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1 Global evolution of territorial structures and imbalances over the past five-ten years
1.1 Demographic evolution
1.1.1 Main regions/areas characterised by densificationpppulation growth, migration)

The main factor of the Hungarian demographic preegss the persistewtecline of the
population since 1981, as a result of which the populatiokl@hgary was 10.3 million at the
end of 2008. In the last few years the outskirtsnajor cities (primarily Budapest) and the
economically prosperous areas (for example thet8aleecreation area, settlements located
in the Budapest-Gy-Székesfehérvar axis) have experienced populatiowth. It is mainly
caused by internal migration and by the youngersigecture and higher willingness of
families — who migrated formerly into the conurbati- to have children.

Internal migration is the main factor standing behind population dhowrertility rates were
the highest (over 10 per thousand) in the most naiedeloped county at the north-eastern part
of the country and in Pest county.

Regarding internal migratiosuburbanization was the most important process of the period
after the political transition, that affected firef all Budapest, but in a minor scale it
concerned regional centres too. As a result of ghi€ess migration balance of Pest county
showed a significant growth (in 2008 it was +13&3 thousand). The developed Western
Transdanubia has also a positive net migrationhMithis region in Gyr-Moson-Sopron
county the immigration-based population growth Ibesn increasing constantly from 2003.

Summarizing the demographic processeanalysed above, only minor part of the country
can be characterized by favourable demographicgdsarThe areas where the natural growth
is reinforced by positive internal net migratior &wcated in the northern and western sectors
of the Budapest suburbs. In the wider conurbatiad in the vicinity of the axle from
Budapest to the Austrian border and to Lake Balatbe number of deaths has already
exceeded the number of births, but the positivemigration could compensate this. As a
result, in the last five years population grewthiis tarea.

Table 1.: Major demographic indicators at NUTS-2 level

Natural population | Internal net migratio

) Population (1 of January) | growth (per thousand  (per thousand

Region inhabitants) inhabitants)
2003 2008 2003 2008 2003 2008

Central Hungary 2829704 2925500 -3.9 -1.7 2.9 .0 8
Central Transdanubia 1112984 1103132 -3.p -2]9 0.7 0.6
Western Transdanubia 1003 18b 998 18f -4.b -3(7 4 1 24
Southern Transdanubia 983 612 952 98 -5.0 -414 2 -1 37
Northern Hungary 1280 040 1223238 -4.3 -4.1 -3.L -7.5
Northern Great Plain 1 547 003 1502 409 -2.6 -2b -2.9 -6.8
Southern Great Plain 1360 214 1325527 -5.4 -4)7  -0.6 -2.8
Hungary 10 116 742 10 030 97p -4.1 -3.1 0 0




1.1.2 Main regions/areas affected or likely affected bytsong population ageing and/or
decline (emigration)

In the last five yearpopulation declinewas the most intensive in the underdeveloped small
village areas with unfavourable economic and apatiructure status located in Northern
Hungary and Southern Transdanubia (-4.5 and -8rlcpnt), furthermore the population
decreases by 4.4 per cent in the south-westerngbatie Great Plain. Theirth rate is
permanently low at certain parts of Western Tranatla (8.4-8.7 per thousand inhabitants).
The underdeveloped Northern Hungary and the ag@&pgthern Great Plain can be
characterized with the highest death rates.

The emitters of internal migration are dominantly the underdeveloped north-easteth an
south-western parts of the country which cannagrodufficient job opportunities and living.
As a result of the durable economic and sociathag inhabitants flee away from these areas
mainly towards the Budapest agglomeration.

As a result of demographic processes in major q@fattie country both natural decrease and
net migration deficit intensified population dedin This phenomenon was the most
perceptible in the capital and in the settlememisbited by less 1000 persons.

Figure 1.: Region types according to demographic &nds, 2003-2007

Region types according to demographic trends ]3""—5
2003-2007

Bl atursl incresse + positive migration balance =population increase
I:l MNatural decrease + positive migration balance =population increase
l:| Natural increase + negative migration balance =population decrease

[ INatura decrease + positive migration balance =population decrease

|:|Namral decrease + negative migration balance =populaton decrease|

Similarly to the developed societies, in Hungarpydation decline is accompanied aging,
but in Hungary decrease is caused both by lowlitgréind relatively high mortality. Aging
of the population is one of the most serious delmoigic problems because of its socio-
economic effects and its impact on the pensiontesadth care systems.

Ratio of the elderly people(over 60 years) has been risen constantly fron® 29®1 further
increase is expected for the next decades. Theofatlkee elderly people is the highest in
Budapest and in the major cities. As for the regiathsparities, between 1990 and 2001 the
rate of elderly people increased especially in @ftransdanubia and the Great Plain (in the



capital the dynamic of the raise was smaller bexafishe higher proportion of elderly at the
starting point 1990). In the long run we can expdett in the small villages of Western
Hungary and Northern Great Plain and in SouthemaGPlain there will be extended aging
areas. As a result, trdependency ratiois worsening continuously, namely less and less
active persons should support more and more ir@actihile in 2001 and 2007 1.7 active
person had to keep every inactive person, thiswakéncrease to 1.6 for 2014, and to 1.4 for
2021.

Table 2.: Age structure of the population at NUTS-2evel

Region Ratlt:)ei)gvsk;lfren Ratio of elderly Old-age
9 (per cent) dependency rati(
(per cent)

2003 | 2008| 2003 2008 2003  200B
Central Hungary 14.5 142 | 21.8| 227 1504 160l
Central Transdanubia 15.9 145 | 19.4| 207 1222 143k
Western Transdanubia 14.9 13.9 | 205| 21.9| 1373 158p
Southern Transdanubia | 15 g 14.3 | 20.7| 220 1324 154B
Northern Hungary 17.0 15.7 | 20.6| 21.4| 1215 136p
Northern Great Plain 18.0 16.5| 18.6| 19.5| 1035 118k
Southern Great Plain 15.7 143 | 21.3| 226| 1357 157fF
Hungary 15.8 14.7 | 206| 21.7| 1304 147

1.2 Economic evolution

1.2.1 Main regions characterised by significant economidevelopment (Gross domestic
product — GDP, employment)

As far as economic development is concernednibst developed regionsn Hungary are
Central Hungary, Western Transdanubia and Centrahsanubia. The developed regions
have outstanding data compared to the eastern aanthesn regions in the fields of
investments, employment, economic performance (GRRY in the productivity of the
industrial and developed business service sectughns dominant in the economic structure
of the country.

In 2007 theinvestment per capitareached the highest values in Central HungaryGerdral
Transdanubia. It shows remarkable differentiatieiwleen the regions that the specific
investments in the Eastern and Southern regions hatreached even the half of the values
in the Central Hungarian and Central Transdanubggions. In recent years the growth of
investments was the highest in regions, where dbesrwere elevated even before (Central
Hungary and Central Transdanubia), which causedutifavourable growth of regional
differences and thus the continous backwardnessgodns lagging behind.

In Hungary only the three economic centre region§Vestern Transdanubia, Central
Transdanubia and Central Hungary - exceed the dersbly low, in average 56%
employment rate by 6-8 percentage points. In the past four yeargradictory processes
characterized the employment situation of the dgped regions. Out of regions with high
employment rate, only two counties of the Westerangdanubian region (GyMoson-

Sopron and Zala) raised employment further, whiléhie Eastern part (Fejér county) of the



also well-developed Central Transdanubian regiorongt employment decrease was
registered.

The economic performance of the country betweerimaously increased in the period of
2003-2007. The gross domestic product (GDP) petaa@as 2,54 million HUF in 2007, only
the Central Hungarian region exceeded the counteyage with 60 percent. The Hungarian
average was exceeded in the case of Budapest haoréwice.

Figure 2.: Regional differences of GDP per capita@07, and its change 2003-2007

Regional differences of GDP per capita, 2007
and its change, 2003-2007

VATI

Legend
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The industrial sector is one of the most importsettors in the economic structure of the
country. Two thirds of théndustrial gross value addedwas produced in Central Hungary
(half) and Western and Central Transdanubia (dtl#) in 2007. The industrial productivity
grew to a less extent in case of the most indlisgid region of Central Transdanubia. As a
result of the prevailing tendencies both Easterrsddfa and Northern-Southern regional
differences increased in the field of industriabguctivity. In the sector ofleveloped
business servicegfinancial mediation, economic services) an evieonger role of the
agglomeration of Budapest can be observed.

1.2.2 Main regions where the knowledge economy is conceated and developing

In Hungary the knowledge-based economy (R&D agtiviind the knowledge-based
enterprise structure) shovesrong territorial concentration. Traditionally the knowledge-
based economy concentrated particularly in thetabgity as well as in the university centres
and regional poles, while it is rarely representetihe economic structure in other parts of the
country.

R&D, innovation

As far asR&D expenditures are concerned the dominant weight of Budapest thed
outstanding values of few agglomerations of latggms and university attraction zones are



characteristic. Two-thirds of R&D expenditures amncentrated in Central Hungary, more
than 60 percent of them in Budapest. R&D expene#un real value compared to recent
years were growing in every region of the counbyt they show very different territorial
dynamics. The growth of Western Transdanubia wastanding, where R&D expenditures
more than doubled, and in Northern Hungary and idort Great Plain R&D expenditures
also exceeded the average rate. All in all thatéei@l equalisation and the decrease of the
territorial differences is noticeable. The overvieigf Budapest decreased slightly, regions
spending the least for R&D caught up a little. Téeitorial distribution ofR&D employees

is also characterised by the strong concentratioBentral Hungary, and in the capital city
itself. Besides Budapest the rate of R&D employeegarticularly significant in those
counties, where large university towns are locé@sbngrad, Hajdu-Bihar, Baranya, Pest).

Knowledge-based companies

The rate of organisations providikgowledge-intensive servicegwhich stand out in the
application of new technologies) among active gmiges is significantly higher compared to
high tech and medium high tech processing compafles rate of these organisations in the
enterprise structure is the highest in the cagitad in its agglomeration as well as in the
county-seats and larger towns. According to thel¢enies of the past years ttae of the
enterprises offering knowledge-intensive servicesawe grownin large part of the country,
among others also in many of those regions whezig fihare among active enterprises was
very low.

1.2.3 Main regions affected by economic weakness or dend

In Hungaryeconomically underdeveloped, backward regionare Southern Transdanubia,
Northern Hungary and the two regions of the GréainPThese peripheral territories from an
economic point of view lag behind the national ewuit centrum regions especially
regarding investments in the economy, labour mairkditators and economic performance
(GDP).

Taking into account the absolute volume of investisehe significant decrease of regional
differences was not successful as regional inetgslifurther increased in the case of
investments per capita In 2007 regions that possess the lowest valuesspafcific
investments — as Southern Great Plain, Southemms@eaubia and Northern Hungary — could
neither reach half of the amounts of the most dgped regions. Relative investments further
decreased in the past few years in more regiorts lat level of investments, e.g. Northern
Hungary, or in some counties of Southern GreanPlai

The significant increase of the considerably loweleof 56% of theemployment rate of the
age group of 15-64 was not successful either, winigans serious economic and social
problems in the underdeveloped regions. The ndtiemel is not reached by the eastern and
southern peripheral regions. The national statalmiur force can be described by high values
of the Central Hungarian region and a western-easteality. In contrast to the central parts
with developed labour market, only every secondhenacally active person was employed
in the regions of Southern Transdanubia, NorthereaG Plain and Northern Hungary.
Moreover the rate neither reached 50% in the moslendeveloped, peripheral counties
(Somogy and Szabolcs- Szatmar-Bereg) of Southeanstianubia and Northern Hungary. In
the whole examined period definite growth could rheasured among the regions with a
priori low-level employment rates (only in two cdi@s of Southern Great Plain region:
Csongrad és Békés), while in Southern Transdanthmea employment rate drastically
decreased with more than 2 percentage points.
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The national economic performance was continuouslyeasing from the beginning of the
examined period until 2007. Thgross domestic product (GDP) per capitavas of 9,33
thousand Euros (2,54 MHUF) in 2007, but besides @verage economic performance quite
differentiated territorial structures could be fduifhe economic performance of the Northern
Hungarian region and the most underdeveloped, ecmadly most peripherally located
Noégrad county is less than 50% of the national ayer Moreover the GDP per capita values
the two regions of the Great Plain, Northern Hugigard Southern Transdanubia are less than
three-quarters of the national average. Duringetteamined period the economic performance
increased in each of the regions, but the most rdiesteloped counties of the economically
less dominant Southern Transdanubian and Northeng#tian regions (Somogy és Noégrad)
are characterised by volume dynamics bellow theamee

1.2.4 Main regions benefiting from the development of totist economy

Based on the fact, that Hungary — due to the etgtlon of its existing endowments — is one
of the continent’s notably tourist hosting courgrespecially in Central-Eastern-Europe, and
today it is still an important destination, thene someregions within the country that
benefit from tourism development or territories with the potential ability of this kind of
development

Regarding the seasonality of tourism, vast majaftyhe international tourists arrive in the

summer. Only Budapest and some thermal bathes »ameptons, these destinations are
visited during the whole year. Another problematiement of the tourism sector in Hungary
is the slight number of international attractions,their absence. Out of Budapest and the
health tourism destinations with international papity, which are considered to be absolute
attractions, only Lake Balaton as a Central-Easkenopean relative lakeside destination
could be described as Hungary’s international cditipe attractions.

Figure 3.: Number of guest nights per 1000 inhabitats, 2007

Number of guest nights per 1000 inhabitants, 2007

Legend
b
Number of guest nights

per 1000 inhabitants
B Above 40000
I 15001-40000
[ 5001-15000
[ 2501-5000
[ 1000-2500
[ Below 1000
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1.3 Significant evolutions in the settlement system

In 2008 there were 3152 settlements in Hungary,stnallest of which had altogether 16
inhabitants, while population of the capital wa¥ Imillion inhabitants, and the whole

metropolitan region (with the agglomeration) ha& #illion inhabitants. The Hungarian

settlement network is monocentric, middle-size tevare missing, while smaller settlements
(villages) constitute more than half of the setéens, in which all in all 8 percent of the

population lives.

1.3.1 Growth and decline of towns and cities by size cageries and by location

Cities and townsare the dominant elements and dynamic centrdsedfiingarian settlement
network. In 2009 two thirds of the population liviecthe 328 cities in Hungary. In the last 20
years the number of cities basically grew becafiggving “city-status” to settlements. Since
1990 164 settlements got city status which cauledising of urban population ratio from
61.9 percent in 1990 to 67.7 percent in 2009. Toufation ofnew townshas been growing
constantly in the last few years, contrary the galngopulation loss of the country as a whole.
Regarding population growth, these cities are tlypathic elements of the settlement
network, while in size and functions are not aloldilt in territorial management functions.
Their local and infrastructural indicators lag behifrom the expected too. The population of
these new cities do not reach 5 000 inhabitantd#ewie population of every fifth settlements
exceed 10 000 inhabitants. The latter ones aréddéa the Budapest suburbs.

Urban population change

In 2007 6.8 million inhabitants lived in cities. iEmumber is approximately 135 000 less than
the population in 2001. This small-scale declinéeaéd evenly every city types. The
population of the capital decreased about 74 O@@kitants, while the population of towns
with ‘county rights’ declined by 30 000 inhabitants

The most significantirban population increasehas been observed in the towns within the
Budapest agglomeration, besides some major towrts tfeeir vicinity) for example Szeged,
Debrecen; and the population of economically prompe cities has increased. In contrary
from 2003 to 2008 a significant population loss I[dobe experienced in many former
agricultural market towns of the Great Plain andha economically disadvantaged north-
eastern Hungarian old industrial cities.

Population change in Budapest

Population decline in the capital has started ftbm 80s, both natural decrease (decreasing
fertility, older age-structure and higher mortglignd negative net migration (mainly due to
the suburbanization) had share in the populatiea fom approximately 2 million in 1990 to
1.7 million in the 2000s. The negative net mignatamonstantly decreased, and turned to a
migratory growth in 2008.
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Figure 3.: Urban population change 2003-2008

Urban population change
2003-2008

Absolute change (heads)

WV Decrease of mare than 1000
¥ Decrease between 500-1000
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[ 101,85-132,74

1.3.2 Areas with significant progress in suburbanisation and characteristics of
migration

One of the most important challenges related tatheent Hungarian settlement network and
its elements is the group of effects generatedulpidan processes around greater centres,
and urban sprawl that emerges simultaneously kighatbove mentioned procedures. These
processes of larger towns cross their administatboundaries, and lead to radical
transformation of their greater surroundings, whdses of functions in the city core and
appearance of crisis areas can be observed. Thiscismpanied by increasing density of
commuting, transportation and institutional coniet. In the last twenty years these
processes are remarkably speeded up in Hungarfhese phenomena emerge firsttfin

the larger agglomeration of Budapestut at a smaller scalalso in the vicinity of large

and medium sized towns of the country.

The main determinant process of population chamgggration. The gain from international
migration is received first of all by Budapest dndlarger centres of the settlement network
(regional and county seats). Suburbanization casblserved in the most extended way in the
metropolitan region of Budapest, where besidessitpeificant population loss of the capital,
the population growth in neighbouring settlemest@ccompanied by the expansion of the
local labour system. Altogether immigration proesssare concentrated on the axes of
Budapest-Vienna, Budapest-Lake Balaton and Budgpmied (beyond the metropolitan
region of the capital), meanwhile outer and innerigheries can be characterized by out
migration.
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Figure 5.: Suburban regions in Hungary

Population change in the settlement network, “ III"
suburbanization 1995-2006 I

Legend
Suburbanization

I Fositive migratory balance
B Mewative migratory balance

O Towns over 20.000 inhabitants

To sum up the tendencies, suburbanization appaarédte 1990’ies at an increasing rate,
although today its degree is decreasing; theseepses are basically reordering the relations
between settlements, beside the capital and itsmedso around bigger cities (Miskolc, Pécs,
Gy r, Szeged), but often in an ever increasing degmeeind medium sized towns (e.g.
Kaposvar, Szombathely, etc.), too.

1.4 Significant evolutions of the rural areas

1.4.1 Rural areas characterised by economic revival versurural areas characterised
decline and desertification

The exact definition of rural areas has been cantisly changing during recent years. Since
the 2007 EU programming period the territories witipulation density below 120 Kmper
capita or the areas with settlements below 10 @®@hitants are called rural areas. This
definition covers 95 percent of the settlementshefcountry, 87 percent of the territory and
45 percent of the population. The National Spdd@lelopment Concept has defined 5 types
of rural areas (areas rich in natural, cultural Eamdlscape values; regions characterised by the
predominance of farmsteads; regions characterigethd predominance of small villages;
regions with a large range of ethnic minoritiegioas with large Roma population). The
guestionof lagging behind and dynamic evolutionis relevant primarily in the case of the
last four types.

The transformation of economic structure whichtethin the 1990s has led to tinerease of
territorial inequalities , one dimension of this is the East-West polaasatand the other,
which is more important from the rural areas’ paifitview is the core-periphery type of
division (which is observable in particular in ceation with the central region and all other
parts of the country or rather the dynamic towrgsines and the territories or settlements in
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the outer and inner peripheries especially smélges). According to regional differences
the Eastern part of the country together with theitbries of small villages of Southern
Transdanubia and Northern Hungary or rather thescborder territories of the Southern and
Eastern parts of the country are in the most unfeatde situation; most of these are rural
areas. In the well-developed regions the numbesetfliements in good position and the
number of their inhabitants is still growing at igher pace, in the under-developed regions
the processes run in opposite directions, andhillhits the most the settlements in the middle
field. The number of deprived and continuously depg settlements between 1995 and 2005
has grown to almost triple and a half, the humbesettlements with very favourable social
composition has “only” doubled. This polarisatiagess has not been stopped neither by the
development subsidies of the European Union non#tmnal development transfers in spite
the fact that development funds were concentrateithé convergence regions according to
the set objectives. It follows that even the EU dndhestic subsidies together were not able
to counterbalance the spatial shaping force ofntlaeket processes, which is evident under
market economy conditions, however one could (oeneghould) improve the current
situation.

1.4.2 Factors behind the economic diversification of rurh areas (metropolitan
influence, production of renewable energy, residerdl and tourist economy,
stronger demand for agricultural products)

One of the maitbarriers of the economic structural change in ruralareasis that there is a
contradiction between the real needs of the econandythe structure of the education and
(vocational) training. In rural areas, mostly bexmwf out-migration there is not enough
labour force with appropriate qualification and fessional knowledge needed in the
prospering economic sectors as well as people umiversity or college qualification or even
employees with high school graduation are far l#¢ssn the average. The strongest
competitive disadvantage of the areas lagging loetiie most is not in the fields of local
employment, but rather connected to the commutossipilities. Improvement of commuting
facilities and mobility possibilities is one of the most important elerseat integrated
development in these areas.

Rural areas are not identical with backward aressh® overlap between the two category is
significant. The transformation of economic struetproceeds slowly, but is present in rural
areas. The traditional productive sectors — inguatrd agriculture — even maintained their
importance, but it is decreasing gradually. Itnigportant to maintain agricultural production
in areas with good production endowments, the emimatructural change is needed first of
all only in areas with disadvantageous productiosspbilities. There is an existing tradition
of alternative activities (complementary incomes) neato agricultural productive sites to
compensate the fluctuations of the incomes froncatjural activities as well as to capitalize
employment which is available seasonally. In ruaedas the still existing precious living
handicraft traditions play an important role rethte the employment possibilities as well as
in preservation of the unique image of the regidonever,the migration to rural areas and
buying real estate (houses in villages, small faragricultural land) in these areas by
inhabitants of big cities is remarkable, which skawat the rural environment is becoming
more valuable. This process lies also behind thergimg city agglomerations, and therefore
the weekening of “village/rural image” of settlent®iocated near to big cities (especially in
villages with nice locations), where the formerlypnmy left houses are bought by town
citizens. In the latter case many of the new owaezs/Nestern-European citizens.
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Rural areas are characterized by rich natural amdiscape endowments, healthy living
environment as well as rich cultural and built teege, all these are serving as a base for
catching up througrural tourism development. This type of tourism has got more raonde
popular recently, so those settlements which coafttalize this tendency, started to develop.
Tourism has considerable multiple effects, it ilms&s the number of consumers in the given
region, therefore it can promote the direct disttitn of the products, which are produced by
local economies and manufacturers, and stimuldtesturnover of the local markets. The
regions characterised by the predominance of sfaaths and small villages are still in
disadvantaged position related to the country aeerdirst of all because of the bad
infrastructural facilities, but the ongoing increase in the numifespent nights in the region
could be the first sign of the catching-up process.

The micro-regions with urban centre are in a max®t@irable position than those that are far-
away from towns because here services are muclressiessible, and commuting is easier
for these rural inhabitants. Towns can get mucheeasibsidies — first of all from the
European Union —, which can help to promote thelgag)-up of these villages through the
development of nearby cities. But it is observahk first of all the location in the country,
and not the size of the settlements is a determif@actor in the respect, whether a
settlement’s position is improving or declining. S%&rn Transdanubia with very small
villages proves this, because there nearly 55 perafethe 334 villages of the region is in
favourable position.

The New Hungary Rural Development Plan (NHRDP), chhapplies to the 2007-2013
period, promotes the development and catching-weegss of rural areas, which ensures
through EU sources approximately 4 814,8 MEUR (1B0llon HUF subsidy), mostly for
investments which improve the competitiveness efagricultural sector, diversifies the rural
economy, and preserves the values of natural aatibuilt environment.

1.5 Progress of transnational and cross-border integrabn

1.5.1 Areas characterised by a significant increase of &ansnational and/or cross-
border socio-economic interactions (cross-border agomerations; transnational
corridors)

Therevitalisation of natural catchment areas and of taditional socio-economic relations
have begun in the region in parallel to the EU asim® and to the decrease of the dividing
role of the borders. The border regions of Hungargdominantly can be classified as
peripheral regions from a socio-economic point iefw Nevertheless the special geographic
location and the proximity of the border meanstas same time resources and provide
opportunities for the settlements to get out of thgging behind and peripheral position.

International relations can be either transnatideal. the participation of Budapest in the
competition of capitals of the Central-Europeaniarg involvement in transnational

programmes), or cross-border. Cross-border relatiore influenced by the fact that the
national borders are relatively new and by theigant number of Hungarian minorities on
the other side of the border.

The intensification of cross-border relations can be observed predominantly at the
Austrian-Slovakian-Hungarian and at the Romaniandduwian border. These sections are
characterised mainly by the increase of cross-arderactions and town networks, and by
the revitalisation of traditional catchment areBEtse EU accession significantly contributed to
the integration of border areas. The accessibiftyhese areas have improved on the one
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hand (internal Schengen border with three stateglidied border crossing with Romania),
and the use of urban services have become easibearther hand (e.g. residence, working
place, education, health services, promising imn&s in public transport).

The following maincross-border catchment areagan be identified:

Budapest-Wien-Bratislava metropolitan area withssfborder suburbanisation of
Bratislava, town pairs of Komarom-Komarno and Esmim-Stirovo.

Miskolc-KoSice at the Slovakian-Hungarian border with the crossieo
agglomeration of KoSice. The small villages in Hangtraditionally belonged to the
sphere of influence of KoSice.

Area of Zahony-Nyiregyhaza at the Ukrainian-Hungiafborder. This border section
is still the most difficult to cross, is an exterbarder of the EU and the co-operation
improves very slowly.

Romanian-Hungarian relations develop dynamicalgyedoped regions of Romania
are located near to the border. The institutioedligelationship of Debrecen-Oradea
with the cross-border suburbanisation of Oradddungary.

In case of Szeged-Tinbaraand Békéscsaba-Arad the dynamics is stronger at the
Romanian side.

The connection of Szeged-Subotica town pairs at Skebian-Hungarian border
became weaker with stronger influence of Szeged.

Cross-border catchment areas are less relevagise af the Croatian-Hungarian and
Slovenian-Hungarian border (relation of Pécs-Osijek be mentioned at the Croatian
border).

Western Hungary and Burgerland (Nagykanizsa-Zalazgg-Szombathely-Graz).

Figure 6.: Main dimensions of territorial integration of Hungary
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2 Territorial impacts of emerging and growing challerges and related driving forces

2.1 Examples of significant territorial impacts of climate change (drought, forest fires,
floods) by type of regions/areas

Hungary is considered to be increasinglynerable as far as climate change is concerned,
since according to the reports of the IPCC the ahauarege termperature increase of 2 °C
potentially expected globally might cause a 3-4ifiCrease in the territory of Hungary.
According to the forecasts more extreme hot andstimmers, and gentle but more rainy
winters are expected, which might be interrupted¢dasmnally with strong storms and
rainstorms. Altogether the climate in the CarpathBasin is expected to be similar to the
mediterranean climate.

Droughts

Drought is an outstanding consequence of climasmgh due to its importance related to its
impacts on agriculture and food production. Almibet whole territory of Hungary (90%) is
exposed even at current climate parameters to Htsud@he lengthening of the period of
droughts and the intensification of water shortaggsesents a serious threat on the whole
territory of the Great Plain. From this respect vherability of the central and eastern part
of the Northern Hungarian region and the areaseaRomanian border of the Southern Great
Plain is striking. Climate change is expected taseadroughts with severe socio-economic
and environmental consequences only in smalles dirthe Transdanubian area (by the river
Dréava, in the southern part of the Little Plain).

Forest fires

Presumably drier and more hot summer periods camsec$avourable conditions for the
development of forest fires, which phenomena heesady started as the extension of burned
forests have increased significantly on great pitthe country (mainly in the northern part of
the Northern Hungarian region and in the south-grespart of the Southern Great Plain
region). The increased frequency of forest fireasoay huge damages is expected in the
above mentioned areas and in some other contin@ooghern part of the Southern
Transdanubian region, some parts of the bordesarkethe Northern Great Plain region) or in
some smaller and plotted areas (by the Sloveniaat@n-Hungarian border, Western parts
of Vas county).

Floods

More than one third of the territory of Hungary @80 knf—s, where one fifths of the
population, approximately 2 million people live)dguated in the floodplains of the Danube
and Tisza rivers and their tributaries. As a consege the more extreme rate of flow of
rivers — and thus the increased frequency of floedsneans a serious threat to the
socioeconomic life of Hungary. The analysis of floeds between 2000 and 2007 underlines
the forecasts and concerns related to climate ehdfxfreme floods became more frequent
on larger rivers and water level peaks of many desdhave been overpassed twice both on
the Tisza (in 2001, 2006) and on the Danube (ir22Q006). The coincidence of these floods
in time on these rivers means an extreme floodatHa the regions of the Great Plain. Such
a situation occurred in 2006, when more than 3 K08 of dikes were affected in the most
critical period. The forecasts related to climakteamge are also proved by the fact that the
ratio of those floods have increased, which areseduby sudden, unexpected rainfalls.
Extreme flood situations occur on smaller streanms t the increased frequency of extreme
rainfall activities concentrating on small areasicls a flood happened in the Northern,
mountainous region in 2004, 2005 and 2006. Moretived situations have occurred even in
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such periods (e.g. in August), when the least amof@irwater is expected (based on the
average of hundred years). According to the sumraaajysis of flood protection data of the
past five years flood threat is the highest indatchment area of the Tisza, on the bank areas
of the Danube in Northern Transdanubia and in trerthérn, mountainous region of
Hungary.

2.2 Examples of significant territorial impacts of the globalisation process and related
international division of labour (concentration of direct foreign investments;
economic-technological specialisation of areas; sificant clusters; relocation of
activities)

Foreign direct investment has played significaré fia the structural transformation of the
Hungarian economy taking place since 1990. Humgarian FDI per capita is - after
Czech Republic and Slovakiathe third highest in the Central-Eastern European (CEE)
region. The ongoing inflow of direct investments has citmited to the improvement of
productivity, technological modernization, develagrh of export capacities and creation of
new jobs.

In the registered capital of enterprises tagitorial concentration of foreign capital has
been increasing in the last years. Foreign shaespgcially high in the Central Hungarian
Region (within which it is very significant in Bugdast, the capital), and in the Central and
Western Transdanubia. In the Southern Transdanabdjn the Northern Great Plain and in
Northern Hungary there are huge continuous areasenthe share of foreign capital lies
below 10%.

In 2008 theinflow of FDI lagged far behind the average of the previoussy¢he re-invested
income, and the amount of other capital investmbats decreased significantly. In the first
half of 2009 significantflight of FDI has taken place, which is since 1995 the worst
performance. This capital withdrawal and declineFinl inflow affect those target areas
where previously intense capital movements tookeldhe capital Budapest and its wider
surrounding, the regions of Central and Westermdaanubia. On a smaller scale other
regions are also affected, predominantly the biggecalled pole cities (Gy, Pécs, Szeged,
Debrecen, Miskolc) and a few other larger citiélse(Nyiregyhaza, or Kecskemét where the
slow down or the danger of cancellation of theiradion of previous investment plans is to
be observed).

The most importantexternal partner of Hungary is traditionallyGermany. German
companies are tied in many ways to the Hungariama&uy, both regarding investments —
with approx. 15 billion EUR investment stock — drath regarding trade relations. In the last
decades however in trade relations China, anddhetdes of CEE are gaining weight.

In 2007 28% of total sales of Hungarian joint compa was realized outside the Hungarian
borders. The export-orientation was extremely d#ifdiated spatially. Higher than average
export-orientation prevails in the Central and WastTransdanubian region. Islands of high
export-orientation are to be found in other paftglongary, mostly in micro-regions, where
one or other multinational company dominates prtdacand directions of sale activities.
Markedly low export shares prevail in blocks, conbus areas in the north-eastern part of
Hungary, in the eastern part of the Great Plain teghe Romanian border, around the Lake
Balaton, and in the Southern Transdanubian arehardmg the border areas, along the
northern borders the share of exports has incretgethost, while significant decrease took
place in the Southern Transdanubian border region.
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Reginal clusters, as territorial patterns of sgm@ton emerged around the millennium in
Hungary. Mainly in the fields of automobile, timband furniture, electronic, food, textile
industry, construction and tourism sectors. Initietial terms these clusters concentrated
mainly in the Transdanubian regions, in the Eagpamt at that time no clusters were known.
Nowadays there are more than 100 clusters in Hyndgarmed along the most diverse
activities. 16 of them are accredited innovativeistérs, based mainly in the Central
Hungarian region and the southern part of the GRiain, working in the fields of health
industry (biotechnology and medical industry) amiimation technology.

2.3 Examples of areas affected by significant foreignmmigration and/or social
polarization necessitating specific measures

Territories affected by international immigration

Although thenumber of immigrants has been constantly increasing since the Millemnpiu
according to the official statistics af' bf January 2009 approximately 185 000 foreign
citizens stayed in Hungary, that makes a minor gntign, 1.8 percent of the total population,
which proportion is quasi negligible in an inteiinatl comparison. The main target points of
this immigration are the capital and its surrougdinLake Balaton and the settlements close
to the borders. The great majority of the immigsaatrived since the political transition was
Hungarian ethnic minority from the neighbouring nties.

As for the present situation, according to the d#t2008 the majority of the immigrants
arrived from the neighbouring countries: from Romai®6 000), Ukraine and Serbia (17-17
000). Two thirds of the Romanian citizens live ier@al Hungary, in the capital and its
surroundings; the Serbian citizens stay mainly @nt@al Hungary, and some of them in the
counties near to Serbia.

The second significant immigrant group came fromaAS8rst of all from China and Vietnam.
The majority (83 percent) of the Chinese commurtity 000) lives in the capital. The
German citizens besides Budapest frequently chimoldee around Lake Balaton.

Figure 4.: International migration balance 2002-200
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Territories affected by social polarisation

The methodologies of monitoring social polarisatare often linked to action programmes;
two examples of them are presented here. To rea€d datailed about this action programmes
see Chapter 3.5.

1.) 10 percent of the total, and one third of them@R population lives in thenost
disadvantaged micro-regions situated along the eastern (north-eastern) andhem
borders. The majority of this 33 micro-regions hiagot a multifunctional urban centre, they
consist mainly of small villages (66 percent ofitimpulation lives in a settlement with less
than 5 000 inhabitants). They were already disatdwget a hundred years ago, and since that
time a new country border cut them away from tloeiginal centres; later the decline of the
agriculture staggered their economies. Due to thaddantaged situation the mobile social
groups leave them, the proportion of elderly armhused both by the higher natural increase
and the internal immigration — the proportion ofnRois increasing.

2.) Segregated urban areasFirst, as part of the application procedure for soeial- and
functional urban renewal projects — in the framdwaf the Regional Operational
Programmes of the UMVP 2007-2013 — an Integratdshb/Development Strategy, and as a
part of it an Anti-segregation Plan should be @dfby the local governments of towns and
cities of more than 20 000 inhabitants. Accordiaghe methodology every coherent urban
neighbourhood above 50 inhabitants, in which thepertion of inhabitants with low social
status (undereducated persons without any regulekimg income in the active age group) is
above 50 percent is a ‘segregated area’, whileéighbourhoods, in which the proportion is
between 40-50 percent are named ‘highly run-doweasr In the last two years the situation
was analysed according to this methodology andsagfiegation plans were prepared in 157
settlements.

2.4 Areas/regions likely to be particularly affected bythe structural impacts of the
economic/financial crisis (metropolitan areas, areswwith significant manufacturing
activities, rural areas, tourist areas etc)

Spatial effects and consequences of the econonsis @volving as a result of the financial
crisis which manifested in 2008, are still hardableast with high uncertainty to be defined. It
is however already recognisable through which impagchanism will the global crisis spill

over into the development trends of regions and<it

Spatial effects of the changes in theancial sector are often disregarded in most of the
analysis although it has direct spatial effectshiose towns, where the financial sector is a
major employer (in Hungary principally Budapestdat has indirect effects on the spatial
structure. One of the driving forces of the Hungarieconomic growth was domestic
consumption, which relied mostly on credit sourbesh in the public and in the private
sector. Significant share of the Hungarian crettitls is denominated in foreign currency,
thus heavy exchange rate volatility during theitial crisis has cut down domestic demand
and the willingness to take credit has declinedeispatial effects of these processes are
taking place in those urban areas, where real eestavelopment was formerly present.
Around bigger cities, predominantly along the bosdef Budapest (and Gy, Szeged, Pécs)
intensity of suburbanisation processes can be mwhdy the restriction of real estate credit
conditions and the recognition among the inhabstanthe risks of volatile exchange rates.

Spill over of the financial crisis into threal economyalong the decline in domestic demand
can lead to temporal economic recession and deiclieenployment in export-oriented cities
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and regions, especially Western Hungarian inddstre@as. Long term trends of changes in
global economic structures are hard to predict,dogt to previous tendencies it is expected,
that in cities with monostructural economies, whecenomic performance is based on a few
transnational — mostly with industrial, but sometgmnalso service activities — companies’
export-oriented production, economic activities|w#locate in other regions with lower
production costs.

Hungary has three neighbour countries being memb#re Economic Monetary Union and
using the common European currency, the Euro. Grgwisk of exchange ratemovements
can have severe consequences: foreign direct meess will rather chose those cities which
are on the territory of the EMU, so along the westnd northern border these can replace
Hungarian cities. This pull effect can hit the wdaerritory of Hungary, especially it can
affect the former target areas of FDI inflows.

In Hungary in recent years the state has heavigr tasted its budget, thmudget deficit in
2006 reached 9% of the GDP, the increase in pu#ist and the decrease of GDP has
significantly narrowed the room for manoeuvre fhie tHungarian government. Spatial
consequence of this macroeconomic fact is that dommdéunds for spatial development
decline heavily, thus potential for targeted in@ions aiming to respond to the crisis has
decreased.

The evolved financial and economic crisis affedtst fof all export-oriented urban regions
specialized on trade, and as a spill-over effethisfregional supplier chains and local labour
markets may fall as well. Economic recovery is etpe to re-start first also in the urban
centres, but in those areas, where transnatiomapanies are not embedded enough in the
local economy, the risk of emergence of long terisisareas increases.

3 Evolution of territorially significant policies
3.1 General overview of the structural policies especily of their territorial relevance

An important tool for enforcing territorial dimewsi is the strengthening of the territorial
aspect and content of sectoral policies. Sectamtitips have territorial relevance inherently,
but predominantly follow sectoral, not territoriabjectives, while sectoral decisions have
significant territorial influence. Therefore one tfe main objectives of the Hungarian
regional development policy is the territorial hamisation of sectoral policies and
developments, the establishment of synergy withiorey development strategies and
programmes. The National Spatial Development Canfmepmulates messages and territorial
priorities for the different sectors in this spiritherefore it can be regarded as a real
innovation in development policy that both tNew Hungary Development Planand the
New Hungary Rural Development Strategic Plarrefers to territorial cohesion as a so called
horizontal objective. This means that territorighects should be taken into account in case of
all programmes and projects co-financed from EusopEunds, similarly to the horizontal
principles of equal opportunities and environmeastedtainability.

The territorial content of each sectoral strategyies significantly. In case of the mid-term
strategy foreducational developmentprepared by the Ministry of Education and Culture i
2004 territorial aspects are represented supdlifici@bove all the decrease of significant
territorial differences in the infrastructure ofuedtion, and the development of regions
lagging behind appears as a priority area. In [m@dt means the presence and availability of
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educational institutions, the assurance of acciisgiland the levelling of the quality of
education.

The strategic part of thdungarian Cultural Strategy (2006-2020) contains the concept of
cultural rural development, which means that ewatylement has to develop that institution,
which can play a role of a cultural gateway for tbeal people. The Ministry of Social
Affairs and Labour has elaborated more programmwbs;h give assistance on a territorial
basis for regions and settlements in a disadvadtpgsition. The most significant of them are
the so called Three year long micro-regional development programras’, whose aim is
the development of the social and child welfarevisernetwork of backward micro-regions
explicity on a micro-regional basis. Another sigrant development program is the
“Program for Liveable Villages' (its aim is the catching up of small settlementsd
farmstead areas) and the so callédsérehat Programmé, which is directed for the
development of one of the most backward region anttNEastern Hungary, financed by the
UNDP (aiming the development of the region with plagion decrease, with significant
unemployment, giving opportunities for the Romagleand enhance dynamics in the area).
In areas and settlements with high unemploymentginernment finances public-works
programmes, though in case of social subsidiesoésdnot take into account territorial
differences. The sector operates a so cddeth and village caretaker programmefor the
provision of poor, dominantly elderly people inlabloration with the local governments.

As far as health issues are concerned, the tealitobjective of theNational Public Health
Programme (2003-2013) is the decrease of social inequalitigbe provision of basic health
services. The most elevated number of strategidsnational programmes characterise the
sector ofenvironmental and nature protection The situation analysis of thiational
Environmental Programme (2003-2008) has a strong territorial dimensionseparate
chapter deals with territorial development of eonmental processes, mainly on a regional
basis. In spite of this there are only two actioogpammes with strong territorial relevance
aiming the solving of problems of urban and ruraas, and in a general way. The territorial
relevance of théNational Strategy for Climate Change(2008-2025) is resulted from the
fact that each region is affected by climate changedifferent way. The strategy formulates
tasks for regional-, settlement- and rural develepinit highlights the most vulnerable large
regions and emphasizes the area of Homokhatsagéetine Danube and Tisza rivers. There
is not any strategic documents at national levelater management though this sector is
characterised by territorial approach due to itsinea

The territorial approach indirectly appears in specific and strategic objectives of tBimgle
Transport Development Strategy(2007-2020), mainly in case of the improvemensdtial
accessibility of peripheral regions and in casetrafisport infrastructure development of
larger towns and agglomerations. The sector maiahycentrated on the development of the
highway infrastructure, the network was signifidgminproved in the past decade. The spatial
structure of transport is Budapest-centered, theemtealisation of this structure is a big
challenge. In rural areas the maintenance of spaseld railway branches causes difficulties.

Among sectoral strategies territorial dimensioryplthe most outstanding role in case of the
National Tourism Development Strategy(2005-2013), as it refers to world heritage sites
and to other priority sites (Budapest, Lake Balatbe Danube Bend etc.). Lake Balaton is a
separate development region with its own area-m&magt organisation. The strategy deals
also with backward and rural regions, and with sareath special natural endowments,

supporting rural tourism in these rural areas. &sds the National Sport Strategy (2007-
2020) concerns territorial approach is very strahgpntains a significant territorial content

compared to other sectoral strategies. The naticnahty and settlement levels are dealt with
already in the situation analysis, the objectived the vision are described at micro-regional
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and regional level as well, and they prescribe ajrathers the preparation of micro-regional
sport strategies.

Altogether sectoral strategies are not organised trritorial base, they take into account
territorial aspects to a less extent, thereforar ttegritorial content should be enhanced in
order to promote synergic effects.

3.2 Examples of measures and procedures leading to morsustainable forms of
territorial development

The enforcement of sustainability became an imporédfort of regional development and
development policy itself in the past years. Théenoretation and representation of
sustainability have taken place in the developm#gmtuments. The real integration of
sustainability in the projects is still underway.

The National Spatial Development Concepintroduced the concept of sustainability at a
conceptual level into territorial policy. One ofetloverall objectives of the concept refers to
sustainable development and protection of our &geit Besides these the concept defines
spatial sustainability amond the principles of oegil development. A sustainable region tries
to solve its structural problems within the bounesiof its territory and does not export them
into other regions. (For example it does not caesgironmental pollution outside its
boundaries and does not launch great flow of emaralue to unemployment.) Aditionally
the NSDC contains so called principles for sustamapatial use. These principles mean
landuse targeting brownfields and thus protectinguiit green areas, and refer to public
transport. The mid-term objective of the NSDC aignihe development of the urban network
should also be mentioned, which results in a mostagnable spatial structure, a polycentric
settlement network instead of a Budapest centared o

The principles of spatial sustainability definedtire NSDC at a conceptual level can be
transposed in a limited way in the lower level depement documents. Thdew Hungary
Development Planand related Operational Programmes co-financed £t funds involve
only the principles for spatial use of the NSDChe3e principles appear only in case of the
support schemes feourism and environment of the Regional Operational Programmes.

It worth mentioning the spatial sustainability miple related to the use of renewable energy
sources in th&nvironment and Energy Operational Programmeof the NHDP. The main
message of these principles is that for sustaibgbiasons the energetic use of biomass
should be promoted only within a limited distanoetie place of origin of the biomass. The
spatial interpretation of sustainability and it¢egration into daily development practise is
assisted by &landbook on Territorial Cohesion. This handbook presents among others the
spatial interpretation of sustainability and posisiks for its enforcement through practical
examples.

Besides regional development documents sustaitatslienforced througBpatial plans at
regional and local level Such spatial planning aims the achievement df sueision, where
the spatial structure of the country becomes bald@ad is shaped according to the principle
of sustainable development. Spatial plans permreld@ments predominantly in urbanised
(technically used) areas and thus they protecbgamlly continuous, nature like conditions.

Spatial plans define in the long term and in awdaldle way the form of land use and spatial
order of physical infrastructure systems of nati@ignificance for the whole country and for
the counties. In order to support sustainabilitatsp plans define forests to be protected,
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plough-lands with excellent sites, water managenssts and areas important from an
ecological point among others, and lay down slaictl use regulations for their use.

Spatial plans form a hierarchical system with tb#ofving levels: National Spatial Plan,
areas requiring special regulations (Balaton Rrsad Tourism Area, Budapest
Agglomeration), counties, and settlements.

3.3 Examples of measures/policies likely to strengthetihhe competitiveness of specific
regions/areas (support to clusters; attraction of dreign investments; re-
qualification of human resources)

The New Hungary Development Planis a framework document for developments financed
from EU funds (National Strategic Framework). ThEIDP concentrates EU funds on two
fields in order to support the international conitpetness of Hungary: increase of
employment and promotion of stable growth. Amonghetisectoral and seven regional
operational programmes tligconomic Development Operational Programmecontributes
more directly to the growth objective defined inettNHDP. Among its priorities the
followings contribute significantly to the strengtiing of competitivenessR&D and
innovation for competitiveness, Complex developneéngnterprises (focusing on SMES),
Improvement of modern business environméyd. far as theTransport Operational
Programme concerns those priorities of the programme couteilio competitiveness more,
whose aim is the increase of accessibility. Hueial Renewal Operational Programme
contributes mainly to the promotion of competitigea through the priority amproving
adapability. This priority builds mainly on vocational trainiragnd adult education and on the
possibilities of lifelong learning. The&ocial Infrastructure Operational Programme
contributes to competitiveness mainly through istinacture developments related to the
objectives and measures defined in the Social Rain@F. Among these developments it
worth to highlight the establishment of regionakgrated professional training centers and
infrastructure developments needed for the operatioregional formation networks. The
Regional Operational Programmes of the NHDRlefine also various objectives to promote
competitiveness taking into account regional coon# such as development of the economy,
transport and tourism.

At a conceptual level thRational Spatial Development Concepintroduced the concept of
spatial competitiveness into territorial policy.g&neral objective of the NSDC is related to
competitiveness. This concept means that everpmegfiould define its own, unique factors
of competitiveness. The messages related to cotwpetss can be found also in the
territorial objectives of the NSDC: it tries to foulate so-called poles of competitiveness
based on larger towns, it aims the formulationitfsswith R&D capacities. Currently 99,8%
of the Hungarian enterprises is an SME. The govenirgonsiders their strengthening as a
priority task. In the framework of the JEREMIE iaiive the New Hungary Microloan
Programme and the Portfolio Guarantee Progranmwas launched at the end of 2007. They
promote the provision of micro-loans and portfa@itarantees for Hungarian enterprises from
EU and national funds. Th&zéchenyi Cardis also very popular among SMEs and can be
used without restrictions. In 2007 more than 19 B@@rprises received a Széchenyi Card
and thus received almost 477 MEUR (129 billion HW#@n. The objective of thBuned to
Business” (“Uzletre Hangolva”) Programme is to contribute tite formulation of the
decrease of administrative burdens.

In 2008 speciabectoral strategieswere developed as a result of which action pldnhe
automobile industry, logistics, medical and bioteabgical industry, information and
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communication technological industrial policy wexeproved and included in the economic
crisis management program of the government. Thie oigective of the sectoral strategies
was to promote movement towards activities witthbigadded values besides the promotion
of economic competitiveness.

In order to promote investments the Hungarian Quwent established the system of
entrepreneural zonesin 1996. The essence of this is that enterprisessting large amounts
in defined areas, typically lacking of entrepremseufacing economic and employment
problems receive central tax allowances.

Industrial parks as regional and economic development instrumeat® fa history of a
decade in Hungary. Following the first call 28 isthal parks were established whose
number is continuously elevating since than. Indaisparks can provide extra support for
entrepreneurs with the provision of appropriateastructure, whose competitiveness can
significantly improve by that.

Clusters aiming the promotion of economic competitivenesd @novation are relatively
new types of the spatial structure of the econdroyeign automotive companies, producers
of spare parts and orgainsations interested ironagidevelopments played an outstanding
role in the establishment of the first clustergHmngary. As a result of their cooperation the
first clusters were established in 2000. Signiftcamounts are available for their support in
the New Hungary Development Plan.

3.4 Examples of measures/policies likely to prevent antessen to impacts of climate
change on territorial evolution

Homokhatsag Special Target Programme 2001-2007

Homokhétséag lies in the middle of Hungary, betw#en River Danube and Tisza, and this
flat territory belongs to one of the most endandeneas by climate change. According to the
National Climate Change Strategy the temperaturéhénarea between the Danube and the
Tisza will grow more than the global average intlegt 30 years and in line with that process
the amount of precipitation will decrease nearlypgdcent (the UN qualified the territory as
area endangered by desertification). Nowadays thtendeficiency means also a huge
problem in the region whose economy is built fakall on forests and agriculture. The initial
programme element of Homokhatsdg Special Targegr®nome was the promotion of
structural change in the agriculture and experismpnmoting such a change and technology,
transfer of farming knowledge and establishmenamfappropriate approach. In the model
area many alternative drought-tolerant plants vpdmated which produced even in this area
good average yields too. Paralelly to the agricaltstructural change the program contained
a rural development part as well aiming tourismaliepment, promotion of cooperatives and
renewable energy sources.

3.5 Examples of measures/policies likely to prevent /ceice the territorial impacts of
social polarization

Domestic sources of regional development

The majority of the sources of Hungarian regionavedlopment support partly or totally
developments in certain defined areas. The lissaiflements in backward situation was
defined firstly in 1986 at central level, which ¢tdueceive support from a separated fund.
Since than financial instruments supporting the ettgyments of “especially beneficiary
regions” were established. Local governments tgelaand enterprises and non-governmental
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organisations to a less extent could apply forehesmds. Complex backwardness was one
condition for being a beneficiary, though specettlements (with high unemployment) and

micro-regions (rural, subject to industrial strueluchange, high unemployment) were also
delineated. The territorially concentrated use efrfedlopment funds appears also in the
National Spatial Development Concept, treating sstply most disadvantaged regions.

Development programme of the most disadvantageregions

The government launched an integrated developnregramme for the most disadvanteged
micro-regions (for those 33 micro-regions, whichvdnghe most disadvantaged complex
indicator and where 10% of the population liveshaficed from the New Hungary
Development Plan. The programme financesintegrated project packages of the micro-
regions in the following fields: renovation of nurserieschools, consultation rooms,
development of waste- and rainwater collection &mel implementation of educational,
employment and health development programs witltiapemphasis on Roma integration,
according to the needs of the micro-region. Thevigion of subsidies for enterprises with
more favourable conditions in case they inveshi most disadvantaged micro-regions was
another main component of the programme.

3.6 Examples of measures/policies promoting territoriaintegration along borders

Euroregional relations and European Groupings ofrierial Cooperation (EGTC)

The activities of euroregions were restricted te fields of cultural, sports and other
institutional cooperation at the beginning. Forapdthis cooperation has become deeper (such
as the common maintenance of health institutionsymaon schools and public transport).
Euroregional co-operations generally are not rdldte a specific development. Hungary
participates in 14 euroregional cooperation: BiBahor, Drava-Mura, Danube-Drava-Sava,
Danube-Kris-Mures-Tisza, “Harmas Duna-vidék”, Ipol)KoSice-Miskolc, Carpathians,
Murania, Neogradiensis, Sajo-Rima, Vag-Danube-lpdlgstern-Pannonia, Zemplén.

Paralelly to the intensification of the cooperatitie EU Regulation on EGTCs has been
adopted as a result of which the EGTCs became et legal entities. Two EGTCs have
been established in Hungary by now: the Ister-GramGTC was established by Hungarian
and Slovakian partners, while the Ung-Tisza-TumSg#Hernad-Bodva-Szinva) EGTC
promotes Slovakian-Hungarian-Ukrainian-Romaniaroperation.

European Territorial Cooperation Pgrammes

The “European Territorial Cooperation objective” thie cohesion policy of the European
Union defines three kind of programme types amorckv Hungary participates in the

followings: seven cross-border programmes, two simational and four interregional

programmes. The characteristic objective of crassldr programmes is the promotion of
relations among both sides of the border regioh ssc cross-border transport, environmental
protection, energy, tourism, common economic dgualent, R&D, health, education, and
cooperation between communities.

Regional development cooperation of the V4+2 coestr

The cooperation of the Visegrad Four countries (@Z@epublic, Poland, Hungary, Slovakia)
worth mentioning as an activity promoting terridrintegration. Romania and Bulgaria also
joined this cooperation. In the framework of theoperation the countries harmonise their
regional development policies, part of which theyie those areas, where the harmonisation
of such policies is required (such as transpowoeks, cross-border development axes).
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3.7 Examples of measures/policies aimed at re-boostintpe economy through the
promotion of endogenous resources and new growthaers

Since the system change the basic principle oHimegarian economic policy has been the
improvement of competitiveness through the streawjtiy of knowledge content. This

priority was supported by horizontal strategies drainework programmes (strategy for
development of micro-enterprises, and SME-s, siyater investment promotion and strategy
for scientific, technological and innovation pods).

Due to the structural transformation of the econaimge 1990 which led to the decline of
former dominant sectors (like agricultural secfood and textile industry) in many cities and
surroundings, especially in the former traditionatiustrial and agricultural areas, the
production fell and unemployment emerged. The sopmystem of spatial/regional
development served to the tackle these problems @patial approach through economic
revitalizing and mobilizing endogenous resourcebeseE subsidies aimed at productive
infrastructure investments with economic developmgiorities, enterprise development,
development of business services and infrastructjole creation and local economic
development initiatives of the municipalities. Teasansfers were directed predominantly to
regions lagging behind, like Northern Hungary, @Geeat Plain and Southern Transdanubia.
Other decentralized subsidies were aiming to prenaotational training.

With the EU accession the rural development supggstem was also built up, aiming to
support the non-agricultural activities, the miemterprises and SME-s in rural areas,
including rural tourism, hand craft activities dondal markets.

Concretely after the evolving of the financial aedonomic crisis since 2008 several
economic recovery measures were put in force. innser 200%ction planswere accepted

in the automobile industry, logistics, medical ddtechnological industry, information and
communication technological industrial policy. Teesction plans focus on identified
problem areas of the given sector, and try to féameuadequate answers. The action plans
were accepted through a consultation process hattstakeholders.

The function of these measures is multiple, thuwirag diverse effects in fields like
regulation, public policy (especially education,cational training and human resource
development) and direct transfer measures.

Internal trade in Hungary was hard hit by the economic crisis: tilrnover of retail trade has
significantly decreased. The strategy under workijctv aims to stop this process and to
define appropriate tasks explicitly formulates tbowing aims: strengthening the market
position of small retail enterprises, lowering theministrative burden for commercial
enterprises, improving the marketability of domegtroducts and the widening of cross
border relations in commercial activities.

Several financial programmes aims to support theerpnses, like different micro-credit
programmes, the easing of credit accessibility e Széchenyi program, or the “New
Hungarian Current Assets Credit Programme”, andStfi& Investment Credit programme.

28



4  Summary

Hungary is characterised byBadapest centeredsettlement network, by the lack of medium

sized towns and the elevated number of small \eba@urrently two thirds of the population

lives in cities and towns. The process of subudstion has accelerated significantly around
the capital and around some larger towns in thetrgside. As far as territorial developments
are concerned the increaserefjional differencescan be observed generally in East-West
and in centre-periphery relations.

In case ofdemographic trends unfavourable processes (population decrease, aapeg
structure) can be observed in recent years, signil@rEuropean tendencies. The objectives of
internal migration were predominantly the agglomiera of Budapest and Western
Transdanubia. Population decrease is most significasettlements in a backward economic
and spatial structure position, which results irtiplied problems in rural areas.

As far aseconomic developmentis concerned three most developed regions can be
distinguished (Central Hungary, Central Transdaaw@vid Western Hungary). The industrial
and business service sectors and foreign direestnvents are concentrated in these regions,
among which the importance of Budapest is outstandihe knowledge based economy also
concentrates here, besides other university ceminesregional poles. It is a favourable
process that the ratio of enterprises providingWdedge intensive services have increased in
large part of the country. In case of the four iekeveloped region from an economic point of
vies the low rate of employment and the backwarsiiméghe labour market situation results
in a serious economic and social problem. Hungamegarded to be an important touristic
destination, rural tourism means an outstandingudppity for rural areas.

The territorial effects of thdinancial and economic crisisstarted in 2008-2009 can be
defined under huge uncertainty. Domestic demandlam@mount of loans have decreased in
parallel with the withdrawal of significant foreigtirect investments and with the decrease of
incoming capital. The progress of the financiakisriinto the real economy resulted in a
transitional decline and in the decrease of empnymDeficit of the budget, significant state
debt and the decrease of GDP have narrowed bugigetassibilities. As a result of
restrictions the direct sources of regional develept have decreased also. At the same time
the government has elaborated an effectorisis management programme (sectoral
strategies and action plans) aiming the increaseea@nomic competitiveness and the
promotion of activities with higher added value ath@& improvement of the position of
enterprises.

The high vulnerability of Hungary should be emphediin the analyses of the territorial
challenges otlimate change In lowland areas drought means a serious thréde loods
will affect many parts of the country as more tlware thirds of the territory is situated in
floodplains.

Hungary has formulated many kind of political anssvior these processes and challenges,
which are manifested in the territorial dimensidrsectoral policies on the one hand and in
the approach aiming the solution of spatial prolsl@iregional development policy.

This report has been prepared with a pre-definedcstire in order to inform the Council of

Europe Conference of Ministers about the main terial challenges facing Hungary. The

report was prepared on behalf of the Ministry oftiNaal Development and Economy by Vati
Hungarian Nonprofit Company.
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