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Abbreviations

(Abbreviations occur in the text both in Hungarian and in English.)

FEAD OP Food and/or Basic Material Assistance OP RS7TOP Raszoruld Személyeket Tdmogatd Operativ
Hungary Program
Database-based Management .

AVIR . & AVIR Agazati Vezetdi Informdcids Alkalmazds
Information System

CCHOP Competitive Central-Hungary Operational VEKOP Versenyképes Ko6zép-Magyarorszag Operativ
Programme Program

CHR Central Hungary Region KMR K6zép-magyarorszagi régio

COAEPS Central (?fflce f'or Admlnlstratlve and KEK KH K?Z|gazg'at:?15| és Elektronikus Kozszolgaltatasok
Electronic Public Services K6zponti Hivatala

DPR Graduate Career Tracking System DPR Diploma Palyakovetési Rendszer
E Bank for R tructi d .

EBRD uropean Bank for Reconstruction an Eurdpai Ujjaépitési és Fejlesztési Bank
Development

EDIOP Economic Development and Innovation GINOP Gazdasagfejlesztési és Innovacids Operativ
Operational Programme Program
E ic Devel toO ti I

EDOP conomic Levelopment Lperationa GOP Gazdasagfejlesztési Operativ Program
Programme

EDP Excessive Deficit Procedure Tulzott Deficit Eljaras

EEEOP EnwrorTmentaI and Energy-Efficiency KEHOP Kornye,zetl és Energetikai Hatékonysagi
Operational Programme Operativ Program

EER Electronic Sales System EER Elektronikus Ertékesitési Rendszer

EKAER Electronic Trade and Transport Control EKAER Elektronikus Kozuti Aruforgalom Ellenérzd
System Rendszer

EHP Export Promoting Credit Program EHP Exportélénkitési Hitelprogram

ESI Funds European Structural and Investment ESB Eurdpai Strukturalis és Beruhdazasi alapok
Funds (ERDF, ESF, CF, EAFRD, EMFF) falapok (ERFA, ESZA, KA, EMVA, ETHA)

ESF European Social Fund ESZA Eurdpai Szocialis Alap

FGS Funding for Growth Scheme NHP Novekedési Hitel Program

FC Fiscal Council KT Koltségvetési Tanacs

FX Foreign Exchange FX Deviza

GEFS Green Economy Financing System ZFR 76ldgazdasag Finanszirozasi Rendszer

Gt IAct CXCIV of 2011 on Economic Stability st Magyarorszag gazdasagi stabilitasarodl sz6l6

) of Hungary ) 2011. évi CXCIV. tdrvény

GYED ichildcare fee GYED Gyermekgondozasi dij

GYSEV  [GyG6r-Sopron-Ebenfurth Railway GYSEV  |Gy6r-Sopron-Ebenfurti Vasut

HAS Hungarian Academy of Sciences MTA Magyar Tudomanyos Akadémia




HCSO Hungarian Central Statistical Office KSH K6zponti Statisztikai Hivatal
Human Resources Development R . . .. ,

HDOP . EFOP Emberi-Eréforras Fejlesztési Operativ Program
Operational Programme

HEPURA Hungarian Energy énd Public Utility MEKH Magyar Energetikai és Kozm(i-szabalyozasi
Regulatory Authority Hivatal

HPO Health Promoting Office EFI Egészségfejlesztd Iroda

HQF Hungarian Qualification Framework MKKR Magyar Képesitési Keretrendszer

KATA Lump-sum tax for small enterprises KATA Kisadozé vallalkozdsok tételes adodja

KIVA Small business tax KIVA Kisvallalati adé
Hungarian Restructuring and Debt

MARK g & MARK Magyar Reorganizacids és Koveteléskezel§ Zrt.
Management Ltd.

MAV Hungarian State Railways MAV Magyar Allamvasutak
Premium scheme of electric power and Megujuld- és alternativ energiaforrasokbdl

METAR  |heat produced from renewable and METAR  [elGallitott hé- és villamos energia kotelezs
blternative energy resources Atvételi rendszer

MNB Central Bank of Hungary IMINB Magyar Nemzeti Bank

MTO Mid-term objective Kozéptdvu koltségvetési cél

INEHCST |lll. Nemzeti Energiahatékonysagi Cselekvési
NEEAP Il [National Energy Efficiency Action Plan Ili S ysag
ll Terv

NEET Young person who is not in education, NEET Nem foglalkoztatott, oktatasban vagy
employment, or training. képzésben nem részesild fiatal

NET National Asset Management Ltd. NET Nemzeti Eszkozkezel6 Zrt.

NGA Next Generation Access Network NGA Ujgenerécids Hozzaférési Haldzatok

NLO National Labour Office NMH Nemzeti Munkalgyi Hivatal

MNE Ministry for National Economy NGM Nemzetgazdasagi Minisztérium

NESC National Economic and Social Council NGTT Nemzeti Gazdasagi és Tarsadalmi Tandacs

NPL non-performing loans NPL nem teljesit6 hitelek
Nati IR h, D I tand . . . L s L.

NRDIF @ |ona. esearc evelopment an INRDIF Nemzeti Kutatasi, Fejlesztési és Innovacids Alap
Innovation Fund

NRDIO Nationa.l Resea.rch, Development and NKEIH N'emzeti Kutatasi, Fejlesztési és Innovacios
Innovation Office Hivatal

OECD Organisation for Economic Co-operation OECD Gazdasagi Egylittm{kodési és Fejlesztési
and Development Szervezet

PcP Precommercial Procurement PcP Kereskedelmi hasznositast megel6z6 beszerzés
Programme of International Assessment

PIAAC & . PIAAC FelnGttek Képesség- és Kompetenciamérése
of Adult Competencies

PSI Pedagogical System for Integration IPR Integracios Pedagdgiai Rendszer

ROP Regional Operational Programme ROP Regiondlis Operativ Program

RTIF KTIA Kutatasi és Technoldgiai Innovacids Alap

Research and Technology Innovation




Fund

ICompetitive Sector and the Government

REUAP [Renewable Energy Utilisation Action Plan [NCST Megujulé Energia Hasznositasi Cselekvési Terv
SMEs Small and medium enterprises KKV Kis- és kdzépvallalkozas

SROP Social Renewal Operational Programme [TAMOP  [Tarsadalmi Megujulds Operativ Program

S3 National Smart Specialisation Strategy 53 Nemzeti Intelligens Szakosodasi Stratégia
VAT Value-added tax AFA Altaldnos forgalmi add

VET \Vocational Education and Training

VKE Permanent Consultation Forum of the NKE Versenyszféra és a Kormany Allandé

Konzultaciés Féruma




I. INTRODUCTION

The common goal of Hungary and the European Union is to become the most competitive
region in the world, where economic growth is inclusive, sustainable and smart. The
European Semester is the key element of the joint economic governance; it aims at the
stronger coordination of the economic policy of the European Union. According to the
practice of the past years each Member State submits a National Reform Programme in
April, in which they introduce their measures taken in accordance with the contry specific
recommendations issued by the Council of the European Council for them, as well as their
measures for the key objectives drafted in order to implement the Europe 2020 Strategy.

Hungary is committed to achieving the common goals, as is reflected by the in-depth
reforms implemented since 2010: in the fields of, among others, budgetary planning,
taxation, financial regulation, employment or public administration, education, pension
system and health care. Due to these reforms Hungary has achieved outstanding results
within the European Union in the past five years: public debt has been decreasing since
2011, and since 2013-there has been a trend of sustained growth. Meanwhile, according to
one of the most important policy objectives of the Government, employment and
participation rate have been able to increase significantly since 2010. The greatest challenge
for Hungary is to strengthen and develop the knowledge economy. In accordance with this
Hungary has taken several far-reaching measures for restructuring research and
development as well as education, the first results of which are reflected in the recent data
as well.

Hungary believes, that the European Union can only reach its common goals if the Member
States can identify themselves with its recommendations. Hungary welcomes that the
Annual Growth Survey puts a greater emphasis on the streamlining of the European
Semester and on the aim to increase ownership of the Member States. Accordingly, we trust
in the mutual strengthening of the political dialogue, and in the recognition of the
performance of successful programmes. Therefore in the National Reform Programme we
intended to thoroughly introduce the linkage of the different measures to the key strategic
objectives, as well as the results achieved so far and expected from the new measures.

In accordance with the practice so far the National Reform Programme has been developed
together with the Convergence Programme; the related chapters include mutual cross
references.

A significant part of the measures of the National Reform Programme of 2015 are
independent policies, strategies, and acts, which have been preceded by public consultation
required by law, such as related European Union programme measures will go through
public consultation during the process of planning and selection.



I1. MEDIUM-TERM MACROECONOMIC OUTLOOK

Il.1. The development of the macroeconomic environment

Within this chapter the mid-term macroeconomic outlook is described briefly, which the
National Reform Programme of Hungary is built upon.

It is important to emphasise that according to the integrated approach of the European
semester the Hungarian Reform Programme is in complete conformity with its convergence
programme, they have been prepared to be built on each other, and the two documents are
to be submitted to the European Commission at the same time. With regard to the fact that
the macroeconomic path regarding the 2014-2018 period is elaborated in detail within the
convergence programme, the macroeconomic outlook introduced below intends only to
summarise the macroeconomic path detailed in the Convergence Programme.

Hungary had an outstanding economic performance in 2014, the growth rate accelerated to
3.6%. With this, Hungary ranks second within the European Union and first among the
Visegrdd countries. The Hungarian economy has moved towards a healthier and more
balanced growth structure since 2013. The facts prove that by now this positive trend has
become steady and sustainable in the long run. It is important to emphasise, that the growth
well over 3% has been achieved in a way in which the balance indicators have been
favourable as well, i.e. the growth has not originated from indebtedness. Current account
showed a massive surplus last year, and the government deficit was well below 3%.
Additionally, the external vulnerability of the country has also been reduced by settling the
fx-loan of the households, and also by the fact that the Hungarian economy is financed to a
greater extent from domestic funds. Parallel with the improvement of the balance the
growth has been diversified. While in 2013 typically it was the export that contributed to the
change in the Hungarian GDPregarding the expenditure approach, by now the role of
investments and consumption have been determining. The strengthening of the investment
dynamics were supported by the EU transfers, the funding schemes supporting the SMEs
and the low yield environment, while the increase of consumption was promoted by the
decrease of prices and the increasing real incomes due to the favourable labour market
processes.

Compared with the autumn prognosis of 2014 (2.5%), the Hungarian economy may grow this
year at a much faster rate, by 3.1%. The overview of the prognosis are the data from last
year which are more favourable than expected, and also the high carry-over effects in
connection therewith. During the preparation of the prognosis, both the positive and
negative externalities were considered, altogether the former have predominance. The low
oil prices, the moderate inflation environment, the favourable labour market trends and the
settling of fx-loans support the further increase of the consumption of the households. After
last year’s record performance, the investments can expand further this year, to which
besides the intense absorption of EU funds the loan schemes supporting the SMEs and the
favourable yield environment also give their contribution. The export outlooks may be
improved by the quantitative easing of the ECB. The consumption of the Government can
remain moderate at the same time, in accordance with the strict budgetary management.
The potential escalation of the geopolitical tension and the return of the debt crisis of the



euro-zone may be identified as a risk. The expected slowing of growth in 2016 is due to the
cyclic nature of the EU transfers. The background of this is that while this year both funds of
the previous programming period of 2007-2013 and the new one starting from 2014 can be
used, next year only the funds of the new cycle may be invoked. Due to this, the investment
volume in 2016 may lag behind the level in 2015. Nevertheless, a higher growth rate can be
forecasted compared with the earlier changes. The substantive improvement of the
prospects, the tax reductions and tax reliefs (primarily the personal income tax, bank tax,
reduction of the VAT rate of pork, and the increase of family tax reliefs) result in a higher
income position regarding the households and companies, thus they affect the further
recovery of the internal demand. By the end of the on-time effect (due to the cyclic nature
of the EU transfers) the growth rate of GDP returns to the level of about 3%.

The development of the main macroeconomic indicators (2014-2018)

2014 2015 2016 2017 2018

percentage, volume change compared with the previous year

Gross domestic

product 3.6 3.1 2.5 3.1 2.9
Household

consumption

expenditure 1.7 2.9 3.6 2.7 2.5
Gross fixed capital

formation 11.7 5.8 -0.9 6.4 5.1
Exports 8.7 7.5 7.4 7.1 7.0
Imports 10.0 7.7 7.1 7.5 7.1

percentage, annual average

Unemployment rate
(15-74) 7.7 6.9 6.1 5.8 5.5

Employment rate (15-

4.1 . 7.1 A 7
74) 5 55.6 5 58 59

percentage, in the rate of gross domestic product

External financing

. 8.3 9.3 7.9 8.5 8.9
capacity
percentage, annual average
Consumer price-index -0.2 0.0 1.6 2.5 3.0




11.2. Macroeconomic effects of the economic policy measures

The quantified the macroeconomic effects of the most important economic policy measures
taken by the Government are detailed in the Convergence Programme.

The majority of the governmental measures increase the income available to and spendable
by the population, which make the further strengthening of the consumption expenses more
intense. The introduction of the career path models, the reductions of the VAT-type taxes
(pork VAT, levies) and income taxes, and the increase of family tax relief can be put in this
category. The reduction of the bank tax improves the profitability of the financial sector, at
the same time it boosts the willingness of lending, and the credit supply by reducing the
extra burdens of the sector. Additionally, the measure supports both the actual and
potential growth through the acceleration of the investment dynamics. The aggregated
positive effect of the domestic usage is mitigated by its high import content. Altogether it
can be stated that the governmental measures stimulate the growth of the Hungarian
economy, and parallel with this also boosts the labour demand.

Cumulated macroeconomic effects of structural measures

2015 2016 2017 2018

(% diversions at level from the basic path)

GDP 0.28 0.87 1.19 141
Househ?ld consumption 0.40 175 519 55
expenditure

Investments 0.00 0.71 1.09 1.18
Exports 0.00 0.00 -0.01 -0.01
Imports 0.23 0.69 0.90 1.06
Inflation -0.01 0.15 0.19 0.21
Business sector | 504 0.39 0.46 0.51
employment

Gro.ss average earnings in 0.02 024 033 0.38
business sector

General government deficit 021 0.87 113 1,99

in % of GDP *

*Percentage point change




1. IMPLEMENTATION OF THE 2014 COUNTRY-SPECIFIC RECOMMENDATIONS

l11.1. Financial stability

“Reinforce the budgetary measures for 2014 in the light of the emerging gap relative to the
Stability and Growth Pact requirements, namely the debt reduction rule, based on the
Commission 2014 spring forecast. In 2015, and thereafter significantly strengthen the
budgetary strategy to ensure reaching the medium-term objective and compliance with the
debt reduction requirements in order to keep the general government debt ratio on a
sustained downward path. Ensure the binding nature of the medium-term budgetary
framework through systematic ex-post monitoring of compliance with numerical fiscal rules
and the use of corrective mechanisms. Improve the transparency of public finances, including
through broadening the mandatory remit of the Fiscal Council, by requiring the preparation
of regular macro-fiscal forecasts and budgetary impact assessments of major policy
proposals.”

The Government has been carefully managing the budget in the past years: the general
government deficit was 2.6% of the GDP in 2014, according to the EDP methodology.
Therefore it was much lower than the 3% Maastricht criterion in three years in row.
According to the Budget Act of 2015, the budget deficit is expected to be 2.4% this year.

Also due to the low deficit, general government debt-to-GDP ratio in the EDP notification has
been on a downward path since 2011 (2011: 81%, 2012: 78.5%, 2013: 77.3%, 2014: 76.9%).
Declining general government debt-to-GDP ratio leads to declining interest burden, and
therefore contributes to lower deficit-to-GDP ratio.

General government debt in percent of GDP
(at the end of the year)

88

86 —

84 /

82 / M Hungary
%30 =EU-28

78

76

72

2010 2011 2012 2013 2014*

* Q3 data for the EU-28
Source: Central Statistical Office of Hungary, Eurostat

In accordance with the country-specific recommendation based on the forecast of the
European Commission of spring 2014, the Government ordered to freeze HUF 110 billion in
the central budget in July 2014 in order to maintain the deficit target. Due to the economic
growth in 2014 being faster than expected by both the Government and the European
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Commission, the government in November and December released HUF 60 billion in all from
the freezed amount. (1)

Moreover, Council Directive 2011/85/EU (Directive) on requirements for budgetary
frameworks of the Member States was transposed by amending the Aht.! and the Avr.%; the
amendments went into effect at the end of December 2013. As prescribed in the Directive,
new numerical fiscal rules were introduced, which fulfil the complex requirements of the
Fundamental Law and EU provisions through the regulations regarding the balance of the
general government sector. It is set out that the general government balance shall also be in
line with the target defined as the medium-term objective of the structural balance. Section
V of the Directive, entitled Medium-Term Budgetary Frameworks, prescribes to make the
medium-term budgetary framework binding. (2)

The Directive sets out that the budgetary planning of the member states shall be based on
realistic macroeconomic and budgetary forecasts using the most up-to-date information.
Therefore, the minister responsible for public finances shall prepare the forecast with the
underpinning methodology, presumptions and relevant parameters until 30t April, and until
submitting the proposal on central budget to Parliament, while also publishing it on the
website of the ministry.

Article 44 of the Fundamental Law of Hungary provides for the Fiscal Council (FC); detailed
regulations concerning the FC are included in Section IV of Gst., which provides a special
jurisdiction and veto power to the FC regarding the budget. As per the regulations of Gst.,
the FC may give an opinion about any questions regarding central budget planning,
implementation, or allocating public funds in any other way (Gst. 23. § 1. e), therefore, it
may prepare regular macro-fiscal forecasts and conduct fiscal impact assessments of
significant economic policy recommendations without broadening and amending its remit. In
line with this, the Council has also made proposals regarding the draft 2015 Budget Act
according to which the Government modified the bill. Independent research institutes
regularly prepare analyses and macroeconomic fiscal forecasts upon the request of the FC.
The State Audit Office of Hungary also supports the FC with its analytical activity by giving
opinion of and examining budgetary bills. (3)

111.2. Financial sector

"Help restore normal lending flows to the economy, inter alia by improving the design of and
reducing the burden of taxes imposed on financial institutions. Adjust the financial
transaction duty in order to avoid diverting savings from the banking sector and enhance
incentives for using electronic payments. Investigate and remove obstacles to portfolio
cleaning inter alia by tightening provisioning rules for restructured loans, removing obstacles
to collateral foreclosure as well as increasing the speed and efficiency of insolvency
proceedings. In this respect, closely consult stakeholders on new policy initiatives and ensure
that these are well-targeted and do not increase moral hazard for borrowers. Further
enhance financial regulation and supervision."

! Act CXCV of 2011 on Public Finances
* Government Decree 368/2011. (XII. 31.) on the Implementation of the Act on Public Finances
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The aim of the Funding for Growth Scheme (FGS) launched by the Central Bank of Hungary
(MNB) in June 2013 is to support small and medium-sized enterprises (SME) in accessing
loans and to boost lending to SMEs. By the end of January 2015, 19,400 SMEs had taken out
loans under FGS, in a total amount of HUF 1300 billion, accounting for almost one fifth of all
corporate loans outstanding and more than a quarter of SME loans. In 2013, FGS played a
key role in stopping the steady contraction in corporate lending, including SME lending,
lasting for years. Although robust rebound in lending has not occurred yet, according to the
data of MNB, the stock of all corporate loans from monetary financial institutions increased
by the end of Q4 2014, compared with both Q3 2014 and the end of 2013. The growth was
completely due to forint loans.

Stock of loans to non-financial corporations and NPL rates
(at the end of the year)

7 800 20
- 18

7 600 P
\I\ L 16
7 400 ~s - 14
7200 mmStock of loans - 12

-=-NPL rate (right scale) | 10 =

HUF billion

7 000

6 800

8

6

- 4

6 600 . »
6 400 0

2010 2011 2012 2013 2014

Source: Central Bank of Hungary

Under the FGS+ scheme launched on 16" March 2015, the Central Bank of Hungary
improves access to credit for SMEs that have not been able to participate in FGS so far; due
to the fact that banks’ risk aversion has not changed, lending outside FGS is characterised by
excessive caution. The stock of loans outside FGS continues to decrease, as in previous years,
despite the significant cuts of the base rate by the MNB. In addition to the amount of almost
HUF 500 billion under the FGS continuing with unchanged conditions, the Monetary Council
allocated an additional HUF 500 billion to the new FGS+ scheme. Under the new scheme,
related to the liquidity provision, MNB takes over SME credit risk from credit institutions for
a limited term and to a limited extent: MNB will assume 50 % of credit losses from credit
institutions, but only up to a five-year period and maximum annually 2.5 % of the loans
outstanding of the individual credit institutions under the scheme. As part of the monetary
policy toolkit, through FGS and the FGS+ running simultaneously, the operation of the entire
SME credit market may recover and the efficiency of monetary policy transmission may
improve significantly.

In financing small and medium-sized enterprises the MFB Hungarian Development Bank Ltd.
plays a crucial role. The value of loans disbursed by the MFB exceeded HUF 172 billion in
2014. One of the most popular MFB programmes was the MFB Enterprise Financing Scheme
supporting the competitiveness development of the Hungarian business sector, developing
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their technological and infrastructural capacities. A substantial share of the loans is a
refinancing loan provided via commercial banks, which is available to each participant of the
market. At the end of 2014 the total stock of loans of the MFB was HUF 605 billion, of which
the stock of loans of loan schemes was HUF 158 billion, whereas the stock of loans disbursed
directly to the borrowers was HUF 447 billion. The Government appointed the MFB to
manage, allocate the amount of cca. HUF 700 billion refundable European Union fund
(financial instrument), thus providing financial instruments for the business sector, mainly
the SMEs, not financed or not appropriately financed from market resources.

The Export Promoting Credit Program (EHP) of the state-owned Eximbank also plays a key
role in making small and medium-sized companies access to loans easier through the
broadening of export-financing facilities. Under the EHP, Eximbank grants credit primarily
through commercial banks. The scheme aims to provide low-cost FX funds for Hungarian
export companies. The number of loans granted rose from 309 at the end of 2013 to 487 by
the end of 2014; the stock of loans also rose from HUF 198 billion to HUF 366 billion.
According to plans the stock of loans under the EHP is to exceed HUF 500 billion at the end
of 2015. The total stock of loans of Eximbank increased from HUF 308 billion at the end of
2013 to HUF 510 billion by the end of 2014; the number of borrowers also rose from 375 to
505. According to plans the total stock of loans may exceed HUF 750 billion at the end of
2015.

Due to the stable budget, the abrogation of the excessive deficit procedure and some other
measures such as the “fair banking” law and the conversion of FX loans into forint, as well as
Hungary’s favourable economic growth within Europe, the bank levy can be decreased.
According to the Memorandum of Understanding between the Government of Hungary and
the EBRD, the banking tax will be calculated based on banks’ balance sheets as of the end of
2014, with the current percentage applied being reduced from 53 bps to 31 bps from the
beginning of 2016 and to 21 bps from the beginning of 2017. As a result of the measure the
tax burden on the sector is expected to decrease by about HUF 60 billion in 2016 and by
further HUF 22 billion from 2017. From 2019 the level of the banking tax will be further
aligned with the prevailing European Union norms. To this end, the Government of Hungary
will take the necessary steps for developing and proposing appropriate legislation to its
legislative body by June 2015. The reduction of the banking tax significantly contributes to
ensuring the profitability of the banking system. Therefore, the capital position of banks may
improve, which may be an impetus for credit supply. However, sufficient demand is also
needed for the recovery of bank lending. The measure also contributes to establishing a
stable business environment. (4)

In line with the amendment of the legislation approved in November 2014, the transaction
tax of the electronic payments was modified as of 1*' January 2015 so that only a lump-sum
tax shall be paid annually on card transactions of the same card. The amount of tax has been
distinguished between modern, contactless cards (e.g. PayPass), with a lower charge (HUF
500), and traditional cards (HUF 800). Due to the amendment, the cost of card payment has
decreased significantly, which may lead to a substantial increase in the volume of electronic
payments. (5)

Owing primarily to the earlier losses on FX loans and project loans related to real estates,
further significant restructuring (cost cutting, portfolio cleaning) shall be executed for
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certain players in the banking sector in order to improve profitability permanently. However,
several barriers were identified impeding fast and efficient portfolio cleaning. On top of that
a substantial impediment, particularly in the commercial real estate segment, is the subdued
demand coupled with over-supply and significant frictions in the distressed debt
management market. MNB is cooperating with the EBRD on possible recommendations.

As regards household NPL, the recent settlement and conversion of FX loans may
contribute to better portfolio quality via decreasing debt and lending interest rates, hence
eliminating exchange rate risk. The National Asset Management Ltd. (NET) plays an active
role in reducing NPL rate for households (NPL rate was 18.9 per cent of all retail loans at the
end of 2014). NET accepted 24,263 real estate properties until 31* December 2014, out of
which 13,927 were bought. In 2014 real estate purchases accelerated: NET bought 600
residential properties in 2012, 4,208 in 2013 and 9,119 in 2014. NET manages 1,000 cases
monthly, so its purchase target of 25,000 real estates is expected to be achieved by the end
of 2015. (6)

As regards corporate NPL, MARK Hungarian Restructuring and Debt Management Ltd.
established by the MNB in November 2014, is going to target commercial real estate
exposure with the aim of reaching a significant drop in corporate NPL, which was 13.8 per
cent at the end of 2014. (7)

The Electronic Sales System (EER) was launched on 1% January 2015. EER provides an online
platform for selling the assets of debtors in liquidation. Routine use of EER means to ease
the administrative burden, the review of auctioned assets and the comparison of prices.
Under the liquidation process, such assets (complete production units, real estates etc.) are
sold at a reasonable price that serve as a beneficial purchasing opportunity for production
and service companies, which indirectly has an impact on businesses to stimulate and
support them, and also to promote investment and maintain jobs. The anonymity of the
application/bidding is expected to increase the price of assets, and may lead to higher return
ratio of creditor claims. (8)

The Bank Recovery and Resolution Directive (BRRD) was transposed in the summer of 2014;
the bank resolution act including the detailed regulations of the national resolution
framework went into effect on 16 September 2014, hence the resistance of the Hungarian
financial sector was strengthened. As a transposition of the new EU Directive on Deposit-
guarantee Schemes accepted in April 2014, the Parliament approved the proposal package in
December 2014, including the new deposit-guarantee regulations. According to the
amendments, as of 1% January 2015, if a credit institution becomes insolvent, depositors
may receive their deposits faster than before. Hungary has also become part of the unifying
EU deposit-guarantee scheme system due to the amendments. (9)

Measures supporting the incorporation of the recommendation are to be found in a table in
Annex 1.

111.3. Taxation

“Ensure a stable, more balanced and streamlined tax system for companies, including by
phasing out distortive sector-specific taxes. Reduce the tax wedge for low-income earners,
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inter alia by improving the efficiency of environmental taxes. Step up measures to improve
tax compliance — in particular to reduce VAT fraud — and reduce its overall costs.”

Hungary considers maintaining national jurisdiction on taxation important, and therefore
welcomes the earlier resolution of the Council of the European Union on this matter.
However, as declared in Hungary’s declaration in parallel with the approval of 2013 and
2014 country-specific recommendations, it declines particular recommendations of the
Commission regarding taxation, such as reducing, eliminating or raising existing taxes.

In recent years Hungary’s important goal and main policy regarding the reform and
restructuring of the tax system was to reduce the tax burden on labour and increase the
role of consumption and turnover taxes, which have a more stimulating effect on
employment and economic growth. Besides, environmental and health aspects are even
more strongly emphasized nowadays. In 2014 there was no significant change in the tax
system, although the Government took important measures to improve compliance with
tax rules, reduce VAT fraud, i.e. to tackle the shadow economy.

There are several different tax regimes in the corporate tax system in Hungary so that
different enterprises can choose the simplest form suitable for their operation and activity.
Accordingly, KATA (lump-sum tax for small enterprises) and KIVA (small business tax) offer
simplified taxation for SMEs. These options were chosen by about 105,000 enterprises by
the end of 2014.

The Government had to introduce direct sector-specific taxes in 2010 to alleviate the effects
of the crisis; most of which have been eliminated in recent years. They have been replaced
by new types of consumption and turnover taxes, such as insurance tax, financial
transactions duty and telecommunications tax, which have less negative effect on
investments and economic growth as they are not levied on the profit of enterprises but on
their services sold, and they target a wide tax base with low tax rates. Revenue from direct,
sector-specific taxes has decreased to 0.6% of the GDP in 2014.

Measures regarding the currently planned decrease of the financial institution surtax and
the transaction tax are included in Section IIl.2 Financial sector.

One of the most important comprehensive programmes of the Government is the Job
Protection Act (10), which aims to increase employment in groups whose activity rate is well
below that of other member states of the EU, i.e. it supports directly the employment of the
most disadvantaged employees from the labour market perspective. From 2015, also part-
time workers with children are entitled to receive the total amount of the allowance on
social contribution tax and vocational contribution. The Government broadens the scope of
the allowance to agricultural employees in the age group of 25-55 years from 1% of July this
year, which can affect 30-35,000 employees and can help to whiten agriculture. The take-up
rate of the allowances increased steadily in 2013 and 2014. The Job Protection Act,
compared to introducing a general in-work tax credit, is a more cost-efficient tool to increase
effective labour supply and GDP. One reason for this is that it particularly targets groups
whose employment reacts more strongly to tax incentives, according to empirical research
as well. On the other hand, taking personal characteristics into consideration enables the
Government to target employment encouraging incentives efficiently so that there is no
need to eliminate them with higher income either. Therefore the allowances do not
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encourage the target group to conceal their income and they do not punish extra work. The
programme has contributed to more than 800,000 people finding or keeping a job in the
private sector.’ In case of 222,000 people, 2-3-year allowances expire this year. The cost of
further employment increases in their case, though due to their experience, productivity of
the employee grows in general. Employment of the groups entitled to allowances has shown
a significant increase in recent years:

Women of child- |Jobs with no
: lificati
Under 25 years Above 55 years bearing age qua I, ication
requirements
(25-44 years) (simple jobs)
Period | Number
of Number of Number of Embplo Number of
employee | Employment | employees | Employmen | employees ploy employees
ment
s rate (%) (thousand t rate (%) (thousand (thousand
rate (%)
(thousand people) people) people)
people)
2012Q4 (2319 20.0 550.7 23.3 953.3 67.0 369.4
2013 Q4 |243.6 21.4 588.7 24.7 963.8 68.5 413.9
2014 Q4 (2734 24.6 627.9 26.5 981.4 70.5 438.7

Source: Hungarian  Statistical
Office

A positive change regarding personal income tax in 2014 was the expansion of the family tax
allowance, i.e. the introduction of family contribution allowance; as a result, private people
can deduct the allowance not just from their personal income tax liability but from their
health and pension contributions as well. This measure affects 260,000-270,000 people.
Furthermore, the scope of people entitled to family allowance broadens (11/a) from 2015,
so that foster parents and legal guardians also become entitled. From 2016, the amount of
family allowance is planned to double in four years for parents with two children, which will
affect about 300,000 families. Therefore the amount of benefits for families with children
will increase by around HUF 60 billion a year when the full effect takes place. Besides family
allowance, from 2015 newly-wed couples” are entitled to claim first marriage tax allowance
(11/b) for at maximum two years, which means the possibility to decrease the tax base (it is
half the amount of the family allowance upon one child). Furthermore, the reduction of
personal income tax by 1 percentage points (12) (from 16% to 15%) from 2016 cause more
dynamic rise of net wages and more restricted rise of gross wages. In the upcoming years,
important goal of the Government is to further reduce personal income tax and to achieve a
one-digit personal income tax rate. Another important goal is a flat-rate corporate income
tax.

According to the decision of the Government, the range of products under environmental
and public health taxes was expanded (13) from 2015 in order to improve the efficiency of
environmental taxes. Within this framework, some further products with environment

3

300,000 people before pension, 280,000 people with jobs requiring no qualification, 151,000 young people under 25 years, 31,000 long-
term unemployed and 40,000 employees returning after childcare leave.
* First marriage for at least one of the parties.

16




polluting effect fall under the scope of the environmental product fee’; also some alcoholic
products became liable to public health product fee.

The Government has introduced significant VAT whitening measures to improve VAT
morale and reduce VAT fraud. The online cash register system was established in 2013-2014.
As a result, around 184,000 online cash registers were in operation by the end of 2014. VAT
revenue from the retail sector affected® by the black market increased by 21.9% in 2014
compared to the previous year, while VAT revenue from the whole commercial sector
increased by 13.7% in the same period. From 2015, the use of online cash registers will
expand to the majority of the service sector (14/a) (e.g. catering and other small-scale
service sectors7). VAT revenue in ESA terms is estimated to have grown by 11.8% (HUF 318
billion) in 2014 compared to the previous year.

The other most important step to reduce VAT fraud is to set up the Electronic Public Road
Transport Control System (EKAER) (14/b), which aims to track the actual route of goods,
and also to prevent releasing products into circulation in Hungary without prior
announcement to the tax authority. This is a complex selection and control system, where
transport-related data® has to be entered into a central electronic system before transport
starts, thus transport-related VAT fraud becomes almost impossible after the introduction of
the system. Testing period of EKAER, introduced at the beginning of 2015, finished on 1%
March 2015. The Government has elaborated the detailed regulations of the operation of
the system9 on the basis of recent experience and as a result of public consultation.
Modifications aim to simplify and reduce administrative burdens. 19 yntil the beginning of
March 2015, around 37,000 taxpayers and 4,900 transporters registered on EKAER.

From the beginning of 2015, VAT rate applicable to the sale of other big-bodied live
animals (cattle, sheep, goat) and animal carcasses classified as intermediary products was
decreased from 27% to 5% (14/c), the range of cases under reverse VAT was broadened
(14/d), as well as the scope of domestic VAT recapitulative statement (14/e) in order to
decrease VAT fraud. From 2016, VAT rate of pork cuts will be reduced to 5% (14/f).

In the field of reducing administrative burdens, from 2016, different charges and duties of
public services will be reduced and some specific items will be entirely abolished. With the
introduction of a new law regarding tax regulation, relationship of taxpayers and tax
authorities will change drastically from 2016. Regarding tax audit, it is planned to achieve
shorter deadlines in tax audit procedures and stricter sanctions for tax authorities in the
period of 2016 and 2018. From 2017, tax returns will be filled by tax authorities. In the field

Fee was imposed for example on office paper, or other plastic products such as artificial flowers, other products of the chemical industry
such as soap and other surfactants and detergents, also the range of electrical and electronic equipment was broadened for example by
solar panels (upon the Directive 2012/19/EU of the European Parliament and of the Council of 4 July 2012 on waste electrical and
electronic equipment).
® e.g. food and clothes stores, second-hand goods shops.

e.g. services of hairdressers, beauty care, sport facility operating, restaurants etc.

8 . . ) . . .

Name and quantity of goods, consignee, consignor, registration number of vehicle, etc.
9 ..

Ministerial Decree 5/2015. (I1.27.) of the MNE

10 The new regulations bring changes in the group of people with data submission obligation, and also in the type of data beyond
expanding exemptions. Exemption limits of risky products were merged, which eases burden in case of risky food. Besides, one of the most
important innovations is that upon certain company size and clean taxpaying history, EKAER administration becomes simplified, also
personalised route exemption is possible.
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of tax administration services, it is planned in 2016-2018 to differentiate good and bad
taxpayers, to create the option of voluntary tax audit, to alleviate penalties from
miscalculations and to make communicational platforms more effective. These reforms can
cause quicker and easier administration for households and businesses and help to improve
tax morale.

The implementation of the recommendation and the priorities defined in the Annual Growth
Survey are supported by several measures and detailed in a table in Annex 1.

l1l.4. Employment

“Strengthen well-targeted active labour market policy measures, inter alia by accelerating
the introduction of the client profiling system of the Public Employment Service. Put in place
the planned youth mentoring network and coordinate it with education institutions and local
stakeholders to increase outreach. Review the public works scheme to evaluate its
effectiveness in helping people find subsequent employment and further strengthen its
activation elements. Consider increasing the period of eligibility for unemployment benefits,
taking into account the average time required to find new employment and link to activation
measures. Improve the adequacy and coverage of social assistance while strengthening the
link to activation. In order to alleviate poverty, implement streamlined and integrated policy
measures to reduce poverty significantly, particularly among children and Roma.”

In this subsection the measures responding to recommendations on the labour market are
outlined. Further measures to increase employment, reduce poverty and social exclusion are
included in the subsection (IV.1. and IV.5.) about achieving the Europe 2020 targets.

In 2014, the Government continued to execute the long-term reforms that were initiated
earlier. Before 2014 it initiated several measures to mobilize the labour force and boost
employment: on the supply side, the system of labour taxation was transformed, a new
Labour Code was adopted, the social benefit system was reformed in a way that it now
promotes activation and active labour market instruments have been strengthened.
Furthermore, broadening the public work schemes had a significant activation effect. On the
demand side, with restructuring the tax system, the introduced tax allowances reducing
labour costs on the employer’s side had positive effect and contributed to the employment
of several hundreds of thousands of people. The Government continued to develop
vocational education and training and adult learning and, by enhancing dual vocational
training, took significant steps to bridge the gap between labour supply and demand.

The chances of young people intending to enter the labour market substantially improved
last year, which is reflected in the indicators of both employment and unemployment. The
employment rate of young people under 25 rose significantly, though it is still below the EU
average. Meanwhile, after substantial improvement, the unemployment of the age group is
below the EU average. Similar improvement could be observed in case of unskilled or low
skilled youth (the unemployment rate of this group approached the slightly decreasing ratio
of the EU). The long-term unemployment rate among young people has been lower than the
EU average since 2012, while remaining stable annually, whereas the same rate has been
constantly rising in the EU in recent years.
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2010 2011 2012 2013 2014

Youth employment rate (aged 15-24) HU 18.3 18.0 18.4 20.1 235
Youth employment rate (aged 15-24) EU 33.8 33.4 32.6 32.2 32.5%
Youth unemployment rate (aged 15-24) HU 26.4 26.0 28.2 26.6 20.4
Youth unemployment rate (aged 15-24) EU28 21.0 215 23.1 23.5 22.0*

Low-skilled youth unemployment rate (aged 15-
24) HU 41.9 41.6 44.0 43.4 34.7

Low-skilled youth unemployment rate (aged 15-
24) EU 28 27.7 28.6 30.8 31.2 29.8%

The ratio of permanent young job seekers among
total young job seekers, % (aged 15-24) HU 38.9 35.6 32.3 325 32.7

The ratio of permanent young job seekers among
total young job seekers, % (aged 15-24) EU28 28.6 30.2 32.6 34.1 35.5%

Source: Eurostat; * average of I-IV. quarters
2014; HU (2014): KSH

Hungary still considers strengthening youth labour market outcomes and their long-term
sustainability as an important challenge and a top priority. Previously launched schemes
continued in 2014, such as the "First Job Guarantee" launched in 2012, and the targeted
allowances of the Job Protection Act from 2013. The former provided funds for the
employment and training of almost 30,000 young people, while the latter supported the
employment of about 160,000 career starters and young people under 25 until the end of
2014.

The Youth Guarantee system (16/a) can be considered as an integral continuation of these
schemes, to be gradually introduced from the beginning of 2015 in multiple steps and to be
tailor-made and with a wide variety of tools (education, training, wage subsidies, labour
market services, apprenticeship programmes, mobility support, support for
entrepreneurship). The first stage focuses on young job seekers registered for at least 6
months. In the longer term, the goal is to help young people receive a job offer, a job
experience or a possibilty to participate in education or training within 4 months of entering
the guarantee. Within the framework of the active labour market programmes promoting
labour market participation of the youth and implemented by the public employment
service, the aim is to provide significant help for the employment or training of cca. 180,000
young people in the 2014-2020 programming period. As part of the Youth Guarantee, within
the public employment service, a country-wide mentor-coordinator network is to be
established which is responsible for the institutional and intra-organisational coordination
of the tools, thus improving cooperation between employment, educational, social policies
and organisations. Furthermore, under the Youth Guarantee system, EU co-financed
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programmes will be launched, such as the youth entrepreneurship programme (16/b) or
the apprenticeship programme (16/c) aimed at gaining work experience.

Besides the Youth Guarantee, which is focusing on youth, Hungary further strengthens the
active labour market measures available for people above 25 to promote the employment
of the unemployed and inactive population (17). First, in case of the currently on-going (until
autumn 2015) active labour market programme, the funds have been increased and the
term of the programme has been extended. Second, the active labour market programme to
be launched in the 2014-2020 programming period is also under preparation. The latter aims
to support disadvantaged job seekers to enter the open labour market (by individualized
trainings and services tailored to the needs of the local labour market, and by temporarily
subsidising of employment related costs) and also to improve the quality and efficiency of
services offered to job seekers and employers.

The client-profiling system of job seekers (18) enhances the efficiency of active labour
market programmes and is expected to be introduced and operated country-wide from
January 2016. As part of the measure, in the first half of 2015, the IT system supporting the
operation of profiling will be set up, the methodology will be tested in a pilot programme,
and also the training of the new client-development, mediation and service methods will
start for the administrators involved (for 70% of the 1,043 people affected). With the
abolishment of the National Labour Office (NLO), the professional management and
coordination tasks of the institutional system of employment policy have been taken over
by the Ministry for National Economy (MNE). Tasks concerning vocational education and
training and adult learning of the NLO are managed by the newly established National Office
of Vocational Training and Adult Learning. With the abolishment of NLO, the operation of
the IT system, and therefore the register of job seekers, is managed by the Central Office for
Administrative and Electronic Public Services (COAEPS) since September 2014. With regard
to the follow-up of labour market programmes, the ministry responsible for the policy (MNE)
provides professional guidance. As of Spring 2015, as a result of the internal integration of
government offices, former administrative agencies such as labour centres and their branch
offices have been integrated into the county (and capital) government offices and the local
(and district) offices. After this transformation of the employment service, the respective
organisational units of government offices and local authorities are still responsible for
implementing public work and other active labour market measures (wage subsidy, training,
labour market services). Professional management in the new structure is provided by the
responsible ministries (MNE, Ministry of Interior). The only entry point for job seekers
remains to be the local organisational unit (on county or district level) of the employment
service; tailor-made labour market services and supports are provided by the employees of
the above-mentioned units and they also apply the profiling system.

Hungary strengthened the public work scheme in 2014 as well, as the scheme plays a key
role in improving the employability of the long-term unemployed and in activating the
inactive population. Carrying on the system is justified on the grounds that the permanent
employment of the target group on the primary labour market may only be feasible if
paralleled with a further increase in labour demand. Its temporary feature can be provided
in the long run (ie. a couple of years) due to the attributes of the target group. The exit from
permanent unemployment can be achieved through a multiple-step, supportive process,
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including training and employment. Its effectiveness also depends on the socio-economic
disadvantages at local (settlement and district) level. The activation of this group with
different tools (such as benefits) has not resulted in greater effectiveness either. The public
work scheme does not replace welfare policy or active labour market tools, it aims to be a
transition from benefits to the open labour market; it also has a strong social inclusion
effect. In line with these objectives, both the financial resources (HUF 270 billion in 2015)
and the number of participants (213,000 people in 2015) of public work will expand. The
annual average number of participants was 178,000 in 2014, while the ratio of those
employed in the open labour market also increased in the first half of the year (to 13.8%).

Main quantity characteristics of public work, 2011-2014

2011 2012 2013 2014
:o":rzg; montly number 75,809.7 (92,4123 |126,668.0 |178,850.5
Inflow (person)** 271,716 271,625 402,693 561,214
Outflow (person)** 210,129 219,405 291,570 607,083
Outflow(person)*** 240,534 258,473 250,952 286,418
Employment status on the 180"
day after quitting (%):
Employment on the primary 13.8%
labour market (%) 17.2 11.6 13.0
Public work (%) 14.3 39.5 48.9 48.0*
Registered job seeker (%) 41.5 24.8 20.5 19.3*
No information available (%) 27.0 24.1 17.6 19.0*

*Data of 16 months of 2014
**The monthly amount of in- or outflow One person may appear more than once.
***Base number of yearly comparison, cannot be compared to the previous two lines for a
methodological reason.

Source: NES
In accordance with the country-specific recommendation, the activation elements of public
work are further strengthened by the government. Training possibilities are offered to those
with obsolete or low-skills, and to those without qualification; personalised services helping
to exit public work are also provided. Under the training programmes launched at the end of
2014, there was a significant structural shift from trainings providing basic skills and
competency development towards trainings providing professional qualifications (the rate of
OKJ trainings is 62% after 22% in the 2013-2014 programmes). Within the frameworks of the
on-going 2014-15 winter season training and the training programmes of the previous years,
162,756 public work participants have been involved until 15" March 2015; new training
programmes will also be introduced in the 2014-2020 programming period. The Government
is expected to launch its new vocational, basic skills and competency development training
programmes for the low-skilled and public work participants at the end of 2015.
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As of mid-2015, the targeting of public work is improved by involving people receiving the
employment substitution benefit into public work programmes to a larger extent (15/a).
This measure is also related to the transformation of the social benefit system (21). Due to
their reintegration into the labour market, the most vulnerable inactive groups recieve
regular labour income and their activity increases. Further measures promote the transition
from public work to the open labour market: in compliance with the recommendation, the
development of the trainings and services strengthens the activating power of public work
(15/c). According to the legislative changes promoting the transition from public work to the
open labour market and the improvement of recruitment conditions (15/b), the person in
public work: (1) is obliged to accept the job offer in the open labour market; (2) is exempt
from work for the time of the job interview; (3) for people under 25, public work does not
account for a suitable job offer (see Youth Guarantee). A change in legislation also promotes
the strengthening of self-sustainability of social cooperatives. Moreover, public work for the
homeless (15/d) contributes to the targeted inclusion of the most disadvantaged group and
their labour market integration through complementing employment with mentor service,
lifestyle training and healthcare service.

The training elements of several aforementioned measures (training of the disadvantaged
and public work participants, active labour market measures, youth programmes), the
expansion of dual vocational education and training and the reform of VET also encourage
participation in life-long learning. With the introduction of the Hungarian Qualification
Framework (HQF) (19), qualification levels are indicated in certificates, and therefore, the
Hungarian education and training system becomes more transparent and permeable, and
complies with European standards. Besides, in 2015, new adult training programmes are
launched in order to develop the digital competencies (20/a) of the disadvantaged adult
population, which is a basic labour market expectation, and to also improve foreign
language skills (20/b), which aims to reach a language level of at least A1-A2. The Hungarian
participation in the Programme of International Assessment of Adult Competencies
(PIAAC) of the OECD (20/c), which focuses on employee competencies at work, supports the
better targeting of training and education related measures.

The reform of vocational education and training — according to country-specific
recommendation No.6 — will be detailed in the section introducing the measures aiming to
implement the educational recommendation.

In recent years the motive for introducing changes in the social benefit system has been
mainly driven by the fact that those employable shall earn their living from working instead
of benefits; the primary tool for getting out of poverty shall be employment. The
government aims to provide a job opportunity for everyone temporarily through public
work, while in the long run through promoting employment on the primary labour market
(e.g. by active labour market measures, Youth Guarantee, decreasing the tax wedge,
supporting job creation etc.). As a result, the number of people earning their living from
work instead of benefits will siginificantly grow in 2015 as well. Through restructuring the
social benefits system (21.), the segmented social assistance system becomes standardised.
As of 1°* March 2015, after the restructuring, allowance related tasks and responsibilities of
the State and the local government have been clearly divided, the assistance system has
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become more transparent, and reacts to local and regional problems more efficiently, thus
providing a better coverage to those in need.

The regulations of mandatory support in the jurisdiction of the state are still included in the
act on social services, their allocation and payment uniformly falls under the jurisdiction of
the district authority, and they are funded from the central budget. Nation-wide uniform
application of the law and allowance system may be promoted by delegating the
responsibility of mandatory support to the district authority level. Eligibility criteria and the
amount of mandatory support provided by local governments are determined by them,
therefore, their role increases in strengthening social protection of local communities and in
the adequate provision of social benefits. Local governments may primarily fund benefits
from their own tax revenues, besides, the central budget still provides support for financing
the social responsibilities of settlements with low tax revenues. The funding system
particularly supports settlements suffering from lack of resources so that the central fund is
divided into ranges according to tax revenues thus providing more support for local
governments with low tax revenues. Local governments that cannot ensure adequate social
assistance with the funds provided based on their tax revenue either are entitled to apply for
special support through tender.

The implementation of the recommendation and national targets defined in the Europe 2020
Strategy supported by several measures are detailed in a table in Annex 1.

111.5. Business environment

"Stabilise the regulatory framework, and in order to enhance market competition, firstly
eliminate obstacles in the service sector. Take more efficient steps to enhance competition on
the public procurement market and make them more transparent through the application of
electronic public procurement to a greater extent; furthermore, tackle corruption and reduce
the overall administrative burden."

Recently, Hungary has made considerable efforts to establish a strong, client- and service-
oriented state and set up a regulatory environment that is competitive, boosts
entrepreneurship, and supports economic actors operating legally. The public
administration reform, started in 2010, aims to enable Hungary to keep up with
neighbouring countries in the region that have outperformed Hungary in terms of
entrepreneurial opportunities. The Government has recognised that public administration
shall improve the competitiveness of the economy, as well as reduce social and economic
differences between the capital city and the countryside; it shall also offer up-to-date
services that are proportionate to the fees paid to them by citizens and for economic actors.

Although the Government implemented several measures in the first one and a half years to
decrease the impacts of bureaucracy paralyzing the economy, one of the first milestones of
establishing a competitive regulatory environment was to adopt the mid-term Government
programme of Cutting Red Tape in November 2011. The Programme drafted 114 measures
in ten intervention areas, among others, taxation and accounting, e-government, public
authority procedures, construction permits and employment. In addition, Hungary has
launched other strategic programmes emphasizing the importance of administrative burden
reduction, such as the acceptance of the new Labour Code enabling flexible employment
frameworks, the introduction of new forms of taxes, KATA (fixed rate tax for small
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enterprises) and KIVA (small business tax) for the smallest enterprises to reduce their tax
burden, and the constant development of one-stop shops in public services. Parallel with the
reduction of administrative burdens for entrepreneurs, the Magyary Zoltan Public
Administration Development Programme was launched to eliminate unnecessary
bureaucracy from procedures for citizens.

The Hungarian Government has laid the legal basis and organisational frameworks of the
new public administration. However, the measures in progress shall be continued, the pace
of change accelerated and their implementation made more efficient according to the
objectives set so that the concept of a service-oriented state can be achieved. The Public
Administration and Public Services Development Strategy 2014-2020 has been prepared to
enable this, which puts the ideas of public administration development of this period into a
strategic framework, thriving to promote further innovation and consolidation of the
Hungarian public administration. Although the strategy differs in some areas from the
programmes started in 2010-2014, serving as the basis of the state reform in terms of
structure and intervention logic, it does not break with its fundamental objectives and
development directions; therefore it can be considered as the continuation of the first stage.
Furthermore, the State Reform Committee has been set up; its task is to establish
scientifically and socially further objectives and measures reducing administrative burdens.
Besides, it is also important to focus on the content instead of the organisation aspects in
the second phase of the systemic restructuring. One of the most important prerequisites of
the establishment of the service-oriented state is to create a citizen-centred, open-minded
public sphere to emphasize the principle of public service.

The codification of the new civil procedure has been started, which aims to operate a
modern, high standard, efficient and transparent judiciary process, ensuring the timeliness
and actuality of procedures. The Government has adopted the concept of the new civil
procedure, upon which the normative text of the new civil procedure is being drafted.
According to the concept, the systemic implementation of the efficiency of court
proceedings is guaranteed by establishing a divided proceeding structure, introducing a
caesura in the court proceedings and establishing diverse proceeding regulations formed
with regard to the nature of the first instance admission tier and providing court proceeding
concentration. (22/b)

The whole system of Hungarian public procurement is being changed to provide greater
transparency and promote market competition. As the first step of the restructuring, the
government accepted the concept of the new public procurement act based on the EU
public procurement directives in November 2014, which set the simplification and
acceleration of public procurement, the strengthening its transparency, the reduction of the
administrative burden and the improvement of the preparation of procedures as main
objectives. Furthermore, it is overly important to support the strengthening of SMEs, and
the priority of quality-based awarding. According to the concept, flexible regulations
regarding the amendment of public contracts shall be transposed into the new public
procurement act. Besides suitable pricing, liabilities attached to the obligation shall be
strengthened.

As a result, electronic communication is going to be introduced in public procurement
(23/a). An electronic public procurement strategy and action plan will have been developed
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by spring 2015 aiming to create a state public procurement portal, through which each
contracting authority will be able to carry out their public procurement procedures. The
application of the new electronic system is going to be compulsory for each contracting
authority according to the deadlines set by the EU directive. Moreover, according to the
request of the European Commission, Hungary keeps the certificate types up-to-date in the
e-Certis database, promoting a more efficient participation in public procurement
procedures of both domestic and other EU member state enterprises. Free of charge
electronic publication of procurement documents is going to be compulsory, which reduces
the burdens of the participating enterprises further.

In public procurement procedures, the possibility of the so-called “self-cleaning” makes the
competition smooth (23/b). This means that enterprises, which are subject to exclusion, may
prove that their measures sufficiently justify their reliability despite the relevant grounds for
exclusion.

Practical guidelines are going to be published in order to increase transparency, which will
ensure the adequate application of public procurement regulations in effect while using EU
funds. Besides, a summary regarding quality control and regularity is prepared for the
experts controlling public procurement procedures. The Public Procurement Authority
prepares and publishes guidelines on its website to promote law application. Joint
resolutions of the organisations playing an important role in public procurement legislation
are available here, which promotes uniform interpretation of law in domestic public
procurement. (23/c)

The European Single Procurement Document is going to be introduced, which consists of
the updated self-declaration of the economic operator, and shall be accepted by the
contracting authority as preliminary evidence that the relevant economic operators shall not
be excluded and that the selection criteria, which has been set out in the public
procurement proceedings, and the lack of exclusive conditions are met. A more precise
legislation of selection criteria shall greatly contribute to enhanced competition and reduce
unfair public procurement practices, such as setting out in law in given cases certain
selection criteria. (23/d)

In the period of 2015-2018 the National Anti-Corruption Programme (hereinafter
Programme) aims to reduce corruption, strengthen public trust and make the business
environment more transparent. The Programme makes a proposal for establishing a
regulation regarding the new general administrative law, which would provide for the body
vested with governance and supervisory rights to review the decisions on administrative
cases not affected by legal remedy within the scope of the city/town clerk in which there is
no other party. The regulation on reporting conflict of interest and its control will also be
reviewed (24/a). The Programme sets the expansion of the Integrity Survey (24/b) of the
State Audit Office to companies with majority state ownership as an objective. For this
purpose, the first pilot survey shall be carried out by the end of 2015, and after that the
survey has to be carried out annually at least for three years. In addition, we are going to
map the positions and types of positions in the public administration that involve an
increased risk of corruption. We are going to review the internal regulations of ministries
and administrative bodies under their management or supervision from a corruption risk
point of view. In order to harmonize the internal control systems of governmental
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administrative bodies and the measures taken by them to prevent corruption, the relevant
legislations will be reviewed.

The Programme provides for the further development of the methodology of the trainings
on corruption prevention, professional ethics, anti-corruption and the fight against foreign
bribery, and also the review of the content of materials used in the system of executive
training. In addition, it will be made compulsory for public officials to participate in at least
one training related to corruption prevention during the four-year training period.

The scope of data under disclosure requirement stipulated by law is going to be reviewed in
order to increase the transparency of state-owned companies. Taking into consideration the
guidelines of the OECD on the management of state owned companies, the minimum
requirements necessary for the introduction of a compliance system are going to be
elaborated. Besides this, we are going to explore the possibility of introducing employment
sanctions related to the supervision of asset declaration in the public sector. The system of
sanctions applicable against legal entities will also be reviewed in order to increase
transparency and enhance ethical business culture in the private sector (24/c)

The Programme provides that, in the course of the elaboration of the new public
procurement act and the development of informatics related to public procurement, anti-
corruption aspects shall particularly be taken into account, so that the possibility to
introduce the “open contracting” standard in the public procurement procedure may be
examined (24/d).

Besides the above-mentioned facts, several measures of the Economic Development and
Innovation Operational Programme aim to encourage entrepreneurship through the
promotion of suitability for regulatory requirements for the period 2014-2020. The
development of entrepreneurial incubators (25) is an efficient tool for economic
development that provides an encouraging community space and essential services for
establishing new businesses and the efficient and successful development of start-ups. The
output of the measures is going to be more incubators with higher service quality, which will
contribute to reducing the costs of setting up a business including the acquisition of
management skills. The entrepreneurship mentor programme for micro and small
enterprises (26) has a similar aim. A country-wide available standardized mentoring
programme is being established by the integration, harmonization and central coordination
of currently on-going mentor programmes with limited availability and different contents.
Based on the experience in previous similar tenders, the government provides benefits for
job creating investments of micro, small and medium-sized enterprises in the free
entrepreneurial zones (27). Allowances can be received by the enterprises operating in free
entrepreneurial zones, i.e. disadvantaged regions in terms of economy, community,
infrastructure and labour market. In the forthcoming period, the promotion of micro, small
and medium-sized enterprises to appear on the market will be emphasized (28). Constant
innovation, product, service and organisational development, as well as entry into new
markets are essential for enterprises to stay in competition permanently. Therefore, the
measure supports micro, small and medium-sized enterprises by small amounts of non-
refundable funds to participate in trade fairs and to launch new or already existing products
onto new markets. After the high number of clusters supported in the previous period,
which founded the countrywide spread of clusters, a change in approach is necessary. This is
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served by the support of quality service provision of professional cluster organisations (29).
Within this framework, instead of supporting a high number of cluster initiatives, emphasis
shall be put on the further development of already operating dynamic clusters, further
increase in service standard for membership, dynamic clusters with a stable operating
history by increasing the service standard offered to the cluster membership and, hence, the
promotion of international market entry.

111.6. Education

,» Implement a national strategy on early school leaving prevention with a focus on drop-outs
from vocational education and training. Put in place a systematic approach to promote
inclusive mainstream education for disadvantaged groups, particularly the Roma. Support
the transition between different stages of education and towards towards the labour market,
closely monitor the implementation of the vocational education reform. Implement a higher
education reform that enables greater tertiary attainment, particularly by disadvantaged
students.”

The recommendations on education are completely in line with the Hungarian policy aims.
The measures to implement the recommendations also aim at achieving the Europe 2020
targets regarding education, so all measures concerning education are introduced in this
chapter.

Since 2010, Hungary has launched significant reforms in the field of education by adopting
the Act on Public Education, and the new Act on Higher Education and Act on Vocational
Training. The main directions of these reforms were the improvement of the quality and
realisation of public education, including the decrease of early school-leaving, the
improvement of its overall level, the increase of competitive labour market opportunities
through the introduction of the dual vocational training and the increase of the share of
those who have completed tertiary education. The strengthening of the role of the public
education system creates opportunity and inclusive education, their systemic effectiveness is
promoted by regulatory (e.g. regulations on the pedagogical support of learners at risk of
dropping out) and structural solutions (e.g. regulations on the system of children with special
education), content developments (e.g. the pedagogical framework for all-day school) and
the measures and programmes providing the extension of accessing quality education (e.g.
kindergarten capacity expansion, measures preventing unlawful separation, targeted
pedagogical programmes, scholarship programmes, teacher trainings). Based on the data of
the national annual assessment of competence, the rate of those performing at a low level
(2, 1 and below the level of 1) has decreased in maths in the 6, 8" and 10" grades, and in
reading comprehension in the 6™ and 10™ grades.'!

Relating the Europe 2020 headline target of improving qualification level, Hungary
committed to reduce the share of early school leavers™ (among the 18-24-year-old) to 10%
until 2020. Due to this data and the methodological changes in determining the share of

" National measurement of competence, Office of Education, 2013, p.11

https://www.kir.hu/okmfit/files/OKM_ 2013 Orszagos_jelentes.pdf

2 The rate of those between the ages of 18 and 14 who do not have upper secondary qualification, and do not
participate in education, or training at the time of the survey of data. The definition of upper secondary
qualification: secondary school qualification, and vocational training qualification of level OKJ 3.
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early school leavers — the modification of the survey questionnaire and the change of
classification system of the school qualifications (ISCED), the weighting of the census data of
2011 - the rates have been updated covering the years from 2006; the final data have been
published by Eurostat in the middle of April 2015. In 2014, the share of early school leavers
in Hungary is somewhat higher, than the the EU average. Several reasons contribute to the
reduction of the Hungarian data in 2014: decrease of the share of people with only basic
education within the age group concerned, the public work scheme targeting the low-skilled
population and the methodological changes of the survey. In order to reduce the rate of
school leavers without qualification, the most important aims of Hungary are still to prevent
drop-out, to promote school success of learning groups who are at risk of early school
leaving, and to help those leaving formal education early obtain a qualification.

The rate of early school leavers

2011

2009 2010 2012 2013

11.2% 10.5% 11.2% 11.5% 11.8%

Hungary 11.7%

EU average 14.7% 14.2% 13,9% 13.4% 12.7% 11.9%

Source: Eurostat

One of the most important measures of the strategy against early school leaving (30),
adopted in November 2014, is to set up the early warning and pedagogical support system
(31), establishing interventions which serve to prevent drop-outs. Based on the up-to-date
data and warning signs of the warning system, public education institutions will be able to
immediately intervene and react to new processes with special professional preparation and
appropriate capacity development. According to plans, the establishment and the operation
of the system is supported by software development and human capacity development from
ESI funds.

In order to prevent early school leaving, attending kindergarten is going to be compulsory
from the age of 3 (32), instead of the age of 5, from September 2015, in line with the Act on
Public Education in force. The aim of the measure is to establish the basis for future
successful learning pathways and discover learning difficulties and the necessity of early
intervention in time so that social integration, overcoming disadvantages and the early
development of talents shall be successful. In order to introduce the obligatory attendance
of kindergarten from the age of 3, capacity checks covering the whole area of Hungary has
been carried out. As a result of this, in order to decrease the lack of capacity in settlements,
the Government provided subsidy for municipalities through a restricted tender. When
assessing the grant it was a priority to improve the accessibility of care for the disadvantaged
and multiple-disadvantaged children. The 17 municipalities that are concerned by the lack of
capacity and receiving subsidy are expected to create 787 new kindergarten places in the
2015/16 school year. The capacity expansion programme continues in 2015 with the subsidy
to be granted through a tender.

The domestic and EU-financed targeted programmes, measures which aim to promote the
success of the vulnerable and disadvantaged and multiple-disadvantaged students—

28



including the Roma — to contribute to inclusive education (33), continue even in 2015-16,
thus improving the results of further studies and reducing the risk of drop-out.

The Arany Janos Programmes (33/a) (the Arany Janos Talent Fostering Programme, Arany
Janos Fostering Boarding Facility Programme and the Arany Janos Vocational Training
Programme) support disadvantaged and multiple-disadvantaged children, as well as the
students in need of higher education, in the acquisition of a school leaving certificate and
with getting a profession in a complex way — in pedagogical, social, cultural and health care
fields, which continue even in the 2014/15 school year. More than 4000 secondary and
vocational school students have participated in the programmes. The measure for improving
the qualification level of the disadvantaged learning groups is linked to the implementation
of the Youth Guarantee Programme. The quantitative examination®® on the effectiveness of
the programme, carried out in 2014, stated, among others, that without the programme,
23% of the students studying in the Arany Janos Talent Fostering Programme would not have
attended secondary school education, 24% of the students studying in the Arany Janos
Fostering Boarding Facility Programme would not have attended the education providing a
school leaving exam (high school or secondary school) but would have learnt in vocational
training schools and 28% of the students attending the Arany Janos Vocational Training
Programme might not have studied further at all.

The impact assessment of the Pedagogical System for Integration (PSI) (33/b) shows that
the programme has resulted in the general improvement in students’ development and
school performance within the participating schools. Within the framework of the PSI, the
disadvantaged students get additional services, such as individual development and
participation in skill developing programmes; the teachers also learn new pedagogic
methods. The sub-programmes of the Utravalé Scholarship Programme (33/c) create
opportunities and aim to promote the disadvantaged students to study further, be
successful in high school and also get a profession in 2015-2016. In the 2014/15 school year,
altogether 12,679 students have received support so far; 6,522 mentors participate in the
programme. Since the rate of the Roma students with the least opportunity to study further
is very high, and education plays a key role in catching up, besides increasing the number of
the new students in the 2014/15 school year, we have also involved at least 50% of Roma
students in the beneficiaries. According to plans, the development of the monitoring system
and the training of the mentors are going to be carried out in 2015. Research has shown that
there is a close connection between the failures at school and social disadvantages, and the
extracurricular institutions called “tanoda” (special schools) as bottom-up initiatives
operating according to a professional standard, and has been able to address the students
alienated from school and learning, and their parents, thus reducing the drop-out of the
students and increasing their chances to study further. The “Tanoda” programmes (33/d),
operating from ESF, help the Roma students in financial need and living in bad social
conditions with complex, individual development affecting the whole personality to catch up
with instruments outside public education. In the framework of the programme 168
“tanoda” operate involving about 4000 students. In the Second Chance type of schools
(33/e), the aim is to redirect young people having dropped out of schools of secondary

3 Aniké Fehérvari: Arany Janos Programme, Education Research and Development Institute 2014, Manuscript
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education back into the world of education. The programme intends that those leaving
school early acquire a profession and/or a school-leaving certificate so that they shall have a
better chance to get a job in the labour market. The aim of the initiatives Strengthening
further education (33/f) is to increase the number and rate of the disadvantaged students
with secondary qualification in higher education, thus contributing to decrease the
secondary education drop-out rate, to increase the disadvantaged students’ acquisition of
secondary qualification and higher education attendance. Within the framework of this
programme, besides the development of supporting learning and nurturing talent there will
be a possibility to build and strengthen the relationship with different partner areas, and to
establish an intensive relationship with the parents and local communities. Out of the 92
schools of secondary education involved in the programme, 29 operate in the North
Hungarian region and 24 in the Northern Great Plain region.

In order to facilitate the school success of children with educational disorders or special
needs (34), new, modern diagnostic examining and developing procedures and their
adaptation are going to be carried out in 2015, in the framework the restructuring of the
pedagogical service providing consultancy of special education, early development,
education, care, and expert and rehabilitation activities, These developments contribute to
the prevention of ungrounded labels of a handicap.In order to decrease the extent of the
digital gap — with special regard to children in need of special education, and those with
disadvantages — an informatics infrastructure-development project (33/g) has been
launched from the EU fund. The Public Education Bridge-programmes (35) give the chance
for young people who did not get into a school of secondary education after finishing
primary school (Bridge 1), and those who have only experienced failure in learning and due to
this could not finish the primary school but have already reached the age of 16 (Bridge ).
The students participating in the Bridge Il have a training period of 20 months, which closes
at the end of the current school year. The vocational closing exams are going to be organised
this year, therefore we can collect the data about how many learners have acquired partial
qualification, and how many of them study further in vocational schools after the end of the
school year. In the Bridge-programme of this year, 2300 learners get tailored development
education.

The Government considers the increase of the participation in quality education as a priority
because it helps to improve the employability of the domestic workforce. The two new
adopted acts (on vocational training and on training levy) created the possibility of
extending dual training (36/b), which was followed by the adoption of the new Act on Adult
Education in mid-2013. In order to improve the quality of dual training, professional
competencies of participants in the training are to be improved. In vocational training
institutions practical head teachers can be appointed to assume responsibility for planning,
organising and evaluating work-based learning, whereas companies can only receive
students in workshops if their trainers passed the master craftsman examination.

From September 2013 the new trainings were launched in the new system, the most
important elements of which are the support of firm training workshops, increased funding,
and the system of apprenticeship contracts. At the end of 2014, more than one-third of the
students participated in dual vocational trainings, the number of the companies involved in
the apprenticeship scheme is approximately 8000. From 2015 it is a priority to further
increase the number of apprenticeship contracts, therefore the Government has introduced
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a system of chamber guarantee (36/a). This measure strengthens the match-making role
and the responsibility of the Hungarian Chamber of Commerce and Industry in concluding
apprenticeship contracts. As a result of the guarantee, the number of the apprenticeship
contracts may increase by approximately 20 thousand, and this measure contributes to the
coordination of the activity of the vocational training institutions and the companies as
stakeholders.

The takeover of the state vocational training institution by a single maintenance centre
(36/b), the institution maintenance and the professional management being consolidated,
guarantees the performance of high quality and relevant vocational training provision.

The non-formal and informal learning opportunities implemented by cultural institutions
(library, museum, public cultural institution, etc.) provide for both the prevention to early
school-leaving, and equal access to knowledge contents, as well as overcoming socio-cultural
disadvantages (37).

Within the framework of the Europe 2020 Strategy, Hungary has committed to increase the
rate of those having tertiary or equivalent educational qualifications to 30.3% among
those aged of 30-34 by 2020. With regard to the fact that this rate reached 31.9% in 2013 as
a result of the measures presented in previous years, it was necessary to determine a new
Europe 2020 national target. Therefore, in the spirit of the country specific
recommendations Hungary increases its national targets of Europe 2020 regarding those
having completed tertiary education with tertiary qualification to 34%.

The Government adopted its strategy entitled Paradigm shift in higher education (38),
which sets the strategic objectives of the field and the related special intervention areas
until 2030. Regarding the fact that the higher education strategy is the ex ante document of
the programming period 2014-20 at the same time, the strategy concentrating on 2020 (in
certain cases until 2023, 2025) sets the objectives and actions that should be carried out in
the fields of education excellence, world-class research and corporate responsibility. In the
renewed education structure from the content and output alternatives point of view, the
strategy intends to strengthen the skills required in the labour market, so that the practice-
oriented dual first-cycle degree programmes are introduced in higher education as well. We
intend to increase the rate of students participating in mobility schemes for studies or
traineeships abroad for at least a period of 3 months or a value of 15 credits to 20% by 2023,
and we plan to decrease the rate of drop-outs by 10 percentage points, taking the average of
first-cycle and single-cycle long degree programmes.

The frameworks for the domestic higher education policy have been determined by the
following two main framework conditions:

On the one hand higher education has been granted a significant increase of budgetary
resources since 2013, the most important element of which is the establishment of the
Higher Education Restructuring Fund. The Fund grants support to certain institutions in
order to decrease their (accumulated) debts, the institutions in return carry out a restructure
and rationalise in their operation.

On the other hand, we are putting greater emphasis on the utilization of the domestic
Higher Education Information System (FIR) restructured and extended in 2012. The FIR
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carries out the tasks of the central registration of the data (institutional and personal record,
electronic public registry, OSAP statistics data provider for the National Statistical Data
Collection Program - NSDCP) necessary for exercising state authority regarding higher
education, for planning at national economy level, and for exercising the rights and fulfil the
obligations of those participating in higher education. The FIR includes information
application of sectoral leaders (Database-based Management Information System - AVIR)
and a career tracking application (Graduate Career Tracking System - DPR), and the
application of admission to higher education. The increment of the renewed FIR is a single
data system that every institution can adapt to, so it can provide meaningful information for
any sectoral data demand. Each data of all higher education institutions (data of students,
lecturers, dormitories) can be accessedthrough it, moreover, FIR shall be connected to the
information system of secondary education (thus deeper analyses can be carried out, e.g. of
career paths).

Besides, special measures have been introduced to support students in need and create
opportunities for them (38/c). The system of extra scores in the admission system
supporting the disadvantaged students not only operates but since 2013 its role has also
increased. The Government continues to provide a great number of Hungarian state
scholarship places for those applicants who deserve it, the rate of the disadvantaged is
higher among those admitted than among the applicants. A competency test has been
introduced for the newly admitted students so that the higher education institutions can
provide catch-up courses for those with poor results in the first period of their education.
Through the creation of new higher education centres for community-based studies, the
accessibility of higher education improves in the geographic regions where there have not
been any higher education institutions so far. The budget support and professional content
of the Mentor programme supporting the students in need is extending (in the 2013/14
school year a much higher number of students participated in the programme than planned,
therefore we increase the financial allocation by 25% from this year); besides, the support of
the Roma Colleges for Advanced Studies originally planned until June 2015 and the “Road to
a Degree” (“Ut a diplomahoz”) scholarship programme also continues. The different Student
Loan schemes are also available for the students as previously, the Government guarantees
a 2% interest to the Student Loan Il scheme (the gap-filling Student loan Il scheme was
contracted by 4300 students in the first half of 2013/14).

In 2013 the policy of higher education has changed the previous higher education admission
system, where the Government used to decide each year the enrolment quota for each
training field. In the new system the defining elements are the scores achieved by the
candidates and institutional capacity. Since 2013 each student reaching the minimum score
determined by a ministerial decision and falling within the capacity of the given faculty of
the institute is admitted to state financed training programme he/she applied to.

Number of applicants and students admitted

(Aggregated number of general admission, second round of admission and the admission
to cross semester)

Applicants Admitted
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109271 83354
121446 85928

Simultaneously, while the Government Decision of 1276/2010 (XII.8) determined the
number of those having been admitted to state financed places in 53 450 persons, in 2013
and 2014, 100 000 state financed places were available, so it is possible to access higher
education for nearly every young person wishing to study further.

The governmental measures and the results of the past years show a promising tendency:
based on the statistical data Hungary slightly lags behind the average of the European Union,
at the same time the rate of those having completed tertiary education within their age
group is a little higher compared to the neighbouring countries. We consider that it is the
interest of the Hungarian economy that one-third of the age group shall have higher
education qualification relevant to the economy and the other two-third shall have
appropriate vocational qualification. The structure of the Hungarian higher education, its
faculties have become competitive by now.

The implementation of the recommendation and the national targets committed in the
framework of the Europe 2020 Strategy are supported by several further measures, which
are detailed in the table of Annex 1.

lll.7. Energy and transport

“Review the impact of energy price regulation on incentives to invest and on competition in
the electricity and gas markets. Take further steps to ensure the autonomy of the national
regulator in establishing network tariffs and conditions. Take measures to increase energy
efficiency in particular in the residential sector. Further increase the sustainability of the
transport system, inter alia by reducing operating costs and reviewing the tariff system of
state owned enterprises in the transport sector.”

In line with the Commission recommendation, the Government has had an overall study
prepared on the energy price regulation impact on encouraging investment, competition
and consumers (39). According to its results, the universal service and price regulatory
system in the retail market of natural gas and electricity does not hinder the free movement
of goods and capital in itself. However, through price regulation, the size of the competitive
retail market becomes narrow, but entering it is not hindered by the price regulation. The
provision of lower consumer prices does not constitute a subsidy, does not conflict with the
regulations of competition law and does not have a distorting effect on the internal market.
In the electricity sector, Hungary has introduced the official price regulations in the general
economic interest, in addition to which direct supports based on dependence also operate
through the social system.

The Directive on the internal market of natural gas does not include the possibility of the
universal utility service, but since the public utility obligation can be interpreted at a national
level, it gives the basis for its maintenance. In Hungary the natural gas usage for heating is
one of the highest in the EU, therefore the dependence on it and the general economic
interest apply the most here.
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The limit of universal utility service rights providing offtake at official prices is relatively high,
and as a consequence the number of beneficiaries is also large. Therefore, with
proportionality criterion in mind, it may be reasonable to regularly review both the
economic interests making price regulation necessary and the limits of rights.

In line with the EU regulation, the tariffs on electricity and natural gas usage are set by an
independent authority, the Hungarian Energy and Public Utility Regulatory Authority
(hereinafter HEPURA). The Hungarian regulation does not undermine the regulatory
independence of HEPURA (40).

The professional finalisation of the National Energy Efficiency Action Plan Ill (NEEAP) of
Hungary (41) is also in progress. After the public and administrative consultations, the Plan is
going to be adopted by the Government in the second quarter of 2015. In the course of
transposing the “new energy efficiency” directive, the significant energy efficiency-improving
measures will be determined. The NEEAP summarises the prospective and/or achieved
energy savings, and introduces the measures and control systems which guarantee the
implementation of expected savings.

In order to improve the energy efficiency in the residential sector, the National Building
Energy Strategy was adopted on the basis of the Government decision of 18™ February. The
Strategy has determined the objectives, requirements and the expected unit costs, the bases
of which an extensive building modernisation programme can be launched. As a part of it,
the planning of programmes regarding the renovation of buildings, and the preparation of
the calls for application, and the launch of the schemes promoting the increase of energy
efficiency have been started. In the autumn of 2014, the “Warmth of Home [Otthon
Melege] Programme” started (42). Within the framework of the programme three new
application schemes are going to be announced in September, which will provide non-
refundable support for private individuals to change out-of-date household appliances,
furnaces, doors and windows. In the “Warmth of Home Programme”, there is gross HUF 10
billion subsidy at disposal for the modernisations and renovation of condominiums resulting
in energy saving, from which about 20 000 flats might be supported, the number of which
can change depending on the number of flats in the condominiums.

Transposing the “new energy efficiency” directive'® into the national law (43) is in
progress. The amendment of sectoral laws and laws on implementation ensure the
regulation in effect to be in line with the EU requirements. Besides this, due to the
recognition of the single energy efficiency regulations transcending the frameworks for
sectoral laws, it has become indispensable to draft the new law on energy efficiency as well.
We plan to announce the full legislative package regarding the Directive at the end of the
first half of 2015.

In Hungary the proportion of public transportation in passenger transport was 32.3% in
2012, which was the highest in the EU, thus considerably exceeding the EU average (16.7%).
Besides this, according to the survey of Eurobarometer conducted in November 2014, 22%
of those questioned in Hungary answered that their most frequently used means of
transport is the bicycle, which is nearly three times more than the EU average (8%). Only the

! Directive 2012/27/EU of the European Parliament and Council
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Netherlands (36%) and Denmark (23%) are ahead of us. In that respect, Hungary is on its
path that bicycle shall be an available,real, and environmentally conscious alternative means
of transport for everybody. Between 2007 and 2013 Hungary spent a significant sum, nearly
HUF 60 billion, on bicycle related developments, a considerable amount even at European
level.

In the framework of the reorganisation of the MAV Group (44/a), a new, integrated
passenger transport organisation has been created, in which the activities of traction (MAV-
TRAKCIO Zrt.) and of repair (MAV-GEPESZET Zrt.) have been integrated into MAV-START Zrt.,
which is responsible for the smooth execution of railway passenger transport. In addition,
the organisation of MAV has also become leaner: the number of its subsidiaries decreased
from 32 to 27 in 2014.

Rail network operation is also carried out by MAV Zrt. in 2015. MAV Zrt. does its best to
make rail network operation and the related accounting and transfer pricing frameworks
transparent, thus providing the opportunity of — depending on debt consolidation pending a
future state decision —rail network operation outsourcing to the Nemzeti Vasuti
Palyamiikodtetd Zrt. (NVP), established on 1% January 2013. In order to increase
transparency, the internal restructuring within MAV Zrt., the overview of the real estate
asset and its inventory at MAV Zrt. was carried out in 2014.

Due to the cost saving measures and the debt assumption by the State, the debt of the MAV
Group, compared with the end of 2010, had decreased by half (to HUF 153 billion) by the
end of 2014 (at the end of 2010 it was HUF 300 billion, and at the end of 2013 it was HUF
222 billion). Thus, compared to the end of 2013, the debt of MAV Zrt. had decreased by 36%
(from HUF 163 billion to HUF 105 billion) by the end of 2014, and that of MAV-START Zrt. by
18% (from HUF 56 billion to HUF 46 billion). In 2015 the debt is planned to significantly
shrink further (that of MAV Zrt. by 40%, to HUF 63 billion, that of MAV-START Zrt. by 24%, to
HUF 35 billion). The claim for state reimbursement of costs of the passenger transport
service providers is continuously shrinking due to the structural reorganisations and
measures improving efficiency.

Agreements for public passenger transport services between the State and railway
companies (MAV-START Zrt. and GYSEV Zrt.), concluded in 2013, set the regulations on
calculations of financing, including reasonable costs not covered by revenues for ten years,
thus creating a predictable, stable operational framework. The compensation of MAV-START
decreased from HUF 160 billion in 2011 to HUF 150 billion in 2013, and to HUF 146.8 billion
in 2014. The claim for compensation for 2015 is HUF 144 billion. The claim for compensation
of GYSEV Zrt. is planned to decrease from HUF 10.5 billion in 2014 to HUF 10.4 billion in
2015.

The Voldn-companies merged into 7 regional companies on 1% January 2015 (44/b)
enabling the significant decrease of the numbers of management levels and of the parallel
organisational units, and the further utilisation of economic benefits originating from
common procurement applications. Due to the regional reorganisation process and the cost
rationalisation measures, the companies’ compensation decreased from HUF 44 billion in
2013 to HUF 42 billion in 2014.
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The implementation of the recommendation and the domestic objectives drafted in the
framework of the Europe 2020 Strategy are supported by several further measures detailed
in the table of Annex 1.
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IV. EUROPE 2020 TARGETS

IV.1. Employment

By endorsing the Europe 2020 target regarding the improvement of the employment rate
Hungary is determined to increase the employment rate of the 20-64 age group to 75% by
2020.

Employment, in Hungary, has significantly increased among the working-age population,
which was also supported by the slightly improving European macroeconomic environment.
Hungary managed to increase the employment level to a greater extent than the EU also in
2014; in 2014 it reached the level of 66.7% in the age group of 20-64, which exceeded the
level prior to the economic crisis (2007: 63%).

2010 2011 2012 2013 2014

Employment rate (aged 20-64) HU 59.9 60.4 61.6 63.0 66.7
0 EU 28 68.6 68.6 68.4 68.4 69.3*
Unemployment rate (aged 15- HU** 11.2 11.0 11.0 10.2 1.7
74) % EU 28 9.6 9.6 105 108 10.2*
Activity rate (aged 20-64) % HU 67.4 67.9 69.2 70.0 72.2
EU 28 75.6 75.6 76.2 76.5 76.9*
Number of registered job HU 583 583 559 528 431

seekers (thousand persons)

Source: Eurostat *average oflV quarter of 2014; **source:
HCSOHU (2014): HCSO

After the peak in 2010 (11.2%), unemployment has had a decreasing trend in Hungary; the
slight decrease of the previous years was followed by a more significant decrease of 2.5
percentage points in 2014 (to 7.7 percentage point). Meanwhile, there was a small increase
in the unemployment rate of the EU until 2013, whereas in 2014 it showed a decrease on
the whole.

The average number of registered job seekers also decreased to a greater extent, the
number of 431 thousand persons in 2014 is less by 97 thousand persons compared with the
previous year. Besides the ever-boosting primary labour demand, the extension of the public
work activation elements (including trainings) and the employment extension due to the
further active labour market programmes also played a role in the decrease. The decrease of
unemployment was achieved in the growing labour market owing also to the activating
policy of the Government, the activity rate showed a significant increase from 67.4% in
2010 to 72.2% by 2014.

In addition to increasing activity the Government pays special attention to the long-term
sustainability of the labour market integration of young people, the low-skilled and
disadvantaged groups, because in spite of the improving trend their situation is still more
unfavourable than the EU average (in the case of young people this is also shown in the
15.4% NEET rate of 2013, which is higher than the EU level). These target groups are also
supported by several Government measures in 2015. Besides the measures described in the
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Chapter introducing the implementation of the country specific recommendation No 4, this
objective is also targeted by the programme supporting the extension of the SMEs’
production capacity and the developments aiming at creating jobs (45) in the period of
2015-2018, which provides investment support for applying modern technology and
investing in machines for the enterprises operating in free entrepreneurial zones, so
targeted development of the disadvantaged regions is in progress. According to previous
similar experiences, between 2010 and 2014 more than 3700 enterprises were granted
support, so about 22 thousand new jobs were created and more than 45 thousand jobs were
managed to be retained.

In order to reach the employment target and to extend the primary labour market
employment, the Government has taken in and plans several measures for 2015, which can
be categorised in three big groups based on the employment situation of the target group.

The first step is to provide the possibility of temporary employment for the permanently
unemployed or inactive (with low level of education, the Roma, those living in regions with
high unemployment) by strengthening public work. In 2014 the average number of public
work participants was 178 thousand persons, i.e. it has increased 41% on annual basis.

The next step is to enhance the instruments promoting transition from public work to the
primary labour market, which has been achieved by increasing the number of those
involved in the training programmes, by improving the quality of the trainings and through
the improvement of the recruitment conditions. (See detailed in Subsection I11.4)

In addition, the strengthening of the self-sustainability of social economy is complemented
by the encouragement of social enterprises (46) through supporting the production of
marketable products and services. This scheme implemented with the co-finance of the ESF
makes the intermediary labour market employment of the public workers possible, and may
later contribute to their appearance in the open labour market, thus decreasing the
unemployment of the area as well as contributing to the decrease of poverty risk.

The most important aim is to promote employment in the open labour market, thus the
active labour market measures supported by the state have been strengthened (see detailed
in Subsection 1ll.4); the Government also promotes job creation with several measures
(reducing taxes on labour, tax allowances for enterprises, economic development and
investment supports etc.). In addition, by providing services promoting lawful employment
(47), both employees and employers get legal and taxation advice with the involvement of
social partners.

In the past 3 years the employment level of women has continuously increased in the ever
favourable labour market environment, in 2014 it reached 60% in the age group of 20-64,
which is the highest level for decades, and is a 3.3 percentage points increase compared with
2013 (after the 1.7 percentage points increase between 2010 and 2012). In comparison, in
2014 the index of the 28 EU member states increased to a lesser extent on average (2014: to
63.4%, which is a 0.8 percentage point increase on annual basis).

A further means of increasing employment is to encourage flexible employment (49) and to
support the reconciliation of work and family life related and workplace tasks (48). In
order to support the employment of women, the childcare fee (GYED) extra has been

38



available since 2014, which continues to provide childcare support for mothers with
dependent children who start working. In addition, as part of the Job Protection Act, the
Government grants the employers a social security contribution allowance if they employ
women with dependent children. (The measure and the family tax allowance are detailed in
the Subsection I1.3 on taxation.) Besides, the targeted developments of day care continues
partly because of the introduction of the childcare fee (GYED) extra; one of the most
important elements of the concept thereof being prepared and expected to be adopted at
the end of 2015 will support children living in deprived settlements. Within this framework,
further 17 thousand childcare places will be created and thus the number of places will be
increased to 60 thousand nationwide. The programme to encourage flexible employment
and the creation of a family-friendly working environment, supporting the employability of
parents with young children, was announced in 2014. In the framework of the programme,
the participating companies make a plan for the introduction of a flexible and family-friendly
workplace environment, and then they may get a subsidy for the implementation. The
measure is expected to concern at least 10 thousand employees (some of whom are parents
with young children) by auditing 200-500 enterprises.

Increase in employment is fundamentally influenced by wages, particularly by the changes
to the minimum wage and to the guaranteed minimum wage. As of 1* January 2015, HUF
105,000 was set as the minimum wage, HUF 122,000 as the guaranteed minimum wage for
skilled labour. Setting the minimum wage and the guaranteed minimum wage was done
transparently. As the rate of wage increase highly depends on the economic potential of the
private sector, the Government consults with the actors of the business sector within the
frameworks of the Permanent Consultation Forum of the Competitive Sector and the
Government (VKF). The Forum is a tripartite body, which made a proposal for increasing the
minimum wage having taken into consideration the position of the trade unions and the
employers, as well as inflation, economic productivity and real wages (i.e. purchasing
power). Then there was a more wide-scale consultation with the social partners — with civil
organisations among others — within the frameworks of the National Economic and Social
Council of Hungary (NESC). In a regional comparison, neither the level of the minimum wage
nor its proportion to average wages can be considered extremely low or high. The increase
in the minimum wage was moderate from 2010; the only extreme increase was caused by
the compensatory adjustment in 2011-12 due to the restructuring of the tax system. Except
for this, the growth was 3-5% annually. According to the data of Hungarian Central Statistical
Office (HCSO), gross average wage increased by 4.5% in the private sector excluding public
work, whereas the increase of minimum wage was only 3.57% in 2014 and 3.45% in 2015.

The related training measures and the further specific measures promoting employment that
are closely connected to the country specific recommendations No 4 are presented in
Subsection 11.4.

The national targets described in the Europe 2020 Strategy are supported by several further
measures, which are presented in more detail in the table in Annex 2.
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IV.2. Facilitating Research and Development

As part of the research and development objective of the Europe 2020 Strategy, Hungary has
assumed to increase the level of research and development expenditures to 1.8 % of the
gross domestic product by 2020.

In calculating the preliminary GDP data, the R+D expenditures amounted to 1.44% of the
gross national product (GERD index™®) in 2013, which has been increasing in the past years (it
was 1.3% in 2012; 1.22% in 2011; 1.17% in 2010). The composition of GERD is more
favourable, the drivers are primarily the enterprises and foreign sources. In 10 years the
number of researchers increased by 10,000in Hungary and it exceeded 25,000 in 2013. *°

R+D expenditures in ratio of the GDP
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Building upon the S3 and the RDI strategy, the aim of the Government is to support
research-development to a greater extent than in the previous period. A significant change
compared to the approach in the previous period is the greater emphasis on the support of
the scientific, non-profit sector besides the corporate sector. A further goal is to increasingly
encourage the networking of SMEs and their cooperation with companies.

The Hungarian institutional system of RDI changed significantly in 2015." By merging the
National Innovation Office, the Hungarian Scientific Research Fund and the department of
the Research and Technology Innovation Fund (RTIF), managed by the Prime Minister’s
Office, the National Research, Development and Innovation Office (NRDIO) has been
established, and - as the legal successor of the previous RTIF - the National Research,
Development and Innovation Fund (NRDIF) has been established. Thereby, the previously
fragmented RDI policy and funding has been placed under a single management. The most
important advantage of the established organisation is that it standardises the aid funding

> Gross Domestic Expenditure on R+D
16 Calculating with full-time work equivalent
7 Act LXXVI of 2014 on Scientific Research, Development and Innovation
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scheme and integrates the RDI policy and funding into one organisation, thus allowing the
more efficient and coordinated use of resources.

In 2014, the National Smart Specialisation Strategy (S3 strategy) was finalised. The first
action plan of the strategy is expected to be prepared by the middle of 2015. The action plan
sets the focuses on the implementation of the strategic objectives, identifies those affected
and responsible, allocates the resources needed for the fulfiiment of the aims and proposes
changes for the management, regulation and administrative procedures. (50)

The so-called R+D Competitiveness and Excellence Cooperation programme, supporting the
research-development activities of strategic importance, was announced at the end of 2014
and allocates HUF 7.2 billion. Within its three sub-programmes ((1) Health care industry R+D
projects; (2) Energy R+D projects; (3) Management technique R+D projects), primarily top-
down initiated projects of national significance and major importance for research-
development and for the industry may receive support. Support for 3-12 tenders, 1-4 per
sub-programme, may be expected. (51)

In November 2014, the Hungarian Academy of Sciences published its call for tender to
establish Momentum (Lendiilet) research groups in research centres, research institutes of
the HAS and at universities. The call provides support for a period of 5 years for groups
formed to research new topics in the host research centres/institutes. In 2015, 8-12 research
groups could be supported from the allocated 400 million HUF. (52)

In 2014, the Government made a decision on the appropriation of HUF 12 billion to support
the National Programme in Brain Sciences. The strategic objective of the “A” sub-
programme managing HUF 6.4 billion is to strengthen the research centres/institutes
belonging to the international front line by introducing new topics and technologies; the
objective of the “B” sub-programme with a total budget of HUF 5.6 billion is to turn back
brain-drain by inviting and employing researchers working abroad. (53)

The R+D tax incentive (thus claiming the tax relief in case of R+D activity) is still an important
element of the domestic support policy. The tax relief extended to the researchers
participating in doctoral programmes in 2014 is being claimed by more and more companies:
last year the relief was provided in cases of more than 800 employees having a PhD degree,
and 60 researchers participating in doctoral programmes.

The R+D rating system is added to the tax incentive. The overall assessment of the R+D
classification system was carried out in the last quarter of 2013. The assessment revealed
that the demand of the enterprise classifications shall be prepared not only at the request of
authorities and courts, but also of third parties, enterprises. This possibility was opened by
the Hungarian Intellectual Property Office in 2014, and it has already prepared official
expert’s reports in more than half a hundred cases.

In 2015-16, the following major innovation-related measures are expected using EU and
domestic resources:

Supporting R+D+l activities carried out individually or in cooperation in the framework of
both combined credit products and using grant type supports. The aim is that innovative
enterprises (including the suppliers) will further develop their existing, marketable products,
and introduce improved products in the market. (54, 55)
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In order to build up the innovation start-up and spin-off ecosystem, a programme is being
launched in 2015, which - beyond setting up the technological incubators and filtering the
ideas - provides direct support for starting technological enterprises for the initial phases of
their business (56). So-called innovation vouchers are to be announced in a system of
simplified call for tender. The tender aims to encourage and enhance the companies’ R+D
activities by supporting the purchase of innovation services. (57)

In Hungary, the rate of the innovative enterprises cooperating with publicly financed
research institutes or with the Government is low. The R+D Competitiveness and Excellence
Cooperation Programme (58, 59), with a budget of HUF 25 billion, will support large projects
for research-development and the industry which are implemented in broad cooperation. In
the summer of 2015 there will be a similar call for proposal with a budget of HUF 15 billion,
but this will primarily focus on finding an answer for a certain social problem. The
programme for strengthening R+D infrastructure (60) aims to create modern research
infrastructure necessary for the competitiveness of knowledge institutions. The programme
for the promotion of the development of international R+D relationships (61) contributes
to the expenses of researchers participating in research carried out in the framework of
bilateral Scientific and Technological (TET) cooperation. Furthermore it supports the
Hungarian partners of projects, and the project preparations within the HORIZON 2020
programme and other common EU initiations.

The strategic R+D workshop excellence programme, with a budget of HUF 10 billion, aims to
establish and renew higher education research groups by taking the burden of lectures off
the researchers with outstanding performance and also young talents by calling them back
from abroad, by keeping them in the country and by providing resources. (62)

The programme entitled “Higher Education and Industrial Cooperation Centre — Research
infrastructure development” aims to strengthen the relationships between higher
education and companies. The support provides instruments for the cooperation centres of
the faculties of some universities with technical orientation, providing the necessary spaces
and qualified human resources. The centres provide equipment and research assistance for
the R+D activity of the local SME sector; they facilitate a more intensive knowledge flow
between the sectoral actors, reconciliation of training and R+D activities, and their more
intensive involvement in international programmes. (63)

The major project of ELI laser research centre (ELI-ALPS) implementation phase 2 is going
to be implemented with a budget of HUF 35 billion. The large world-class research
infrastructure assists Hungary and the Central Eastern European region to become a major
actor of the European Research Area, thus contributing to the increase of Europe’s role in
the global R+D sector. The project is a milestone from the perspective of the entire
Hungarian research-development ecosystem. (64)

In accordance with the objective of the ESFRI (European Strategy Forum on Research
Infrastructures), a Research Infrastructure Roadmap is being prepared by the end of 2015.
The roadmap will show the research infrastructures to be developed at national level, the
possibility of their connections with other EU (e.g. ESFRI) infrastructures, and the magnitude
of resources. The roadmap serves as basis for decisions regarding international research
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infrastructure-related organisation membership fees and on joining these organisations, and
also serves as a basis for development decisions. (65)

In the upcoming two years, the introduction of the Pre-commercial Procurement (PcP) is
also planned. In 2014, the PcP procedure was included in the S3 strategy as a pilot project
proposal of a new instrument to be tested; it is expected to be launched in 2016.

The national targets drafted in the Europe 2020 Strategy are supported by several further
measures, which are detailed in the table in Annex 2.

IV.3. Climate and energy policy

In 2010, as part of the energy and climate targets of the Europe 2020 strategy and in
adjusting to the domestic potential, Hungary assumed to raise the proportion of the
renewable energy sources to 14.65 per cent, to achieve a 10 per cent overall energy saving
and increase its greenhouse gas emissions in sectors outside the scope of the EU Emission
Trading Scheme by no more than 10 per cent (compared with the 2005 level) by 2020.

The Hungarian energy policy is based on the National Energy Strategy which extends to the
period until 2030. The document identifies the major challenges to be faced by the area, the
growing lack of fuels at a global level, the significant contribution of the use of fossil fuels to
climate change and the country’s problem of import dependence at a national level. In line
with these, the strategic objective is to provide a safe and affordable energy supply for the
population and enterprises while taking into consideration the geographic characteristics of
the country and the possibilities provided by technical development. The increase of the role
of the renewable energy sources and the increase in energy efficiency play a crucial role in
using the European Union resources available for the period of 2014-2020. It shows the
commitment of the Government that besides the Environmental and Energy-Efficiency
Operational Programme, the increased application of the renewable energy sources also
appears in other Operational Programmes (TOP, CHOP, EDIOP) as an objective to be
supported, thus multiplying the sum of aid resources previously available to the area. In
Hungary the potential of renewable energy sources is significant regarding heating and
cooling. In addition, it is also an important aim to make electro-mobility popular and to
enhance its permeation.

The act of setting the energy efficiency target value of Hungary is based on the forecast of
primary energy consumption by the National Energy Strategy adopted in 2011. The 2020 and
2030 scenarios of the Energy Strategy were made during the early stages of the global
economic crisis, therefore it has become necessary to update energy consumption scenarios.
The new primer energy saving target for 2020 is 92 PJ, which was based on the difference
between the ‘Business as usual’ and the ‘Joint effort’ primary energy consumption scenarios,
the latter represents the projected energy efficiency efforts of Hungary by 2020. Considering
the basis year of 1990, which is the basis for the target of greenhouse gas emission as well,
this means a 16.2% energy saving regarding the primary energy consumption by 2020. On
the basis of the PRIMES model’s energy consumption data of 2005, the energy efficiency
target is 10.4% by 2020. When finalising the new National Energy Efficiency Action Plan
(NEEAP 11I) and the Renewable Energy Utilisation Action Plan (REUAP), we are taking into
consideration the energy prognosis values of 2020.
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According to the newest data available at the closing of this document, the proportion of
renewable energy increased to 9.8% within the total gross energy consumption in 2013,
continuing the favourable trend of the previous years. This is a 0.3 percentage point increase
compared with 2012. In 2013, the application of the renewable energy sources within
electricity production was extended by 3.69 %.'® This year, the utilisation of non-multi-fired
(clean) biomass, of solar energy and of the biologically dissolving communal waste has
significantly increased regarding both inbuilt capacity and electricity production.
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Energy usage stagnated in Hungary in 2013; the primary energy consumption decreased
from 21.7 million tons of oil equivalent (TOE) in 2012 to 21. The final consumption slightly
increased from 14.8 million TOE to 15 TOE.*

In the sectors outside the scope of the EU emission trade system (EU ETS), the greenhouse
gas emission further decreased from 43.56 million tons of CO, —equivalent in 2011 to 40.72
million tons of CO,—equivalent in 2012.%°

The revision of the Hungarian Renewable Energy Utilisation Action Plan is in progress. (69)
The new energy saving objective, the utilisation of the technological developments, the
consumers’ load bearing capacity, the complex interaction of biomass utilisation between

® HEPURA data http://www.mekh.hu/adatok-statisztikak-2/sajto/sajtokozlemenyek-2/1002-142-gwh-val-nott-
a-tisztan-biomassza-alapu-villamosenergia-termeles-2013-ban.html
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agriculture and rural development and the domestic and EU resources for the period of
2014-2020 are the aspects of the document revision.

Since 2014, one of the key resources of the support programmes enhancing the application
of renewable energy sources (70) has been the Green Economy Financing System (GEFS),
which is going to be financed by the quota revenue from the EU emission trade system. The
utilisation of renewable energy sources also plays a key role in the operational programmes
of TOP, EDIOP and CHOP besides the operational programme of EEEOP in the use of the ESI
funds available in the period of 2014-2020. In addition, the pre-notification of the regulatory
concept regarding the premium scheme of electric power and heat produced from
renewable and alternative energy resources (METAR) is in progress. The draft of the new
concept may be sent to the Commission in June 2015 as a formal notification procedure.
After the approval by the Commission, the Government may adopt the METAR in the form of
a Government Decree in 2015 which may enter into force on 1* January 2016.

In line with the European Union objectives promoting electro-mobility, the preparation of
the Jedlik Anyos Plan (JAT) is in progress. Within the framework of the JAT, the primary aim
is to support the R+D+l activity linked to the dissemination of electro-mobility in order to
enhance the domestic production. In addition, it is necessary to train professionals and
technicians who may mean added value in carrying out research-development tasks also at
an international level. A further step will be to examine the role of public transport in e-
mobility and its possible applications in order to enhance its financing and its involvement in
the operation of international and EU organisations (e.g. European Green Vehicles
Initiatives). The further directions of the plan are to enlarge the electronic mobility
infrastructure bearing significant industry development potential, to enhance project
financing and to define the pilot projects and enhance their financing (71).

The national targets drafted in the Europe 2020 Strategy are supported by several further
measures, which are detailed in the table in Annex 2.

The measures aiming at encouraging energy efficiency, the adoption of the National Building
Energy Strategy, the professional finalisation of the Warmth of Home Programme improving
the energy efficiency of residential buildings and households, the National Energy Efficiency
Action Plan Il (NEEAP Ill) and transposing the Directive 2012/27/EU on “new energy
efficiency” into the national law are detailed in Subsection Ill.7 on the enforcement of the
country specific recommendations.

IV.4. Education

As part of the Europe 2020 target aimed at the improvement of the level of education, Hungary
intends to increase the share of the population (aged 30-34) having tertiary level or equivalent
qualifications to 30.3 % and to reduce the early school leaving rate®® (in the age group of 18-24) to 10
% by 2020.

Regarding the fact that the country specific recommendations of 2014 include several
recommendations on the decrease of the rate of early school leavers and the increase of higher

! The of the young between the ages of 18 and 24 who do not have upper-secondary qualification, and do not
participate in education, training at the time of the data collection. The definition of upper-secondary
qualification: completed secondary education, or OKJ level 3 vocational qualification.
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education qualifications, and the steps towards the implementation of these recommendations are
mostly in accordance with the measures for achieving the Europe 2020 education targets,
consequently each measure related to education is detailed in Subsection Ill.6. The measures against
early school leaving drafted in the mid-term Strategy aimed at reducing the number of early school
leavers and the Public Education Development Strategy and in the framework strategy of the lifelong
learning policy, the extension of quality early childhood education, the complex schemes and
scholarship programmes for the success in school of disadvantaged and multiple disadvantaged
students (Utravalé (Road to) scholarship programmes, pedagogical programmes for integration,
Arany Jdanos programmes, Tanoda programmes, Second Chance, Roma colleges for advanced
studies), and the measures for preventing segregation and strengthening integration are of these
types. The introduction of programmes and scholarships — as the Bursa Hungarica, mentor
programme — which aim to increase the rate of those having tertiary qualification or a qualification
equivalent to higher education and to support the disadvantaged students, and the programmes
aiming to develop foreign language knowledge, and the vocational training in higher education, the
strengthening of the non-formal and informal learning, and the introduction of the dual training
system are also detailed there.

IV.5. Social inclusion

As part of the Europe 2020 Strategy poverty target, Hungary intends to decrease the poverty
rate of families with children, the total number of people living in income poverty, severe
material deprivation or in households with low work intensity by 20-20% by 2020; that is (by
filtering the overlaps of the population covered by the three indicators) equivalent to lifting
450 thousand people out of poverty.

According to the latest data of the HCSO, in Hungary 31.1% of the total population, i.e.
3,044,000 people were affected by at least one dimension of the risk of relative income
poverty or social exclusion, which is lower by 2.4 percentage points, i.e. by 241,000 persons
than in 2013. Regarding this 31.1% by different dimensions: the rate of those living in
households with low work intensity decreased by 0.3 percentage points, the rate of those
living in severe material deprivation decreased by 2.9 percentage points, however, the rate
of the population in relative income poverty increased by 0.3 percentage points. The number
of those living in families with dependent children affected by income poverty also increased
compared with 2013. (2013: 983,075 persons; 2014: 1,041,737 persons) The number of
those stricken by all three poverty dimensions was 461 thousand persons, i.e. 18 thousand
persons more than in the previous year. Examining the data of the elements of the material
deprivation index of 2013 and 2014, it is considered that in the bottom three deciles the rate
of those for whom “affording heating to keep the house warm” or for whom “the utility bill
debt” is a problem, decreased. The household expenditure data in 2013 and 2014 shows
that, within the total expenditure, the rate of “flat maintenance, household energy costs”
decreased also in the bottom three deciles.?? The impacts of government utility price cuts
are very likely play a key role in the improvement of all three indexes.

The Government adopted the updated version of the National Social Inclusion Strategy in
September 2014, which was reviewed on the basis of new statistical and research data and
policy developments. Its substantial elements, including the basic structure, the system of
objectives, the vision and the intervention logic, had not changed. The Strategy continues

> HCSO HU-SILC survey
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the long-term inclusion policy, which intends to achieve a basic change of attitudes in the
policies against poverty and in Roma policy.

It is important to emphasise that the measures of social inclusion have their effects primarily
in the medium and long term. Therefore, it is necessary to ensure the continuity of particular
measures, by taking into account former experiences, and by building the measures on each
other, which we expect to result in the improvement of the efficiency and effectiveness of
these interventions.

Among the measures aiming at the inclusion of the Roma population and disadvantaged
children, the programme entitled “Growing chance — the Roma’s training embedded in
employment” (72), which focuses on the improvement of the low employment rate of Roma
women, has to be highlighted. In the Roma community the employment rate of women is
less than 20%. Prejudice often hinders their participation in the labour market. Roma people
living in a peripheral situation often do not access basic public services; they hardly use them
due to lack of information or distrust in institutions. The intervention, building on the
measure of the previous programming period with a similar name, intends to mitigate these
problems together by employing about 450 Roma people in the public service (e.g. social,
child welfare, health care and public education institutions) and by training them. The
novelty of the measure compared with its antecedent is that the employment of the target
group, supported by wage subsidies, starts immediately, and the employer must enrol the
employee in a training course appropriate for her field of activity. The cost of the training is
also covered by the programme. Through this it is ensured that the employee becomes the
most appropriate person fulfilling the job requirements, and, after finishing the programme,
further employment may also be made possible. The measure entitled the “Roma mentor
network development” (73) is the follow-up of the measure called the “Methodological
support of Roma inclusion”. The latter scheme provided for the establishment of networks
helping the Roma, e.g. network for temporary agency work, network of Roma early
childhood development institutions, network of Roma public education institutions and the
Roma Pedagogical Service Institution. Especially in case of Roma communities, the
experience of previous developments shows that even developments aiming specifically at
disadvantaged situations and territories hardly reach multiple disadvantaged people to a
sufficient extent. Therefore, the new measure, on the one hand, helps by facilitating
mechanisms so that the programmes, for activation and for creating opportunities, as well as
the information are accessible to the Roma, which allows them to participate in the
programmes. On the other hand, it supports the voluntary cooperation of Roma women,
their more active and conscious role in social and public life. In Roma communities, the
number of civil organisations is very low, especially among Roma women, similar to their
employment rate. Out of the 127 Roma civil organisations, there are only 5 Roma women’s
associations in the country. As a result of the intervention, 80 Roma mentors are expected to
work for five years, and at least one Roma women’s association will be established. Some
problems included in the local equal opportunity programmes can be tackled by the
cooperation of several local governments, and other local actors (civilians, economic
operators, churches, etc.), in a more efficient way. In order to facilitate this, the measure
“Support regional cooperation in order to coordinate local equal opportunity programmes
at district level” was launched in July 2014 (74).
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To facilitate the social inclusion of disadvantaged children, the Government has set the
objective to support the reconciliation of family and work tasks and to help children living
in disadvantaged settlements at as early of an age as possible. This measure is detailed in
Chapter IV.1.

In order to prevent the regenerating of children’s deprivation and to increase the children’s
chances, the integrated regional child programmes (75/a), launched between 2007 and
2013, are going to be further developed and extended, so that children living in families with
difficulties shall have the chance to break out of this situation and to be included in society
from early childhood until adulthood. The regional programme “Let it be Better for our
Children” has reached more than one-third of the children in small regions so far. This
measure provides for making the services that are important for children and families with
children available, expanding their capacity, developing abilities, supporting career
orientation, organising leisure activities and camps, improving housing conditions and
screenings. Through the measure “Professional and methodological support of local and
regional programmes enhancing children’s chances” (75/b), planned as the continuation of
the programme “Let it be Better for our Children”, the Government provides permanent
professional support in 27 disadvantaged target areas (districts), in 114 earlier established
and 50 new “Sure Start Children’s Houses” (Biztos Kezdet Gyerekhdaz), and, according to
plans, in 80 small settlements, characteristically in the peripheral regions of the country,
which are difficult to access. The programme contributes to developing an approach at the
level of local projects, which, on the one hand enhances the strength of self-care of the
families bringing up children and parental safety, and on the other hand it creates a real
cooperation between the local actors dealing with children (professionals and decision-
makers, civilian, religious and state, local government organisations). The Early Childhood
Programme (76/a), being implemented from EU resources and expected to close in 2015,
focuses on the healthy start of life and successful start of school for every child, but
especially for the children in need of special support, aged 0-7, by tracking the children’s
development. The programme aims to develop and deliver a unified and up-to-date
knowledge and methodology for filtering children with developmental disorders, and to
provide them with appropriate care in time. The measure of the “Systemic development of
early childhood intervention” (76/b), applying intersectoral approach, was launched in 2015
as the follow-up of the Early Childhood Programme being implemented only in the health
care sector. This is an intervention based on taking joint measures in several policy fields
(education, social, health care), and aims at organisational, system development and
operational activities. Within this framework, common professional protocols are
elaborated, common child path is applied, a unified filtering, measurement and assessment
system is established, and the training of professionals working in different sectors is
provided.

In order for the targeted support of children in need, the Government has significantly
expanded the in-kind benefits (77) regarding both meals and textbook supply. In 2010, the
state budget earmarked HUF 28.7 billion for the child-food provision tasks of local
governments, which increased to HUF 52.6 billion in 2014, and is increasing to HUF 58 billion
in 2015. With regard to the key objective, namely that no child shall starve, the budget of
summertime child food services will have increased from HUF 2.4 billion to HUF 3 billion by
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2015 (77/a). The Government intends to take further measures in order to expand the free
child food services from 1% January 2016% (77/b). The amendment of law enters into force
on 1July 2015 and fits into this process. According to this, 100% normative benefits for child-
food services can be claimed in case the child being raised goes to nursery, kindergarten or is
a pupil attending full-time school education, and in case of young adult receiving aftercare
and has an official pupil status and receives full-time education (77/c). Textbooks are free for
those pupils who are receiving foster care or aftercare and get a full-time education.

The social assistance scheme has significantly changed since 1% March 2015, which is
detailed in Subsection 111.4.

23 1732/2014. (XII. 12.) Government Decree
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V. INTRODUCTION OF FURTHER REFORM MEASURES
V.1. Health

In the field of health, the fundamental aims of the Government are to improve citizens’
health status, to increase the number of healthy life years, to decrease regional health
inequalities, and to improve the operational effectiveness of and appropriate access to the
health system.

Based on the Eurostat data, life expectancy at birth increased between 2004 and 2012. In
order to improve the health status of the population, several internationally acknowledged
governmental measures have been created. The introduction of the public health product
tax, making the act on the protection of non-smokers more stringent*, the regulations on
limiting the maximum trans-fatty acid content of food-staffs, and stricter nutritional health
rules regarding public catering may be mentioned among the most important ones.

The Government is committed to transforming the health care system while focusing on
public health aspects. Placing the primary care system on a new bases (79) is currently in
progress, aiming at, on the one hand, making the general practitioner profession attractive
for medical doctors, and, on the other hand, strengthening this form of care in a way that
within the framework of primary care competences, general practitioners should be able to
provide treatment for patients to the greatest possible extent, thus taking the burden off
from outpatient and inpatient care. In order to decrease regional inequalities of primary care
provided by general practitioners, the general practitioner services having treatment
obligation covering settlements of the most deprived subregions are entitled to a 50% higher
fixed fee. Also, as a result of the so called Practice programmes, the practice change
programme and the settling-in allowance, the treatment in the practices previously vacant
has improved significantly. Several measures support primary care and the gatekeeper
function, such as the introduction of performance based financing and the establishment of
the Health Promoting Offices (HPOs), which aim at strengthening prevention. Since autumn
2013, 61 HPOs have been established (20 of them in the most deprived subregions, and 41 in
regions where the GDP per capita is less than 75% of the EU-25 average).

Increasing effectiveness is a continuously present priority of health policy, which prevails
both in restructuring the health care system and in the field of pharmaceuticals (supporting
generic price competition, defined scope of active substance prescription). Outpatient
specialist care has received more resources for development as compared to its share in
current financing, and the efficiency gain developments affecting the whole institutional
system have been more emphasised, the effect of which will be experienced only after the
investments (development of health poles and oncological centres, institutional function
changes, ceasing parallel capacities, developing modern diagnostics) have been finished. The
transformation of the financing system of specialist care is currently in progress involving
certain actors of the health system — so the institutions themselves. Its aim is to establish a
sustainable, well operating institutional system reflecting balanced budgetary condition.
Approximately three-quarters of the health professionals have been given a pay raise in

* Due to making the act on the protection of non-smokers stricter, the rate of smokers decreased from 29% to
20.5%, and the rate of those smoking every day decreased from 28% in 2012 to 18.5% in 2013.
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order to tackle the migration of medical doctors. Due to the Resident Support Programme,
launched in 2011, the number of medical doctors requesting a certificate of conformity for
working abroad started to decrease from 2012, and the tendency is still the same. The
participants of the Programme commit themselves to work as a specialist in a publicly
financed institute in Hungary after they have obtained the professional qualification, for a
period corresponding to the length of the period of the scholarship, and to not accept
“parasolvency”(informal payment). These measures are concerned as milestones in
eliminating the “gratuity” impeding equal access to health services.

V.2. Broadband Internet

It is a priority objective of the Government to support the integrated info-communication
developments in order to encourage the development of broadband infrastructure. This
strategic decision was set in the Government Decree 1162/2014 on the National Digital
Development Programme. The concrete tasks regarding the implementation are set in the
Government Decree 1631/2014 (XI.6) on the Implementation of the National Digital
Development Programme, inter alia, the Super-Fast Internet Project (SIP) (80), which, as a
pioneer in the European Union, aims to build a broadband infrastructure (at least 30 Mbps)
covering the whole country by 2018, which will be possible by building the Next Generation
Access Network (NGA). The network coverage of the households capable of this speed is
59.7-75.7%.% Within the framework of the Super-Fast Internet project being implemented
as part of the National Digital Development Programme, approximately 1 million households
are to be supplied with next generation access network by 2018.

> Source: Digital Agenda Scoreboard. The research on the NGA coverage survey is currently in progress; it will
give a more precise picture of the coverage of the households with the new generation network.

51



VI. CONSISTENCY WITH THE USE OF EU FUNDING PRIORITIES REGARDING THE

PROGRAMMING PERIOD OF 2014-2020

on 11* September 2014, Hungary and the European Commission signed the Partnership
Agreement regarding the period of 2014-2020, and the Commission approved the
Operational Programmes detailing the development directions at the beginning of 2015.
When planning the National Reform Programme of 2015, similarly to the previous years, we
have considered the country specific recommendations, the HORIZON 2020 objectives and
the guidelines and measures drafted in the Partnership Agreement and the related
Operational Programmes by building on the demands and challenges drafted in the
assessment — thus providing for the consistency between the documents and exploiting the
possible synergies.

Based on the programming documents, Hungary spends 60% of the European Structural and
Investment Funds available between 2014 and 2020 on economic development, which is a
significant increase compared with the previous period. The strong necessity and emphasis
on economic development has been justified by the growth coercion of the domestic
economy and the economic development effects of previous ESI funds being far from
optimum and thus lagging behind expectations. The overall development objective defined
in the Partnership Agreement on the highest level is growth built on the sustainable, high
value-added production and the expansion of employment. The National Reform
Programme follows and is in compliance with the priorities and emphases set in the
Partnership Agreement.

Consistency between the National Reform Programme and the Partnership Agreement
alongside the 11 thematic objectives:

1. Strengthening research, technological development and innovation

In the period of 2015-2020, greater emphasis is placed on the increase in domestic
economic growth, which also manifests in the fact that the resources devoted to this field
have increased by more than double. The measures set in the National Reform Programme,
in accordance with the EU documents and the Commission’s and domestic assessments,
aim primarily at networking, encouraging cooperation, supporting the enterprises
experiencing different life phases in a more focused way, the quality development of R+D+|
infrastructure, and on the whole the more efficient implementation of RDI appropriations.
The Research Infrastructure Roadmap is going to be prepared this year, which reviews the
research infrastructure to be developed at the national level (65). In the planning of R+D
financing, a new element also appears at strategic level, planning with a focus on
technology. It is @ major innovation that in the future the R+D+I activities are to be granted
aid alongside a strategy being built up on regional basis - the so-called Smart Specialisation
Strategy - the action plan which will be prepared by the middle of 2015.

2. Enhancing the access to, the use and quality of information and communication
technologies (ICT)

The lack, potential and development needs of infocommunication are identified by the
National Infocommunication Strategy 2014-2020. The Partnership Agreement and, in
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accordance with it, the National Reform Programme also build on the directions set by the
document. The Super-Fast Internet Project (SIP) (80), defined under the topic of ICT in the
National Reform Programme, as a pioneer in the European Union aims to provide the
building of the infrastructure providing a broad band (at least 30 Mbps) covering the whole
country by 2018, which will be possible by building the New Generation Access Network
(NGA) .

3. Enhancing the competitiveness of small and medium enterprises, the agricultural
sector, fisheries and the aquaculture sectors

In the 2014-2020 period, one of the most important aim is the development of small and
medium sized enterprises. A significant part of the SMEs’ resources can be claimed through
research, development and innovation (thematic objective 1), energy (thematic objective
4), information and communication technology (thematic objective 2), and employment
(thematic objective 8) developments. Besides the above mentioned thematic focuses it is
also an important expectation set in the Partnership Agreement to renew the general SME
support activities and to create a more strategically considered intervention logic. In
addition to the several measures of the National Reform Programme supporting the SMEs,
the following measures shall be emphasised: the measure for supporting the young to
become entrepreneurs (16/b) and the measures for developing the business environment
(Simplifying qualification requirements, Developing entrepreneurial incubators,
mentoring, supporting market entry, computerisation of public procurements, etc. (22,
23, 25, 26, 27, 28, 29). A significant emphasis is placed on the anti-corruption measures in
2015 (24).

4. Supporting the shift towards a low-carbon economy in each sector

In accordance with the National Energy Strategy, measures of the Partnership Agreement
related to this thematic objective also aim to increase energy efficiency (primarily increasing
the energy efficiency of the existing buildings), to encourage the application of renewable
energy, to support the energy development of SMEs, to increase the energy efficiency of
the means of production and agricultural buildings in the energy usage of agriculture,
forestry and food industries, and to exploit the utilisation of agricultural by-products in
energy production in a better way. In accordance with this the measures set in the National
Reform Programme are, among others: the finalisation of the National Energy Efficiency
Action Plan Ill (41) and the schemes promoting the application of renewable energy
sources (70), which in the course of using the resources available in the period of 2014-
2020, besides the operational programme of EEEOP, also play important roles in the
operational programmes of TOP, EDIOP and CHOP.

5. Promoting climate change adaptation, risk prevention and management

The Hungarian energy policy is based on the National Energy Strategy covering the period
up until 2030. The Partnership Agreement, in accordance with this document, and building
upon the challenges identified therein, sets the improvement of flood protection safety, the
establishment of the multiple, integrated regional water management, and the
development of the adaptability of agriculture as a main objective. The measures set by the
National Reform Programme are also in accordance with this (the review of the Hungarian
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Renewable Energy Utilisation Action Plan (69), Schemes enhancing the application of
renewable energy sources, etc. (70)).

6. Protecting the environment and promoting resource efficiency

The focus of developments is on the strengthening of agriculture-environment protection
and the development of water utility regarding agriculture and rural development, and thus
the appropriation to the Water Framework Directive, the development of wastewater
management systems, and the development of urban environment. The developments
regarding waste management support the competitiveness of small and middle sized
enterprises and employment, and are thus closely connected to the National Reform
Programme.

7. Enhancing sustainable transport and removing bottlenecks in key network
infrastructures

The National Reform Programme includes several measures which promote the
sustainability of public transport through the improvement of more cost effective services
(reorganisation of MAV, merging Voldn-companies into 7 regional companies (44)). All
these measures may contribute to the objective, appearing in the Partnership Agreement,
that the Hungarian proportion in public transport, higher than the EU average, shall be
sustained further.

8. Promoting sustainable and quality employment and labour mobility

In the period of 2015-2020, the ESI funds have a great importance in supporting the
economic development measures encouraging the creation of jobs and employment (SMEs
development, strengthening RDI sector, developing major industries and industrial regions),
in strengthening the active labour market policies, in developing social economy and in
supporting vocational and adult training system adjusting to economic demands. The
National Reform Programme in accordance with the Partnership Agreement and the
recommendations, puts great emphasis on the support of the programmes helping activate
the disadvantaged groups regarding the labour market (the active labour market
programme for the disadvantaged (17), for the strengthening of measures helping the
unemployed and inactive find a job, supporting the appropriate employment of the young
(Youth Guarantee elements), and the development and improvement of the services of the
employment service).

9. Strengthening social inclusion, combating poverty and discrimination

This thematic objective of the Partnership Agreement, and also the National Reform
Programme, strongly builds upon the updated version of the National Social Inclusion
Strategy adopted in September 2014, which was updated on the bases of the new statistical
and research data and policy developments. The Strategy continues the inclusion policy
planning for long-term which intends to achieve basic change in approach in the policy
combating poverty and the Roma policy. The interventions targeting social inclusion aim at
the critical segments of the poverty stricken population. The measures, in accordance with
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the Europe 2020 target intend to achieve the strengthening of social cooperation by
increasing the rate of Roma employment (72), by the developing support networks (73),
by supporting task reconciliation of family and workplace (48), by helping the children in
deprived settlements at an age as early as possible (76) and by integrated child
programmes (75) in 2015.

10. Investing in education and training, including vocational training in order to develop
skills and for lifelong learning

In accordance with the National Programme, the key objective of the Partnership
Agreement regarding this thematic objective is to improve the ability of compensation for
the disadvantages of public education, and strengthen public education and higher
education excellence. The most important fields of improvement are still to increase the
opportunities of the disadvantaged, the Roma, and the disabled learners; the
methodological renewal of public education in order to compensate for disadvantages and
curb early school leaving; to improve education aiming and the strengthening of early and
social cooperation; strengthening competency-based education; supporting entering the
labor market with the help of the Youth Guarantee programme, or with other training
programmes; and the development of professional and key competencies.

11. Enhancing the institutional capacity of the authorities and stakeholders and its
contribution to efficient public administration

The guidelines regarding the thematic objective are set by the Magyary Zoltdn Public
Administration Development Programme adopted in conformity with the country specific
recommendations. The Partnership Agreement defines the developments in order to
perform the related country specific recommendation, which contribute to the complex
decrease of administrative burdens, to the increase of administrative and public service
transparency, to the establishment of a flexible public administration with a well-reacting
ability, to the increase of staff effectiveness, to the development of administrative services
and to the strengthening of the state’s feature of providing services.
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