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PPurPose and method  
of the analysis 

The state Audit office (sAo) pays special 
attention to monitoring whether the evolu-
tion of the public debt ratio is in line with 
the provisions of the Fundamental Law and 
the stability Act. As a token of its contribu-
tion to “good governance” as set forth in its 
strategy, sAo wishes to control the manner 
in which the state shapes the competitiveness 
factors that influence developments in GDP, 
i.e. the denominator of the public debt ratio. 
The objective of the project entitled “Aspects 
and focus areas for the audit of government 
measures influencing economic competitive-
ness in public sector audits” is to examine the 

areas and ways in which sAo audits can facili-
tate more effective and more efficient govern-
ment measures aimed at improving economic 
competitiveness. For this purpose, it is impor-
tant to explore and analyse the main factors 
that affect economic competitiveness focus-
ing, in particular, on the instruments available 
to the state to shape these factors. The set of 
instruments for government measures aimed 
at competitiveness must be evaluated.

In the context of this far-reaching project, 
for the purposes of audits on government 
measures to stimulate investment, this study 
is intended to offer general aspects for analysis 
and results that may help identify the areas on 
which public sector audits could and should 
be focused. To this end, the paper summarises 
the results of the following four avenues of 
analysis:
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•	trends in fixed capital formation and in-
vestment against the backdrop of the crisis;

•	evolution of the structure of whole-econo-
my fixed investment;

•	evolution of the structure of public sec-
tor investment and its institutional frame-
work; and

•	level and structure of investment grants.
The analysis of these topics covers the period 

between 2008 and 2013. During the analysis of 
certain topics, the review period is extended in 
order to present the prevailing trends and their 
developments. In other cases, when the analysis 
of the 2008–2013 period is not supported by 
comparable statistical data, the review period is 
limited to a shorter time horizon.

This approach to assisting public sector au-
dits is consistent with the direction of research 
and analysis focused on the impact assessment 
of the financial and economic crisis of 2008–
2009 in the area of capital accumulation and 
investment. This is an increasingly prevalent 
approach both in the international and Hun-
garian literature, given that the marked finan-
cial repercussions of the crisis resulted in a par-
ticularly steep slowdown in investment activity.

A wide variety of analyses produced by 
experts from international organisations, fi-
nancial institutions and the European un-
ion pointed out that the crisis hit business 
investment far more severely than GDP, and 
the growth rate of investment projects has 
remained below pre-crisis levels to date. Ac-
cording to the oEcD, this can be attribut-
ed to weak demand, the low level of capac-
ity utilisation, financial restrictions in several 
countries and increased uncertainty (oEcD, 
2014). The European commission reported 
that investment rebounded stronger in the us 
than in the euro area, which may reflect cycli-
cal factors relevant to the economic outlook, 
structural features and funding conditions 
(European commission, 2014). In the united 
states, the contribution of the capital factor to 

potential growth sank to the level of the Eu-
15 (Member states before the enlargement in 
2004), but well exceeded this level from 2012 
during the recovery. Between 2012 and 2018 
it is envisaged to nearly double the contribu-
tion observed in the Eu-15 (Halmai, 2014). 

only a few studies have so far provided a 
comprehensive analysis of the convergence 
of Hungarian investment trends in the con-
text of the economic policy of the govern-
ment (e.g. convergence programmes). In the 
framework of a risk analysis of the budget bill 
for 2012, the study by Báger – Galbács – Pu-
lay (2012) was the first to point out that the 
risk of sluggish economic growth is not only a 
consequence of declining export dynamics and 
household consumption, but it also reflects the 
insufficient growth of investment. Relying on 
an econometric method that draws on the re-
sults of trend analysis and uses, among other 
things, Monte carlo simulations, the authors 
demonstrated that, based on muted investment 
activity, the government’s GDP projections of-
ten proved to be overly optimistic. Martonosi 
(2013) examined developments in investment 
activity in international comparison before and 
during the crisis, focusing primarily on coun-
tries in the cEE region. In this regard, a study 
by Giday (2015), published simultaneously 
with this article, provides a noteworthy, multi-
faceted comparison between changes in the in-
vestment rates of the Visegrád countries.

trends in fixed CaPital formation 
and investment aGainst  
the BaCkdroP of the Crisis

Changes in fixed capital formation  
and investment

In the review period of 2007–2013, gross 
fixed capital formation declined by a total of 
17.2 per cent, surpassing the 3.3 per cent de-
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cline in GDP volume. Thus the assets invested 
in economic development could contribute 
to economic growth only in 2008 and 2013. 
In between, during the years of the crisis, the 
contraction in fixed capital formation put a 
downward pressure on GDP growth on the 
user side (Table 1). 2009 saw a sharp turna-
round: fixed capital formation decreased by 
8.2 per cent followed by a 9.5 per cent decline 
in 2010, translating into a 16.9 per cent de-
cline in fixed capital formation in the span of 
two years compared to a 5.8 per cent contrac-
tion in GDP volume.1

As shown on Chart 1, investment accounts 
for the vast majority, about 90 per cent of 
fixed capital formation, while the rest is com-
posed of intangible assets and assets acquired 
through financial lease. The parallel trajectory 
of the two indicators shifts in 2010: due to a 
steeper decline in the components other than 
investment, the level of fixed capital forma-
tion decreased more markedly than the vol-
ume of investment. 

The short analysis of the developments in 
gross fixed capital formation and investment 
reveals that development activity in the na-
tional economy diminished after 2008. The 
main reason for the downturn was the post-

crisis turnaround, the sheer magnitude of 
which posed a severe risk to economic de-
velopment. These repercussions of the crisis 
manifested themselves in the deterioration 
of demand factors, the drying up of develop-
ment resources, slack productive capacity and 
heightened political and economic uncer-
tainty – obviously, not only in the Hungarian 
national economy but also on an international 
scale. The volume of investment fell short of 
pre-crisis levels even as late as 2013 in most 
oEcD countries (see Chart 2).

Based on chart 2, in 26 oEcD countries 
the 2013 investment rate – investment as a 
percentage of GDP – fell short of the average 
value of the 1996–2007 period. In Hungary, 
the lag is 4.7 percentage points, the 9th high-
est value after such crisis-stricken countries as 
Ireland, Portugal, Greece and spain. By com-
parison, the lag amounted to 3.3 percentage 
points in the us, 3.2 percentage points in 
the united Kingdom, 3.1 percentage points 
in Italy, and 2.2 percentage points so far in 
Germany. It is also noteworthy that in eight 
oEcD countries – for example, in canada, 
Norway and Australia – the 2013 investment 
rate surpassed the average country rates re-
corded in the pre-crisis period. 

Table 1

Changes in the volume of gDP, gross fixeD CaPital formation  
anD investment

gDP

(previous year=100.0)

gross fixed capital 

formation

(previous year=100.0)

Contribution of gross 

fixed capital formation 

to gDP growth

investment

(previous year=100.0)

2008 100.9 101.1 0.8 100.4

2009 93.5 91.8 –2.4 91.9

2010 100.8 90.5 –1.8 94.9

2011 101.8 97.8 –1.1 95.5

2012 98.5 95.8 –0.7 94.8

2013 101.5 105.2 1.0 107.2

Source: own calculation and editing based on hCso data
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Chart 1

Changes in the volume of gDP, gross fixeD CaPital formation  
anD investment ComPareD to 2007

Source: own calculation and editing based on hCso data

Chart 2

investment as a PerCentage of gDP in 2013  
vs. 1996–2007 average

Source: oeCd, 2014

GdP          Gross fixed capital formation     investment
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Two special factors affecting investment

In respect of the evolution of the Hungarian 
investment rate, two special factors should be 
considered: the role of PPP investment and 
Eu grants.2 

Public-private partnership (PPP) invest-
ment had a significant weight in development 
in the period preceding 2010; the total capi-
tal value of PPP contracts amounted to HuF 
797.0 billion, 3.0 per cent of 2008 GDP (see 
Table 2). It should be noted that 7.4 per cent 
of this investment amount (HuF 59.0 bil-
lion) was budgetary capital investment, while 
the bulk of it, 92.6 per cent (HuF 438.0 bil-
lion) went toward private (entrepreneurial) 
investment, representing the contribution to 
public sector and business investment.

Table 2 reveals that the larger projects listed 
in the table accounted for 83.7 per cent of the 
total PPP investment amount, of which mo-

torways represented 72.4 per cent. outstand-
ing with an impressive share of 29 per cent 
is the M6 motorway construction (szekszárd–
Bóly). 

As the implementation of development 
programmes in the form of PPP projects was 
discontinued from 2010, this conceptual shift 
reduced the investment rate by around 0.5 per 
cent annually in the years following 2010. 

As regards the previously implemented 
PPP projects it should be pointed out that the 
service fee payments related to PPP projects 
(repayment of contract principal and the an-
nual fee of services provided by the projects) 
amounted to approximately HuF 142 billion 
(0.5 per cent of annual GDP) in each of the 
last three years; in other words, these projects 
contributed to the budget deficit with this 
amount.

Another important change in conditions 
affecting the growth rate of whole-economy 

Table 2

value anD serviCe fees of PPP investment

Capital value

2004–2010

service fee payment

2010 2011 2012 2013

Total 797.0 115.8 141.7 147.7 141.9

of which larger projects:

 m6 motorway (szekszárd–Bóly) 230.8 14.7 28.1 29.8 30.1

 m6 motorway (dunaújváros–szekszárd) 118.5 4.5 14.0 13.3 17.3

 m5 motorway (kiskunfélegyháza–szeged) 89.0 35.1 36.1 38.6 37.3

 M6 Motorway (Érdi tető–Dunaújváros) 98.7 16.7 17.2 18.0 19.3

 m5 motorway (szeged: hungarian–serbian border) 39.8 – – – –

total motorways 576.8 71.0 95.4 99.7 104.0

Palace of arts 31.3 9.8 10.3 9.9 7.5

Prison construction (tiszalök, szombathely) 16.8 4.9 5.7 5.2 10.4

Construction of universities, colleges and student hostels 42.5 – 7.8 8.8 8.9

total projects 667.4 85.7 119.2 123.6 130.8

Source: own calculation based on hCso data
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fixed investment was the absorption of 2007–
2013 European union grants. The tangible 
impact of this opportunity was perceivable 
only from the second half of 2008 (Chart 3). 

According to balance of payments data 
compiled on the basis of the accrual account-
ing method3, Hungary received Eu assistance 
in the amount of EuR 21.1 billion in the 
7-year review period, of which EuR 13.3 bil-
lion was used in the private sector, while EuR 
7.7 billion went toward general government. 
Based on this transfer amount, Eu assistance 
totalled to HuF 5,908.0 billion, comprising 
HuF 2,156.0 billion for general government 
and HuF 3,752.0 for the private sector.4 In 
the private sector, households5 received main-
ly agricultural grants, while most of the assis-
tance granted to non-financial corporations 
went toward development. similarly, Eu 
transfers for the general government served, to 

a large degree, development purposes, primar-
ily in the area of infrastructure including, in 
particular, motorway construction and trans-
portation networks (railway, Metro Line M4). 

However, the investment stimulating effect 
of Eu transfers emerged only gradually, at a 
slower-than-expected rate (see Table 3). 

Eu assistance rose to EuR 3.9 billion in 
2012 and EuR 5.6 billion in 2013 compared 
to net Eu transfers of EuR 0.8 billion in 
2007. As regards the years in between, Eu 
assistance increased slightly in 2008, sig-
nificantly in 2009 and gradually until 2013, 
when a steep rise was observed once again in 
Eu transfers.

With respect to the impact of Eu transfers 
on development it is important to note that, 
according to sAo and National Development 
Agency (hereinafter: NDA) calculations, by 
the end of 2013 only 61.2 per cent of the 

Chart  3

net eu transfers by seCtor (quarterly values),  
eur billions

Source: mnB, 2014

General government      Private sector          total
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2007–2013 grant allocation under the Na-
tional strategic Reference Framework6 (here-
inafter: NsRF), and 76.7 per cent of the assis-
tance available under the New Hungary Rural 
Development Programme was actually paid 
out. A higher payment ratio would obviously 
have had a more positive effect on investment.

Developments in foreign direct 
investment

The evolving investment situation was exac-
erbated further by the fact that the growth 
stimulating effect of foreign direct investment 
slowed significantly as a result of the crisis, 
with no perceivable upturn until 2012–2013 
(Table 4, Chart 4).

In analysing foreign direct investment in-
flows (FDI7 inflows), we cannot disregard the 
fact that capital in transit has an impact on 
their evolution. Presumably, this is because 
– due to the specificities of the Hungarian 
tax regime – some companies extend inter-
company loans to their Hungarian subsidi-
aries for tax optimisation purposes, which is 
then transferred abroad. The National Bank of 
Hungary (MNB) calls this phenomenon capi-
tal in transit, and has presented the relevant 
data in its balance of payments statistics since 
2008.8 

capital in transit present in Hungary (FDI 
in Hungary) rose to EuR 4.3 billion in 2011, 
EuR 8.2 billion in 2012, and EuR 8.8 bil-

lion in 2013, compared to EuR 1.1 billion in 
2008. A similar increase was observed in FDI 
abroad, which amounted to EuR –8.8 billion 
in 2012 and EuR –9.3 billion in 2013.

Both Table 4 and chart 4 indicate the net 
FDI inflows increased rapidly until 2006, 
before slowing significantly in the years to 
follow – especially after the outbreak of the 
crisis. These trends are consistent with those 
observed in Eu countries and neighbouring 
countries. Net FDI inflows rose to EuR 9.3 
billion between 2003 and 2006, stagnated 
in 2007, increased to EuR 12–14 billion 
between 2008 and 2011, and it was only in 
2012–2013 that net FDI inflows soared to 
EuR 16 billion and above. It is also impor-
tant to note that net FDI inflows lagged per-
ceivably behind gross FDI inflows due to the 
more rapid increase in Hungarian FDI out-
flows: while the latter tripled between 2007 
and 2013, net FDI inflows saw a mere 1.7-
fold increase during the same period.

As regards developments in the factors shap-
ing foreign direct capital inflows, in terms of 
the effect on developments it is worth noting 
that since 2006 reinvested earnings and inter-
company loans have acquired extra weight in 
the Hungarian national economy relative to 
fresh, equity-type working capital, a factor 
reflecting the capacity to attract capital (see  
Table 5). This is especially conspicuous in 
2012 and 2013, when the cumulated equity 
capital investment transactions of foreign 
companies turned substantially negative. This 

Table 3

annual net eu transfers by seCtor, eur billions

2007 2008 2009 2010 2011 2012 2013 Összesen

General government 0.2 0.0 0.7 1.4 1.6 1.5 2.2 7.7

Private sector 0.5 1.2 1.9 1.9 2.1 2.4 3.3 13.3

total 0.8 1.2 2.7 3.3 3.7 3.9 5.6 21.1

Source: own editing based on mnB data
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Table 4

net foreign DireCt investment inflows anD their faCtors (CumulateD 
transaCtions), eur billions

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

fdi in hungary 3.4 9.6 15.1 17.9 22.1 23.6 25.3 29.4 40.2 42.2

fdi abroad –0.9 –2.6 –5.8 –8.4 –9.9 –11.3 –12.2 –15.3 –24.1 –25.7

Capital in transit, fdi in 

hungary

0.0 0.0 0.0 0.0 1.1 1.3 1.7 4.3 8.2 8.8

Capital in transit, fdi abroad 0.0 0.0 0.0 0.0 –1.1 –1.3 –1.8 –4.5 –8.8 –9.3

fdi in hungary without 

capital in transit

3.4 9.6 15.1 17.9 21.0 22.3 23.6 25.1 32.0 33.4

fdi abroad without capital 

in transit

–0.9 –2.6 –5.8 –8.4 –8.9 –10.0 –10.4 –10.8 –15.3 –16.4

net fdi 2.5 7.0 9.3 9.5 12.2 12.3 13.1 14.1 16.1 16.5

Source: : own editing based on mnB data

Chart 4

faCtors of net fDi inflows (CumulateD transaCtions),  
eur billions

Source: mnB, 2014

Capital in transit, fdi abroad 
fdi abroad without capital in transit
Capital in transit, fdi in hungary
fdi in hungary without capital in transit

fdi abroad
net fdi
fdi in hungary
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equity capital was replaced by inter-company 
loans from the parent company. 

Among the main reasons for the change in 
financing structure the following should be 
mentioned:

•	tax optimisation considerations, given that 
the interest paid on loans can be deducted 
from pre-tax profit, whereas dividend pay-
ments can only be deducted from profit 
after tax, and

•	owners can predict and have better control 
over the interest paid on a loan compared 
to the annual profitability of the company.

Another important change from the per-
spective of project financing is the fact that 
the FDI flow into the banking system after 
the crisis played a more important role in the 
increase in net FDI inflows than the funding 
received directly from abroad. As another new 
phenomenon, besides FDI corporations can 
also access substantial external funds through 
direct foreign borrowing. For instance, the 
large-scale development projects of Mercedes 
in Hungary were financed, to a large degree, 
by foreign (non-inter-company) loans. 

From a funding perspective, yet another 
new feature shaping net FDI inflows is the fact 
that capital injections by banks to offset the 
losses incurred raised the value of foreign in-
vestments, whereas state acquisitions (MoL, 
E.on) reduced the level of foreign direct in-
vestment inflows. once net FDI inflows are 

adjusted for the effect of these two factors, we 
find that although net FDI inflows declined in 
the first years following the onset of the crisis, 
they have been on the rise since 2010, averag-
ing EuR 0.5–1 billion annually.

As a last step in the development-focused 
analysis of FDI inflows, we need to turn our 
attention to the sectoral breakdown of this 
process (see Chart 5).

The most important features of the struc-
tural changes between 2008 and 2012 were 
the following:

•	starting from 2008, other monetary in-
termediation saw a marked rise in FDI 
(amounting to EuR 3.7 billion), a large 
part of which was used to buffer bank losses;

•	the automotive industry also attracted 
substantial FDI (EuR 1.1 billion), al-
though besides fresh FDI, foreign bor-
rowing played an important role in the 
financing of the largest project (Mercedes, 
Kecskemét);

•	FDI also rose in trade and in the energy 
sector throughout the review period; the 
impressive capacity of these sectors to at-
tract capital is demonstrated by a growth 
of EuR 0.7 billion and EuR 1.5 billion, 
respectively;

•	in 2011–2012 a substantial net FDI in-
flow (EuR 0.6 billion) was registered in 
the sector of head offices and management 
consultancy; while

Table 5

finanCing faCtors of net fDi inflows (CumulateD transaCtions),  
eur billions

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

net fdi 0.0 2.5 7.0 9.3 9.5 12.2 12.3 13.1 14.1 16.1 16.5

of which: equity capital 0.0 0.7 2.8 2.1 1.0 2.1 –0.3 2.0 4.8 –2.7 –1.4

reinvested earnings 0.0 1.8 3.7 4.3 6.0 7.6 7.3 7.0 8.3 8.8 9.9

inter-company loans 0.0 0.1 0.5 2.9 2.5 2.5 5.3 4.1 1.0 10.0 8.0

source: own editing based on mnB data
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•	net FDI inflow fell in the coke and re-
fined petroleum sector9 (owing to capital 
outflows affecting the sector), and in the 
manufacturing of computer, electronic 
and optical products, where the downsiz-
ing of capacities in 2011–2012 (such as 
Nokia’s exit) dampened the export perfor-
mance and competitiveness of the elec-
tronics sector.

ChanGes in the struCture  
of investment ProjeCts

Below we present the performance national 
economy structure of whole-economy fixed 
investment by national economy division and 
section as a first step, by material/technical 

category as a second step, by region as a third 
step and finally, by sectoral composition.

Structure by sector and section

The aggregate share of the three main invest-
ment sectors – manufacturing, transporta-
tion and storage and real estate activity – ex-
ceeded 50 per cent every year in the period of 
2007–2013, and after 2007 (61.3 per cent) it 
reached a similarly high share (60.9 per cent) 
in 2012 in the sectoral composition of invest-
ment (see Table 6). As regards the area of real 
estate activities, from 2009 the dip in the in-
vestment rate can be mainly attributed to a 
steep decline in residential construction.

Focusing on 2013, a more detailed exami-

Chart 5

breakDown of net fDi by seCtor (CumulateD transaCtions from 2008 in key 
seCtors), eur billions

Source: mnB, 2014

Coke and refined petroleum 
Wholesale and retail trade, repair of vehicles
Computer, electronic and optical products
total vehicles and other transport equipment

activities of head offices; management consultancy activities
electricity, gas, steam and air-conditioning supply
other monetary intermediation
net fdi
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nation of the sectoral structure of investment 
broken down by the 19 economic sections 
clearly demonstrates the investment turna-
round by showing that 13 sections saw an in-
crease in volume in this period. In line with 
the water treatment and sewage development 
projects, the most dynamic increase in invest-
ment was observed in water supply; sewerage, 
waste management and remediation activities 
(60.8 per cent), public administration and 
defence; compulsory social security (38.0 per 
cent), and professional, scientific and techni-
cal activities (29.9 per cent). 

Among the national economy sections rep-
resenting the biggest weight in terms of in-
vestment, the volume of transportation and 
storage increased by 15.6 per cent compared 
to 2012 as a result of vehicle purchases, rail-
road construction, railroad upgrades and road 
construction. Exceeding the high base result-
ing from investment projects implemented in 
the manufacturing sector between 2010 and 
2011 (investment rose by 24.2 per cent in 
2011), investment increased by an additional 
4.9 per cent in both 2012 and 2013. These 
dynamic developments primarily occurred in 
vehicle manufacturing and related supplier 
industries (rubber and plastic, machinery and 
equipment manufacturing).

In 2013, 6 of the 19 sections saw a down-
ward shift in investment activity, which was 
especially pronounced in real estate (11.4 per 
cent), information and communication (9.2 

per cent) and electricity, gas, steam and air 
conditioning supply (8.5 per cent).

As a result of differentiated sectoral growth, 
the sectoral structure of investment has also 
changed (at 2013 prices); however, in 2013 
the distribution remained largely unchanged 
relative to 2010–2012 (see Table 7, Chart 6).

Below we present the changes in structural 
proportions divided into three groups, formed 
on the basis of the magnitude of the change. 
These are the following:

•	group 1: the +/– change in share is 1 per-
centage point or above;

•	group 2: the +/– change in share is in the 
range of 0.5–0.9 percentage point; and

•	group 3: the +/– change in share is in the 
range of 0–0.4 percentage point.

In the review period, among the most dy-
namically changing 7 sections, the share of 
manufacturing increased by 8.9 per cent to 
30.6 per cent compared to 21.7 per cent in 
2010. This is followed by the sector of public 
administration and defence; compulsory so-
cial security with a 2.1 percentage point in-
crease in share, and by water supply; sewerage, 
waste management and remediation activities 
with a 1.1 percentage point growth.

The sectors witnessing the largest decline 
in share include real estate activities (–5.6 
percentage points), electricity, gas, steam 
and air conditioning supply (–2.6 percentage 
points), education (–1.8 percentage points), 
and transportation and storage (–1.8 percent-

Table 6

share of the three main inDustries in investment (%)

2007 2008 2009 2010 2011 2012 2013

manufacturing 24.7 20.3 18.8 21.7 28.2 31.3 30.6

transportation and storage 16.2 15.7 18.6 17.1 13.8 14.2 15.3

real estate activities 20.4 20.3 21.0 18.3 15.3 15.4 12.7

Total 61.3 56.3 58.4 57.1 57.3 60.9 58.6

Source: own editing based on hCso data
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Table 7

volume Changes, Distribution anD Changes in Distribution in whole-eConomy 
fixeD investment outPut (%)

whole economy

volume index

(Previous 

year=100.0)

Distribution Change in distribution
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0

total sections 94.8 107.2 100.0 100.0 100.0 100.0 – – – –

manufacturing 104.9 104.9 21.7 28.2 31.3 30.6 6.5 3.1 –0.7 8.9

Public administration and defence; 

compulsory social security

113 138 3.4 3.5 4.2 5.4 0.2 0.7 1.2 2.1

Water supply; sewerage, waste 

management and remediation  

activities

89.4 160.8 3.5 3.2 3.1 4.6 –0.3 –0.2 1.5 1.1

agriculture, forestry and fishing 98.1 109.3 4.8 5.4 5.6 5.7 0.6 0.2 0.1 0.9

administrative and support service 

activities

99.3 128 1.9 2.0 2.1 2.5 0.1 0.1 0.4 0.6

Professional, scientific and technical 

activities

91.1 129.9 1.4 1.6 1.5 1.8 0.2 –0.1 0.3 0.4

Wholesale and retail trade; repair of 

motor vehicles and motorcycles

97.5 105.4 6.2 6.2 6.4 6.3 0.0 0.2 –0.1 0.1

mining and quarrying 76.1 96.2 0.3 0.5 0.4 0.3 0.1 –0.1 0.0 0.0

accommodation and food service 

activities

93.6 105.6 0.9 0.8 0.8 0.8 –0.1 0.0 0.0 0.0

human health and social work  

activities

60 105.8 1.7 2.5 1.6 1.5 0.8 –0.9 0.0 –0.1

arts, entertainment and recreation 76 117.2 1.2 1.2 1.0 1.1 0.0 –0.2 0.1 –0.1

other services 60.2 95.9 0.7 0.7 0.4 0.4 0.0 –0.2 0.0 –0.2

Construction 90.7 117.2 2.0 1.6 1.6 1.7 –0.3 –0.1 0.1 –0.3

information and communication 110.9 90.8 3.6 3.2 3.8 3.2 –0.4 0.6 –0.6 –0.4

financial and insurance activities 62.7 96.4 1.8 1.5 1.0 0.9 0.3 –0.5 –0.1 –0.9

transportation and storage 97.6 115.6 17.1 13.8 14.2 15.3 –3.3 0.4 1.1 –1.8

education 62.1 101.7 3.8 3.2 2.1 2.0 –0.6 –1.1 –0.1 –1.8

electricity, gas, steam and air 

conditioning supply

61.4 91.5 5.7 5.5 3.6 3.1 –0.2 –1.9 –0.5 –2.6

real estate activities 94.9 88.6 18.3 15.3 15.4 12.7 –3.0 0.1 –2.7 –5.6

Source: own calculation and editing based on hCso data
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age points). of these four sections, the down-
ward shift in investment was observed every 
year in the case of electricity, gas, steam and 
air conditioning supply, and education. The 
share of transportation and storage decreased 
by 3.3 percentage points in 2011, but a 1.5 
percentage point growth in share in 2012 and 
particularly in 2013 moderated this decline to 
a –1.8 percentage point change for the entire 
review period.

3 sections saw a medium-size change in 
share (0.5–0.9 percentage points): agriculture, 
forestry and fishing; financial and insurance 
activities; and administrative and support ser-
vice activities. of these sections, administra-
tive and support service activities and agricul-
ture, forestry and fishing increased their share 
in the structure of investments. 

As regards the sections registering a minor 
change in share, professional, scientific and 
technical activities, as well as wholesale and 
retail trade; repair of motor vehicles and mo-
torcycles increased their weight. In 2013, the 

share of construction in investment fell 0.3 
percentage points short of its 2.0 percentage 
point share in 2010, despite a 0.1 percentage 
point increase in its share in 2013 compared 
to 2012.

Investment by material/technical  
category

Looking at developments in the share of con-
struction, machines, equipment and vehicles 
in the context of the decline in investment 
activity, in contrast with the mixed picture 
observed in previous years, in the period after 
2009 a clear trend emerged (see Table 8).

In 2013 construction investment was down 
27.8 per cent compared to 2008. This steep 
decline reflected a continuous contraction in 
residential construction, business property 
developments, as well as projects related to 
the construction and upgrade of motorways. 
2013 was the first year when the volume of 

Chart 6

whole-eConomy fixeD investment by seCtion, 2013 (%)

Source: hCso

manufacturing
transportation and storage
real estate activities

Wholesale and retail trade; repair of 
motor vehicles and motorcycles

agriculture, forestry and fishing
Public administration and defence; compulsory social security
Water supply; sewerage, waste management and remediation 
activities 
other sections
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construction investment was up 5.9 per cent 
compared to the previous year.

The marked downturn in machinery invest-
ment began in 2009 (14.0 per cent), which 
continued by a 1.5 per cent decline in 2010. 
From 2011, however, machinery investment 
rose for three consecutive years and in 2013 
it surpassed the output registered in 2008 by 
1.7 per cent. Machinery investment in the 
manufacturing sector and the purchases of 
commercial vehicles postponed from previous 
years played a key role in the upswing. The 8.5 
per cent growth in machinery investment re-
corded in 2013 resulted primarily from large-
scale commercial vehicle and vehicle equip-
ment purchases from abroad.

owing to its output, in the period of 
2009–2013 the share of construction invest-
ment dropped to 51.5 per cent from 58.0 per 
cent. By contrast, the share of machinery in-
vestment rose to 47.0 in 2013, compared to 
40.0 per cent in 2009. 

The opposing trends in construction and 
machinery investment could be viewed, even 
in the negative overall investment environ-
ment, as a relatively positive development 
from the perspective of productivity and com-
petitiveness. However, this only holds true if 

we assume that the available real estate port-
folio facilitates an improvement in capacity 
utilisation.

Investment by region

As opposed to the material/technical com-
position of whole-economy fixed investment 
output, the regional distribution of invest-
ment output in 2013 (see Chart 7) is largely 
the same as in previous years. Enterprises with 
over 5 employees, budgetary institutions and 
non-profit organisations had the highest share 
in investment in central Hungary (45.5 per 
cent). Taken together, central Hungary and 
the Transdanubia regions accounted for 76.3 
per cent of investment. Within this, however, 
the share of Western Transdanubia in invest-
ment decreased despite the major vehicle in-
dustry projects implemented in Győr-Moson-
sopron county, while investment activity 
surged in central Transdanubia, thanks pri-
marily to the vehicle manufacturing project in 
Komárom-Esztergom county. 

In the less developed Great Plain regions 
and Northern Hungary, the share of invest-
ment in 2013 was a mere 23.7 per cent. With-

Table 8

whole-eConomy fixeD investment by material/teChniCal  
Category

buildings and other 

structures

machinery, 

equipment, vehicles

buildings and other 

structures

machinery, 

equipment, vehicles

Distribution, per cent same period of the previous year=100.0

2009 58.0 40.0 95.8 86.0

2010 58.3 40.3 92.5 98.5

2011 53.1 45.3 86.1 108.8

2012 51.4 47.0 89.4 101.8

2013 51.5 47.0 105.9 108.5

Source: own editing based on hCso data
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in the southern Great Plain region, 42.6 per 
cent of investment projects were implemented 
in Bács-Kiskun county, the location of a major 
vehicle industry project.

Investment by sector

We examine the distribution of whole-
economy fixed investment in relation to the 
private sector and the budget. The private 
sector includes categories 1, 2 and 7 of the 
code defining the legal form of corporations 
(Hungarian abbreviation: GFo) for compa-
nies with at least 50 employees. The central 
budget includes category 3 of the GFo clas-
sification.

In the period between 2008 and 2013, the 
steepest fall (12.4 per cent) recorded for pri-
vate sector investment was in 2009, when the 
crisis forced not only large corporations but 

also small and medium-sized enterprises to re-
strain investment activity (see Charts 8 and 9).

Investment started to rise, for the first time, 
in 2011 (by 3.7 per cent), reflecting invest-
ments by large manufacturing (automotive) 
corporations. It is important to note, however, 
that the investment activity of medium-sized 
enterprises fell even further in the same year. 
In 2012, even large corporations restrained 
investment, bringing down the volume of 
private sector investment by 2.7 per cent. In 
2013, following a decline in the first quarter, 
there was an upward shift in investment (3.1 
per cent).

Investment in the sector of budgetary in-
stitutions increased only in 2005, 2006, 2010 
and 2013 during the longer period (2003–
2013). The growth in 2010 reflected increased 
investment activity due to publicly financed 
investment projects related to flood control 
and rescue operations in the wake of the red-

Chart 7

investment outPut of enterPrises with over 5 emPloyees,  
buDgetary institutions anD non-Profit organisations by region,  

2013 (%)

Source: hCso

southern transdanubia

northern hungary

southern Great Plain

northern Great Plain
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Chart 8

investment volume inDiCes in the Private seCtor anD the Central buDget; 
volume inDex, same PerioD of the Previous year = 100.0

Source: own editing based on hCso data

Chart 9

investment volume inDiCes of ComPanies with at least 50 emPloyees anD 
buDgetary institutions (same PerioD of the Previous year = 100.0) 

Source: hCso

total national economy        Private sector            Central budget

Companies with over 50 employees Budgetary institutions
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sludge catastrophe. In 2013, against the low 
base recorded for 2012, the outstanding (34 
per cent) growth of budgetary investment vol-
ume was associated with the implementation 
of development projects related to flood pre-
vention. 

of the two sectors under review, private 
sector investment accounted for 50 per cent 
of whole-economy fixed investments in 2008, 
compared to 52.6 per cent in 2013. The 
share of budgetary institutions’ investment 
increased to a larger degree, to 15.5 per cent 
from the 10.3 per cent recorded in 2008.

struCture of PuBliC seCtor 
investment and its institutional 
frameWork

Within whole-economy fixed investment, 
following the analysis of the proportions of 

investments by the private sector and budg-
etary institutions, we now proceed to exam-
ine developments in the three sub-sectors of 
the general government: the central budget, 
social security funds and local governments. 
In consideration of the statistical data avail-
able, this review involves the use of the gross 
fixed capital formation indicator, which also 
includes investment. Besides the indicators 
of the investment statistics, this indicator in-
cludes information about other components 
of gross fixed capital formation, such as finan-
cial lease and intangible assets. This indica-
tor was developed in 2014 by the Hungarian 
central statistical office (Hcso) according 
to EsA95, at current prices, in the framework 
of the national account statistics.

In this regard it is important to note that 
the gross fixed capital formation indicator was 
affected significantly by the conversion to the 
EsA2010 settlement system from the EsA95 

Chart 10

volume inDiCes of gross fixeD CaPital formation in the general government 
seCtor 2008–2013, Previous year = 100.0

Source: own editing based on hCso data

General government total national economy
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system as of 1 october 2014. one of the most 
noteworthy changes is the recognition of re-
search and development as capital formation, 
which is to be classified under the heading of 
produced assets rather than current expenses; 
i.e. it is recognised as fixed capital formation 
instead of intermediate consumption. Besides 
fixed capital formation, this will have a major 
impact on whole-economy output and inter-
mediate consumption (increasing the former 
and reducing the latter).

Firstly, we compare the dynamics of gross 
fixed capital formation in general government 
to that of whole-economy capital formation 
(see Chart 10). 

The fixed capital formation of the general 
government was on a decline in the three years 
preceding the crisis: the decline amounted to 
25.6 per cent in 2003, 18.1 per cent in 2007 
and 24.0 per cent in 2008. The decline in the 
volume indices of capital formation reached 
this magnitude in the years when the reduc-
tion of the budget deficit was on the agenda. 
Except for 2011, the capital formation of the 
general government increased consistently 
from 2009 onwards, especially in 2013, which 
saw the completion of a number of infrastruc-
tural development projects. As a result of these 
changes, in the period of 2007–2013, the vol-
ume of fixed capital formation by the general 
government was up 3.8 per cent, compared to 
a 17.2 decline in fixed capital formation at the 
level of the national economy.

Table 9 presents the fixed capital formation 
of the general government broken down by 
sub-sector. During the review period, the out-
put of capital formation in the central budget 
declined by a sharp 29.7 per cent in 2010, 
and increased in all other years of the period. 
In two years, 2011 and 2012, local govern-
ment capital formation declined (by 16.7 per 
cent and 25.7 per cent, respectively). As re-
gards the social security segment, after a spec-
tacular growth in 2009 (32.3 per cent), fixed 

capital formation fell significantly in all other 
years except in 2012, which saw only a slight 
decline. As a net result of these changes, the 
output of fixed capital formation rose by 2.1 
in the central budget and by 12.3 per cent at 
local governments, while a 45.1 per cent fall 
was registered in the review period in the so-
cial security segment.

In evaluating the changes, we can draw the 
following conclusions:

•	capital formation in the three sub-sectors 
went through volatile changes in individu-
al years. For instance, capital formation by 
the central budget was down nearly 30.0 
per cent in 2010, but rose by more than 
70.0 per cent in 2012. The capital forma-
tion of social security funds improved by 
32.0 per cent in 2009 compared to a 35.9 
per cent fall in 2011;

•	quarter-on-quarter changes in capital 
formation output were even more hectic 
than annual changes;

•	as regards the impact of the crisis we can 
establish that the Hungarian fiscal policy 
– under pressure to reduce the budget 
deficit – “triggered” the crisis unfolding 
in 2009 as early as 2007–2008 in terms 
of the impact on fixed capital formation, 
and this led to the emergence of such an 
extremely low base that could not be re-
duced further even in 2009.

In view of the intensity of the changes af-
fecting fixed capital formation trends in the 
sub-sectors of the general government, it is 
doubtful that the absorption of development 
funds has been purposeful, efficient and con-
centrated in recent years. This could be es-
tablished and explored in the framework of a 
public sector audit, by way of on-site inspec-
tions at the affected budgetary institutions 
aimed at analysing structural changes in the 
sub-sectors.

Another important feature of the fixed 
capital formation process in the general 
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Table 9

gross fixeD CaPital formation by sub-seCtor at Current PriCes – aCCorDing to 
esa95, huf millions, Previous quarter, quarter = 100.0

quarter, 
year

total Central 
budget

local 
govern-

ment

social 
security

index

total Central 
budget

local 
govern-

ment

social 
security

2008Q1 108,149 50,528 57,482 139 31.3 23.9 42.3 24.2

2008Q2 186,744 112,890 72,569 1,285 172.7 223.4 126.2 924.5

2008Q3 174,644 92,701 81,605 338 93.5 82.1 112.5 26.3

2008Q4 300,396 169,441 130,210 745 172.0 182.8 159.6 220.4

Total 769,932 425,560 341,865 2,507 71.5 62.8 86.0 134.9

2009Q1 99,032 49,518 47,558 1,956 33.0 29.2 36.5 262.6

2009Q2 186,221 119,166 66,385 670 188.0 240.7 139.6 34.3

2009Q3 204,547 116,543 87,566 438 109.8 97.8 131.9 65.4

2009Q4 316,159 146,778 169,129 252 154.6 125.9 193.1 57.5

Total 805,958 432,004 370,638 3,316 104.7 101.5 108.4 132.3

2010Q1 118,681 36,654 80,310 1,717 37.5 25.0 47.5 681.3

2010Q2 201,185 80,173 120,579 433 169.5 218.7 150.1 25.2

2010Q3 247,272 73,943 172,918 411 122.9 92.2 143.4 94.9

2010Q4 330,564 112,963 217,876 -275 133.7 152.8 126.0 -66.9

Total 897,701 303,733 591,682 2,286 111.4 70.3 159.6 68.9

2011Q1 119,721 43,636 75,344 741 36.2 38.6 34.6 -269.5

2011Q2 205,259 75,902 128,806 551 171.4 173.9 171.0 74.4

2011Q3 217,116 94,453 122,533 130 105.8 124.4 95.1 23.6

2011Q4 302,559 136,199 166,317 43 139.4 144.2 135.7 33.1

Total 844,655 350,189 493,000 1,466 94.1 115.3 83.3 64.1

2012Q1 104,159 42,022 61,753 384 34.4 30.9 37.1 893.0

2012Q2 198,223 135,956 61,631 636 190.3 323.5 99.8 165.6

2012Q3 218,634 114,278 104,279 77 110.3 84.1 169.2 12.1

2012Q4 447,271 308,455 138,451 365 204.6 269.9 132.8 474.0

Total 968,287 600,711 366,114 1,462 114.6 171.5 74.3 99.7

2013Q1 107,858 61,247 46,436 175 24.1 19.9 33.5 47.9

2013Q2 268,004 179,967 87,741 296 248.5 293.8 189.0 169.1

2013Q3 281,186 175,458 105,616 112 104.9 97.5 120.4 37.8

2013Q4 482,572 275,211 206,923 438 171.6 156.9 195.9 391.1

Total 1,139,620 691,883 446,716 1,021 117.7 115.2 122.0 69.8

Source: own editing based on hCso data
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government’s sub-sectors is the significant 
change affecting the respective share of indi-
vidual sub-sectors (see Table 10). A feature of 
this change can be illustrated by the fact that 
the share of the central budget sub-sector in 
capital formation rose to 60.7 per cent from 
55.3 percent in the review period, compared 
to a decline in the share of local governments 
from 44.4 per cent to 39.2 per cent. Another 
important feature is that the change took 
place in the form of changeovers. While the 
crisis affected only the central budget sub-
sector – through a relatively small decline 
in share – in 2009, its impact on the sub-
sector was severe in 2010–2011, while the 
share of the local government sub-sector in-
creased proportionately. In 2012–2013 the 
respective share of the sub-sectors prevailing 
in 2008–2009 shifted back to their original 
proportions at a higher level. This can be 
attributed mainly to the structural meas-
ures implemented in the sub-sector of local 
governments and the rearrangement of local 
government tasks (affecting the institutions 
of education, healthcare, etc.). From an au-
dit perspective, the question arises whether 
the increased absorption of funds by local 
governments in 2009–2010 was in compli-
ance with expediency and efficiency require-
ments.10 

Developments in investment grants

In respect of developments in gross fixed capi-
tal formation and investment, it is important, 
both from an analytical and a public sector 
audit perspective, to pay special attention to 
changes in the size of investment grants. Given 
that these grants have been calculated by the 
Hungarian central statistical office accord-
ing to the new, EsA2010 methodology, Table 
11 presents the evolution of investment grants 
in the same system. In relation to the meth-
odology applied we wish to point out that, of 
all sectors of the national economy, only the 
general government and the rest of the world 
are entitled to award investment grants.

The table presents investment grant data 
broken down into the following categories:

•	grants may be received by 5 domestic sec-
tors (non-financial corporations, financial 
corporations, general government, house-
holds, and non-profit institutions serving 
households) and the rest of the world.

•	of the domestic sectors, the government 
may only receive assistance from the rest 
of the world, and

•	the general government may also grant as-
sistance to the rest of the world.

As the table reveals, the amount of grants 
doubled in the review period, growing to 

Table 10

share of sub-seCtors in the gross fixeD CaPital formation of the general 
government (%)

Central budget local government social security total

2008 55.3 44.4 0.3 100.0

2009 53.6 46.0 0.4 100.0

2010 33.8 65.9 0.3 100.0

2011 41.5 58.4 0.2 100.0

2012 62.0 37.8 0.2 100.0

2013 60.7 39.2 0.1 100.0

Source: own editing based on hCso data
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HuF 1,389.7 billion from HuF 690.3 billion 
in 2009. The annual increase, however, was 
uneven: compared to 2010 (14.3 per cent) 
and 2012 (6.4 per cent), the increment was 
particularly high in 2011 (27.7 per cent) and 
2013 (29.6 per cent).

Looking at individual years, the sectors re-
ceived a total investment grant of HuF 180–
320 billion from the general government in 
such a way that the annual rate of change was 
a striking –23.2 per cent and +74.3 per cent in 
2010–2011, but relatively even (–6.3 per cent 
and –1.6 per cent) in 2012–2013.

The amount of investment grants received 
from the rest of the world increased 2.4-fold 
between 2009–2013, from HuF 451.1 billion 
to HuF 1,094.6 billion. 2010 and 2013 each 
saw an outstanding annual rate of growth: 
34.2 per cent and 41.8 per cent, respectively.

As the annual level of government invest-
ment grants extended to the rest of the world 
fluctuated in the range of HuF 5–33 billion, 
practically the total amount of grants went 
toward the domestic sectors comprising the 
national economy. The largest sums of invest-
ment grants were aimed at the sector of non-
financial corporations in 2009 (in considera-
tion of the effects of the crisis), and in the rest 
of the review period they went towards the 
general government.

From the perspective of economic growth, 
employment and the improvement of com-
petitiveness, it is crucially important that the 
investment grants extended to the sector of 
non-financial corporations (business sector) 
increase continuously. Except for the justifi-
able exception of the crisis-ridden year of 2009 
(HuF 319.1), this requirement was fulfilled 
each year, and in 2013 the total amount of 
grants reached HuF 556.1 billion. The con-
tinuous growth in the sector is demonstrated 
by the growth rates observed in 2011 (24.2 per 
cent) and 2012 (15.2 per cent) and, Eu trans-
fers enabled an outstanding annual growth rate 

of 36.3 per cent in 2013. In the business sec-
tor, the ratio of investment grants to GDP rose 
to 1.3 per cent in 2011, 1.4 per cent in 2012, 
and 1.9 per cent in 2013 compared to 1.2 and 
1.1 per cent in 2009 and 2010, respectively. 
As regards investment grants extended to the 
sector by the general government and the rest 
of the world, grants by the general government 
exceeded those granted by the rest of the world 
on one occasion, in 2011, while in the rest 
of the period, assistance from the rest of the 
world exceeded that received from the general 
government, and the difference was particular-
ly striking (due to the large Eu transfer men-
tioned above) in 2013, when grants from the 
rest of the world reached HuF 361.7 billion 
compared to the HuF 194.3 billion assistance 
from the general government. 

By contrast, investment grants extended 
by the general government to the rest of the 
domestic sectors – households and non-profit 
institutions serving households – exceeded 
foreign assistance by a large margin every year.

* * *

In view of the changes in investment grants, 
we may conclude that, similarly to Eu trans-
fers and PPP investment, the intensive invest-
ment subsidisation policy played a critical 
role in the fact that the Hungarian economy 
managed to avoid a deeper investment trough 
and that investment activity embarked on a 
path of growth in 2013. considering that the 
simulating effects of grants materialise with a 
one-year lag on average, we may safely assume 
that the 30 per cent increase in grants record-
ed in 2013 will be an important contributor 
to investment performance in 2014.

This effect is reflected in the 19.5 per cent 
year-on-year increase in investment volume in 
2014 Q1–Q3. (As mentioned above, the vol-
ume of investment increased by 7.2 per cent 
in 2013). Investment output was boosted by 
a 39.8 per cent growth in investment activ-
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ity in the transportation and storage sector 
(compared to 15.3 per cent in 2013), manu-
facturing (22.5 percent), as well as public ad-
ministration and defence; compulsory social 
security (29.2 per cent). It is a significant 
change that the volume of construction activ-
ity grew by 19.9 per cent (compared to 1.7 per 

cent in 2013). From the perspective of facili-
tating sustainable economic growth through 
the contribution of productivity and competi-
tiveness, it is a particularly valuable change 
that the volume of machinery investment rose 
by 26.6 per cent in 2014 Q1–Q3; i.e. it tri-
pled compared to the previous year.
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