience any market problem 
since they have shortage of food, starvation or their threats. Thus e.g. in the Baltic Re-
publics which had the best agriculture within the Soviet Union, the figures on production 
decrease are shocking. Similarly, if we look at the data of Bulgaria, we can see what 
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problems the export-oriented Bulgaria is facing. The same is true of Czechoslovakia, 
where the decrease of agricultural production is equally considerable. Several conclu-
sions might be drawn from the above. It is very likely that any agricultural policy aiming 
at such a drastic change in land property and land use in such a short time will not be jus-
tified by history. Everything is possible of course, but the price to be paid is high. 

I am of the opinion that there is a problem with the agricultural strategy either. Under 
the given historic environment, an agricultural strategy aiming at the unilateral restora-
tion of private property and the reconstruction of family farms did not take properly into 
account the possibilities and constraints. One cannot wipe out with a stroke whole dec-
ades from history. It is a general phenomenon in every country concerned that there are 
only few people who want to set up a full time family farm. The problem is that the per-
sonal conditions of such a large-scale transformation are non-existent. 

The path sketched up by the new agricultural policy is also problematic due to its 
high capital requirement. This is the other side of the problem. Let me compare, only as 
an illustration, the capital intensity of Hungarian agriculture with that of some West-
European countries.  

Table 2 

The capital/output ratio* of agriculture, 1984–1986 

Denomination Denmark The Netherlands Germany Hungary 
 ECU (billion HUF) 

Gross output 82 868 137 795 71 396 416 
Net value added 24 350 43 539 18 843 140 
Fixed assets** 147 782 105 270 84 671 240 
Buildings 117 825 74 114 41 464 190 
Machineries 29 957 31 156 43 207 50 
ACOR*** 178 76 119 58 
ACOR**** 607 242 449 171 

* ACOR – Average capital/ output ratio. 
** Without land with permanent crops and breeding livestock. 
*** ACOR – Fixed assets/gross output. 
**** ACOR – Fixed assets/net value added. 
Sources: The data of the Commission of the European Communities and The Hungarian Central Statistical Office. 

The data are unequivocal, although there are some methodological problems. The 
data show that West-European agriculture is much more capital-intensive. The problem 
arises whether, in a period of chronic shortage of capital, an Eastern-European country 
ought to or simply can choose a highly capital-intensive path of development? 

What is strongly attached to capital intensity is the labour productivity of agricultural 
production. In countries of Eastern-Europe, the share of agricultural employment within 
the total employment was much higher than in Western Europe. In Hungary, however the 
17 per cent share of agricultural employment of the year 1988 fell, by 1994, to 7 per 
cent. Much labour has been released from agriculture. 

Hungarian agriculture has been busy with the problems of privatization for years. All 
this is connected with historical justice. It is a fact that in socialism, capital income was 



 IVÁN BENET 122 

not recognized as legitim, the model of socialism, denied its existence. (I only mention as 
a curiosity that the socialist government of Hungary in the last years of its reign recog-
nized and declared the existence of capital income.) That is why Hungarian agricultural 
co-operatives also devalued their capital. Agricultural co-operatives were based on three 
kinds of property: co-operative property (60%) created in 1967, members’ property, the 
so-called private property (36%) and a few per cent of state property lands were also in 
their use. Land rent paid by agricultural co-operatives was nominal. This was particularly 
striking in the eighties, when land use became more variegated, new entrepreneurial 
forms appeared, co-operatives leased out their land several times at a rent they paid to 
members for their land. This was a serious contradiction which should have been solved 
by raising land rent to market level. At present, under the restitution process, another 
mistake is being made, namely, undervaluation of labour. During the last 10–20–30 
years, many people worked hard in Hungarian co-operatives, contributing to their assets. 
It seems as if these people were the losers of the asset privatization where many outside 
proprietors appeared. As a result, decision-making in transformed co-operatives will 
have many problems. 

Privatization was compulsory for Eastern-European (and within it Hungarian) agri-
culture. It is dubious, however whether the method of its implementation was properly 
chosen, whether, in case of Hungary, the liquidation of co-operative land property and 
the rebasing of the mixed property based Hungarian model on private property is justi-
fied. It is certain that this process is very expensive. It is also certain that this kind of pri-
vatisation is primitiv, because it made the same approach to each of the 1500 co-
operatives. 

I do not exactly know what the future structure of the agriculture in Eastern-Europe 
and Hungary will be like. The majority of co-operatives have been transformed and, con-
trary to the original ideas, they are not Western-type co-operatives, i.e. they still pursue 
some production activity. This is a direct consequence of the previous Eastern-European 
practice. Hungarian agricultural co-operatives were not farming co-operatives as the pub-
lic thinks, but were of a mixed type, pursuing service and so-called non-agricultural ac-
tivities, too. Thus they became multipolar and this was very important from the point of 
view of profitability. 

The present problems are partly results of the erroneous interpretation of market 
economy. The new agricultural policy declared in 1990 that agriculture should be a com-
petitive sector. This resulted in the radical reduction of subsidies (see Table 3).  

The net Producer Subsidy Equivalent (PSE) indicator shows that in Hungary the level 
of subsidisation is less than that of the European Community (Union).The nominal assis-
tance coefficient was (is) also lower in the Hungarian agriculture than in the EC. The 
consequences are clear. Partly due to this situation, the agriculture as a whole was loss-
making already in 1991, and the situation has only aggravated since then. It is difficult to 
handle the resulting financial crisis. This is also a factor of the present situation. 

As for myself, I cannot suggest to anybody to apply the Hungarian way of privatiza-
tion. It has resulted in a lot of small-size family farms which are unable to compete on 
European markets. Their only positive impact might be that with their help starvation 
might be avoided in case of certain unemployed families. Another serious problem of the 
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privatisation in the agriculture is : in many cases the distance between land owner and 
land user has increased and not decreased. 

Table 3 

Subsidisation of agriculture 
(per cent) 

Region 1986–1988 1989–1991 1995 1996 

 Nominal Assistance Coefficients (NAC) 

OECD 1.8 1.6 1.6 1.5 
EC 2.0 1.8 1.9* 1.7* 
USA 1.4 1.3 1.1 1.2 
Hungary . 1.3 1.2 1.1 
Poland . 1.0 1.3 1.4 

 Producer Subsidy Equivalents (PSE) 
OECD 45 40 40 36 
EC 48 45 49 43 
USA 30 21 13 16 
Hungary . 23 16 11 
Poland . 0 21 28 

* EU 15. 
Source: Agricultural Policies. Markets and Trade. 1996. OECD. Paris. 1997. 

In the literature we can find several versions of privatisation. Hungarian agricultural 
policy might have chosen more thoughtfully from among them:  

1. sale of public assets to private persons; 
2. transition to private law legal forms; 
3. transfer of individual public supply tasks to private individuals (contracting-out); 
4. transition to private (profit-oriented) business management: 
5. increasing the autonomy for the man management of public enterprises; 
6. debureaucratization; 
7. decentralization; 
8. unifying rules for both public and private firms; 
9. promotion of competition by market; 
10. eliminating or dismantling ‘natural’ statemonopolies; 
11. privatization of jobs; adapting private sector wages; 
12. reduction of the nature and scope of public services; 
13. privatization of public resources; 
14. privatization of public revenue: conversion of revenues from public investments into private profits; or 

private access to public capital and its revenues; 
15. denationalization: pressures of international competition. 

It ought to favour debureaucratisation, decentralization, promotion of competition, 
dismantling state monopolies etc. without liquidating the whole co-operative and state 
sector. It will cost very much for the Hungarian agriculture to regain competitivity.  

It is obvious that forced privatization results in the squandering of assets. There are 
ample experiences showing this. The data on land auctions prove the same. In several in-
stances, bidders made ‘gentlemans’ agreement’ and bought the hectare of average quality 
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land for a sum equivalent to US $ 100. (The record price in Hungary up to the present is 
US $ 6.000 for 1 hectare. Such high prices are attained in holiday resorts, in the vicinity 
of large towns, along lakes etc.) 
Lessons for the future 

I think that the two periods showed briefly in this article have many lessons for the 
future. 

Both periods show the great role of the human factor in the agricultural development. 
I cannot tell what the roles of Ernõ Csizmadia and Imre Dimény precisely were in the re-
sults attained. To express it in figures is impossible. I used to say they were the ‘steers-
men of the ship’. They were true companions in shaping agricultural policy, helping and 
supplementing each other. They succeeded Hungarian agriculture in taking off the Soviet 
model. 

I want to stress the importance of a well-functioning intergration system in the Hun-
garian food production chain. In this integration system, agricultural large scale farms 
and technically operated production systems had a leadership. 

The period of 1966–1975 had a large role in the development of a Hungarian model 
of co-operatives based on mixed property pursueing mixed activity, pointing in the direc-
tion of agribusiness-type firms. 

I think the arguments motivating in 1967 the transformation of the Ministry of Agri-
culture into a Ministry of Agriculture and Food are still actual. Without denying that in a 
market economy the task of the ministry is different, I still believe that the utilisation of 
the experiences of the MAF would be recommended. The minister can be successful if 
he is an agribusiness specialist. 

Concerning the agricultural transition after 1989, let me refer to what Imre Dimény 
told ‘Népszabadság’ in an interview about the transformation of agriculture: ‘First of all, 
one should not approach the problem ahistorically, leaving aside the last decades. ... One 
should not start with a new distribution of land – although, those who venture should be 
given land or rental – but one should search for the road of development starting from 
the existing situation.’ 

The periods investigated have a message for science, too. One should write a text-
book on the economics of food production, with a chapter particularly lacking so far on 
‘economics of food industry’. It would be an urgent task to concentrate large forces on 
the research of the economic problems of the food industry. 

Finally, the most important lesson for the new generations is that one should not be 
half-hearted. Ernõ Csizmadia and Imre Dimény – the two outstanding agricultural policy 
makers of the period 1966–1975 did not want to copy. Quite on the contrary! There were 
things they absolutely did not want to copy and there were things they did copy. But they 
did not stop at that. They thought about how to improve something, how to take a step 
forward. They wanted to overtake! Sometimes they succeeded, other times they did not. 
But as a minimum, imitation came about. 



 

THE HIDDEN ECONOMY IN HUNGARY* 

PÁL BELYÓ 

In the Hungary of our days, like in other societies, legal and illegal activities, visible 
and invisible (underground) sectors, white, gray, darker and even pitch black economies 
exist side by side. Their sizes and scopes, however, are very different. Most countries 
generally draw a sharp dividing line between the hidden and the underground economies. 
This is because some activities are considered productive and legal in the economic sense 
even if they are concealed from the authorities in order to avoid payment of the income, 
value added or other taxes and the social security contribution, or due to the violation of 
legal regulations concerning for instance minimum wages, maximum working hours, cer-
tain health requirements, administrative procedures such as statistical or other returns. 

At present, in Hungary there are billionaires who pay a mere 160 thousand income 
tax per annum on their reported, ‘legal’ income as well as people with a few hundred 
thousand HUF of income and declining. 

The activities described as hidden economy may be positioned within a system en-
compassing all human activities, classifying and arranging economic actors and their 
economic activities in many dimensions. We may also describe the so-called black econ-
omy as hidden economy in conformity with the language of several western countries 
and international organizations. This is primarily because the concept of the black econ-
omy is close to illegal or criminal activities, it represents a much narrower scope than 
what is classified under this heading by the international statistical organization. 

However, ‘black economy’ also covers activities which earn substantial income for 
certain individuals but do not originate in production, therefore cannot be included in the 
calculation of GDP. Such income from corruption, bribery, theft outside the productive 
sectors and similar practices represent a considerable volume in Hungary as well. These 
crimes do not increase the amount of goods available in the country in volume or value 
terms because they merely constitute the redistribution of existing income and wealth. 

SIZE, SHARE, MAJOR TRENDS AND NATURE OF THE HIDDEN ECONOMY 

The evolution of the current level of the hidden economy in Hungary has been 
closely interrelated with economic liberalization. Even though the hidden economy exists 
 

* The article was written in the framework of T026023 research program of Hungarian Scientific Research Fund (OTKA). 
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everywhere in the world, its proportion is substantially lower in developed economies 
than in Hungary, on average representing 4-10 per cent of GDP. Its most widespread 
forms that can be found practically everywhere are: black market trade, trade in unregis-
tered products, black labour, tax avoidance and money laundering. 

On the whole we can say that the hidden economy is an unavoidable feature, or even 
mode of operation, of the evolution and strengthening of the peculiar Hungarian form of 
capitalism. It is one of the major causes of the disproportionate development of the econ-
omy and social deformations, especially unfair competition, excessive tax burdens for an 
overly limited circle of taxpayers, and extreme income and wealth differentiation. In ad-
dition to the increasingly severe crime-related activities, the so-called soft forms of the 
hidden economy, condoned by public opinion, have become general, and affect practi-
cally every Hungarian citizen in some way. Where is the person who has never used the 
company car for private purposes, never participated, maybe inadvertently, in some tax-
avoiding income redistribution scheme, or never ‘purchased” untaxed labour or goods? 
These practices are so diverse that their mere collection and classification is a compli-
cated exercise. In view of this it seems reasonable to say that today in Hungary the pro-
portion of the hidden economy may be as much as 30 per cent of GDP. (Based on the 
expected 5700 billion HUF GDP at 1995 current prices, this is 1700 billion HUF.)1 

However, in the current environment of market economy, a new approach should be 
adopted for the analysis of the hidden economy. Thus it is the question: which is greater, 

– the benefit to the enterprise/individual generated in the black economy, or 
– the cost of the foregone income for the state and society? 

The initial step towards the legalization of the hidden economy should be the creation 
of an entrepreneurial-economic environment that would automatically guarantee legality. 
This has several preconditions, for instance: 

– the harmonization of the legal framework, i.e., the uniform and consistent re-creation of all the acts, de-
crees and regulations related to economic operations; 

– the merging of entrepreneurial registers is of similar importance; the records of social security, the tax au-
thority, the Central Statistical Office, customs and excise and potentially of commercial banks could be con-
nected. Thus financial flows would be controlled from several aspects, and fictitious financial transactions 
could be caught. 

Change of the ownership structure 

Most of the activities within the hidden economy are related to the income redistribu-
tion as required by the state. The yield of the co-operation of the participants is the un-
paid tax, which can be distributed between themselves. Inevitably, both the sellers and 
the buyers are accomplices and beneficiaries in most transactions. 

Any economic policy aimed at legalizing the hidden economy must start from the fact 
that the participants in the hidden economy consider 

– the costs and benefits of their hidden operations as compared with legal operations, and 
– the yield of expansion and efficiency increase implemented with legal means as compared with the yield 

of tax evasion. 
 

1 Laczkó Mária: Az illegális gazdaság aránya Magyarországon, 1970–1989 között. Közgazdasági Szemle. 1992. No. 9. 
861–882. p. 
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Therefore the main goal of economic policy may be to improve these ratios. The larg-
est segment of the hidden economy is in the framework of legal organizations, inter-
twined with legal operations. These hidden activities are essentially aimed at reducing 
tax and contribution payment obligations. This is the area where the government pro-
poses to use prohibitions and incentives in a co-ordinated manner to address the problem. 

We also need to discuss the purely economic crimes where the operations are eco-
nomic in nature but their express purpose is to obtain illegal benefits (e.g., fictitious VAT 
reclaims, intentional bankruptcies, embezzlement, non-payment of the excise tax). Such 
practices still represent a large volume; the modernization of the tax procedures, the im-
proved efficiency of audits and the elimination of motivation can offer potentiality for 
addressing this issue. 

The relationship of the hidden economy with the tax regime and the employment 
situation is fundamental. Two large categories of the income generated in the hidden 
economy relate to 

– the concealment of employment and 
– tax evasion by other means. 

Since the reform of 1988, the Hungarian taxation system has been based on the prin-
ciple of self assessment. This is a relationship rooted in trust, created by the state for the 
benefit of taxpayers who voluntarily comply with legal regulations. However, the eco-
nomic transformation that started a few years ago has increased the number of those who 
abuse that trust. The causes include the fact that in Hungary the relationship between the 
collection and use of taxes is not yet clearly understood by the public, and tax discipline 
is at a rather low level. As a result of the gradual liberalization of economic law, there is 
a great scope for abuses. Legal regulations and criminal legislation facilitating the dis-
covery of evaders have not been created to provide a balance for the principle of trust. 
Furthermore, the regulatory system is rather complicated, it changes frequently, and of-
ten forces taxpayers to pay taxes in excess of their capabilities. In the past years legisla-
tion has tried to adopt severe rules in respect of certain offenses, but has not achieved 
any notable results yet. 

The concealed taxes and contributions are estimated to be around 450 billion HUF. 
Carrying forward the calculations of the Foundation for the Market Economy from 1992, 
this can be modified as follows. 

– The beneficiaries of the VAT and turnover tax (buyers, sellers, suppliers) fail to pay approximately 120 
billion HUF of taxes in respect of some 550-600 billion HUF of concealed taxable income. 

– Owners and managers manipulating the corporate income tax fail to make some 800 billion HUF payment 
in respect of about 200 billion HUF tax base. 

– Income owners conceal approximately 240 billion HUF contribution base, avoiding the payment of some 
60 billion HUF in taxes. 

– Employers and income owners fail to pay 160 billion HUF of contribution by concealing some 220 bil-
lion HUF income in respect of which social security and other contributions would be payable. 

– The entities participating in foreign trade do not pay approximately 10 billion HUF worth of customs sur-
charge after an estimated 20-30 billion HUF worth of customs duty base. 

Several estimates have been prepared about the size of the hidden economy in a sec-
toral or activity based breakdown. However, these do not indicate in the above manner 
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the costs and benefits of the illegal or unregistered activities in these areas. For instance, 
the exact cost of the approximately 600 billion HUF estimated turnover of the black 
market trade to legal trading operations is difficult to quantify. Similarly, it is difficult to 
assess who is the beneficiary and the victim, and what is the cost or benefit, of the fact 
that four fifth of the software used in Hungary is estimated to be stolen. 

In 1994 GKI Economic Research Co. carried previous estimates forward in time, in 
order to analyse the sectoral breakdown of the private sector and the hidden economy in 
more detail. The analyses afforded interesting conclusions about the trends in domestic 
private and foreign ownership. It has become clear that initially domestic private owner-
ship increased radically in sectors different from the ones where foreign capital entered. 
The contribution of the Hungarian private sector to the GDP in 1994 was already around 
70 per cent in the construction sector, trade, catering and accommodation services, agri-
culture, auxiliary economic services and road transportation. On the other hand, foreign 
ownership is high in financial services, in the communications and also in the processing 
industry. 

Furthermore, there is a difference between the orientation of domestic private capital 
and foreign capital even within the processing industry. Foreigners have built up posi-
tions primarily in the building material sector, food processing and machine industry, 
while the domestic private sector has a strong presence in metallurgy and metal process-
ing, as well as in the textile and clothing industries, lumber and printing. The latter indus-
tries are not among the most profitable activities. However, hidden income is very high 
in trade, catering and accommodation services, construction, auxiliary economic services 
and road transportation. The proportion of hidden income is relatively low in Hungary in 
the sectors preferred by foreign capital such as financial services, communications and 
processing. 

The costs of the hidden economy, as well as its benefits to its participants, may take 
diverse forms. Therefore further research is needed to map all the social deformations 
present in this area, to quantify financial benefits, actual and opportunity costs, to reveal 
the exact relationship and the existing effect mechanisms between the legal and illegal 
economies. 

ON THE BORDERLINE OF ECONOMIC CRIME 

The phenomena of the hidden economy should be classified on the basis of their rela-
tionship to the system of economic regulators, i.e.: 

– there are income earning methods where the activity is not economic in nature and is illegal. These areas 
are well-known (e.g., arms dealing, ‘protection’ Mafia, receiving, drugs trafficking, other illicit activities) and 
are basically outside the scope of economic policy; 

– other methods of income earning are clearly economic crimes. In such cases the activity itself is economic 
in nature, but its sole purpose is to gain wealth illegally. Examples are fictitious VAT reclaims, fraudulent bank-
ruptcies, embezzlement, failure to pay excise tax, fictitious export transactions, etc. This type of activity is very 
substantial in Hungary;  

– finally, there are income earning methods where the hidden economic activity is performed within the 
framework of legal economic organizations, intertwined with fully legal operations. The purpose of this hidden 
economic activity is the reduction of tax and contribution payment obligations for the enterprise. Today these 
activities constitute the largest segment of the hidden economy. 
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Main forms and techniques applied for concealing activities in the hidden economy 

Certain general forms of  conduct have emerged in Hungary which provide scope for 
the hidden economy. In the present environment, due to the absence of harmonization 
between legal regulations, the lack of sanctions for violation of specific rules, or the un-
enforceability of proposed sanctions, the black economy has ample opportunities to 
flourish while appearing legal. Some examples of such conduct include the following. 

– Taxpayers engaged in taxable activities fail to register with the tax authority (court of registration), or 
even if they register, they do not meet their tax obligations. Tracking them down in itself is often difficult (if not 
impossible), and even if they are audited, any findings are bound to be unrealistic due to the lack of accounting 
records and documentation. Such ‘fly-by-night’ operations can enter the market as ‘normal’ enterprises. 

– There is an increasing number of enterprises that report a loss in their tax returns and/or earn an income 
below the minimum wage. However, it is unreasonable to assume that the taxpayer would continue to maintain 
such an enterprise if it does not produce any notable income in the long term. 

– The magnitude of cash transactions is increasing year by year. There is general consensus that cash trans-
actions are uncontrollable and provide a hotbed for the black economy. 

– In the current system, there is no control mechanism for the existence or growth of wealth which is one of 
the most important accumulation areas for the black economy. More specifically, a wealth increase audit that 
would provide a control on income tax payments is impracticable due to the lack of legal regulations. As a re-
sult, the illegal and untaxed income generated in the hidden economy can be turned into legal property without 
any problem, then it can be used to finance untaxed income generation in the black economy again.  

Let us look now at a list of the most typical forms, techniques, procedures applied by 
the participants of the hidden economy to maximize their entrepreneurial or employment 
income while minimizing the related tax, social security and other obligations: 

– omission of part of the sales income from the records, 
– inclusion of fictitious material production costs among expenditure, 
– deduction as production expenditure of an excessive part of household expenses, 
– purchase and maintenance of cars, 
– organization of business and study trips abroad, 
– benefits charged to entertainment and advertising costs, 
– new business acquisition commission, 
– purchase discounts, 
– misappropriation of products, materials or instruments, 
– excessive benefits offered by foreign enterprises, 
– year-end devaluation or “transfer” of inventories, 
– off-the-record payments to registered employees, 
– use of unregistered labour, 
– barter transactions involving products or services with different values, 
– parallel foundation of enterprises, 
– economic activities of unregistered private individuals and the income derived from these. 

The practices and methods indicated in the above incomplete list are generally used 
by registered economic organizations and sole proprietorships. However, there is even a 
longer list of economic activities performed by private individuals who failed to obtain a 
license or tax code for the activity concerned, or rendered directly to the consumer in ad-
dition to official activities: 

– work performed ‘on the side’, i.e., industrial, construction or repair services rendered directly for the cus-
tomer primarily outside work hours; 
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– household work performed for other households for cash consideration (cleaning, laundering, cooking); 
child care, nursing of the old or sick, private instruction to children and adults; 

– unregistered rental of property (cottages, residential homes, garages, etc.), money lending, street markets, 
etc.; 

– tips and gratuity payments; 
– consumer fraud at shops and catering units (reduction of weight, over-billing). 

The consequence of a policy which uses almost entirely the means of control 

The extent and existing forms of the hidden economy are fundamentally affected by 
the government’s financial policies, more specifically its fiscal and social policy. The 
findings of surveys examining the characteristics of the black economy indicate that four 
categories of factors are in an unambiguous relationship with the development of the 
black economy, namely: 

– the direct tax charge on enterprises and private individuals, 
– changes in the tax charge, 
– the extent of the government regulation of the economy (intervention), 
– standard of tax discipline. 

The term black economy creates the impression that this is an independent structure, 
though a substantial part of it is closely related to legal economy. As the owner of a 
product paid for without a receipt, anyone may become a participant and victim of the 
black economy. Such a person is harmed as a member of society through the reduction of 
revenues to cover public expenditure; moreover, the purchaser of goods sold without a 
receipt may not complain about the product (in Austria there are legal sanctions against 
the purchasers of goods without a receipt as well). 

The term black economy is well chosen because it indicates a certain degree of or-
ganization. Examples include ‘gasoline bleaching’ and some major tax evasion schemes. 
This term also hints at its frequent relationship with crime. Tax evasion may go hand in 
hand with other crimes, thus society may be criminalized in this manner very fast. 

THE FUTURE OF THE HIDDEN ECONOMY 

The concealment of income is a significant factor in the black economy of every so-
ciety; its causes are fundamentally similar everywhere, and action against it is also neces-
sarily similar.2 

Every tax authority has to face the problem of uncollected revenues. They recom-
mend more intensive audits and more severe sanctions. The loss of tax revenues may ac-
tually be considered of secondary importance, because there are more severe conse-
quences: the jeopardization of the principle of general and proportionate sharing in taxa-
tion and the fact that the evasion and violation of tax laws may contribute to the violation 
of other laws as well. 

Having looked at the key factors contributing to the development of the black econ-
omy, we may declare that aversion to tax evasion is on the decline all over the world. 
 

2 Dr. Árvay János – Dr. Vétes András: A magánszektor és a rejtett gazdaság súlya Magyarországon (1980–1992) GKI Rt. 
Budapest. 1994. 28 p. 
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The concealment of income clearly serves the purpose of maximizing the net income of 
taxpayers.  

Consideration is probably given to the following factors: 

– the probability of discovery, 
– the size of fines and other penalties, 
– the size of the average tax burden, progressivity and the tax free income category, 
– the proportion of actual income and the unpaid taxes. 

The probability of discovery and its increase may clearly reduce the amount of con-
cealment. No unambiguous relationship has been proven between the severity of pun-
ishment and the extent of concealment. This may be due to the fact that punishments fall 
into the competence of constitutional legislation, whereas the audits themselves are the 
responsibility of the tax authorities. 

The main motivation for tax evasion may be the high average tax charge. In addition, 
there are further other duties and charges which, if adequately high, may trigger tax eva-
sion and the use of black labour. Some foreign research findings indicate that a 1 per cent 
increase in the tax charge results in an 8 per cent increase in concealed income. When the 
tax charge is increased, the increase in the concealed income is generally higher than that 
of actual income. 

The degree of progressivity of the income tax is another motivation for tax evasions. 
The broadening of the untaxed income bracket generally reduces the volume of con-
cealed income. In some industrialized countries, the reduction of tax rates and increase of 
the untaxed income bracket has not resulted in the loss of tax revenues so far because the 
reported income increased as a result. 

However, there may not be a close correlation between the size of income and the 
frequency of concealment. High income households take the risk of concealment as fre-
quently as their low income counterparts. It appears, however, that the higher the propor-
tion of inadequately documented income, the more income is concealed. The increase of 
the proportion of taxpayers above the active working age is conducive to tax evasion. 

The examination of the factors influencing income concealment indicates that the 
probability of discovery may be the factor that could act as a deterrent. This, however, is 
not supported by the fact that the duplication of the frequency of audits resulted in a mere 
15 per cent fall in the size of concealed income. 

The correlation between the qualifications of the taxpayer and the volume of tax eva-
sion has been analyzed in several projects. Taxpayers with lower level qualifications are 
less familiar with the taxation rules, therefore they have less knowledge of the various 
sanctions and the consequences of tax evasion. However, people with higher qualifica-
tion find it easier to manoeuvre among tax rules, and can act in tax evasion more effec-
tively. The net result is that tax evasion is less prevalent amongst highly qualified tax-
payers. This also means that more intensive audits may act as deterrents only for the 
more educated taxpayers, who represent the minority of all taxpayers. 

Low level qualifications and unfamiliarity with sanctions may partly explain why the 
deterrent effect of penalties is smaller than often expected. Foreign literature recom-
mends that if the concealment of income is excessive, tax discipline should be improved 
by the imposition of high fines and prison sentences. 
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Another useful practice is that in some industrialized countries taxpayers may inspect 
the register of taxes maintained by the local governments. This publicity represents social 
control that reduces income concealment by allowing access to third parties. 

Interrelation between the tax system and employment 

The most important objective nowadays may be to identify ways to make the hidden 
economy legal. Thesefore, it is imperative to co-ordinate prohibition and incentives. If 
prohibition is the only method employed, the persons concerned will probably find ways 
to realize hidden income under the new conditions as well. 

Therefore the advantages and disadvantages of any proposed change need to be 
weighed in every case. Apparently it is only in the long term, after significant changes in 
the structure of the economy, that we can hope to reduce the hidden income in the Hun-
garian economy to the level of the developed countries. As long as capital is weak, vul-
nerable and, partly as a result, aggressive in Hungarian capitalism, reported profits will 
be relatively low if the tax burden is high. 

In the short term, the most spectacular results can be expected from the application of 
enforcement methods. In the course of this, the illegal activities performed in the hidden 
economy for the express purpose of tax avoidance must be tightly regulated, large trans-
actions consistently controlled and prosecuted. The most common types of conduct are 
easy to catch. For instance, smuggling, counterfeiting (e.g. of food products, gas, etc.), 
production and distribution of products under state monopoly or subject to excised duties 
or taxes (e.g. spirits, tobacco products, fuels, gambling) can be influenced through police 
or law enforcement efforts. It is advisable to concentrate on the ‘big shots’. 

The types of activities as well as the product groups concerned are well known; even 
substantial enforcement expenditure would produce a return in a short time due to the 
enormous amount of hidden income. Tighter control is the responsibility of the police, 
customs and excise authorities, the road inspectorate and the market superintendence, but 
the complex character of such controls is a preconditions for success. In addition to con-
trolling the payment of customs duties, VAT and other taxes, investigating powers may 
have to be given to the tax administration, and auditing powers to the social security ad-
ministration, which need to be co-ordinated with the other powers. 

In order to reduce black labour, the introduction of on site labour inspections seem to 
be indispensable primarily in the construction industry, trade and transportation. Enter-
prises using a large amount of black labour should be severely punished, while the work-
ers concerned should be subjected to much more lenient rules. Alternatives for control-
ling the unemployed should also be reviewed. 

Complex economic policy tools must be used in legalizing the hidden economy. 
However, no package of measures can be effective without clear political commitment, 
because the lobbyists of the groups whose interests would be harmed by a particular 
measure can prevent professionally justified measures. It is important to introduce only 
enforceable rules. 

Restrictive measures in themselves cannot be effective unless other measures influ-
encing the economic environment are also introduced; these should be such as to be wel-
comed by fair enterprises.  
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The following is an incomplete list of the areas where results may be achieved in the 
short term: 

– introduction of a flat rate tax; 
– regulation of cash transactions in enterprises; 
– legalization of a wealth assessment; 
– control of certain cross border financial transactions; 
– introduction of a register of enterprises; 
– change of the tax burden; 
– modification of the social security contribution rate; 
– narrowing the scope of operation of illicit trade. 

Looking at the long term methods for influencing the hidden economy we find that 
while illegal activities are too advantageous as compared with legal operations, and the 
use of legal methods promises a much lower yield than hidden economy does, there is lit-
tle hope for preventing the expansion of the hidden economy and the continuous evolu-
tion of new techniques. 

Projections on the development of the hidden economy are difficult to prepare for 
several reasons. On the one hand, as tax laws and other regulations change, the tech-
niques of concealing income and output are also altered. The ever renewed techniques in 
turn create the general impression that the activity of the hidden economy is expanding. 
This is based on the assumption that new techniques are used in addition to the old ones. 
The changes of legal and economic regulations also eliminate certain techniques. 

Inflation is another important consideration for purposes of a prognosis. The obvious 
solution is to carry ready-made estimates forward to multiply previous values by the rate 
of inflation. However, in the case of the hidden economy, this is a controversial tech-
nique, as the price increase of some activities within the hidden economy is significantly 
lower than the official rate of inflation. One example could be ‘on-the-side’ jobs, where 
the business is based on the premise that the service is cheaper as no invoice is required. 

Key of long term tasks for influencing the hidden economy: 

– harmonization of law, 
– modification of the parts of the institutional system that can influence the black economy, and 
– moral pressure. 

One important task in the fight against the hidden economy to be solved is to make 
the tax regime complex and all-encompassing. One obvious tool may be the establish-
ment of the Central Association of Taxpayers. In this, citizens could advocate their inter-
ests appropriately. 

A good tax system may be considered as the basis of the society of a developed mar-
ket economy. This would necessitate the creation of an institutional framework for the 
participation of citizens in the appropriate form, potentially by redesigning tax legislation 
in Hungary. 

In the course of this, special emphasis must be laid on preventing the interpenetration 
of black economy and politics. Citizens should have a direct say in the formation of types 
of taxes and tax charges on every taxation level. Citizens should also have an opportunity 
to influence the work of tax authorities. This control can be very strong, and form the ba-
sis of the involvement of citizens in the struggle against the hidden economy. 



 



 



 



 



 



 



 



 



 



 



 
 


	BELOLD.pdf
	ESZÁM.pdf
	foreword.pdf
	SZILAGYI.pdf
	NYITRAI.pdf
	tuu.pdf
	KOZMA.pdf
	SZALAI.pdf
	SZIVOS.pdf
	LAKELRE.pdf
	BENET.pdf
	BELYO.pdf



