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HASTE GENERATION AND TRUATRENT
IN THE CAPITAL

from 1991 through 2005

Data for diagram

Bage Year - o 1991 ?

waste Amount in 1991: 4,246,000 m> /incompact/
deposited thereof: 2,631,108 m’
incinerated: - 1,614,651 m°

Waate Amounts from 1992 through the end of 2005
/Annex I/

Growth from 1992 through the end of 1994: 0%
Weste amount: 3 x 4,246,000 = 12,738,000 m3
Growth from 1995 through the end of 2005: 2%
Wagte amount: - 52,711,000 >

Total from 1992 through
the end of 2005: 65,449,000 n> /incompact/

Treatment capaclties

8/ Waste Recovery Plent No.l.

from 1992 through the end of 2005: 2,000,000 m°/year
Totel: 28,000,000 m’

b/ Existing Sites at the date of Jan 1, 1992 . ..
/Annex I1./

Pit volume of exlating sites: 2,728,000 m3
- The capacity for the wastes/ '
of the gites iz mg much sg twice than the volume
of the pit. |
Capacity of existing sites 5,456,000 m3



¢/ Potencinl Sites

/ Annex III/
Plt volume of the sites: 11,450,000

Capacity: 22,900,000

Probabily 60% of the =ites which have been taken into
account are aevailable. - ‘

The capacity of those‘plecesf _ 13,740,000

Remaining glag after incineration

10% of the incinersted waste volume is slag.

m3_ )

m

m



Annex I,

Yaste amounts from 1992 through the end of 2005 -

Base year: 1991: waste amount: 4,246,000 w /incompact/

From 1992 through the end of 1994

Growth of waste amount: 0%

Year _
1992 4,246,000 m
1993 -t
1994 -
Total: | 12,738,000 m
FProm 1995 through the end of 2005
Growth of wasie amount ig 2% per annum
Year 1995 4,331,000 m’
9% 4,418,000 m>
97 4,506,000 m°
98 4,596,000 m>
: 99 ' 4,688,000 n
Year 2000 4,782,000 m°
01 4,878,000 1>
02 4,976,000 m>
03 5,076,000 m>
04 5,178,000 m°
05 5,282,000
Total: 52,711,000 m°

Total wasie generated between
1992 and the end of 2005: 65,449,000

n° /incompact/



Annex 2.
FKFV'g giter In opefation on'Jaﬁ 1,1992
Number Description Pit  Pull-up-year
volume  to be '
/thouzand expected
mB/
YWithin the boundaries
. of the capital:
1./ X, Akna str. 140 1992
2./ XVIL. Micsurin road 580 1994
3./ XX, Péteri farm 270 1994
4,/ XXIT, Tétény /inorganic/ gmall amount
Within Pegt county:
5./ Caomdd’ N gmall amount
6./ Kerepsetarcea 75 1993
Te/ bBunakeazi I-1T, 1,663 ' 1995

Potal: | 2,728,000 m>

1 —4
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Annex 3.
Yould be final depoeil gltesm
Area'description ' e Pit Volume
| | /1000 m>/
- XVIT. Orgovényi gtr, /Betonitép’s pit/ ) 800
- X¥131, Micéurin str. /Rékosmezsje Coopere~
_ - tive/ 500
- XX, Pétari farm 1T, ' : 200

- X, Akna str. Joultivated area 600,000 m
’ "/ + water reservoire 400, 000 mBLOOO

- X. uzéraz gtr. /cultivated pit/ 600

- XVIITI. Ceéri site /Municipal ‘Public '
: Service Enterprise/ 970

- Pest county'Kerepestarcsa /S=nilasmenti.

Cooperative mines/ = 1000

- Past county Kerepestarcea /Municipal |
deposit site/ 200
R Pest county Frd tectonic trench 1000
.= Pest county Séskit morsine trench - - 980
-~ Tétény highlend Military Zone 400
- Solymdr brickwork’s cavity 800
- Solyﬁér /Rozdlia brickwork/ 2900
~ Pilisborozjens brickwork’s claymine 1000

Total: o 11450

Hote: The purchege value of these territories'depends on the
currgnt mérket value which increesges gredually =o the
estimated price for these areas will probably be
1 billion /1 x 107/ Ft. /100 Ft/m3/
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11. Metropolitan bata Relating to the Study dealing
with the MSW Disposal
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2.2. Organization of the Municipal Public Services Enterprige

1. GENERAL MAWAGAT

1.1. Department of pergonal and education

1.2. Legal and adminigtrative department

1.3, Department of internal control

l.4. Department of orzanizatvion

1e5e Department of maintaining orderx

1.6. Offlce of public relations and DHbllCltE

2 Tecnnlcal Deoutv General HNanager

2.1. Communal management
5,1.1. Division of public roads, squares, etc.

2.1.1.1. Depariment of road cleansing

2.1.1.2, Communal workshop No.l.
2.1.1.3. Communal workshop Ho.2.
2.1:1.4. Communal workshbp:NO.B.
2.1.1.5. Communal workshop Mo.4.
2.1.2. Division of transport and digsposal of waste

2,1.2.1. Department of waste transport
2.1.2.2='Department_of vagte disposal
2.1.2.3. Unit of transportation

2,1.3. Chief Engineering 0ffice of the waste in-

cineration plant

2+1.3.1. Thermal workshon

2ele342, Llectrlcal workshop
2ele3e30 urorksqon of" thermal control
2.1:3.4. VYater softenlngrworhshop
2:1¢3.5. Workshoon of maintenance

2.2. Management of maintenance of public roads
2.2.). Deep-structural engineering division

2.2.1.1. Denarﬁment'of contracting and
preparation
2.2.143. Deparument of road oonstructlon
2.2.1.4. Department of material manufacturlng
2.,2.1.5., Traffic-technical management of con-
structlon
2.2.2. Department of brldges and other objects
2,2.3. Technological department




2.3. Technical management
2.3.1. Division of developments and investments

2+:3.1.1. Department of technica1 deve10pments

2.3¢)l.2, Department of investments

2.3.1.3+ Department of buildings’® maintenance
2+3.2. Divigion of maintaining vehicles and equibpments

2.3.2.1. Department of vehicle maintenance
2.3.2.2, Repairing department of building

machinery
2.3.2.3. Department of component reconditioning
243424+ Department of maintenance of operation
2:3.2.5. Group of technical recording and

documentation
2.3.3. Department of envirommental orotection

'2.4. Devartment of labour safety

- 2.5. Devariment of energetics

2.6+ Department of quality control

"Beconomical Devuty General lanager

3.1. Manager of commerce and business administration

3.1.1, Purchasing division

3+2. Chief accountantr
3.3. Department of planning and statistics

3.4. Department of labour




-l

2.3 Budget plan regarding to the municipal solid
waste treatment /collection, neutralization/

for 1991 - | | 807 million Fts
 Pull-time staff of the Municipal Public Services
Enterprigse: - 3207 persons
Fmployed totally: ' 4258 persons

_ /1nclud1ng pen51oners and op001tun1ty workers/

Pull-time staff in charﬂe of solid wabte

treatment: - lo70 persons
/collectlon tranoport, neubrallzatlon, main-

tenance, direction/

Mall- tlme ataff in charge of public areas cleans-.

ing: _ o 510 Dﬂrsons

2.4, The establishing authority of the Municipal'?ublic Services
Enterprise has been the Capital Council, Executive.Commitee,:at
present the Chief Mayor’s Offide. According to the decision of
the establishing authority theEnterprise is responsible for the
waste collection from the population; In case of industry,
institutes, public bodies this'service.is undertaken by the
Enterprise on the basis of individual contracts.

The Nunicipal Public Services Enterprise is performing the dutles
on the basis of the ruling decree Mo, 1./1987. relating 4o Public

Cleansing.
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4.2,

4039

4ed.

445

4.6.

4.7

Number of vehicles per type

of 1lo litre with filling in mechanism 103
of 240 litre with filling in mechanism 7o
of 1,1 m> with filling in mechanism 38
of 5-6 m° with container 53
of lo m° with container | 2

Location of the waste transporting units
according to map No.2. '

Mumber of workers per waste collectirg routes:
1 car-driver
2 lozders
Total number of workers:
230 car drivers '
360 loaders

Daily periformance of a collecting motor.car in km:
To km averagely

Daily performance of a collecting motor-car in turns:
2,2 turns averagely

of 1llo litre 226.374 pcs.

of 240 litre 68.609 "

of 1,1 0’ /metal/ lo.679

of 1,1 m> /plastic material/ = 1.640 "

of 5 m3 296 n

of 6 m° 280 "

We are not undertaking selective cdliection. Qur experiences

in the course of more than ten years are unfavourable. This
task must be accomplished in a complex way. The critical
point is the recycling, further ﬁhe'interest of the
vopulation. '




5
5.1'

5.20

5.5,

56

Tncineration / in view of the existing incinerator/

Installed performance of the incinerator:

number of boilers: Co _ 4 pcs
waste'incinerating capacity per bvoliler 15 t/h
steam output per boiler 40 t/h
output of the turbine generator unit 24

Quantity of the yearly incinerated waste:
~ before the reconstruction of the boilers

/1982-87/ 210.000-2T0.000 t/year
- after the reconstruction of the bollers.
/from 1992/ ; 3lo.000 t/year

Year of the starting up of the incinerator: 1981.

Total cost of the investment: o 2,0 milliard ¥t.

The technological equinments were delivered by Skodaekport

Czechoglovakian Foreign Trade Company.

Reconstruction costs of the boilers in the years 1988-%1:
about 1,7 milliard Ft. -

Prime contractor of the reconstruction works:

Deutsche Babcock Anlagen AG German company.

The technologic plaﬁs of the incineratof were prepared by

Czechoslovakian firms. The Czechoslovakian company bought the
licence of roller'graté functioning as firing equipment-frOm
Deutsche Babcock Anlagen AG. The cross-sectional plan and the
thermOJOOupling plan of the incinerator are gshown in the en-

clesed illusitrations.

Vorking houfs.of the bbilérs up to the beginning of the

reconstructions
bBoiler Wo.l. ' 24.148 hours
boiler No.2. ' 29.461 hours
boiler No.3s ' 28,299 hours
boiler No.4. 27.267 hours.

The minimal working hours planned after the reconstruction:
6000 h/year.

The regular maintenance of the boilers and the cleansing of the
heating surfaces, reap. of the grate are executed yearly two
times. We are performing the general overhaul yearly four times
in the case of the turbine and the generator.

v



5.8. The incinerator is situated in the premiseéjjlthe northem part
of Budapest as indicated in the enclosed illustration.
Addressa: Budapest, XV., Ifjugdrda u. 119-121.

5.9. The average domain of the pollution concentrations emitted by
flue gas . . o '

_dust: $0--150 mg/m3

50, 200——180_0'mg/m3

HG1: 40041500'mg/m3

Wo_:  200-500 mg/m3

The temperature of flue gas escaping from the boiler: 220-230 ¢,
l0.The extent of the area where the waste is collected from and is §§

taken to the incinerator, denends on the current incinerating
capac*ty. Tn case of incineration of yearly 3lo.ooo t waste -
as expected from 1992,- about 45% of the total solid communal’
waste w1ll_go the 1n01herauor. Phe main collection district is
in the northern and middle part of Budapest, écCording.to the
Jocation of the incinerator.

5.11.Humber of motor-cars dellverlng waste to the 1n01nerauor 90 1lo.
Number of average turns per day; 2,6.

5.12.Waste iron is separated from slag by two parallel-acting elecuro~
magnets, situated above the belt. Their capacity is sultable
for geparating the whole quantlty' of waste iron belng in the

slag.

5 13.The separated waste iron is oOld to the MEH company deallng with
the collection and marketing of utilizable materials. It is to
mention that the interest on the part of the metallurgy is
constantly decreaéing in this waste iron being p011utéd by slag
and because of the increaSing quality-requirementé of steel
production. |

5.14.Apart from the'incinérator there is no other facility for solid
wagte treatment.

Eclosures to para 5.3 3 pes.




6.0 Tandfills /overated or closed between 1980-1993.

6.1. Denorinabion - Period of Site Cubic “cap.
: operation = . ..~ "thousand m
Obuda IT. 1964-82 ¢lay mine in the II.district 3.900
Ujpest III. 1976-82 Plood embankment at rivers 830
: _ Szilas and Hogyordd
Akna str. 1968~ L. district 5.000
Bodza-Szdraz 1968- X. district - 3.500
SEre , o
Rékoskereszturld64-8o XVII.district l.000
Micsurin str. 1977- XViI. district 1.500
Gubacs 1976-83  XV. district 900
,§§ Souther Pest 1979-8o XX._district, swamp 200
Péteri farm  1985- XX. district ' 450
Tétény no.l. 1971-81 filling of low-lying areas in l.loo
: the XXIX. district
Tétdny no.2., 1981~ abandoned rock dust mine in 2.+.500
' the X¥XII. district :
Vecsés - 1977-84 gravel mine 900
Didsd 1978-83 sand mine of Didsd loo
Gyal 1930-88 zravel mine of Cy4l 260
Csomad 1983~ abandoned gravel mine Too
Kerepestarcsa 1985- zravelimine of Kerepestarcsa 320
Dunakeszi 1988~ outer dust mine 2.200

6.2. The capital is at present in a lucky situation, because we are

£illinz mine holes and there are no protective prescriptions on

. the rt of the authorities. e prescripti concerned, accordin
+1nsgectlon part he 0 s. The prescriptions conce R 0 .
~ells to necessity, closing layers in hole bottoms, ventilating pipes.

But there are no further mine holes and in tne case of naw hill
building landfills the technical protection will be, very likely,

a decisive point involving thus much higher eosts.
6.3. Controlled prismatic depositing technology.

6.4. Costa of establishing landfills
Non-recurrent fee of 3o-40 Ft/m3 for taking into use according fto

demand and gupply and social and adminigtration costs of l.5co-

2,000 thousand Fi.

6.5. The global net cost of 1 m3 compact solid waste neutralization
is 111 Tt.
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6.6, In the capital and in the agglomeration there are 7 waste land-
fills. Two of these are of considerable cubic capacity receiving

3

daily 3 - 6 thousand m” of waste.
In the landfills-of'high loadability the followong machines are

~working:

Akna str. 2 compactors FA 82300 TEREX of 240 HP
1 compactor DZ1lo/A of 130 HP
1 cowpactor T loo/4 ~ of loo HP
Dunakeszi 1 Eompactor A 8230 TEREX of 240 HP
2 compactors D% 1lo/A  of 130 HP
In the landfills of medium loadability /1l.000-2.000 mB/day/: g%
Iicsurin strl compactor FA 8230 TEREK of 240 HP
1 compactor DZ 1lo/4 . of 130 P
e -1 compactor fT-loo M of loo H?
Péteri farm 1 compadtor DZ 1lo/A of 130 HP
1 compactor T-loo i of loo HP
Tn the landfills of low loadability /500 ~ l.ooo m-/day/:
Kerepes- 1 compactor DZ 1llo/A of 13c HP
tarcsa _ '
Gsomdd - 1 compactor DZ llo/a of 130 HP

Machines under. repair _
1 compactor FA 8230 TEREX
2 compactors DZ 1lo/4

1 compactor T.loo M

Regserve: _
. 1 compactor loo U of loo HP
In votal:
TEREX FA 8230 6 machines
DZ 1llo/A 9 machines
T-loo M 4 machines
UNK 320 1 loading machine
it Tétényi 1 conmpactor A 8230 TEREX of 240 HP
' 1 compactor DZ 1llo/A of 130 LE

6.7. It is the duty of the mining party according vo the recultivation
plan.




6.8. We disvose of a depositing technology against metan formation.
Our Enterprise gives back the areas,after having filled them up,
to the mining company for completition of the recultivation.

6.9, We have no knowledge concerning metan utilization.
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7. CHARACTERISTICS . OF "FHE SﬁTTL“‘BFT SOLID WASTE IM BUDAPES
7.1 Phygical compogition of the et%lanenu solid waste

o olmea :
In % of Ct“jfi e average of
Characterlstlc 1986 1987 1988 1989 1990 . 86/90.

denomination:

moisture 34,73 34,25 38,93 35,76 31,83 35,10
ignition residue3:,92 29,70 26,99 29,16 29,10 29,36
ignition loss 33,35 36,05 34,08 35,10 39,07 35,54

Physical compogition of: seﬁtlement gollid waste

per seasorn in Budanest, average of 1986-90

In % of volume

Charactefistic; T.que IL.que. IIX.qu. IV.qu.

denomination: winter -spring summer automn
moisture 31,00 36,94 39,20 33,80
ignition residue 33,55 28,91 23,78 31,20
‘igniton loss’ 35,45 36,15 37,02 35,00

Composition of the settlement solid waste
according to sorts.of material

. average of
dengmination ) 1984 1987 1988 1989 1990 B6/90

paper 19,98 18,27 18,28 19,55 19,57 19,13
plastic mat. 5,70 4,36 4,76 4,54 4,62 4,79
textile 531 4,62 4,58 3,21 6,719 4,90
decomposing organic '

/from kitchen,gar-34,73 38,5 35,36 32,09 32,33 34,62
dens | 6,00 5,05 528 6,06 5,28 5,55
metal 4,43 5,20 4,46 5,39 5,95 5,08
other unorganic and fine

?fractig_ns_' /16 met/ 23,76 23,96 271,28 29,18 25,46 25,93
Ttotalt 100,0 100,0 100,0 100,0 _ 100,0 100,0
potential sccondaly 4) 51 37,48 37,3 38,73 42,21 39,45

raw material )
combustible mat. 65,72 65,81 62,98 59,39 63,31 63,44
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7.2 Volumetric. mass of. the. settlement s0lid waste .-

In“kg/dDB, ‘ : - _

Year in original loose condition  after collection/tranzport
1986 0,159 0,210 -

11987 0,159 ' ~ 0,203

1988 0,156 0,206
- 1989 0,159 . - 0,208

1990 0,156 0,213

average © 0,158 0,203

7.3 Thermal. value of the setilement solid waste

in original wet condition

Year k3/kq

1986 7170,00
1987 6890,00
1988 o © 6230,00
1989 _ 7560,00
1990 610,00

Min. and max. thermal values of the settlement solid waste in 1986~
Max.value - 8810 kd/kg 15201
Hin.value - 5240 kl/kg :

Thermal value of the settlement solid waste

-

in the heatine and non-heating seasons in Budavegt

Tn kd/kg _
Xear heat}gg scason ,non-heating season
1986 - 6990 7560 '
1967 6190 7310

1988 6140 6340

1989 1230 7890

1990 5870 7760

average 6465 . 7312



9.2.

9-3.

9040

9-51

..,15_

Joint decree Wo. 1/1986 /LI.21./ EVI-IilM /Min. of Construction -
¥Min. of Public Health/ relating to the activity of public cleansgin;

and with settlement solid waste.

Decree No. 5/1986 /VIII.lo./ Eill stating the regulations as
regards measuring of air pollution materials, limit values of air
quality and air pollutlon.

26/1989 /IX.18. / amendment of the decree No. 5/1980 B,
21/1986 /VI.2./ protectlon of air nuriuy.

471986 /VI.2./ Execution of the MI /Council of Min./ decree

Mo. 21/1986

10/1987 /IX.6./ OKHT order for preparing an exceptional action
plan in protection of air purity.

9/1990 /VI.30./ KVi decree amending orders concerning air purity.

11/1991 /Vv.16./. XTi! decree stating the technologic cmission limit
values of waste incineration further the
regulations for application of the same.

3/1984 /IT1.T7./ OVH order regarding canal fines.

471984 /I1.7./ - OVH order regarding waste water fines.

The requirements concerning preparing a study on environmental

effects are not regulated, the decrees referring to environmmental

elements are valid.

A monitoring network is stating continuously the condition of air

quality in the capital.

The limit values of air and water purity are contained in the

executory directives of the conceraning standards.
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It is very essential for Budapest to dispose of a modern waste
management concept, which could be adapted to local conditions
at besﬁ. The main trouble in this cpnnectibn ig, however, that
Budapest is in lack of those financial resources by means of

which a modern waste management concept could be rezlized in a

short time.

In the field of waste neutralization of the capital for the time
being it is a task of high importance o have cquipped with gas
scrubber the existing incinerator, which is up to now the only
one in the country. This scrubber has to correspond to the
Hungarian prescriptions, which have come into force recently and
which are in couformity with the strictest Buropean norms. /Flue
gas separation is done now in the incinerator exciusively by
electrofilter./

In connection with gas clesnsing it is also necessary that the
incinerator should be equipped with suitable environment
protective instruments in the interest of coniinuous control.

The Hungarian party requests the Japanese varty kindly to
investigate the possibility of promoting - in the frame of the
planned study or in connection with the same -~ the solution of
the above very important environment protective problens.
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Technologic emission limit values of waste incinerstion on basis of

__25...

tne decree Mo. 11/1991 /V.16/ Ky

1. The pollution contents of flue gas, in half-hourly

average values,must not exceed the values as below:
8

2

solid material _ 30
sulfur dioxide _ 200
nitrogen oxides /stated in O,/ 400
carbon monoxide . loo
hydrochloric acid 50
hydrogen fluoride 2
not-burnt hydrocerbons /in G/ 20
The pollution contents of the flue gas, in average
times, nust not exceed the undermentioned values:.
nercury - _ 0,1
total of cadmium, tallium 0,1
total of arsenium, selenium, nickel,
cobalt, tellur . 1,0
total of lead, chrome, copper, vanadium,
tin, manganese, antimony 1,0

polychlorated dibenzodioxyn and

dibenzoifurane in total
/in 2,3,7,8 TCDD equivalent/ 1,107 7

3
3

me/Mm
mg/Nm
o /Nm°
mg/Hm3
ng/Hmn
mgz/Mm

LS

LV Y]

ng/Hmn

of gaanling

mg/Nm3

.3
mg /I~
mg/Nm3

mg/Mm”

mg/Nm3
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Foreword

The 1990 Annual Report of the National Bank of Hungary deals with economic
and financial processes in a period which represents a turning point in the history
of the country.

The past year was, undoubtedly, an outstanding one from the point of view of
the social and political changes taking place, while from an economic perspective
it fitted organically inio the process of developing a market economy which had
started over twenty years ago and has been gaining speed in recent times.

Consequently, the cowntry has come to a change of its political system at a time,
when regarding econontic and legal terms, it had already gone through initial
phases of this development process. A modern corporate law, a laxation system
meeting Exwropean standards, the two-tier banking system alrveady in its fifth year,
the Budapest Stock Exchange established last year, price and import liberalization
extended to the vast inajority of products, the legal guarantee of currency transfer
given (o forcign investors, are only random examples representing — although
with an unhealthy predominance of state ovwnership — the visible effects of an
econontic philosophy which, if pursued further, will produce not only institutional
frameworks but also econonic achievements that are maitters of pride.

As far as economic achievements are concerned, the change in social system
occurred when the cowntry was not in a particularly favourable position. On the
one hand, there was a gross debt of USD 21 billion accumulated over the past
decades, and, on the other, the East-Cemtral European nienket that had, for a
fong time, been a major absorber of Hungarvian industrial and agricuitural
products, as well as the source of raw materials and energy, collupsed.

The increasingly intense effects of the market economy necessarily bring hitherto
latent or unknown prolifems to the surface. First and foremiost among these is
inflation, in wiich the vigorous reducrion of subsidies plays a decisive part:
wunemployment, the unavoidable consequence of economic restructuring, s and
will be a source of increased tension.

[n spite of these difficidiies, the Hungarian economy not only was able to maintain
its eperation and its international solvency, but also achieved results which are
promising from several points of view and which point to the realistic possibility
of mastering the difficulties referred to, and of recovery from the present situation,
within the foresecable future. '

The promising signs include the fact that, over the past three years, exports
increased by maore than fifty per cent and that about tHuee-quarters of Hungary's
convertible exports, by now, go to the QECD cowntries. The iecord swplus
achieved in trade setiled - in convertible currencies last year was particularly
outstanding. In this, over and above the quantitative and structural changes in
domestic demand, the fact that some of the enterprises threatened by the dramatic
Sfall of prrchasing power in the rouble zone were able to change markets efficiently,
plaved the decisive part. ' In 1990, encouraged by the legal guaramecs for the
invesiments of foreigners in Hungary, direct foreign investnient exceeding half a
billion US doltars flowed into the Hungarian economy. For the first time in six
years, the convertible current account showed a swrplus, amounting to an



improvement of USD 1.6 billion; the growtli of indebtedness came to a halt.
According to the most recent data, these favourable tendencies are comtinuing
wnabated in ihe first months of 1991, which — if coupled with the desired speeding
up of privatization — should be a sufficient basis on which to suppose that this
was not a single achievement bui the first phase of a lasting tendency.

[ am convinced that these factors, together with the unambiguous and unchanging
commitment of the Hungarian Government and of all responsible political forces
in the country to meet the country's debt and interest payment obligations as
they fall due, will, with reason, reaffirm the confidence of the international
Jinancial comnunity.

The 1990 Annual Report of the National Bank of Hungary er [ am cer mm.
only add to the strengthening .of this confidence.

Ko

Dr. Gybrgy Surdnyi
Pres:dem of the National Bank of Hngm-_v

)
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I. Conditions Determining

the Activities

of the National Bank of Hungary
in 1990






1. A Few Characteristic Economic Data on Hungary

The "territory of the Republic of Hungiry covers an area of 93,030 km2: the
number of inhabitants. was -10 million 375 thousand on January 1, 1990; the
density of population was 111.6 persons/km?.

The legal tender in Hungary is the Forint (FUF). (1 forint = 100 fillér) The
exohange rate of the Forint on May 31, 1991, in terms of a few currencies, was
the following. - '

EXCHANGE RATES ON MAY 31, 1991 o Table 1
(inidpoint rate to 100 units, in forints)

Britisty pound sterling 13.817.66 - Austrian schiiting ‘ 627.29

French franc 1,300.08 . Swiss franc 5.175.82
Japancse yen (10080) 548.03 . US dollar 7.546.34
Genmn mark 4,413.06 ECU . 2.061.41

Industry accounts for about 30 per ceu! of Hungary’s gross domestic product,
construction contributes 7 per ‘cent, agriculture and’ forestry more than 16 per
cent, trade produces 10 per cent, and the other sectors are responsible for the
rest. The economy puts 74 per cent 6f the domestic absorption of the gross
domestic product to final consumption (within this, the consumption of households
including free benefits represents 68 per cent, while public consumption accounts
for 11 per cent). Accumulation accounts for 24 per cent of GDP.

According to preliminary calculations, per capita’ GDP in Hungary was
equivalent to USD 3,150 in 1990, New value produced per capita in a few
selected countries compared to HunO'uy on lhe basis of available data was the
following.

PER CAPITA GNPIGDP IN SELECTED COUNTRIES Table 2

GNP/GDPfeapita Index
Country : in USD (Hungary = 100)
Federai chublu, of Gcmnnv 20,750 i 639
Austria ’ 17.360 551
Spain 9,150 290
Greece 5,340 170
Portugal : ' 4,260 135
Hungary : 3,150 106
Yugoslavia 2490 79
Poland C . 1,760 : 56
Turkey . : 1,360 . . 43

Sowrce: World Baak Addas, 1990, {Except for Huagarian daa, cateulated an ase official averge midpoint mte weighted by
calendar days: HUF 63.199 = USD 1)

In Hungary, per capita consumption amounts to approximately USD 1,600. Within
the structure of consumption, lhc amounts spent on food and services are the
hwhest

CONSUMPTION STRUCTURE OF HUNGARIAN HOUSEHOLDS IN Table 3

A BREAKDOWRN BY COMMODITY GROUPS
. Gh
Ilealiﬁg. : Other
Beverages . Consunmier . . . .
Food = Clothing Household Industrial Seivices Total
& Tobacco Encrey Durables Goods

269 130 63 3.9 8.7 13 29.9 100.0



In the cowrse of the past 10 years, -the Hungarian economy exported about

40 per cent of GDP. Within the total the share of exports settled in terms of -

converlible currencies is increasing. Convertible exports accounted for 50.9 per
cent of the total in 1985, for 51.1 per cent in 1986, 62.2 per cent in 1989 rising
to 73.7 per cent in 1990.

2. Establishment of the Institutions of the Market Economy

In Hungary, the process of developing the institutional system of a market
economy began well. before the change of pohllca[ system in 1990, Endeéavours
--at first careful, later more vigorous = at giving a more important role to the
market have been present in the Hungarnn economy since the 1960s. These
endeavours took on a more determined shape in the economic teform introduced
on January I, 1968. The lmpiemenm:on of the national plan was to be achieved
with the help of economic, market type incentives, personal [inancial interest

and through increasing the autonomy of enlerprises. In conirast to. the former

exclusivity of fixed prices, an incrc:'tsingly targe share of prices were freed. This
reform process, no doubt, gave an impetus to economic performance, and, by
opening. up the cconomy, Ilung‘lry s trade relations with We:.tern countries
expanded significantly,

These reforms could not lead to ihe full unfoldmg of a marI\et economy, as
they did not (indeed, owing to the lack of political change, could not) establish
the primary condition of a market economy — the freedom of ownership and of
enler'prise. Nevertheless, the reformi process introduced many market mechanisms
into the economy. What'can be regarded as an even greater achievement, however,

-i5 that this reform process reaching back more than 20 years also gencrated

human resources in tine with the requirements of a market economy, accumulating
substantial intellectual assets, knowledge and practical experience which (rans-
formed public thinking. This, in turn, gave rise to an economic philosophy -and
practice much more up-lo-date than before, enabling economists and the financial
commuity to turn to modern economic theories and practice with an open mind.

Some of the laws setring down the legal guaranrees of the institutional system
of the market economy were enacted by the “pre-change” Parliament, others by
the new one. [988 saw the introduction of a new system of taxation in line with
international practices, the two core elements of which were the value-added
type general turnover tax and the personal income tax. Mention should be made
of the so-called Transformation Act, the. Corporate Act, the Act on the State
Property Agency, the Act on Investments of Fereigners in Hungary and the Act
on Securities and the Stock Exchange. These laws were aimed at promoting the
transformation of statc-owned enterprises into companies, the foundation of
undertakings in joint ownership and privatization. (A separate chapler will discuss
the development of privatization.) Another piece of important legislation was the
Act on Pre-Privatization created in 1990 regulating the privatization of smaller
state-owned qhops and restaurants. All legal regulations restricting the private
sector, whether in terms of number of empioyees or scope of activities, were
J.bollshcd

Hungary's accession 1o the imernational ﬁnancia! instituiions was an imponanl
step in the process of establishing market economy institutions. The counicy
joined the IMF and-the World Bank in 1982 and the International Finance
Corporation (IFC) in 1985, Hungary's more recent relations with the Europeiln
Economic Community, with the European Bank for Reconstruction and Deve-




lopment and with the European Investment Bank should also be referred to here.
(For details, sce Part II, Ch"tptel 1)

The.two-tier banking system, as part of the progress towards a market economy,
was also established before the political turn. The secwrities market is developing
well, and, after a break of some forty years, the Budapest Stock Exchange was
re-established pu:suzmt to Act VI of 1990, on June 21, 1990 dnd has been
functioning ever since. (See Part U, Clmplu 2) ‘

The measures 1 taken 1o liberalize the econony, particularly prices and imports
are part of the process of letting the market economy unfold. In the course of
the past few years but mainly in 1989 and even more so in 1990, the system of
fixed prices formerly applied to the vast majority of trade was gradually rephced
by fiee prices. Within total retail trade the share of goods sold at a retail price
free of state control was 63 per cent in January 1989, 77 per cent in January
1990 and has been about 90 per cent since January 1991, (For further details,
see Part 1, Chapter 6.) The system of licensing and quotas was abolished for 42
per cent of total convertible imports by the end of 1989 and for 70 per cent by
the end of 1990. It is foreseen that, by the end of 1991, this ratio will reach 93
per cent {see Part I, Cl aplcr 4). Engaging in for‘eiqu trade is now a right of all
entrepreneurs.

The Economic Compermon Office (Cartel Office) established last year aims
at safeguarding freedom of business competition, the equalily of opportunitics
and at taking action against monopolics.

The process of establishing free convertibility of the national currency, the
forint, has also made C(}IISIdetdeE progress. Today, convertibility can be regarded
as implemented as far.as current payments are concerned. This is supported by
a number of factors. One of these is the high degree of import liberalization
+ already referred to; this implies that the entrepreneur can freely tmpmt goods
for the foreign currency purchased provided that he lias the coliateral in forints.
With respect to ‘the foreign exchaige purchases of households, however,
convertibility could not be introduced as yet, The need to protect the balance of
the current account for the time being requires that the foreign exchange purchases
of houscholds from organizations licensed to trade in currencies be restncled to
USD 50 a year. (Hungarian citizens, however, can take out of the couniry without
restriction foreign' currency obtained from other sources and kept in savings
deposits and withdrawn from there.) Another factor in convertibility is that there
are no restrictions on bringing in-capital nor on the repatsiation of profits and
invested capital in foreign currency by foreigners, provided that all obligations
have been met. Finally, the foreign supplier may also be compensated for deliveries
in forints and these revenues can Free!y be used in Hungary.

The privatization of -staie enterprises — as one of .the most important
pre-conditions of the unfolding of the market economy — began on the basis of
laws enacted by Parliament and declared programmes and is acceleraling; an
account of this process is given in Part I, Chapter 8.

Also in the spirit of strengthening the market. economy, the influx of direct
foreign investnient has accelerated substantially: in 1990, 3,814 new companies
~ independent legal entities — were forimed with foreign participation {nearly
three times as miany as the total in all preceding years). The total number of
‘such companies rose io 3,171 by the end of last year, with a combined prime
capital of HUF 196 billion, of which the foreign share was 28.1 per cent (almost
USD 900 million). (The presence of direct fonemn investment in Hungary is
(.hS(,USSCd in detail in Part 1, Chapter 97)
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3. The Main Economic: Processes of 1990

There was a nnJm favourable change funountmﬂ toa bxeakthlough in the e\teuml'
equilibrium position of Hungary in 1990. This is evidenced by the substantial
lmp[ovemcnt of the convertible current accownt of USD 1.6 biilion relative to
the prevrous year duc to the surpluses achieved by trade, tourism and services
and 1o the increase in households’ foreign cnrrency deposits. This was.the first
revenue sunp}us shown by the current account-in six years: (The devclopmem of
the current account is discussed in Part III, Chapler 1.)

Foreign trade was characterized by lhe pressure to change m'\rkets owing to
the drastic shrinkage of the COMECON wiarkel. A significant part of the enterprises
affected was able to turn this necessity to their own adyantage — lhe)' were -able
to convert.some of Lhe export capacities lost in this way to convertible exports.
Whereas in 1989, 42 per cent of export deliveries went to COMECON countries,
this ratio was reduced fo 30 per cent a year later. Al the same time, the share
of exporis directed to EEC countries rose from 25. per.cent in the previous year
to 34-35 per cent. In convertible fo:e:gn trade, a surplus of USD 945 million
was. realized mvolvmg an 18.2 per cent increase in exporl revenues and a 12.5
per cent increase in imporl expendituves. Trade settled in rouble ferms was -
essentially balanced; with a 26 per cent reduction in the volume of exports and

~an 18 per ccnt reduction in the volume of imports. In order to avoid a repetition

of the substdnlml surplus made in 1989, the original programme reckoned with
a balanced non-convertible current account, whlch coutid only have been achieved

in the case of a deficit in the balance of trade. Ab against this, the balance of
. trade-refated payments in the non-convertible current account showed a surplus

of ‘almost USD 200 million due essentially to the fact that the balance of trade
wias nol closed in equ1l|buum as scheduled by the programme. (The development
of foreign (rade is dlsutssccl in Part I, Chapter 4.)

Among the economic processes of the last year, tourism seuled in convertible
currencics produced particularly ‘good results, with a revenue surplus of USD
345 million. In view ol the fact that the shopping tourism of the prev:ous year
gave rise 1o an C\pen(hlu:e surplus of USD 349 million, this meant an improvement
of USD 694 million in 1990. (For details, see Part III, Chapter 1)

The improvement of the external equilibrium demanded the reducllon of
domestic absorption. This, as well as the substantial fall in rouble trade had a

“reductive effect an the development of the gross domestic product (GDP) which,

dCCOldtIl;__ to prefiminary calculations, increased by 21 per cent at current prices
but, in reat terms, lagged 4 per cent behind the previous year's achicvement.

[ndustrial production, on the whole, dropped by some 5 per cent. The reduction
in production went hand in hand with the restructuring of the economy. The fall
in economic performance was particularly substantial among large enterprises
alfected by the collapse of the rouble market, Piimarily due to this, but also to
the decline of: pmclmslnﬂ power in the doxmsne market,.the fall'in the production
of industrial organizations employing more than 50 people was 8.5 per cent.
Organizations in building construction ploduccd {7 per cent less than in the
previous year {mainly because of the cut-back in invesiment and housing projects).
In contrast, the production of undertakings with less than 50 cmployees rose Lo
two and a half times the 1989 level.

The 1990 volume of aross agriculnural ploductxon decreased by some 7 per
cent. In plant cultivation, production dropped by 11.2 per cent. The deterioration
in the performance of agriculture, particularly that of plant cultivation. can be
attributed, to a large extent, io the drought.
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The number of business organizations pursuing various kinds of activitics
increased by some 14,000, that is, by 93 per cent, in 1990. The increment
essentially consists of limited liability compémies usually employing less than 20
people. Their sales revenucs are increasing fast.

In line with the objective of improving the external equitibrium, domestic
absorption, as a result of the export surplus exceeding ihat of the previous year,
fell by wmore than.5 per cent, or more than the 4 per cent decrease in GDP.

A highly Favourable manifestation of the reduction in domestic dbsorpuon

“svas that the budget a’cﬂu! diminished sharply [rom HUF 54 billion in 1989 to

a mere HUF 1.4 billion in 1990. (The position of the budget is discussed in
detail in Part 1, Chapter 7.)

In 1990, the consuinption of households was 3 ‘per cent less, and communal
consumption was 4 per cent less than a year before.

Accumulation declined by some 1012 per cent, as a result of the cutback in
capital investments. The volume of state investment projects was 25 per cent,
that of enterprise investinents 1015 per ceént below the level of the previous
year. In addition to the financial constraints, a number of uncertainties, primarily

the lack of clarity in” ownership relations, and the expectation of pnv*mmuon

also discouraged enteiprises and cooperatives from making capml investments.
At current prices, inventories increased, mainly due to the price rises, although
it was cstimated that their volume developed at around the level of the previous

Syear.

In contrast to the 15.5 per cent in 1988, the resail price standard vose by 1
per cent in 1989 and by 28.9 per cent in 1990. In early 1990, measuwres taken
to liberalize prices and a significant cut in price subsidies (an important contributing
factor, in addition to inflationary expectations, to the present inflation) gave rise
to refatively more vigorous price increases. In the course of the year, price rises
stowed down, but picked up again towards the end of the year due to the increase
in oil prices.. Among the reasons for inflation, the fact that it has not yet been
possible. to cut on monopohc‘; dpp:opnmleiy should also be mentioned. (The
development of prices is discussed in detail in Part I, Chapter 6.)

The appearance and spread of unemploymem, which hardly existed previously
in Hungary, is due to the fact that the liguidation of faclories and plants hitherto
maintained with substantial budgetary subsidies was put on the agenda and begun.

Problems are aggravated by’ the drastic fall in the purchasing power of the

rouble-zone countries. The bumber of unemployed as registered with the
employmeni agencies rose from 23,426 at the beginning of the year to 81,379
by the end of 1990. Although at the end of the last year, their ratio to active
earners was 1.7 per cenl, which'is quile low by international comparison, the
growth of unemployment seems-unavoidable in the future. {The number of people
unemployed reached 167,400 by the end of April, 1991} While newly founded

~independent small businesses do create a number of new jobs, their expansion

caniot keep up with the rise in redundancies, especially among unskilled workers.
(Part 1, Chapter 5 analyzes the development of unemployment.)

With respect to the indicators of peaple’s fiving standards, real incomes
— under conditions of vigorous differentiation ~ showed a decline of some 3 per
cent.' The consumpiion of .houscholds was betler adjusted lo the economic
pOSSIblhtle:. of the country in 1990 than in previous years. In comparison to the
preccding period, houseliolds put a smaller portion of their income to consumption
than what they would have been able to afford in view of their revenues, reduced
their borrowing for consumption purposes and ~ also in a significantty differen-
tiated manner — considerably tmproved their savings position,
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The Main
Tendencies of
Foreign

Trade in 1990

‘4, Foreign Trade

In 1990, the processes taking place ill"}lmicalidia fon.eiﬂn' trade had a highly

positive impact on the eritire ¢conomy and p'm;cu[nrly on the country’s b‘llancc
of payments.

The fact that economic growth continued in most '1d\"1nce(i industrinlized
countries in 1990 and that Hungary’s relations i improved with the Western countries
13515[&(1 the country’s foreign trade aspirations; also, Hung'irmn enterprises were
able 1o adjust to the new situation. On the other hand, Hungarian export markets
were subsmnnaliy reduced owing to the collapse of the COVIECON market and
to the Gulf crisis.

The market structure of Hungamn foreign trade undelwent a radical chanoe
The need to prevent the generation of funhel surpluses against the countries of

_the rouble zone and' the shrinkage of domestic demand greatly reduced the

production of Hungarian industry (drlvmg a part of it into a eritical situation),

“while this also forced the economy into a market shift amounting to a virtual

breakthrough, leading to the substantial growth of convertible expotts.
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TRADE PATTERN BY MAIN GROUPS OF CURRENCIES Figure |

Although the total volume of Hungarian foreign trade (that is, exports and
imports combined) dropped by some 4-5 per cent, within.this, the major shift
in markets led to the vigorous growth of convertible exports - a lendency shown
also in the last two years. The reduction in the volume of total imports can be
traced back to the shrinkage of domestic demand and to the deterioration in the
supplym;, C:l])'lbllllieh of the one-time COMECON countries. The market change
is indicated, inter alias, by the lact that the share of convertible trade within total
exports (measured in forint terms) rose from 62.2 per cent in 1989 to 73.7 per

“cent in 1990; in imports, from 61.7 per cent to 70.8 per cem,
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The main data of loreign trade settled in convertible currencies are shown iii™
Table 4 and Figwre 2.

DEVELOPMENT OF CONVERTIBLE FOREIGN TRADE Table ¢
198y i 1990 Change

) IS0 million [+
Exports ‘ 5975 7.064 ‘ +152
limporns 5435 6,119 +12.5

Balance ) B - +945 X

An important characteristic of the substantial trade s'urpkus of USD 945 million
in 1990 was that.its greater part (USD 590 million) was, in contrast to previous
years, realized in the course of trade with the advanced industrialized countries.
In this respect the 1mpr0vement of the balance was made possible by the export
expansion, in comp'ulson to which the growth of imports was moderate. The
surplus of trade settled in comrclublc terms against the former socialist countries
also incredsed,

As far as voluntes are concemed 1990 c:\pous cxcecded the 1989 level by
9.5 per cent, whereas imports showed a mere 2.8 per cent increase relative to
the previous year, although the llbenahzfumn of foreign trade reached 70 per cent
by the end of the year and the economy also had to carry the burden of a higher
oil bill due to the purchases at h;ghe: pl ices resulting from the fall in Soviet oil
supphes L

The significant increment in the volume of exparis can be attributed (o the
higher sales of nnnuf'lctmed ‘goods. and of raw malterial-type  products. The
amount of eapozts of -machinery and equtpment rose by 18.6 per ceni; that of
industrial consumer. goods by 11 per cent and that of material-type products, by
16.6 per cent. Exported quantities of agricultural produce and processed Food
decreased by 3 per cent.

USD biltion

2161

1982 1983 1984 1985 1986 1987 1988 1989 1990
_ Exports £ Imports '

TRADE B \L(\I\CF N CO.\‘\’FRTIBI E CURRENCIES . Figure 2

In dollar terms, exports to Germany increased at the highest rate (by 42 per

cent), and the growth of exports to the entire EEC was morc dynamic than the

Com eFtible="4 ‘TQ‘\
Foreign rlR(le
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" average. Hungarian-exports to. the EFTA countries ‘rose by 12 per cent, those

directed to the United States, by 7 per ccnt winle deliveries to the developing
countries decreased by 2 per cent,

Export growth was also facilitated by the: |1beldi12"ll10n of imports‘and by the
vigorous extension of the right to export (by rendering it a standard right for all
entrepreneurs). The laer is characlerized by the follownng figures; in 1987, 370
business organizations sold goods in the convertible mfui\els by 1989, their
number increased to 3,100, whereas by the end of 1990, there were some 12,000

- organizations pursuing such activities.

The volume of imports settled in Convelilblc currencies increased by 2.8 per

‘cent. The single reason behind this (model ate) growth was the purchase of crude
oil necessary because of the shortfall in' Soviet deliveries, which by itself makes
‘up 89 per cent of ‘the total imports. Without this item, the volume of total

imports would have decreased by about 2 per cent. This highly moderate
developmenl of imports took phcc undcr the condltlons of & h1gh ({eoree of

import liberalization.

The structure of imports also ch'moecl "The absolme imount as wel] as the
relative share of material and spare part imports decreased SUb'slannaHy due to
the shrinkage of the domestic market and ihe decline in exports 10 the COMECON
area. Imports increased primarily, ‘within the liberalized range. M:lChlnEl‘)’ imports
(mainly from.the advanccd industrialized counities) increased, which is advan-

tageous flom the point of view of spreading advanced technologies and thereby

enhancing export Cdpdbllllles The volume of machinery, means of lranspormnon
and other capital goods imports'rose by 6.4 per cenl. The glowth in the volume

- of industrial consumer. goods was' 15.7 per cent, showing ‘@ major upswing in

the ‘imports of electric home dpphauces and_enteitainment ‘electronics.

It should be mentioned that, with the subsmnllal growtli in exports, the terms
of trade in convertible- trade deteriorated by a mere 1.7 per cenl, and even lhat
can essentially be attributed lo the rise in oil prices.

The rouble-accounted forgign trade in 1990 reflects a substantial ‘decline of the
market in this relation. The turnover developed as follows.

DEVELOPMENT OF ROUBLE 'i'lh\l)l'l ‘ Table 5

1989 1990 Change
_ . RBL million %
Exports ’ 7.590 5,785 : -23.8
tmyporis _ 047 5,787 -17.9
Balance . _ ) © 443 E -2 ' T X

In volumie terms, expoxls Fe!l by 24 pel cent, 1mp01ts by 18 per cem A near
zero balance developed in trade. According to the original programme, however,
which foresaw an eqmllbnum balance for the current account 1o avoid the
generation of ‘a- major smplus similar to the previous year’s, a deficit - should
have been encountered in the balance of trade, instead of the zero balance.

The reduction in rouble imporls was much faster than expected. Nearly
two-thirds of the {all in imports was due to cuts in deliveries by the Soviet
Union. This is also related to the more than 10 per cent {all in the total energy
import, due o the fact that the Soviet Union cut'its agreed oil export to Hungary
by two million tonnes. '




In exports, the nearly RBL | billton fall in machinery exports projected the
development of critical situations for a number of large enterprises (for instance,
for the bus manufacturer IKARUS). Exports of materials and parts {ell by some
RBL 600 million.

5. Employment, Wages, Living Standard

During the past 40 years, the Hungarian economy was basically characterized  Employment
by full employment (and indeed, in many areas, by lasting manpower shoriages).

This, however, was true only from a quantitative point of view resulting from

the inefficiency of the centrally planned economy, as large enterprises that had

been called into being and were maintained not by the demand signals of the

market (and especially not of the world market) or by the modernization taking

place all over the world, but by the objective of full employment itself, on the

basis of considerable government subsidies.

The transition to a market economy renders the rcducuon of subsidies
unavoidable. This, coupled with the adjustment of production and product structures
to the demands of the market, brought aboul the appearance of unemployment.
The situation is aggravaied by the collapse of the former COMECON market,
by the dramatic fall in ‘its 1bsorbmg Cdpacuy, which plCClpild[ed some ol the
largest Hungarian enlerprises into a crisis.
~ The numbel of unemployed rosc from 23, 426 in January, 1990 to 81,379 by
the end of the year while the number of vacancies fell from 37,711 to 16,815,
The rate of unemployment (registered unemployed 1o active earners) was 1.7 per
cent at the end of 1990. This is a low rate by international standards, but, on
the Lasis of well-known tendencies, it is expected to rise. (By April, 1991, there
-were 167,400 unemployed people, representing an unemployment rate of 3.5 per
cent.)

Uncmployment is. developmo in a differentiated manner with respect to both
regions and skills. In certain tegions of the country. — underdcvel()ped regions
or those accommodating crisis sectors — the rate of unemployment is already
much higher than the average referred io. In the first half of 1990, mainly
waskilled workers or workers wilh a low level of education were hit by
unemployment, bwl, alter August, the number of skilled workers becoming
redundant was also higher than the number of vacancies they could {ill, and the
number of unemployed professionals is also increasing. (The unemployment rate
for unskilled workers was 6.2 per cent, for skilled and semi-skilled workers, 1.5
per cent, and for white-collar workers, 1.1 per cent.)

The labour supply increasingly in excess of demand greatly increased the
number of those in need of unemployment benefits and allowances. In 1990,
altogether 85,494 people received unemployment benefit for a shorter or longer
period and, upon the expiry of the benefit period, 3,777 people received temporary
unempltoyment allowance. On the last day of the year, 58,406 people were
receiving unemployment benefif, two and a half times as many as at the beginning
of the year. In addition, 3,241 people received unemployment allowance.

i

A
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The income position- of wage eamners was adjusied; in addition to the fall in

~employment discussed above, by wage legulatlons cemral wage measures and

welfare incomes.

Minimum wages were raised twice in the course of 1990, on Seplember 1 to
HUF 5,600 a month and to HUF 5,800 & month on December 1.

In the material sectlors, the monthly amount of the gross average salary was
HUF 12,555 in 1990, showing an increase of 24.3 per cent against the previous
year, Within this average, the differences between the wages of white-collar and
blue-coltar workers increased. The avelage monthly salary of a ‘white-collar
worker was HUF 17,491, with an annual rise of 26.8 per cenl, while that of a
physical worker was HUF 10,887, with an anunual increase of 19.5 per cent. In
the material sectors, the share of those earning less than HUF 6,000 a month
was. 4.8 per cent, and that of those earning more than HUF 30,000 a momh was
5 per cent.

The growth rate of social benefits greatly exceeded that of. wages. Socaal
security payments increased by nearly 35 per cent. Pension payments rose by

- 29.3 per cent. The average monthly pension in December, 1990 was HUF 6,600,

The annual increment of social benefits that also include unemployment
benefits and allowances was 67 per cent. The family allowance determined by
the number of children increased by 28.5 per cent.

The increase in wages and -social benefits presented above in nominal terms
means a reduction in real terms,; owing to inflation. (The development of the
price Jevel is discussed in the next chapter.) Within this general tendency, a high
degree of differemtiation can be observed, dependmg on vomllons the nature of
jobs and the form of ownership.

The change in the stracture of consumption mdtcates the development of
hvmg standards. Within total consumption, the share of income spent on the
purchase ‘of goods and services that are inflexible from fhe aspect of demand
(such as basic foodstuffs, rents, electricity, transportation, leaming aids, ete.), the
consumption of which can hardly be reduced if at all, increased. At the same

-time, there was a major drop in expenditures on clothing, cultural purposes and

consumer durables and a ;ﬂluculariy severe fall in the use ofservzces {dry-cleaners,
restaurants, tailors, repair services etc.).

At thie same time, as discussed in Part 111, Chapter 2 of lhe present Report,
houschold savings in savings deposits and securities increased by nearly 20 per
cent in nominal terms, although in a highly differentiated manner.

6. Price System and Price Tr_en(is

The process of price liberalization, which had begun in previous years, was
comtinued in 1990 and the application of price controls diminished. Consequently,
in accordance with the regulations introduced in. 1990, 77 per cent of products
for final consumption were free {rom administrative intervention as against 41
per cent in 1987, Changes in administrative intervention in pricing are shown in
the next Table.

I



| BREAKDOWN GF PROBUCTS FOR FINAL CONSUMPTION .li\' THE EXTENT Table 6

OF PRICE INTERVENTION

Extent of price intervention 1987 1988 1989 1590
a) Official prices (prices set Hem by item by )

-1he relevant authorities) ) 18 22 19 16
by Advance notice about price increases 21 2 12 6
¢) Price consultation - 5 7 1
Full range of administrative intervention (a + b + ¢ 59 48 I8 23
Ne administrative contral : 41 5 62 T!

Total ) 100 e 100 100

One type of intervention, the so-called official price, the relative weight of

‘which was 38 per cent in 1987, affected only 16 per cent of the total turnover

of products for final consumption from the beginning of 1990. In this respect,

liberalization was most extensive in the field of food products. Officially limited

producer prices were scrapped for fattened pigs, cattle for slaughter, feed grain
and protein feeds; within the range of consumer prices for foodstuffs, the prices
of .prime pork, certain types of sausages, dairy products, sugar and salt were
liberatized. . ' L . ' ,

The obligation of advance notice about price increases fell from 21 per cent
in 1987 to 6 per cent in 1990. It was complelely scrapped for foodstulfs, alcoholic
beverages and tobacco, agricultural capital goods and a fair number of engineering
products as a result of heightened competition through import liberalization.
Advance notice remained applicable to metallurgical, chemical and light industry
products primarily where producers had monopoly positions or the market was
unbalanced. . . - - ' . o

The number of enterprises invited to participate in price consultations dropped

‘so dramatically -that this type of control affected a mere | per cent of the total

turnover of goods in 1990

As opposed to the 77 per cent achieved as a result of the measures taken at
the beginning of 1990, price liberalization affected almost 90 per cent of the
total turnover of goods for final consumption by the beginning of 1991.

Inflation was accelerating in 1990 over the previous year.

PRICE INDICES Table 7
%
1989 1990 December, 1990
1983 1989 December, 1959
Demestic sales prices of industry ‘ 134 124.2 138.1
Agriceflural procurement prices i19.1 1301 .
Consumier prices 10 128.9 133.4
GENERAL TRENDS

Prices were affected by several factors. The unavoidable and gradual dismantling
of price subsidies disbursed from the budget played an important role and the
sclf-exciting character of inflationary expectations cannot easily be ignored either.

The impact of actual measures in Hungary and international tendencies can
be summarized as follows.

At the beginning of the year, the Hungarian currency was devalued against
convertible currencies by 5 per cent in several phases. In the second half of the
year, the price of petrol and diesel rose by 20 per cent and 30 per cent which

Price
Changes
in 1990
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was due partly in the former case and wholly in' the latier's case o increases in

consumption taxes. An average 25 per cent increase in the prices of lobacco
products and spirits was due to the same reason. The producer price of electricity
was raised in August.. : '

In addition to government measures, the effects of international ‘markets on -

prices could also be felt. As the international prices of oil and oil products more
than doubled, the producer prices of energy and (ucl were raised in November
to the then prevaient international price level, the producer price level of energy
rose by 42-43 per cent on average. Consumer prices for fuel increased by 36
per ceni. :

Altogether, these factors raised the price level by 4 per cent in 1990 over the
projections made at the beginning of the year. Based on experience it is to be
noted that inflationary processes have not got out of hand: inflation proved to
be manageable under cosnditions when the government was gradually phasing
out direct intervention as described above. This implies that inflation was. not

manageable- through the administrative control of price increases but as a result

of market processes. Therefore, there is a very good chance that ‘Hungary’s

“economy will be able to, defeat inflation using a consistent .anti-inflationary

economic policy which was reinforced by the programme announced in the spring
of 1991 by the minister of finance.

CHANGES IN INDUSTRIAL SALES PRICES .

In 1990, industrial sales prices were 20.9 per cent higher than in 1989; the price
level in December, 1990 was 29.5 per cent higher than a year before. The: price
level for domestic sales was as follows in the major sub-sectors of industry.

CUHANGES IN PRICE LEVEL FOR DOMESTIC SALES IN . : . © Table §

THE MAJOR SUB-SECTORS OF INDUSTRY

%

9% Decentber, 199%)
1989 December, 1989
Lnergy sub-sectors £321 1795
Raw-material production : 1242 126.0
Processing sub-sectors : 7.8 119.0
Food industey ' . 130.8 1324
Tatak indvstry . 1242 © s

The decisive factor behind domeslic producer price increases was the increase
in energy prices which is shown in Table below.’

DOMESTIC SALES PRICES OF THE ENERGY SECTORS Table 2
' G
1990 Decemiber, 1990
1989 December, 1989
hMining 1225 1453
Oii andd gas extraction 1401 2254
Electricity 1269 1625
Ol refinery - : i 141.3 . 2051
Gas production and disiribution : 133.2 1712
Total L T I 179.5

The food processing industriés experienced price level increases above average.
Most ol the price increases weie triggered by the significant reduction of subsidies
in the food sub-sector which boosted prices in the food industry by almost 24




per cent_ in the ‘first two months of the year. Then, price increases were more
moderate at 8 per cent afler February, despite almost complete price liberalization.

1n 1990, the increase in producer price levels in the raw materiat and processing
sub-sectors fell substantially behind the industrial average. (However, in 1991
producers incorporated the energy price increases of November, 1990 into their
prices.) The relatively moderate price rises in the processing sub-sectors were
due to the fact that attempts at price increases were incréasingly in conflict with
solvent demand. The markets' balancing role was reinforced by increasing
competition supported by import liberalization. This is proven by the fact that
increases in producer price levels were more modest in the engineering sub-sector
(16.4 per cent) where import liberalization was practically complete.

CONSUMER PRICES®

In 1990, consumer prices changed [rom month to month as follows.

120

115

1 ]
10 o

EOSI /

1 {1 I vV v Vi Vil VHI IX X X[ Xu

CHANGES IN CONSUMER PRICE INDICES FROM MONTH TO MONTH IN 1990 Figure 3

In 1990, the consumer price level was 28,9 per cent higher than in 1989 the
price level in December, 1990 was 33.4 per cent higher than that of a year before.

CHANGES IN CONSUMER IRICE INDICES Table §0
IN CERTAIN PRODUCT GROUPS
%
1990 December, 1990
1949 December, 1989
Foodsiuffs - 135.2 136.5
Beverages and tobacco 130.7 138.1
Clothing zrticles | 123.3 1268
Heating and houschold energy 127.6 135.7
Household durables i20.8 121.2
Other tndustrial products 128.9 [39.0
Services 1255 [21.8

Total purchases by households 128.9 [ KRR
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Increases in consumer price levels were determined by the factors listed above

which impacted upon producer prices. Constraints - on. demand. began to be’

perceived which first caused significant increases in inventories (of clothine,
¢heese, sausages with a longer shelf-life and certain consunter duraibles), then

- led to price cuts for a series of goods the prices of which had been increased

previously. _ . o .

~The annual 289 per cent increase in consumer price level exceeded the
average increase in industiiat price levels (20.9 per cent): The reason behind this
is the relative or (in some cases) the absolute reduction’ in-governiment subsidies
for consumer items (e.g.: water supply and sewage disposal) and .the increase in
the consumption tax charged on luxury-items and fuel,

7. The State Budget in 1990

As 1989 ended. with a record-high deficit of HUF 54 billion, a radical reduction
of the deficit became a key issue of improving the financial equilibrium. Theretore,
Parliament enacted a budget for 1990 with a deficit of HUF 9.9 billion in
December, 1989, _ B : .
However, it became evident relatively ‘early in the course of 1990 that there

‘were a number of threats that endangered the projections, One of the threats was

due 10 the secondary impact of the ecconomic performance in the preceding year,
Another threat arose from unfavourable developments in rouble-based foreign
trade (see Chapler 4 of Part 1) Yet another threat was that = .just a litle earlier
the Constitutional Court had disapproved taxes on the interest of preferential
housing loans. (Instead, at the end of 1990, other, new regulations were introduced

. which, however, will impact upon econontic processes only in 1991.) And last

but not least, certain government measures taken in the first few months of the
year also induced increases in expenditures that also bore the threat of exceeding
the allocations. _ :

in order to preclude any exceeding of the initial budget allocations for the
reasons listed above and to improve the financial balance, Parliament passed
resolutions in June, 1990 which were followed by government aclion. As a result,

the total deficit turned out to be HUF 1.4 billion as opposed to the projected

HUF 9.9 billion. :
GRAND TOTAL OF THE BUDGET AND 11§ DEFICIT : Table 11

HUF billion

Revenues Expenditures Dreficit
1989 actual 3351 589.1 54,1
1990 planned 5987 608.6 9.9

1990 actual G409 6423 14

Budget revenues and expenditures are shown in detail in Table 12.
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in 1990

As a result of the radical improvement in the position of the budgcl..lhe 1990
deficit referred to GDP was below 0.1 per cent — us against 3.5 per cent in
1989 ~ which is a signilicant achievement even in international’ comparison.

[t is to be noted about tnternational wmpanson that in'the Hungarian statistical -

system, certain items of financing also constitute putt of the budﬂela;y expenditures
(domesnc and loreign lending operations of the governinent). The category used
in international comparison, i.c. the “deficit of cemmi government in- GFS”, does
not include these items.

Under the Hungarian system, the category ol “Central Govunmenl compnse
the central budgel, social security and the Housing Fund; improving iheir position
was the underlying condilion for the agreement concluded with the IMF,

In addition to the HUF 1.4 billion budget deficit; social security had a HUF
700 miliion deficit and the Housing Fund has a HUF 1.1 billion sitrplus, Combined,
these give rise 1o a HUF | bllhon cleflcn against the HUF 5.5 biliion originally
projected.

Excluding . the govelmnem S Iocai 'md ioxe;gn loan rep'tyments (HUF 19
billion), the deficit is immediately transposed into a HUF 18 billion surplus and
the surplus in the so-called consolidated budget accounts for 0.8-0.9 per cent of
GDPF. (This indicates a 10-11 percentage point improvement over 1989.)

As indicated in the 1990 Statistical Yearbook on Government Finances of the
IMF, budget deficits in the industiiatly advanced countries amounted 10 an average
of 2.6 per cent of GDP, albeit witls wide variations. This ratio is somewhat hlE’,llE‘.r
in the developing countries. In ‘view of this, the deficit of Hungary's cential
government budget, accounting for le's's than 0.1 per cent of GDP, is not
unfavourable, '

The total revenues of central government (including the budcet social security
and the Housing Fund) accounted for S| per cent. of GDP both in 1989 and

1990. The percentage share of expenduures over GDP was below 51 per cent-in

1990 which indicaies a 3 percentage point reduction. {Within this, the percentage -

ratio between the revenues of Ihe budget and GDP were 31.4 per cent and 3]
per cent in 1989 and 1990, tespecnvely. Budget expenditures accounted for 34.5
per cent and 32.2 per cent of GDP in 1989 and 1990.) The improvement in the
relative ratic between the delicit of central government and GDP implies that
the role of central government became somewhat less extensive in GDP
reatlocations. '

In 1990, revenues and expenditures rose by 19.8 per cent and 7.4 per cent,

respectively, in a comparalive structure and. in nominal terms. ‘Within revenue -

items, the increase in transfers from business entities and the taxes on consumption
were lower than average (at |3 per cent and 10.5 per cent): whereas the profit

taxes and dividends pmd by financial institutions increased dramatically (by 117.7 .

per cent). It is a favourable development concerning expenditures that subsidies
(o enterprises and consumer subsidies fell by 4.1 per cent and 16.4 per cent in
1990, in line with lhe transition towards a market economy. However, support
to budgetary institutions increased by 40.7 per cent and debt service and interest
paymenis rose by 4.7 per cent.

The background to these changes will be described in greater detail below.

REVENUES AND EXPENDITURES RELATED TO BUSINESS 'EN_TETIES

Apart frem financial institutions and the taxes and subsidies on consumption.
the budget’s net revenues lrom business entities, i.e. the balance of their transfers
and submdles. was HUF 1877 billion. Although this is 24.1 per cent (or HUF
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36.5 billion) higher than the 1989 figure, it fell It per cent or, HUF 23.1 billion
short of projections. This was due, on the one hand, to losses of HUF 10 billion
in corporate profit lax and HUF 6.5 billion in transfers because of so-called
special circumstances and, on the other hand, export subsidies to agriculture and
food indusiry exceeding projections by HUF 5.5 billion and an extra HUF 3
billion in subsidies for linancial settlements among the (ex)-socialist countries.

Total paynients based on profis (at HUF 122 billion), including the corporate

profit tax ‘and dividends payable ‘on state-owned assets, increased by HUF 19

billion over the previous year. HUF 27.1 billion was collected through dividends
payable from profits after taxation (first at 18 per cent then at 25 per cent for
the sécond half of the year) on state-owned assets, which was designed to ensure
Laxation neutrality bétween state-owned enterprises and other companies. At the
same time, the profit 1ax_rate was lowered from 54 per cent of the previous year
to 40 per cent, incurring a loss of revenue of HUF § bitlion. The HUF 6.7 billion
in lost revenues over projections arose as the balance between tax losses of HUF
11.2 billion and extra revenues of HUF 4.5 billion from dividends on state-owned
assets.
~ Although' payments of HUF 79 billion due to so-called special circumstances
were HUF 13 billion higher than a year ago, the tatal amount collected was still
HUF 4 billion short of projections. The source for the annuat increase was the
widening gap between the prices for energy and raw materials on rouble markets
and local producer prices that reflected prices on dominant markets more etfectively
in 1990, which was accentuated by-the devaluation of the Hungarian currency.
Revenues fell short of the projections primarily because less oil was imported
from the Soviet Union than the velume specuﬂed m the govemmenl -to-government
agregments.
Atthough customs duuea and pawnwm o mrpm {s were HUF 10 billion higher

*than in 1989 (at HUF 50.5 billion), the total amount was HUF 3.5 billion lower

than projected. The loss of revenue against projections was due to the elimination
of the import licensing fee as a result of import liberalization. The annual increase
was due to the rise in converlible imports.

Under the subsidy reduction programme, the combined cutbacks in current
subsidies Tor production and export subsidies was HUF 3 billion over the figure
for the previous year, including a HUF 9 billion cut in current subsidies for
ploducnon while export subsidies rose by about HUF 6 billion. Subsidies exceeded
projections by HUF 7 billion (which 'was due exclusively to export subsidics).
In the category "ol current. subsidies, subsidies on milk prices, soya production
and waier utilization fees werc climinated altogether while support to farms
operating under unfavourable conditions was reduced significantly. Subsidies to
Mecseki Szénbanyik Villalat (Mecsek Coal Mines) and support 1o the wool and
meat processing industries were also phased out. Although support by way ol
intervention could not be claimed any more, export subsidies exceeded both
projections and previous year's figures, because of the rising volume of convertible
exporis.

TAXES AND SUBSIDIES ON CONSUMPTION

As the balance of taxes and subsidics on consumption, the budget gained net
revenues of HUF 218.1 billion, which was the balance of receipts of HUF 146.8
biflion in VAT, HUF 108.2 billion in consumpkion taxes and HUF 36.9 billion

_ e\:pendnme on consumer price subsidies. Nel revenues were up 17 per cent over

the 1989 level (by HUF .31.5 billion) and alimost 5 per cent higher (by about
HUF 6 billion) than projected.

In mid-year, the consumpuon tax on tobacco, spirits and fuel was increased,
but revenues failed to increase as sales fell due to higher price levels.
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The HUT 31.5 billion increase in'net revenues over the previous year’s figure
stemmed from a HUF 24.5 billion increase in taxes and a HUF 7 billion reduction
in consumer price subsidies. Most of the revenuc increase in VAT was due to
rising price levels. Consumpuon lax was boosle(i by 'the higher applicable tax
rates. :

TAXES AND LEVIES PAID BY HOUSEHOLDS

“The taxes and levies paid by households were imore than 50 per cent higher than

pl’OjCCEBd (up by HUF 21 billion) which was due to faster and more dynamic
increases in persoml income tax payments. It stemmed from the [act that the 25

per cent increase in nominal wages and salavies was -well over the initial

assumplions.

CORPORATE PROFIT TAXES AND DIVIDEND PAYMENTS BY FINANCIAL
INSTITUTIONS

"lhc hslesl growing revenue item of the budget was corporate proflt tax -and

dividend payments by financial instituiions (at: HUF 48.6 billion, of : which
dividends account for HUF 2.6 billion) which was twice as high as projections
and 2.3-times higher than similar payments a year ago. A key factor behind these
payments was that in February-March, 1990, financial instilutions paid HUF 9
biltion in taxes on their 1989 profits and their profits rose much faster in 1990
than envisaged due to rising interests. The average rate of dividends, as due to
the govemmcm on its stake in the commercial banks’ and other financial
institutions’ equily, was between F4-15 per cent.

INVESTMENT EXPENDITURES -

The government used HUF 7 billion more than projected for accumulation
purposes, i.e. financing investment projects : -based on central and enterprise

_ decisions and supporlmg private housing construction, which was HUF $ billion
.more than the previous year, Most of the surplus over projections and the previous

year's figure was used to support private housing construction. At the same time,
HUF 10 billion less was used for investment projects ‘based on central and
enterprise decisions than in the previous year which indicates not ‘only the fact
that resources were insufficient to finance central investment projects bul that
the government wants less and less involvement in financing investments in the
productive sphere.

SUPPORT TO CENTRAL GOVERNMENT AGENCIES

Supports to central government agencies were stightly over projections by HUF
6 billion which was HUF 54.5 more than the comparable figure a year before.
However, allocations for defence and other armed foices rose by only HUF 2
bitlion over the previous year (3.6 per cent).

The increase in subsidies was due to accommodating increases in price levels
— although actual rises were much smaller 'md_we_re lumlc(l solely to health care
and educmion ~ and wage increases in less paid sub-sectors (such as health care,
social services, education, law and order and scientific research). This, however,
did not aliow for maintaining the real value of support because of inltation.

"~
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SUPPORT TO LOCAL AUTHORITIES

Supports to local autherities exceeded ptOJccllom by HUF 2 billion for reasons
identical with lhose listed above. However, supporis were HUF 10 biftion lower
than a year previously. The amount was reduced because revenues from personal
income tax ‘transferred to local authorities as well as increases in their own
revenues. and their expenditures (funds available for housing maintenance and

. investments) had to be Lonstmmcd as of necessity.

SPECIAL FUNDS

Support for special funds from the budgel was approximately identical with that
in 1989, although the actual disbursement was HUF 1.5 billion higher than the
projection. The highest amount of support was provided for the Housing Fund,
financing the interest upon housing loans granted under prelerential terms betore

1989. The Employment Fund received HUF 8.8 billion, ‘while the Foreign Trade

Policy Fund was given HUF 3.7 billion in support. Support for the Housing Fund
was HUF 2.2 billien higher than envisaged due to the tax on preferential interest

‘having been cancelled by the Constitutional Court, while that for the Employment
Fund was HUF 800 million over the envisaged amount due to higher unemployment.

These extra supports were offset in part by savings in the support earmarked for

" the Foreign Trade Policy Fund.

DEBT SERVICE AND INTEREST PAYMENTS BY THE GOVERNMENT

Debt service and inlerest paywments by the government exceeded the projection
as well at the 1989 actual figure by HUF 8 and 9 billion, respectively. Similarly
to the 1989 figure, HUF 7.2 billion was required to amortize loans acquired from
the central bank in earlier years and to redeem government bonds. Extra
expenditures . were incurred through interest payments both in comparison to
envisaged targets and the previous year's actual :amount; partly because more
loans had: to be secured to finance the 1989 deficit than originally caleulated and
partly because the rate of interest on the loans granted by the central bank to
refinance state equity allocations for investment was increased several times
during the ycm :

The budget deficit was fln‘lnceci from a HUF 1.6 billion increase in the portfolio
of interest bearing and Discount Treasury Bills over the volume at the end of
1989. Consequeiitly, there was no need to call the HUF 5 billion new loan from
the central bank which was enacted in the 1990 Act on the Budget. At the same
time, the increase i the portfolio of T-bills did not [ill in the eiitire amount
enacted in the Budget Act, despite the fact that interest rates have been increased
several times during the yeai: This was due to the fact that savings were lower
than assumed and competition was generated by other types of securities.

In the stand-by loan agreement made with the IMF for 1990, limits were
specaﬂed for the combined net quarterly closing stock of loans (i.e. the difference
between the loan and seturitics portfolio and lhe deposit portfolio) lo be made
available to the consolidated government budget and the State Development
Institute by the monetary sphere. The limils specified therein could be observed
all through the year because, on the one hand, the budger deficit tumed out to
be less than envisaged and. on the other hand, progress of local and foreign
government investment projects, financed through the State Development Institute,
was slowcr than originally calculated.

Financing
the Budget
Deficit
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As at December 31, 1990, the amount of the dontestic national debt, i.e. the
balance of the loans that finance the 1990 budget deficit, the new loans by the

~ central bank to cover the outstanding resources ot the 1989 deficil and repayments

by the budget, was HUF 790.4 bl“lOl] which is 38.2 per cent of the 1990 GDP
— without Ihe HUF 519.2 billion which, is debited 10 the budget by the cenirud
bank as the cumulative amount, arising from successive (levqlmuons of the
Hungarian currency. (Calculated at an exchdnﬂe rate, applicable at the end of
last year, state budget debt is equivalent 10 USD 12.9 billion.)
The structure of the domestic national debt is shown in Table 13.

DETAILS OF THE DOMESTIC NATIONAL DEBT ‘ Table .13
AS AT DECEMUER 31, 1990 )
HUF bijiion

Portfolio of loans ghnled by the Nurional Bank of Hungiry

to the Budget directly and government bonds ;2
_ Porifolio of refingncing loans pranted by the Natignal Bunk of Hungary

© 1the State Development Institute 2595
Debt instruments {bonds) sold 1o commercial banks and other financin instititions

and insurance companics . : ) 17.5
Treasury-bills i ) C 10.2
a) Domestic natiopal debt as at Dccunhcr 31, 1990 without forint devaluntions .

debited 1o the Bugget 1904
b) Forint devaluntions debited 10 the Budget ' ' 519.2
c) Total {n & 1) ‘ 1,309.6

8. The Privatization Process

The government's. most importand cconomic - policy objectives include the

wansformation of the ownership structure, the reduction of the relative ratio of
government holdings and thie increase of private ownership through. privalimlion

The foundations of this process were laid well before the political regime
was transformed i3 the spring of 1990 by Acts of Parliament enacted in 1988
and 1989. Legal regulations were supplemented in 1990 by a series of i imporiant
statutes. : _ :

Currently, privatization is elfected in line with laws under the auspices of the
Assel Policy Guidelines approved by Parliament, and is under the control and
supe:vision of the State Property Agency. The unde:lyinc principle of privatization
is 1o enable market forces to prevail, which is facilitatéd by using competitive
bidding and arrangements that take into account changes in demand.

The ways .md means of privatizing state-owned . enterprises have become
diversified since the time ]JIW'lllld[lOl'l bcgan Initial, spontanedus puv.mz'mon
has been supplemented by active, government-initiated projects and privatization
initiated by prospective investors. In view of the fact that Hung"nys capital

market is relatively unsophisticated and savings are insufficient, privatization as -

well as the emergence of a class with private holdings are supported by preferential
credit facilities. For the very same reason, the active participation of foreign
investment Cdi)!ldl is also indispensable for the success of the process. (ihe laiter
is described in Chapter 9 of Part 1.)

Altogether, 2.200 stale-owned enterprises are dwail:ng prw'mf.illon in the
competitive sector with a total book value of HUF 1800 billion (i.e. USD 29.3
biltion calculated at an exchange rate applicable at the end of last year.) In 1990.
privatization affected 8-9 per cent of state-owned enterprises, which account for
a much lower percentage of total assets. The government’s objective is to reduce




the relative share ol state ownership {rom a current 90 per cent Lo below 50 per

_cenl in the competitive sphere over three-yeurs,

As has already been mentloncd tie legal foundations for privatization were laid
partly in eatlier years, partly-in the last year. The most imporiant statutes that
povern the process of privatization include the Companies Act, the Transformation
Act, the Act on Securities, the Act on the State Property Agency, the Act on the
Protection of State-owned Assets, the so-called Pre- puvalwutmn Act 'md the Act
on Direct Foreign Investment in Hungary.

An outstanding event of the process was that,the Slale Ploperly Agency came
into being on March 1, 1990 whose functions include the supervision of
privatization, the transformation of state-owned enterprises, the conirol of the
legitimacy. of :operations atid the utilization of state-owned assets ‘as fast and
under as favourable terms and conditions as possible. The new Patliament, elected
in the spring of 1990, enacted the so-called Pre-privatization Act concerning the
privatization of at least 10,000 retail outlets. Government-initiated privatization
programmes were launched which were supplemented in 1991 by several facilities,
devised to accelerate the process. Subject to the entity or agency iniliating
privatization, the channels of spontancous, active and investor-initialed privati-
zation have been opened up and a fourth channel is being developed which will
facilitate privatization through small compames (Thcse are e‘(phmed in greater
detail in the next section of this Chapter) -

The - Asset Pohc_y Guidelines," referred to above, specify that the sales of

state-owned assets should facilitate competition, reduce the number of companies
with monopoly power, contribute to the creation of new and efficient employment

“and enable the entry of foreign investment capital that facilitates the adaptation
of up-to-date technology and new management know-how, To the extent possible,

state-owned assets should not be sold below prices determined by market demand,

- the cost of reproduction and the depreciation of assets and the attendant debis

and liabilities. Every effort has to be made to enable small shareholders to acquire
shares provided that sales can be made at fair market prices. State-owned assels
should be sold to foreigners if the company can expect o achieve a substantial

. technological breakthrough, new market niches will be opened up or the national

debt may be reasonably “reduced through the transaction,

© So far, most privatization transac tions hm'e had a spontaneous character where

transformation, the entry. of “a foreign investor or the sale of the enterprise is

Cinitiated by the enterprise itsell. The Icgimmcy of the process and the due

pxemlence of the szovemmenl s interests is .controlled by the State Property
Agency.

Active privatization mnm{ed by the oovemment is gaining increasing impor-
tance. With its privatization project, the government strives to provide compact
solutions to the problems of the economy. The objectives set. for the various
projects define the selection of énterprises to be involved. Programmes in 1990,
the First and Second anauzauon Projects were launched, looelher with
Pre- prlvanzauon

The First Privatization Programme was hunche(l by the State P:operty Agmcy
in Scplcmbei, 1990 which includes the privatization of 20 prospering enlerprises.
operating in industry, the hotels sub-sector, commerce, lourism and transportation.
Their total assets siood at HUF 33 billion (equai to USD 537 million at end-of-year
exchange rates), their combined gross sales were HUF 93 billion (USD 1.5
billion), and their profits before taxation were HUF 6 billion (USD 97 million).

The Legal

Regulation
of
Privatization

The

Channels
of
Privatization
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There was great interest in the project and 274 bids were received in response
to the invitation issued for the seléction of privatization consultants. The winners
included several international firms with extensive experience in the field of
privatization (such as Credit Suisse First Bosion, Daiwa, Ernst & Young, Nomura,
Rothschild, etc.). When the project is successfully completed, the: government
will gain revenues of approximately HUF 25-40 billion (USD 406——050 million),

The Second Privatization. Programme- was annotnced in December, 1990.

-This affects enterprises which have turned over at least. 50 per cent of their assets

to business associations and curréntly operate as holdings. The emerpnscs to be
included in the programme are being selected.

The Pre-privatization Act, enacted by Parliament in September 1990 deals
with the-privatization of enterprises involved in catering and- retail trade. In
accordance with the provisions of the Act, the State Property Agency will initiate
sales of the outlets of the enterprises involved in the programme and their assets
tied up in the outlets within two years, provided -they operated under leasmg
arrangements after December 31, 1988 or the number of staff was below 10 in
the retail shops and 15 in the catering and hotel, and the consumer service
facilities. This channel of prl‘-"l(lL&[lOIl enables only Hungm'm citizens to acquire
assels,

Privatization initiated by p.rospecnve investors is also fea31ble It may speed

-up the process of privatization and can help to gear it better to solvent demand.

The State Property Agency will assess bids received on a competitive basis,
therefore investors must be prepared to accepi the judgement of the market. This
channel of privatization is open to both Hungarian and foreign investors including
buy outs by staff and management.

Between its foundation on March 1, 1990 and Decembct 31, 1990 the State

Property Agency passed decisions on 145 cases, approving 115 proposals. In the.
ceurse of enterprise privatizations approved, the assets of the enterprises involved
were valued at HUF 75 billion (i.e. USD 1.2 billion at end-of-year exchange
rates). In the course of privatizations under the supervision of the State Property
Agency, foreign capital involved amounted to HUF 19.1 billion (USD 311 million)
which equals about a quarter of the value of the privatized assets, Last year the
State Property Agency deall with cases affecting about 8-9 per cent of the circle
of state enterprises referred to above.” .

In t991, the State Property Apency announced new proorammes Under the
auspices of active privatization, a Third Privatization Programme was launched,
affecting the construction industry. The terms and conditions were developed for
the utilization and later privatization of state-owned assets  under the supervision
of the State Property Agency and the first invitation of this kind was announced
(the Portfolio Asset M'\mgement Tender). The privatization of small enterprises
wilt be given greater importance than ever before.

Between 1991 and 1993, the governmeut wishes to taunch governmeni initiated
privatization programnies 3 or 4 times a year. In 1991, this wilt affect approximately
100 enterprises while privalization to be initiated by enterprises will remain of
decisive importance (affecting about 200 enterprises). In the course of 1991,
another 100 enterprises will be privatized through the initiatives of prospective
investors. Under the Pre-privatization programine, 1,600 shops will be sold in
the first half of the year, =

As a result of privatization, the ratio of state ownershlp may fall betow 50
per cent by 1993 while private ownership may rise to 30-35 per cent.




To support Hungarian investors, two loan facilities have been established to
facilitate the privatization of state-owned assets through asset sales: one of them
is the privatization loan facility of the National Bank of Hungary, the other is
the so-called Existence Loan and Installments Facility. Both types of loans can
be used only to buy state-owned assets which are to be sold by the State Property

- Agency through tenders and only to the extent that revenues are to be utilized
to reduce the national debl. The privatization loan of the National Bank of
Hungary can be used to purchase first-issue shares as well.

The latest legal regulation is the Concessions Act enacted by Parliament in May,
1991 which stipulates that one of the possible ways for the cffective operation
of assets owned by the central or local governments of the performance of
activities assigned either to the state or locdl governments is the use of concession
agreements. The new Act serves as the framework for the transformation of the
_ two key sets of activities on a profit-oriented basis. The first set includes activities
which are linked o asset items such as the operation and the construction of
roads, ports and airpdrts telecommunications, distribution of radio and television
programmes, mining and the' transportation of ‘goods and people by rail. The
second set of activities is not linked to significant assets, though revenues from
such activities have traditionally represented government revenues, such as games
and lotteries. Based on the Concessions Act, which provides the framework,
other technical acts are expected to be introduced (such as acts on the postal
services, railways, roads, etc)

9. Direct Foreign Investment
in the Hungarian Economy

Although legal provisions for direcl investments by foreign investors in Hungary
have been in place since 1972, actual investments were negligible before 1988.
A breakthrough was triggered by a much more liberal Act on Direct Foreign
Investment enacted in 1988. The Acl, combined with economic policies sirongly
welcoming direct foreign investment and in support of the development of a
market economy, along with skilled Hungarian labour, the country’s political
stability and her encouraging economic position boosted the confidence of foreign
investors and despite all difficulties led to a substantial increase in the number
of joint ventures. By 1987, there were 123 business entities operating with foreign
participation; their total equity was HUF 11 billion with a HUF 5.4 billion foreign
exchange portion — whereas between the beginning of 1987 and the end of 1990
more than 5,000 joint ventures were formed with a total equity of almost HUF
200 ‘billion. In 1990 alone, almost three-times as many joinl ventures were
established as in all the preceding years.

- The involvement of foreign investment capital is necessitated by the financing
position of the country and the capital needs of economic restructuring. This
process plays an important role int privatization due to the insufficient volume
of available local savings and the relative under-development of the capital
market. Just as important as the financial advantages is the fact that direct foreign
investment facilitates the introduction and the adaptation of up-to-date technical,
marketing and management know-how.
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Direct foreign investment is governed by the plowsmm of’ Act XXIV of 1988,
as amended from time. to time. _
In accordance with the plOVlSlOllS of the’ Act the - foundanon of: comp'lmes

(joint ventures) with-foreign participation and the acquisition of stakes in existing’

companies are-regarded as if they were purely Hungarian-owned. The earlier
licensing procedure has been phased out: a simple registration with the Company
Registry is sufficient. Foreign natural persons can hold shares not: ouly in joint
stock compames but can be the founders of any other types of .companies or can

acqune stakes in existing businesses. There are no constraints whalsoever on-

activities, including foreign trade. Joint ventures are eligible for all ihe preferences
that are available to any Hung'lrnn business entity and, apart from a few
exceplions, their obligations are practically the same, _

_As a result of amendments lo the Act, the prewous!y generally available 20
per cent profit (ax allowance (subject to a foreign participation of over HUF 5
million or 20 per cent) was phased out. A tax p1efe:ence of 60 per cent over the
first five years in operation and a 40 per cent preference over the second five
years is available to the company i its equx(y is gver HUF 50 million and foreign

'parnmpauon exceeds 30 per cent and more than 50 per cent of its annual gross
sales is derived from mmmf'tcluung or the operation of a hotel, built by the
='coxn])'1r1y Joint ventures eng‘aged in any. of the activities of special 1mpor1'mce

listed in the Annex of the Act are-eligible for a 100 per cent tax preference in
the first five years and a G0 per cent tax preference in the second five yed:s
provided they satisfy the conditions listed above,

The Act provides a tax preference to encourage forelgners to reinvest their
p:ofns in Hung'iry The cash' contribution -of "the foreigh shareholder of the
company, made in convertible currency, can be kept on the company’s account
in the currency of the contribution and used for any purpose designaled by the
company. Profits due to the foreigner and the amounts due to the foreigner from
the proceeds in case of the liquidation or the sale of the company can be repatriated
{reely in the currency of the investment. '

The new Concession Act, described under Ctnplel 8 above, helps 10 widen
the business opportunities of foreign investors in Hungary.

* Data about cquity are approximate figurcs.

™ Calcadated ar the end-of-year nridpaint saze for foreign exchange.

MAJOR DATA OF BUSINESS Fi\'l'l"l‘lliS OI’LRAIINC WITH FOREIGN Table 14
PARTECIPATION AND ESTABLISHED AS NEW ENTITIES IN HUNGARY :
{end of period)
Joint ventures”
Braaches - Number Equity Forgign stake in'cquily
al the o .
economy 1988 1939 .1990 1988 19389 1990 1988 : 1939 9%
. Do HUF HUF .~ HUF
units HUF anillion - . | million % million % million %
Industry 127 485 1322 11,330 65960 (03,839 4,838 427 14350 220 - 28897 218
Construction : ] ‘ :
industry 1 ne 457 149 1,508 6,772 356 476 380 385 2215 336
Agriculture 2 1§ 63 ¢ 36 4428 5,407 15" 423 162 3.7 410 146
Transportation 3 24119 69 5904 0,463 57. 828 . 144 2.4 356 35
Trade 37 447 2240 . 3,691 34866 52416 1,550 420 9834 282 147100 180
Osher 47 267 910 4,509 12,549 _2].]27 _2,635 396 4572 364 8535 404
Total 227 LAST 5,071 20,384 125215 196,024 9502 {466 20,842 238 353713 284
Tatal .
{million USD)Y** x X X 138 2,002 3190 181 466 - 477 238 898 8.1
indcx L : .
(1988 = 100) 100 598 2278 100 G6ld 962 100 X 4 x 58 X
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In 1990, 3,814 new, independent legal entities were formed with foreign
participation which is 3.4 times niore than in the year preceding® . The increase
accelerated as-time went by: 7 per cent of the companies were formed in the
first quarter, 25 per cent in the second quarter,’ 29 per cent in the third quarter
and -39 per cent in the fourth quarter.

More than a quarter of the business eniities estabhshed in 1990 (26.8 per
cent) were launched with foreign participation, Quly 6 per cent (230 units) of
business entities ]'mnched duung the year were founded as exclusively foreign-
owned entities.

The consolidated. equity of the 3,814 companies, launched in the course of
1990, is HUF 70.8 billion, of which 35.7 per cent, i.e. HUF 25.3 billion (or USD
412 million at the exchange rate, applicable at the end of December, 1990} was
put up in foreign cxch‘inﬂe By the end of 1990, 5,171 new joint ventures were
formed with a combined equity of HUF 196 billion, of which 28.1 per cent ic.
HUF 55.1 billion (USD 898 million) was put up in foreign exchange™. (See
Table 14.) Most of this was in the form of in-kind contribution. Certain well-known

foreign companies made major investinents (in the range of USD 20-50 million, .

including Ford, General Motors, Sanofi in 1990 and Elektrolux, Nestlé and Suzuki
in 1991). '

In addition to a significant increase in the number of joint ventures (3.8-fold),
a key characteristic of the newly founded companies is that their initial capital
is usuatly smaller than the capital of companies launched in previous years.

In accordance with the data of balance sheets submitted to the Tax Authority,
at the end of 1990 there were 5,693 joint ventures in Hungary, In 1990, foreign
investments rose by HUF 63.2 billion to HUF 93.2 billion (USD 1,517 million)
within the total founders’ equity of all the existing business entities, i.e. it more
than trebled compared with the comparable amount a year ago.

Despile the growth demonstrated above, direct foreign investment was less
- than it could have been considering the circumstances, the propensity for absorption
in the Hungarian economy or the desirable levels. In accordance with the balance
sheet data for 1990, the ratio of foreign capital within the Hungarian economy
almost trebles over a single year, approaching 5 per cent of the total. The
government’s programme includes an important resolution that Hungary is to be
made as attractive as possible to foreign investors and factors hindering foreign
investment should be phased out as soon as posstble. These include bureaucratic
administrative features still to be eliminated and constraints imposed by low
infrastructural standards (primarily that of telecommunications in general and
telephone and telefax networks in particular), Progress in these fields and stable
ownership structures in a legal sense will represent stronger attractions for serious
investors than tax preferences and relatively cheap Hungarian labour.

* The data of the Centraf Statistical Office do not include foreign capital acquired through increases in fouaders’

equity or the purchase of shares of existing business entities.
*+ See the previous footnotes. )
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II. The Bankimg System and
the Securities Market in Hungary,
Foreign Financial Relations



1. The Development and State of the Hungarian Bankmg
System in 1990

The reform of the banking system, as one of the decisive moments of the economic
reform process, came into foice on January 1, 1987, following wide-range and
thorough preparations. Its primary objectwe was 1o render the economy more
easily 1nﬂuenced by way of money, to improve the efficiency of capital allocation
and to let monetary indications play a greater role in decisions of income earners.

As a result of the first step of the banking :reform, the National Bank of
Hungary, which had hitherto functioned as both a commercial bank and the
central bank has, since 1987, gradually transferred its commercial banking
functions to the commercial banks. The two-tier banking system developed in
this way, making possible the application of an efficient monetary policy on the
one hand, and the development of relations free of state interference between
enterprises and commercial banks on the other.

The development of the banking system, the incrcase in the number of its
members as well as the expansion of its functions all took:place gradually. A
few smaller specialized financial institutes came into being in the mid-eighties,
before the introduction of .the banking reform. These were not yet licensed to
pursue retail banking and foreign exchange opetations, nor (o keep the accounts
of enterprises, that is, they did not have general commercial banking licences.
Nevertheless, using the deposits collected from enierprises and other ‘sources
(equity, profits), they extended loans to enterprises. It was also in the early
eighties when three joint banks operating with foreign participation were established
in Buchpest

On Janmry I, 1987 lhree Commercnl banks beg’m opemlmg (p:utly by former :

lendmg divisions of the National Bank of Hungary becoming independent), and
two existing financial institutes carrying out special functions essentially on the
basis of National Bank of I-Iung'uy comimissions, received commercial banking
licences.

The range of activities of lhe bdn}\s also evo!ved gradually. In 1987, the new
co;‘m_nercml banks were assigned the task of keeping the accounts of enterprises,
but they did not yet deal with retail banking and foreign exchange transactions.
In 1988, they were authorized to keep the accounts of joint ventures and, from
the beginning of 1989, to keep the foreign currency accounts of houscholds.
Since July, 1989, the commercial banks are licensed to extend foreign currency
~ loans to Hungarian enterprises and to natural persons pursuing economic activities
out of the foreign currency sources available to them, at their own risk,

Since the first quarter of 1990, commercial banks prepared for the task took
over from-the National Bank of Hungary foreign currency transactions related
to foreign wrading operations. At that time, 8 financial institutes were licensed
~to administer foreign exchange transactions. By the end of 1990, their number
had increased to 14 and reached 16 by May, 1991. The authorized banks may
open accounts with foreign banks, through whiclh they can administer their foreign
trade-related FOREX transactions.

At the end of 1990, the Hungarian state still had one of the largest holdings
among the participants of the banking system (see Figure 4). Nevertheless, only
two financial institutes were fully owned by the state by the beginning of 1991.
. The state’s direct share in the four largest comimercial banks is significant —
* between 30 per cént and 50 per cent. However, indirectly (i.e. shareholding in
the banks by enterprises owned by the state) the state’s ownership share in the
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OWNERSHIP BREAKDOWN OF SHARE CAPI E‘AL OF FINANCIAL INSHTUTE‘S_ Figure 4
(LND OF 1990) _

g Durmg 198%--90, the role” of forergn ¢apital increased 'in the’ bankmg sector.

International capital appeared inthe increasingly liberalized banking market
through the recapitalizing of existing financial institutes; the acquisition of state
shares, but primarily through.the establishmicnt of new- financial institutes. In the
course of 1989-90, several foreign banks established joint banks together with
Hungarian financial institutes; some of these were commercial banks with a
universal licence, while others specialized in the securities trade. o
At the'end ‘of 1990, the value of shares in. financial ‘institutes .owned. by
foreigners amounted to approx. HUF 9.5 billion (approx. USD 155 million). This
is somewhat less than ‘11° per cent of the total prime capital, in the case of
recently established commercial banks, however, this ratio exceeds 67 per cent,
‘While in 1989, the fully Hungarian-owned banks accounted for 96 per cent
of the total assets of the banks and the share of financial institutes operating
with foreign participation was only 4 per cent, 'the share of financial institutes
with at least one foreign shareholder rose to above 10 per cent in 1990. Their
share in total profits of the sector followed essentially the same pattern: in 1989,
95 per cent against 5 per cent, while in 1990, 88 per cent against 12 per cent.

THE NUMBER OF BANKS AND THE STRUCTURE OF THE BANKING SYSTEM

On December 31, 1990, ~ in addition to the central bank — the Hungarian banking
system consisted of 13 Hungarian-owned and 8 jointly-owned commercial banks,
and 7 Hungarian-owned, 1 jointly-owned and 1 foreign-owned specialized financial
institutes. Further members of the banking system ‘include one off-shore bank
and 260 awmgs cooperatives. (Hereinafter banking system shall mean the banks

- operating in Hungary, except for the central and the off-shore banks.) By the

end of the year, the financial institutes also included five insurance companies.
In the course of 1990, three jointly-owned and 1 foreign-owned commercial
banks received licences for operation. In 1991, the number of insurance companies




is also expected to increase significantly: in addition to those functioning already
in 1990, another six have been licensed,

In Hurgary, financial institutes are categorized according to size and licence,
Thus there are:

—‘large banks (the size of their aver'we total assets isr HUF 195 billion;

. equivalent to USD 3.2 billion, at the e\chfmﬂe rate at the end of the yedr) all

of which operate with full-fledged commclcnl banking licences;

-~ medium-sized banks (theu average tofal assets amount to HUF 15 billion,
USD 244 million) which came into being partly through the transformation of
specialized financial institutes into commercial banks and pautly through new
foundations; '

— specialized financial institutes (their average total assets amount to HUF §
billion, USD 81 million) which do not have general licences, but are author ued
to carry out specific commercial banking functions only;

— owing to its special role, the National Savings Bank (with total assets
'unountmg to’ HUF 558 billion, USD. 9 billion) is still a category on its own,
which was opetating for decades as the only bank serving households, so its
paramelers cannot be compared with those of the commercial banks in qmle a
few respects. :

Based on their size, in 1987 the ptedomlmnce of the large banks was still
chardcteristic. ' Since then, their share has decreased, partly because of the
emergence of new, medium-sized banks and partly, because the latter are more
ﬂemble and’ more dynamic — they do not have to struggle with the problems
inherited from- the mono-bank system. The increase in the relative importance
of the medium-category barks continued unabated in 1990,

-According to the categorization based on licences, commercial banks now
dominate the scene. The development of their activities increasingly points in
the direction of universal banks.

DEVELOPMENI OF THE YEAR-END TOTAL ASSETS : Table 13
IN A BREAKDOWN BY BANK GROUPS* )

December 31, Index

1989 1990 990

: HUF billion 1989

-Large banks . 6104 181.2 122.0

Mediwm-sized banks 136.3 238.1 1747

Specialized Rnancial institeles 223 43.0 192.8

Nationai Savings Bank 471.9 558.2 118.3

Total ' 1,2709 1,620.5 127.5
Of (his: '

Hungarian-owned financial institutes 1,219.5 14563 119.3

Jointly-owned financial institutes 514 1642 319.4

* Excluding the savings cooperatives.

The 1990 overall sum of the total assets of the banking system was HUF
1,620.5 billion (USD 26.4 billion), in nominal terms 27.5 per cent more than at
the end of 1989.
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