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Abstract

In the economic sense, the COVID-19 crisis has resulted in a fast-moving, rebounding crisis. In the
course of our research, we looked for the answer to what results the pandemic crisis brought about
from a public procurement point of view, and what peculiarities can be identified as a result of the
current Russian-Ukrainian conflict and the energy crisis. Our basic hypothesis is that the pandemic
crisis situation had a less negative impact on the Hungarian public procurement market, however,
the Russian-Ukrainian conflict and the energy crisis result in a much more complex economic
situation, so their impact is likely to be more prolonged.

1. Introduction

Public procurement is a very important area of national economies, which also affects market
operations. The proportion of public purchases usually varies by continent, international
organization[']Jand member state,[2] but the fact that the different crisis situations - especially the
COVID-19 crisis, the Russian-Ukrainian conflict and the energy crisis —and their management - has
significantly influenced and continues to influence the volume of public procurement and
distribution. The epidemic situation required flexible regulations that were necessary to protect
people's health, life, and the viability of economies. The barely restarted economies unfortunately
found themselves faced with a crisis situation: the Russian-Ukrainian war and the energy crisis have
significant negative effects on the global capital markets,[3] supply chains are becoming fragmented,
[4]resulting in general shortages of certain raw materials and foodstuffs, intensifying volatility,
regardless of the war conflict from the level of economic dependence on the states concerned.[5]

Our study looks for the answer to what kind of change the above mentioned crisis situations
result in the development of public procurement procedures. It is worth emphasizing here that for
the time being, we can only rely on the public procurement data of the first three quarters of 2022
regarding the effects of the Russian-Ukrainian conflict, and it is likely that the lingering effects of the
crisis will also determine the public procurement characteristics of the following years.

2. Research Methodology

The nature of the design is exploratory, using secondary informed data to obtain relevant
information. Articles, statistical data publications and other media made a sufficient contribution to
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the research within the substance of the study work. To assess Hungarian economic data, we used
the electronic database of the Central Statistical Office. The public procurement data analyzes were
performed on the basis of the "Daily Procurement" application of the Public Procurement Authority,
as well as the databases and quarterly flash reports available on the Public Procurement Authority's
website.

3. The Hungarian economy after the pandemic situation

Recent years have brought significant economic changes to the Hungarian economy. As in
many countries around the world,[¢] significant economic policy measures have been adopted in
Hungary in order to mitigate the effects of the COVID-19 epidemic. Milojevi¢'s study also emphasizes
that rapid and targeted state intervention played a major role during the epidemic.[7] These
measures also had an impact on general factors that also affect economic mechanisms, such as
working from home, transport, corporate communication, or even the rise of necessary health
protective equipment on the market.[8] Csaba Lentner and his co-authors emphasize that this crisis
situation was also suitable for the corporate sector to direct the attention of businesses to higher
financial awareness and high-level risk management.[9]

According to the data of the Central Statistical Office (hereinafter: KSH), the volume of the
gross domestic product in Hungary in 2020 II. quarter fell by 13.6% compared to the same period of
the previous year. The extraordinary situation triggered by the epidemic as a result of the coronavirus
had an adverse effect on the performance of most branches of the national economy. According to
seasonally and calendar-adjusted and balanced data, the performance of the economy decreased by
13.5% compared to the same quarter of the previous year, and by 14.5% compared to the previous
quarter.[*°] On the production side, the gross added value of the industry fell by 20.6%, that of the
construction industry by 17.5%, and that of services by 13.4%, while on the consumption side, among
the components of final consumption, household consumption expenditure decreased by 11.8%,
gross fixed asset accumulation decreased by 13.8%, as did exports and imports in foreign trade,
exports decreased by 24.0% and imports by 16.9%.[ ]

This unfavorable economic trend changed relatively quickly, and compared to the previous
economic crisis of 2008, the pandemic situation could be evaluated as a crisis with a fast course.
According to KSH data, the volume of the gross domestic product in 2021 IV. increased by 7.1%
compared to the same period of the previous year. According to seasonally and calendar-adjusted
and balanced data, the performance of the economy increased by 2.0% compared to the previous
quarter, and by 7.0% compared to the same period of the previous year. Due to the rebound effect of
the crisis, a similar increase can also be observed in the volume of GDP, which increased by 7.1%
compared to the previous year and by 2.1% compared to 2019. On the production side, the added
value of industry was 9.8%, that of construction was 15.8%, that of services was 6.2% higher, and
that of agriculture was 2.2% lower. Services contributed 3.6 percentage points, industry 1.9, and
construction 0.7 percentage points to GDP growth. Agriculture moderated GDP growth by 0.1
percentage point.['2]

The Russian-Ukrainian conflict and the energy crisis have so far produced less perceptible
results at the macroeconomic level: the volume of the gross domestic product in Hungary 2022 II.
increased by 6.5% compared to the same period of the previous year, and the performance of the
economy exceeded the same period of the previous year by 7.3%. In 2022 II. compared to the
previous quarter, on the basis of seasonally and calendar-adjusted and balanced data, the added
value of services on the production side increased by 2.4%, that of industry by 1.0%, that of
agriculture by 33.6%, and that of the construction industry by 2.8%. On the consumption side,
among the components of final consumption, the volume of consumption expenditure of households
increased by 1.8%, and that of community consumption by 0.3%. Gross fixed asset accumulation
increased by 0.2%. In foreign trade, the volume of exports increased by 1.5% and that of imports by
0.5%.[3]
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3.1. The evolution of public procurement during crisis situations

In 2019, as in previous years, the public procurement market performed at a high level; With
a total value of HUF 3,430 billion and 9,837 successfully conducted public procurement procedures,
it was only 5.5% less than the record amount in 2017 and 5% less than the large number of procedures
in 2018. In 2019, the participation of the SME sector in public procurement procedures broke all
previous records; small and medium-sized enterprises won 87% of the procedures, and 59 out of
every HUF 100 spent was awarded to SMEs.[*4] In absolute terms, the value of the procedures won
by SMEs was the highest in 2019, exceeding HUF 2,000 billion, while since 2016 the number of
procedures awarded to SMEs has also shown a continuously increasing trend.[5]
Figure 1 shows the annual evolution of the value of public procurement as a percentage of GDP:

The value of public procurement in % of GDP, Between 2008 and
2019

10%

9%

8%

7%

6%

5%

4,7%

4%

N

o N

TG, TS
o S NS NN

o NP

N SN G AN

q/Q

Fig. 1: The value of public procurements in the percentage of the GDP between 2008 and 2019
Source : Annual Report of the Public Procurement Authority of Hungary, 2019.[%¢]

In Hungary, public works have been a major part of public procurement for years. Based on the 2019
annual report of the Public Procurement Authority,[7] in 2019 public works accounted for 48.7% of
all procedures and 56.7% of the value of public procurement procedures. Public works accounted for
31.3% of procedures and 27.2% by value, while the rest of procedures were services.

In terms of the number of procedures, the construction of buildings (using the previous terminology,
high-rise buildings) accounted for 59%, the construction of other structures (according to its
previous name: civil engineering, 39%, while specialized construction activities accounted for 2%).
Upon examining the value of public procurement in 2019, the largest proportion was the
construction of other structures (53%).[*8]

In terms of the number of successful public procurements (Figure 2), the largest share was
represented by the renovation of both residential buildings and non-residential buildings. Most of
the procedures were related to the field of education, 79% of which were renovation work. This was
followed by cultural buildings, followed by almost the same number of health and public
buildings.['9] The funds used for the construction of non-residential buildings were spent on the
construction of sports facilities, social facilities (especially the construction of daycare centers) and,
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in the case of public procurement for commercial purposes, the development of local farmers'
markets. In the field of civil engineering, the proportion of road construction was the largest in 2019
(60%). This is followed by public utility construction with 25%, landscaping with 7.5%, and water
construction with 4.5%, which partly covers the maintenance of river and standing water basins, and
the construction of dams and harbors.

Public procurement tenders with the highest value were awarded for road construction
(48.5%). In second place was public works construction (24.9%), and in third place was railway
construction (13%). [2°]

In terms of the number of procedures for public supply, the most public procurement
procedures in 2019 were conducted for the performance of public duties (62%), followed by
procedures conducted for enterprises operating in the productive sectors. In 2019, the highest value
was represented by the procedure conducted in the field of transport within the procurement of
goods, followed by the public procurement procedures for culture, leisure and sports.[2]

In terms of tenderers, in 2019 regional/local level tenderers conducted the most public
procurements.[22]

The very dynamic public procurement market operation in 2019 was significantly affected by
the COVID-19 epidemic situation that developed in the first half of 2020. According to the data of
the Public Procurement Authority, in the first half of 2020, contracting authorities conducted a total
of 3,746 successful public procurement procedures worth HUF 1,346.4 billion. Compared to the data
for the first half of 2019, this also meant a significant decrease in public procurement procedures:
the number of procedures decreased by 23.1%, and their value by 19.4%. At the same time, the initial
effects of the epidemic situation were not yet felt in terms of the value of public procurement
procedures as a percentage of GDP. This value decreased by only 1.4 percentage points.[23] The ratio
of the value and number of procedures using European Union funding also decreased compared to
2019: compared to all successful procedures, the number of public procurements using EU financing
was 8.8 percentage points less, and the value ratio decreased by 6.6 percentage points compared to
2019. In 2020, construction investments accounted for 37.8% of all procedures and 51.6% of the
value of public procurement procedures. 35.8% of the procedures and 20.5% by value were public
supply, while another 26.4% and 27.9% by value of the procedures were public services. Despite the
fact that the subject of most public procurement procedures is still public works, compared to the
previous year's data, there was a significant increase mainly in the proportion of public services: the
latter accounted for 20% of the procedures in 2019, and more than a quarter in 2020., while in terms
of value, compared to 16.1% in 2019, their proportion almost doubled by 2020.

In terms of public services, most procedures in number and value were devoted to repair and
maintenance. This was followed by public procurements conducted in the field of IT and
telecommunications, as well as public procurements aimed at carrying out engineering tasks.[24]

On April 1, 2020, the European Commission published a guideline (hereinafter: guideline)
which presents the possibilities provided by the EU public procurement rules for the implementation
of procurements necessary in connection with the COVID-19 epidemic.[25] In an emergency
situation, the options available within the framework of the directives for the rapid implementation
of procurements, highlighting in particular the flexible procedural options that can be used in such
cases and certain methods that help urgent procurements (e.g. the application of accelerated
restricted and open procedure, failing which, negotiated procedure without prior publication), as
well as the search for alternative, innovative solutions to meet procurement needs, cooperation with
the market).

On April 29, 2020, the minister of the Prime Minister's Office responsible for domestic public
procurement sector regulation published a statement in which, in connection with the emergency
situation caused by the coronavirus (COVID-19) epidemic, aiming to provide assistance for
practitioners in certain interpretation issues related to the relevant provisions of Act CXLIII of 2015
on Public Procurement (hereinafter: Act).[2¢] As a result of the pandemic situation, the question of
the impossibility of contract performance has arisen in many cases. The statement covers the release
of the party who cannot perform in compliance with the contract from liability for breach of
contract.[27]
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By 2021, the public procurement market in Hungary has already been largely consolidated.
In the first three quarters of 2021, i.e. in the period from January to September, contracting
authorities conducted a total of 5,625 successful public procurement procedures worth HUF 2,447.8
billion. This represents an increase compared to the same period of the previous year, and
approximately 200 more procedures took place in 2021. I.-III. quarter than in the same period in
2020. This was also significant because the total value of public procurements increased by a fifth
(20.1%) and thus almost reached the value of the year before the coronavirus epidemic, the first three
quarters of 2019.
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Fig. 2: The value of public procurements in the percentage of the GDP between 2008 and 2021
Source : Annual Report of the Public Procurement Authority of Hungary, 2021.[28]

By the end of 2021, tenderers had completed a total of 7,676 successful public procurement
procedures, the total value of which exceeded the data of the year before the coronavirus epidemic,
i.e. 2019, by 23%.
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Fig. 3. Development of the number (units) and value (billion HUF) of successful public
procurement procedures between 2011-2021
Source: Annual Report of the Public Procurement Authority of Hungary, 2021.[?9]
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The development of the number of procedures from January to September 2020 showed a
fluctuating picture and moved roughly together with the monthly data of 2021.

Chart No.2.: Monthly trend of the number and value of public procurement
procedures in Q1-3 of 2020 and 2021
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Source: Public Procurement Bulletin Plus.[3°]
Fig. 4. Monthly trends in the number and value of public procurement procedures in the first
three quarters of 2020 and 2021

Regarding the subject of public procurement, public works continue to represent the largest
share of domestic public procurement. In terms of numerical ratio, the role of domestically financed
public procurements increased by 6 percentage points in 2021 (from 50% to 56%), while the ratio
did not change in terms of value ratio. 60 percent of the procedures were financed from domestic
sources.[3!]

In the first half of this year contracting authorities conducted in total 3918 effective public
procurement procedures amounting to HUF 2,824.0 billion, which is an increase from the point of
view of both data compared to the values of the corresponding period of 2020 and 2021. Looking at
the data of the total value of public procurements for the first half of the year, the data for the first
half of 2022 greatly exceeded the data for the first half of 2021 (1,630 billion HUF) by more than
HUF 1,000 billion.[32] For the first three quarters of 2022, this value shows an even more favorable
picture. The contracting authorities conducted 5,896 successful public procurement procedures,
which according to the Flash Report of the Public Procurement Authority exceeded the results
measured in the same period last year by 5%. The final total value of these procedures amounted to
HUF 3,628.5 billion, which is approx. one and a half times more than the value of the same period
in 2021.[33]

As previously mentioned, the negative effects of the energy crisis and the Russian-Ukrainian
conflict are not yet felt in public procurement procedures, even though Hungary's import exposure
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is quite high. According to some authors, the war will increase global inflation by about 2% in 2022
and 1% in 2023 compared to NIESR's early 2022 inflation forecast.[34]

Only a small part of the export performance of the Hungarian economy is directed to the
markets of the Russian-Ukrainian conflict, so in this area, a decline with less impact on the entire
economy can be expected. In 2021, 40% of Ukraine's exports to Hungary were based on electric
vehicles; mineral fuels; oil and distillation products 34%, wood and wood products 5%, ores and slag
5%, while food industry products 2.1%, ferrous metals accounted for 2% .[35] In Russia's exports to
Hungary, the commodity group of energy carriers continues to represent an outstanding share,
including fossil energy carriers. In addition to raw materials, machinery and transport equipment,
our country mainly imports processed products from Russia in the form of chemical goods.[3]
However, by the third quarter of 2022, there was a significant shortage of goods and price increases
in the market of many building materials and food in Hungary.

According to KSH data, in September 2022, industrial producer prices rose by an average of
42.7% compared to a year earlier. The prices of domestic sales were 66.2% higher and those of export
sales 30.7% higher. In September 2022, compared to September 2021, prices in the manufacturing
industry rose by 39.5%, in the energy industry (electricity, gas, steam supply, air conditioning) by
137%, while those in capital goods manufacturers rose by 18.5%, in consumer goods manufacturers
by 35%, prices increased by 9%.[37]

In the first three quarters of 2022, public works continued to be the most significant category
in terms of the subject of procurement, as it accounted for 38.7% of public procurement procedures
and 62% of its value. Public supply accounted for 31.7% of procedures and 16.6% by value, while
public services accounted for another 29.6% of the procedures and 21.4% by value. In the first three
quarters of 2022, the number and value of public procurements of public works exceeded the figure
for the same period last year, but at the same time, looking at the third quarter of 2022, a downward
trend was already observed in the value of public works.[38]

According to KSH data, production in the construction industry fell by 4.9% in the
construction of buildings and by 13.0% in the construction of other structures. There is also a
decrease in the volume of new contracts concluded compared to the August 2021 base, by 50.4%.
The number of contracts for the construction of buildings was 18.3%, and the number of contracts
for the construction of other structures was 68.9% less than a year earlier.[39]

The National Federation of Hungarian Building Contractors (hereinafter: EVOSZ) and the
Public Procurement Authority published a Recommendation in the spring of 2022 regarding the
public procurement legal solutions applicable to the force majeure situation arising in connection
with the Russian-Ukrainian war, which can be used by tenderers and contracting authorities, so that
previously concluded contracts can be fulfilled, or new public procurement procedures can be
launched, by adapting to the changed situation.[4°]

The National Federation of Hungarian Building Contractors (EVOSZ) contacted the member
organizations and other major players in the construction industry, 400 companies, and assessed
what changes the market conditions brought in 2022, and what expectations the companies have for
the year 2023. According to the survey [41]o, in 2022, about 57% of the orders of the companies that
declared will come from domestic private orders, 37.5% from public procurement and 5% from
export orders. For 2023, they expect an increase in the proportion of domestic private orders and a
decrease in public procurement due to the postponement of state and local government public works.
Similarly to the surveys of the previous few years, the enterprises blamed the lack of professionals as
the factor most hindering their activities (64%). More than half of the respondents indicated the lack
of orders, and half indicated the weakening of the forint as an obstacle. 45% of the respondents
indicated energy price changes as the fourth most common obstacle to business activity. The
unpredictability of economic regulation, high tax and social security burdens, shortage of building
materials, and procurement difficulties were identified as additional complicating factors. The
reduction in foreign guest labor capacity due to the epidemic situation and the subsequent
international conflict situation, the shortage of individual raw materials, semi-finished and finished
products, the forced reorganization of their procurement sources, the resulting increase in the price
of construction materials and the explosion in energy prices affect all players in the construction
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industry, greatly complicate the operation of companies and have a huge price-inflating effect. These
negative effects made it necessary to rethink the financing of central government projects.

According to the expectations of the companies participating in the survey, compared to the
first half of the year, the price of construction materials, freight costs (20%), changes in the price of
removal and disposal of construction debris (19%), and changes in subcontractor rates (13%) will be
the largest by the end of the year. The respondents expect a price increase of 20% for thermal
insulation materials and wood materials, and 18% for bricks, but for all construction materials, they
expect a price increase exceeding inflation.

4. Conclusion and Recommendation

In the economic sense, the COVID-19 crisis has resulted in a fast-moving, rebounding crisis.
The effects of this crisis appeared relatively quickly in the public procurement market as well,
however, the negative public procurement economic effects moderated relatively quickly and the
Hungarian public procurement market was consolidated by the beginning of 2022. However, this
regenerative economic process was hindered by the Russian-Ukrainian conflict and the energy crisis.
The latter circumstances result in a much more complex economic situation, so their impact is likely
to be more prolonged. Unfortunately, the negative economic consequences can already be felt in the
domestic market, so among other things, they have resulted in material price increases, halting raw
material procurement, production slowdowns, transportation difficulties, fuel price increases, and
in some cases raw material shortages. Unforeseen effects also have an influence on public
procurement procedures and the performance of contracts concluded as a result. Signs of this can
already be seen in the September public procurement statistics. Our study analyzes these trends and
examines the evolution of domestic public procurement. Our research allows us to conclude that the
effective government measures to manage the pandemic crisis did not result in a serious decline in
the public procurement market. At the same time, the economic spillover effect of the current
Russian-Ukrainian conflict and the energy crisis may produce long-lasting negative results,
especially in the sectors relevant to public procurement.
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