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1. Introduction

Small and medium-sized enterprises (SMEs) are a major employer in the country and constitute a
key priority for the Hungarian government. While the start-up ecosystem is dynamic (especially in
the creative industry), the regulatory burden on SMEs remains high, and the integration of digital
technology and employee training also lags behind.

Hungarian SMEs have been badly affected by the COVID-19 pandemic and the policy decisions
taken to combat it, with SME value added impacted more than the EU average. Compared to 2019,
it declined sharply by 10.5% in 2020 and SME employment fell by 0.7% in the same period!. The
two most affected sectors were accommodation and food services, where SME value added
dropped by 40.2% and SME employment by 9.3%, and administrative and support services, where
SME value added declined by 15.6% and SME employment by 5.9%. SME value added fell across
all sectors in 2020, while SME employment grew by 3.6% and 3.0% respectively in the construction
sector and the professional, scientific and technical activities sector.

In 2021, both SME value added and SME employment are expected to exceed their 2020 values.
SME value added is forecast to grow by 4.7% and SME employment by 0.6% in 2021. However,
value added and employment are still 6.3% and 0.2% lower than their respective 2019 levels.

SMEs play an important role in the Hungarian ‘non-financial business economy’. In 2020, they
accounted for 55.1% of total value added and 68.7% of employment, slightly more than the
respective EU averages of 53.0% and 65.2%. However, average SME productivity, defined as
value added per person employed, was EUR 19 800, considerably lower than the EU average of
EUR 40 000. SMEs employed an average of 3.2 people in 2020, slightly fewer than the EU average
of 3.7.

The SME Performance Review monitors SME-related developments across the EU.
For more information: https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en



https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en

Figure 1: Number of enterprises, persons employed and value added in 2020
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Source: These are estimates for 2020 produced by DIW Econ, based on 2008-2018 figures from the Structural Business
Statistics Database as well as provisional data for 2019-2020 from the National Accounts Database and the Short-Term
Business Statistics Database (Eurostat). The data cover the 'non-financial business economy', which includes industry,
construction, trade, and services (NACE Rev. 2 sections B to J, L, M and N), but not enterprises in agriculture, forestry and
fisheries and the largely non-market service sectors such as education and health. The following size-class definitions are
applied: micro firms (0-9 persons employed), small firms (10-49 persons employed), medium-sized firms (50-249 persons
employed), and large firms (250+ persons employed).

2. Key strengths

The Hungarian start-up ecosystem helps innovative SMEs and start-ups develop

The Hungarian start-up ecosystem is dynamic. The share of high-growth enterprises in the country
has been above the EU average for more than 5 years.

Figure 2: Share of high-growth enterprises
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One of the most successful examples of the Hungarian start-up scene is the exportable segment
of the domestic creative industry (i.e. design and software companies), which has grown by an
average of 12-15% per year in the last 5 years. This sector is becoming a well-functioning
economic sector. The number of people working in the creative industry in Budapest has been
growing by an average of 18% year-on-year in recent years, making Hungary the leader in the
EU3’4’5.

The government seeks to promote entrepreneurship and build an entrepreneurial culture through
a series of measures targeted primarily at young people®.

In 2020, 12 start-up companies established the Hungarian start-up alliance ‘Start-up Hungary’,
with the Alliance for the Digital Economy, Google Hungary and Design Terminal involved. The main
goal is to create and operate several successful and high-impact start-ups in Hungary’.

In Hungary, the percentage of people employed by SMEs is higher than the EU average

In Hungary, 67.2% of the total number of employees were employed by SMEs in 2018, against
an average of 66.6% for the EU. This highlights the importance of SMEs and SME employment for
the Hungarian economy.

Moreover, this trend has risen sharply in recent years, as shown by the rapid growth in
employment among SMEs in Hungary between 2013 and 20188. In 2013, the total number of
people employed in micro firms with only 1 employee reached 473 129. This number increased to
506 567 in 2018, an increase of more than 7% in the number of people employed in micro firms
over the period.

When looking at the numbers of people employed in micro firms with between 2 and 9 employees,
a growth of around 6% can be seen in recent years, with 584 438 people employed in 2013 and
621 530 in 2019. Similarly, for small firms, there has been 18% growth in the number of
employees (in 2013, 473 362 employed against 558 419 in 2018), while smaller growth of 3.5%
can be seen in medium-sized firms (2013: 370 187 employed against 383 296 in 2018).

In the future, SMEs will remain a key priority for the Hungarian government, as illustrated by the
SME Strategy of Hungary (2019-2030)° developed to answer the needs of SMEs.

The Economy Protection Action Plan, which contains measures to strengthen businesses and the
economy'’s resilience to overcome the crises caused by the COVID-19 pandemic, also contains
several measures for SMEs?0,

3. Key challenges

Hungary performs below the EU average on digital technology integration

In Hungary, digital technologies are mainly used by larger businesses. In other words, Hungarian
SMEs lag behind in the adoption of e-business technologies. Only 13% of SMEs are considered
digitally advanced, while just over 1% of them are very advanced, using corporate governance
and administration systems. In comparison, 18.5% of SMEs in the EU are considered digitally
advanced, with Denmark standing out — more than 36% of its SMEs belong to this category?!.

The share of Hungarian enterprises with a website (62%) and the share of enterprises selling
through their website or an application (12%) are also lower compared to the EU average, which
was 75.4% and 17.3% respectively 1213,

3



In addition, more than 55% of Hungarian SMEs have made only minor investments in digital
technologies in recent years. This is reflected in the country’s low performance in the Digital
Economy and Society Index (ranking 21st), in particular in the ‘Integration of digital technologies’
dimension, where it remains one of the worst performing EU countries, ranking 26th in 202014,

Regulatory burden has been decreasing but remains high

According to the IMD World Competitiveness Index, the Hungarian government gained in efficiency
between 2014 and 2019. Improvements in government efficiency are mainly linked to tax policy
and public finance!>,

The World Bank’s Ease of Doing Business Index also points to an improvement in the regulatory
burden in Hungary, even if the country still performs below the EU average'®. According to its
Doing Business survey, a medium-sized enterprise in Hungary spends 277 hours on average on
activities related to tax payments. Entrepreneurs cited three types of regulatory issues as the
main obstacles to their operations: a complex tax system, frequent changes to laws, and
bureaucracy?’.

Figure 3: Time to start a business and time to register property (in days)
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Employee participation rate in continuing vocational training is low in Hungary,
especially for SMEs

In Hungary, only 45% of enterprises provided continuing vocational training in 2015, while the EU
average was already above 70%. The Ministry for Innovation and Technology identified this low
rate as one of the weakest points of Hungarian SMEs. Despite this poor performance, Hungary is
promoting adult learning for all*®.

The country also performs below the EU average on the share of SMEs that provide training to
their staff to develop and upgrade their ICT skills (15.1% against 21.6% for the EU in 2019)2°.



4. Other key SME-related brief insights

,::*f«f?;\ IMPACT OF More than 50% of SMEs were hit by the first wave of the pandemic. The
. e 8323{&% CRISIS most severely hit sectors were tourism and hospitality, where 94.7% of

SMEs have been affected. In those sectors, 53.3% of SMEs stopped
operating in mid-March 2020%".

Most of the support measures implemented aim to preserve jobs and
ensure liquidity for SMEs in the hardest-hit sectors.

The Funding for Growth Scheme ‘Go!’ run by the Hungarian Central Bank
also aims to support the liquidity needs of SMEs?2.

GREEN Hungary’'s performance on the green transition of SMEs needs to be

TRANSITION OF further improved. However, several measures have already been

SMES . . . .
implemented to help SMEs invest in green technologies (such as
technological modernisation or the installation of solar power systems?3),
even if SMEs often deem the budget for such measures to be
insufficient?4,

SOCIAL

ASPECTS OF 70% of Hungarian companies have committed to one or more of the UN's

SUSTAINABILITY . 2 . . .
Sustainable Development Goals®>. While large companies are taking
action to improve social sustainability, Hungarian SMEs need to make
additional efforts.

MARKET Hungarian SMEs lag behind the EU average in internationalisation
ACCESS activities. The SMEs’ share in export activities is low, representing only 20-
25% of overall exports in 20192,

Hungary performs above the OECD average in terms of getting credit?’.
ACCESS TO . .
EINANCE The Hungarian Central Bank has recently implemented new measures
(Funding for Growth Schemes ‘Fix’ and ‘Go!") and equity funds
(Hiventures) to help SMEs gain access to credit.
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