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October 2011 was the twenty-eighth occasion of the IEER business climate survey. This is being realize d in 
April and October each year by contacting more than  14,000 companies in cooperation with the regional 
Chambers. This is the most extensive business clima te survey of its kind in Hungary. This research is an 
integral part of the European business climate surv ey fulfilled by Eurochambers covering 14 million 
ventures. In October of this year 1,926 companies f illed out our questionnaire – our study was based o n 
these responses from company executives. 
The results show that Hungarian enterprises have ar rived at a new turning-point: in the autumn of 2011  the 
recovery, which had been on an upward trend since O ctober 2009, came to an end and the business climat e 
index, which depicts the current situation and expe ctations of comapanies, worsened again significantl y. 
While the IEER Business Climate Index remained in p ositive territory, it nevertheless declined conside rably 
from +16.8 points to +1.3 points. The IEER Uncertai nty Index hasn’t changed significantly since April and it 
remains at a high level. 
The economic crisis has strongly affected all secto rs; the construction industry is especially exposed  to the 
effects of the economic crisis. This sector has so far not shown any signs of recovery. 
Unfavourable short-term expectations indicate that Hungarian enterprises anticipate a further deepenin g of 
the crisis rather than improvement in the first hal f of 2012. 

The October 2011 survey showed that Hungary was at 
another turning point in the development of business 
confidence: the recovery which could be observed since 
October 2009 came to an end, and once again there was a 
sharp deterioration in business expectations. The IEER 
Business Climate Index, while still in positive territory, fell 
15.5 points from +16.8 to 1.3 points. A loss of this magnitude 
hasn’t been observed – with the exception of the outbreak of 
the financial crisis in 2008 – since 1998 in the Hungarian 
business sector. If the October data for each year is 
compared, then this represents the third lowest level in the 
history of the survey (1998). These results clearly show a 
negative turning point, while the uncertainty relating to the 
assessment of the current state of business and future 
expectations remains very high. The recovery process from 
the crisis for the Hungarian economy has thus come to an 
end: both the assessment of the current business situation 
and business expectations have become unfavourable.  

The IEER Uncertainty Index did not change significantly 
compared to the results of the April survey: still, it can be 
considered high, at a 45-point level. This, in turn, suggests 
that within the Hungarian economy many companies don’t 
expect their business prospects to improve; rather they see 
a further worsening of their business situation as more likely. 
In other words, within the business sphere the current and 
long-term trends still aren’t clearly and uniformly understood.  

In addition to this, it should also be noted that the economic 
crisis is still apparent in several sub-indices, particularly 
those sectors heavily affected by the crisis -- such as the 
construction industry. Following the previous major 
downturn, capacity utilization in this sector increased in 
October 2011, yet seasonal effects also played a role in this. 
There was a further deterioration in the index value 
representing sales volume, and the expected business 
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situation indicator barely moved from its low point. 
Encouragingly, however, is that the current profitability ratio 
rose from an extremely low level (-40.5) to -15.8, but even 
this level is very low. All these figures clearly indicate a 
profound crisis in the Hungarian construction industry, as 
well as the fact that this sector has so far not shown any 
signs of recovery. In the construction industry the business 
climate index remains in the negative range (-15.8), which is 
again a significant decline compared to April (-9.8) which in 
itself wasn’t a high level.  

Thus, according to the October results the IEER Business 
Climate Index decreased significantly, but it’s still within the 
positive territory. Machinery and equipment investments 
have stopped, investment activity fell again, and the 
expected demand for labour has declined radically (at a 
faster pace than at the start of the crisis). The events within 
the next half-year will determine whether the Hungarian 
business sector will leave the low point of the crisis behind 
or if it will approach another new low point. The unfavourable 
short-term expectations of companies highlight a further 
deepening of the crisis rather than an expected improvement 
in the first half year of 2012.  

In terms of the ownership structure of firms, the value of the 
IEER Business Climate Index declined for both foreign and 
Hungarian-owned companies alike. 

As for company size, a decrease was observed in every 
group. The managers of micro-enterprises continue to report 
being in the worst situation. The business climate index 
declined from 30 to 13 points at large enterprises, it fell from 
14 to 3 points at medium-sized companies, while it 
decreased from +3 points to -13 points at small companies 
(10-49 employees).  

The picture for firms grouped by export activity is also 
uniform: in all enterprise groups a decline is evident. This 
occurs at different levels and in varying degrees: the outlook 
worsened most for companies that produce for the export 
and the domestic market as well, while it was less bad 
among producers for the Hungarian market only. In addition, 
it remains significant that the probability of the favourable 
economic outlook increases with the proportion of the export 
sales. 

In terms of economic sectors, manufacturing had the highest 
score in the Business Climate Index for October. The 
construction industry is still characterized by a crisis 
situation, while retail firms experienced the greatest decline. 
A smaller negative shift can be seen in the services sector. 
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Macro-economic trends: 
the Italian debt crisis  

The biggest threat to the future of the euro zone i s no longer Greece but Italy because of its debt bu rden, 
deteriorating growth prospects and political instab ility. It seems unlikely that Italy will survive th e debt 
crisis without major support from the euro zone – i n fact, with some form of insolvency is probable to  
occur. The problem is that the huge Italian governm ent debt burden can’t be dealt with using a rescue 
package similar to Greece because the economy and a lso the volume of the debt is too big. A massive 
collapse in Italy would cause much more damage to E urope and the euro than the Greek crisis would. 
The situation in Greece and the dramatic loss of ma rket confidence has put Italian government bond yie lds 
into the danger zone. This led to the resignation o f the prime minister and formation of a government of 
experts. The Italian situation calls attention to t he fact that several European countries need to bri ng about 
further significant budget cuts, and that political  instability may affect more and more countries. 

Background 

For decades one of the biggest problems for the Italian 
economy has been government debt. The strong Italian 
public sector reacted slowly to the economic changes of the 
1970s; the country accumulated more and more debt every 
year while weak coalition governments merely delayed 
structural reforms. Concessions to the unions and funding 
for southern areas steadily increased government spending, 
so that by the nineties the level of government debt was 120 
percent of the GDP. Since the high level of public debt 
seriously impairs the country's competitiveness, the 
government frequently took steps to reduce the debt burden 
– at the behest of the EU – so that from the end of the 
millennium until the middle of the first decade of 2000 it was 
on a downward trend. In 2004 the debt to GDP ratio was 
successfully forced down to almost 103 percent. The positive 
trend was broken by the global economic crisis and the crisis 
management measures taken. In a few years the debt 
burden which had been reduced over a long period of time 
rose again to previous levels: in 2010 it attained 120 percent 
of the GDP.  

The economy 

The huge level of Italian public debt was not unsustainable 
earlier because of the high rate of domestic savings. The 
indebtedness of the Italian private sector was considered to 
be low, at only 40 percent. Italian households were indeed 
considered to be very well-off; the total national debt was 
only a quarter of the population's net assets. Another 
positive indicator was that, despite the huge amount of debt, 
bond maturities were relatively long, about seven years, so 
the burden of increased interest rates was spread out. In 
addition, more than half of the bonds were in the hands of 
domestic actors, in this way the fate of Italian bonds were 
not only dependent on the foreign investors' appetite for risk. 

Despite very slow economic growth over the past few years 
(the slowest in the euro zone), encouraging signs could be 
found in the real economy: in the second quarter, export 
growth was 28.9 percent. It also shouldn’t be underestimated 
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that in an emergency Italy can deploy nearly 2,500 tons of 
gold reserves, which is currently valued at about 120 billion 
Euros.  

The crisis 

In recent months the situation changed fundamentally: the 
Italian macro-economic outlook deteriorated significantly and 
market confidence concerning the country fell back 
dramatically. In the case of the latter, along with the highly 
contagious effect of the Greek situation, Italian domestic 
politics also played a major role. The fact that Berlusconi 
held on to the post of prime minister until the very last minute 
revealed to investors: for reasons of popularity, the chance 
to pass through very important fiscal adjustment and 
structural reforms were limited until after the 2013 elections. 
As a result, investor confidence quickly dwindled. Concerns 
that the Italian government may run into funding constraints 
at the government securities market placed a significant 
pressure on the Italian government securities exchange rate, 
thus yields increased intensively.  

In early November, the Italian Government allowed the 
International Monetary Fund (IMF) to check on the 
implementation of public finance reforms and austerity 
measures. The leadership in Rome also agreed that the 
European Union would monitor these efforts which serve to 
strengthen market confidence. The Italian Cabinet also 
decided to further austerity measures. Prime Minister Silvio 
Berlusconi at the G20 summit in Cannes insisted that the 
government in 2013 would balance the budget, and that 
parliamentary consent for the new measures planned would 
be obtained by the end of November. On November 8th the 
Italian Parliament approved the state accounts for 2010, but 
only thanks to the absence of the opposition. With this 
Berlusconi lost majority support in parliamentary, and the 
government was in a minority. The next day the Italian ten-
year government bond yields crossed the 7 percent mark 
which is considered to be the lower end of the danger zone. 
The European Central Bank (ECB) performed an 
intervention on the secondary bond market. In conjunction 
with this, Italian stock prices fell by more than 3 percent. On 
November 12th, Berlusconi submitted his resignation. The 
President asked economist Mario Monti to form a 
government. This step may help the crisis of confidence: a 
technocratic government was formed to give a chance to 
push through the reforms and structural adjustments of the 
state budget.  

The loans 

In 2012 Italy will have to pay back roughly a 360 billion euro 
loan. New market loans, however, might be problematic if 
investors feel that the money would only go to servicing the 
national debt, and would obviously not guarantee that 
current investments will return. The reason why the situation 
with Rome is much more difficult as compared to Athens is 
because Italy's loan portfolio is significantly larger than in 
Greece. The 1,600 billion Euros of credit which the Italian 
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government has to deal with is more than the total loan 
portfolio of Spain, Portugal, and Ireland put together. At the 
end of October Rome secured 3 billion Euros in credit from 
the markets at over 6 percent interest, which is 1.5 percent 
higher than the average loan in the summer. Bloomberg 
estimates that the country has to pay back 37 billion Euros 
by the end of the year, and an additional 307 billion next 
year. The average interest rate of these loans is 4.15 
percent, which was much more favourable than at present. 
European banks are now holding back on loans to one 
another, and without doubt they will ask for higher interest 
rates from the Italian state, if they provide credit at all.  

The reason why the Italian crisis is essentially a threat for 
the entire euro zone is because we are talking about the 
world's third largest -- and the euro zone’s biggest -- 
government bond market, thus the traditional tools of crisis 
management are not possible (according to the Greek-Irish-
Portuguese formula a country is removed from market 
funding through a credit program for a few years). In late 
October, according to data from the Italian Treasury, Italy's 
national debt was 1,597 billion Euros, which represents 
about 23 percent of the entire debt load of the euro zone. 
Debt maturity within the next three years is about 620 billion 
Euros while the EFSF, after recapitalization of the banking 
system, has about 300 billion Euros it can use for lending. 
The IMF is currently able to deploy the financial resources of 
approximately 290 billion dollars (210 billion Euros). 

The Euro Zone 

In view of the events of recent months, experts see that the 
problem with the euro zone is basically that so many 
government bonds are in the Union’s banks as a result of 
failed crisis management experiments. Thus, there no longer 
remains a healthy spot anywhere in the entire system. 
Indeed, when a large member state declares bankruptcy, it 
forces all Member States into an impossible situation, since 
their main banks are in need of an immediate and extremely 
high level of capital injection because of losses suffered on 
failed government bonds. The European banking system 
problems are now so widespread that it has become harder 
to find a lender who is willing to extend loans to these banks. 
In the absence of this, however, any major capital injection 
can only come from public funding, which will increase the 
already huge debt load of European countries. In other 
words, three problems have occurred simultaneously: the 
deteriorating liquidity position of the European banking 
system, the medium-term capital problems of European 
banks, and the debt-burden of countries in Europe. There is 
no other solution, politicians need to make sustained and 
significant budget cuts that make them fix their finances and 
begin debt reduction. Clearly there are major political 
obstacles to this. Simply put, this is how the Greek and 
Italian governments fell, and it wouldn’t be surprising if such 
domestic political instability affected other countries as well. 
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International trends 
After the negative trend of previous months, the If o Business Climate Index referring to the German 
industry and trade showed a slight increase in Nove mber 2011. Companies reported a stagnant current 
business situation on a relatively favourable level , and expectations for the near future have improve d 
slightly. According to the IEER asynchrony index, t he Ifo business climate index is at the same level of 
uncertainty as last month. Experts view the German economy, despite the international problems, as 
continuing to perform well. 
The November survey results of the French statistic al office (INSEE) show that the outlook for French 
business climate of the industry deteriorated yet a gain. In the opinion of business leaders, the 
accumulated business climate index fell by two poin ts, so it remains below the long-term average. The 
turning point index indicates a negative business c limate. The general outlook index is also significa ntly 
below the long-term average. 

 

Germany – Ifo 

The Ifo Business Climate for industry and trade in Germany 
improved somewhat in November for the first time in four 
months. The slight increase is due to somewhat less 
sceptical business expectations. The current business 
situation, according to the survey responses, remains 
positive. The German economy is still performing relatively 
well despite the international turmoil.  

Measuring the gap between the business situation and 
expected developments, the asynchrony index calculated by 
IEER stagnated in November, thus the business confidence 
index showed an unchanged level of uncertainty compared 
to last month.  

In manufacturing the business climate index fell slightly. The 
satisfaction of the manufacturers with their current business 
situation has declined again, but the business situation 
remains favourable. With regard to future business 
prospects, the firms are again somewhat more sceptical. 
They anticipate hardly any further stimulus from exports. 
Staff expansion will continue at a cautious pace.  

In retailing the business climate index has yielded some 
ground. The current business situation, according to the 
company responses, is somewhat better than last month, 
but retailers’ business expectations are more cautious. In 
wholesaling the business climate has improved following a 
sharp cooling in the previous month. With regard to their 
business prospects, the survey participants are not as 
sceptical as in October. The current business situation has 
been assessed somewhat less positively. 

In construction the business climate index has risen, after 
having fallen three months in succession. Both the 
assessments of current business and the outlook of the 
surveyed contractors are again somewhat more favourable 
than in October. 

Source: Ifo (http://www.cesifo-group.de) 
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France (INSEE) 

Based on the survey of the French statistical office (INSEE) 
conducted in November, the view of the CEOs surveyed is 
that the industrial economic situation in France weakened 
again: the synthetic indicator decreased by two points 
compared to October. It’s below its long-term average.  

The turning point indicator remains in the unfavourable area. 

Business leaders consider that their past activity has slightly 
increased in November, but the balance index of opinions is 
still below the long-term average. In the view of business 
leaders, the volume of finished products stocks rose and is 
above their normal level. Total orders remain firmly at its 
long-term level. Export orders decreased further in 
November and can now be said to be at a low level.  

French economic growth is expected to slow in the coming 
months: the personal perspectives of production (which 
summarizes the business prospects of the coming months) 
decreased significantly in November, and is now under the 
long-term average. The overall outlook index, which 
represents business leaders’ opinion on French industry as 
a whole, deteriorated yet again and is well below its long-
term average. 

Source: INSEE (http://www.insee.fr) 
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The staff at the IEER wishes all our Readers a Happy Holiday 
as well as a happy and successful New Year! 
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