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Country: Hungary

Social and Economic Background of Hungary

There are several ways to measure the societal and income distributions of the population of Hungary. According to the World Bank, Hungary had a population of 10.1 million people in 2003, 69% of whom fell between the ages of 15 and 64. In 2002, 2% of Hungarians survived on less than USD$2 per day based on the World Bank’s World Development Indicators. In 2004, the informal economy made up 25.1% of the gross national income and Hungary had an unemployment rate of 6% in 2003, according to the World Bank. Income disparities, as measured by the GINI coefficient, were .24 in 1999, according to the United Nations. 
In terms of financial flows, in 2003, Hungary received $38.8 million current USD in remittances, based on World Bank statistics. In 2003, according to the IMF and OECD, Hungary received FDI net inflows of $2.5 billion and $248 million in foreign aid and development assistance (both in current USD). Regarding the money supply, the World Bank estimates that Hungary’s M2/GDP ratio was 0.75 in 2003. The currency of Hungary is the Forint (Ft). The average exchange rate was Ft257.9:US$1 in 2002, Ft224.3:US$1 in 2003 and Ft202.7:US$1 in 2004, according to the Economist Intelligence Unit (EIU). The PPP-adjusted GDP per capita in terms of current international dollars increased by 4.8% in 2003 to $14,584 from $13,192 in 2002.
Hungary participates in the Financial Sector Assessment Program (FSAP) of the World Bank and the IMF.  However, the 2002 Financial System Stability Assessment (FSSA) report does not cover major microfinance issues.

Doing Business in Hungary

The World Bank uses several indicators to assess a country’s business environment. In Hungary, entrepreneurs need to complete six steps to launch a business; the process took 52 days and cost 22.9% of GNI per capita in 2004.  Registering property required four steps and took 79 days at a cost of 6.8% of the property’s value. It cost 13.5% of GNI per capita to create collateral for a loan. Hungary scored a 5 on the 0 to 7 scale of the Disclosure Index.
The private credit bureaus cover 33 borrowers per 1,000 adults and there was no public credit registry as of the time of the 2004 World Bank study. On the World Bank’s Credit Information Index rating, Hungary scores a 3 on the 0 to 6 scale.  

Regulatory and Legal Environment of Hungary

According to the World Bank, 21 procedures and 365 days are taken from the time a plaintiff files a lawsuit for overdue debt until he or she is actually compensated. The cost of legal and court fees to enforce contracts is  8.1% of the debt’s value, lower than the average value in OECD countries. Filing bankruptcy in Hungary takes 2.0 years and costs 23% of the estate’s value. The creditor recovery rate is $0.31 per USD.

According to the IMF, the Hungarian Financial Supervisory Authority (HFSA) has the responsibility to supervise the financial system. For Non Banking Financial Institutes (NBFIs), HFSA has the authority to grant and withdraw licenses. For commercial banks, consent of HFSA and Ministry of Finance (MoF) is needed to grant or withdraw licenses.

According to the Institutional Reform and the Informal Sector Center at the University of Maryland, the minimum capital-asset ratio requirement for commercial banks is 8%.  
Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in Hungary

The IMF reports that by the end of 2001, there were 41 commercial and specialized banks (none of them dealing with microcredit), seven credit cooperatives and 187 savings cooperatives in Hungary. The number of clients serving by commercial banks was not available.

According to a European Union (EU) report, the Hungary Micro Credit Programme (MCP) started in 1992 with funding from the EU and Hungarian government.  The scheme was run by the Hungarian Foundation for Enterprise Promotion (MVA) through a national network of Local Enterprise Agencies (LEAs).  In 2000, the program was changed and renamed to the National Micro Credit Fund, and it has operated the new centralized program since that time.  As of 2003, MCP provided loans with an upper limit of $30,136 and maximum five-year term. The interest rate was the same as the central bank’s base rate, and the borrowers were required to produce at least 20% of the loan amount.

Postabank, which was acquired by Erste Bank in 2003, participated in the program and had representatives in the microcredit committees of LEAs.  
According to Miklos Nagy, the managing director of the Budapest Enterprise Agency, US$103.7 million in microcredit loans has been distributed to 18,000 enterprises since 1992. 

There was no information available about neither the sustainability of such enterprises nor additional microfinance programs.

Activities of Hungary’s National Committee

Hungary has established a National Committee with membership from the government, academia, and the Central Bank. The microcredit project was launched in Hungary in February 2005. In early June, a conference was held entitled “SME development and micro-lending in Hungary.” The official launch of the Global Compact, which includes the promotion of microcredit in Hungary, will be in September 2005. 
Hungary’s National Committee activities include developing a public-private partnership strategy for the microcredit project and involving private companies. The Committee is working to build relevant networks, to mobilize resources and create media and public relations opportunities to publicize microcredit.

The National Committee is also hosting conferences on microfinance and the International Year of Microcredit.  
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