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Hungary’'s EU-accession was a great achievemend viesult of their capacity
to establish a functioning market economy and acgdeatic political system,
the new Eastern European member states have finedy fully accepted by
Western democracies. But Hungary still has to dgvéls own EU-strategy
and assert its profile within the new European spés the war on Irag and the
tensions between the US and some EU member statesshown, this will be
a constant challenge for the elites and their mamalgand integrative capacity.
EU-membership will also influence the country’sufitet economic and political
performance and sustain its further democratic aatetion.

Unlike the first social-liberal government (1994989, the present coalition

was not able to uphold Hungary's leading role witkiie Eastern European
transition countries in economic performance. Humgkes not stand out as it
did in the mid 1990s, when it attracted the largadwre (per capita) of the
Western foreign direct investment in the whole oegand served as a model
for successful economic and fiscal policy suppgrstable growth. On the one
hand, some competitors — like the Baltic States Slogienia — have improved
greatly; on the other hand, Fidesz's populist eatin@nd welfare turn in gov-

ernment (1998-2002) at the end of the 1990s waslecisively corrected by

the succeeding Medgyessy government (2002-2004).Hungarian economy

still has to recover from Fidesz's populism, an& ttompetitiveness and
growth orientation has to be fostered. Moreoveg, lew Gyurcsany govern-
ment (2004 pp.) has not had enough time in officemaster the task.

Despite Fidesz's polarizing effects, Hungary reradim stable parliamentary
democracy. However, the failed citizenship refetendn December 2004 and
Fidesz's populist nationalistic campaign dividee tHungarian society along
the political Left-Right-cleavage. While the sodibleral government is trying

to reunite the Hungarian society on the basis &ueopean, republican, and
civic identity, the biggest oppositional party, &2 has moved towards Euro-
scepticism and has been increasingly appealindi@éoHungarians’ national

identity and nationalistic instincts. Its popul@btectionist welfare and eco-
nomic concepts enjoy great support by the wideufzijon.
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The European, republican and civil society origatatof both social-liberal
governments has restored the coalition partie®peration within the domes-
tic and foreign policy arenas. However, there renmoblems which are not
likely to be solved within a short term period: iraping the Roma’s situation,
fighting corruption, decentralizing and regionaigithe institutional structures
according to the subsidiarity principle, reorgamigthe healthcare and educa-
tional system, raising economic competitiveness gralth, strengthening
political unity and providing social inclusion, emsg the future by investing
in environment and education, as well as integgatime ethnic Hungarian
communities abroad into the new European spaceh Bovernments have
tried their best, but the results of the first werg fully convincing and the
second just came into office in September 2004.

|. History and characteristics of transformation

Hungary’s transition to democracy took place aftety years of communist
rule. Unlike its neighbours, Hungary ,liberalizei$ single-party socialist rule
relatively early, after a period of Stalinist tatatianism that followed the 1956
uprising. As early as the late 1960s, a more coesdoased communist eco-
nomic system began to emerge under the leaderhipe dadéar regime. By
not politicizing all spheres of social life and pwrtially liberalizing private,
economic, and social life, Hungary experienced riodeof social calm, grow-
ing consent, and dynamism in the ,second economyhé 1970s in what be-
came known as ,Goulash Communism”.

However, the rising standard of living — the comistiheadership’s primary
legitimizing factor — was short-lived. The lack iodustrial output had to be
compensated by extensive borrowing from the Wehtchvmeant increasing
external debt. By 1982, Hungary already owed so@ebilion to foreign
creditors. At the end of the 1980s, Hungary's ,atisi market economy” had
accumulated external debts of around $20 billidms Wwas the price Hungary
paid for opening its economy so early. But theyeagdening not only laid the
microeconomic foundations for competitiveness, I$ibaprepared significant
parts of the Hungarian population for the demaridseaosformation.

The democratic transition was initiated by reforncedhmunist elites. Against
the backdrop of political change in Moscow and dlesolate economic situa-
tion at home, these forces were prepared to allolgast a limited degree of
liberalization and pluralization in the politicatema. Janos Kadar, who had
been the leader of the Communist Party since 1@&6,ousted in the spring of
1988 and replaced by the Communist reformers K&eotysz and Miklos Né-
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meth. Accelerated political and economic reformergithened opposition to
the regime and ultimately led to the abandonmeth®fsingle-party system. In
1989, Round Table discussions were establisheoWoll the Polish example.
They were supposed to fundamentally change théqadlsystem and its con-
stitution, but given the prevailing circumstancea demobilized and apolitical
society — the talks had an exclusive characterraadlted in a compromise
negotiated by the elites. The compromise consisfethe agreement to hold
free elections in 1990 and to initiate the necgssanstitutional amendments.
The process of changing the system in Hungary amgely run from above by
old regime elites.

In the years that followed, Hungary was able taldith a democratic political
system that was cemented by several successivecdainoyovernments. The
administrative system was decentralized and made eifective. Local self-
administration was established as early as 199Gndomatic transformation
brought with it the change of the economic systéhe democratically elected
governments of the 1990s privatized state-ownedpemnas, liberalized for-
eign trade, and helped increase the privately &letate of all productive prop-
erty from 35.2% (1992) to 72% (1997). During thensgperiod, industrial re-
lations were reformed in Hungary; free trade uniaese established, as were
employer and trade associations. Different platigrsuch as the ,tripartite”
committees, were established to coordinate angjiate interest groups into a
stable cooperative neo-corporatist framework inclgdhe government. De-
mocratic transition and economic transformationnsal economic growth,
which increased greatly from 1996 onward.

Il. Assessment
1. Democracy

1.1. Stateness

There were no problems on the level of the teiidgtantegrity and the legiti-
macy of state power in Hungary, which could endarige consolidation of
democracy. Hungary has an active policy on praigctiational minorities
within the country and the Hungarian minority iretheighbouring countries.
Hungary fully implemented the minority protectioriieles of the EU Consti-
tution. However, the minority policies for Hungariaommunities abroad have
at times provoked neighbouring states. With mikioof ethnic Hungarians
living as Ukrainian, Slovak, Rumanian, Croatiand &erbian citizens, the is-
sue has not yet been completely solved. Both stib&dal governments re-
jected the attempts of the centre-right oppositamhby Fidesz (after 2002) to
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establish Hungarian citizenship for the ethnic camities in the neighbouring
countries. The referendum on this matter, held esdmber 5, 2004, did not
reach the constitutionally required quorum.

Church and state are clearly separated; politidspaticy making are secular-
ized. The Gyurcsany government criticized the Qatl@hurch for its political
interventions during the citizenship referendum paign in 2004.

Decentralisation and regionalization are not onapenda of the present gov-
ernment, and the reforms of the former Medgyes&ynea have not been im-
plemented yet. Europeanization has strengthenddatanthorities and disillu-
sioned expectations towards further decentralinaditd regionalisation.

1.2. Palitical participation

In Hungary, there is a general active and passitimg right. Despite accusa-
tions of the Centre-Right, international observansl national authorities did
not register any serious distortions during the228&ctions and the 2004 ref-
erendum. Electoral participation reached its peathé 2002 elections (70%)
but has declined steadily since: it dropped to axprately 65% in the 2003

EU-referendum, plummeting to 38.5% in the EU-etawdiand to 37.5% in the
referendum on citizenship and privatization in tieadre. This “double” refer-

endum did not reach the constitutionally requiredrgm, and its results were
therefore not considered valid.

The social-liberal governments — elected in 2002 eorganized in 2004 —
enjoyed full authority during their terms. Thereraeo veto powers such as
the Church, the security apparatus, or the militBoth governments respected
human rights and the freedom of speech.

In Hungary, trade unions represent about one thirdmployees. The social-
liberal governments have made some attempts ttraegghen the trade un-
ion’s rights after the Fidesz government, but tlagisterity policies have raised
hostilities in the trade unions of the endangenesh¢hes. There are more than
60,000 NGOs registered in Hungary. The social-ibegovernments have
resolutely tried to establish a partnership withildociety by means of gener-
ous financial aid and, to a certain extent, indnsif NGOs into policy imple-
mentation, especially in the areas of environmeaal social policy, women,
and migration.

The opposition has been pointing at imbalancekémtedia policy since it lost
the elections in 2002, but social-liberal polictes not pose any serious threat
to the media.
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1.3. Therule of law

In Hungary, there is a well established systemaobfegks and balances”. Al-
though the social-liberal governments upheld thten, like their predecessor
— the Orban government (Fidesz) — they continugtiéagovernment’s and the
Prime Minister’'s authority. In fact, the Prime Miter's office became the
effective centre of government during the Orban @@98-2002); this was
upheld and even extended by the socialist govertsn&vhile the new Prime
Minister Gyurcsany has been able to extend hisoaitytto give general orders
instead of the government, his Liberal MinisteEalucation’s higher education
reform bill was declared unconstitutional by then&titutional Court in De-

cember 2004, because — instead of a parliameraary-la ministerial order
had been used to regulate the citizens’ basicgighd duties.

The Constitutional Court and, to a certain extém¢, President’s Office are
functioning as judicial reviewers, e.g. as earlywiag systems against the
legislation initiated by the government and padsgdhe social-liberal domi-
nated Parliament. This is due to the fact thatRtesident of the Republic has
the right to send bills back to Parliament to mpdifem. The Gyurcsany gov-
ernment’s former Minister of Justice stepped dowremw he saw his concept
and policy of judicial and administrative reformdamgered by the govern-
ment's austerity policy. Other persistent probleans the judiciary’s fiscal
dependence from government and the blockade afetleéection of judges for
the Constitutional Court by the political partieshose candidates have not
been able to obtain the required two-third majosityfar. By the end of 2004,
this distorted the rulings of the Constitutionalu@oseriously. Despite all of
this and the conflict between the chief attornegt #re social-liberal coalition,
the functioning of the courts and the judicial systitself are not endangered,
and the rule of law is guaranteed.

Despite the social-liberal governments’ promisefigbt corruption, no effec-
tive measures were taken for this purpose (see 3.3)

Although Roma rights are generally being defendetrol mechanisms are
missing, and NGOs report serious violations agaimstRoma, drug-depend-
ents, prostitutes, and migrants as well as agpéts criminals.

The Constitution guarantees equal treatment andrappties for all Hungar-

ian citizens. The social-liberal governments hawaenconsiderable efforts to
better include neglected groups. To ensure eqghatsifor women, the handi-
capped, the Roma, and others, an EU-oriented cdrapsé/e reform was initi-

ated and a special governmental agency for eqglatsri- connected both to
welfare policy and to human rights policy — foundetbwever, this agency’s
financing, political prestige, and administrativewgr has not yet been clari-
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fied. This has led to a rapid change of its adraive and legal status, in-
cluding the personal replacement of its leader. dine of equal opportunity

legislation and action, nonetheless, brings Hunghloser to EU-standards. The
Roma issue is politically handled with care andhimitthe framework of the

EU minority policy concept. However, discriminatiohthe Roma in the Hun-

garian society and in some local branches of thdigpadministration has not

fully disappeared.

Anti-discrimination law has caused heated discurssaimong the political par-
ties. A law was passed and should be enacted Jag085, but it is under ju-
dicial review by the Constitutional Court. If padsit are declared invalid, this
may endanger its implementation by a central progra and authority as
planned by the government.

1.4. Ingtitutional stability

In Hungary, there are stable institutions that bgt large guarantee democracy
and the rule of law. The central organ of the pamnkntary democracy is Par-
liament itself. However, the strong polarizatiorivieen the Left and the Right
is hindering consensus building. The parliament®iates are rhetorical and
ideological; policy orientation and argumentaticccars only in the commit-
tees. Opportunities for a general consensus sudhea&U-referendum, the
EU-accession, the EU-elections, or even the refemn@non citizenship were
missed. It has proved impossible to establish gmatic national interest or
public cause beyond the interests of the politeahps.

The government and the Prime Minister are furthiendating power. The top-
down bureaucratic-elitist approach, which alreadgrkad the Centre-Right
government (1998-2002), has also characterized ¢fiest governments since
2002.

The administration is relatively efficient, althdugven on the central level the
tasks for the EU-accession were sometimes overigaatd led to administra-
tive mismanagements and political rivalries. Therfer government’s deficits
on the regional and local level persist and haveet@eaddressed according to
the EU-norms.

There is an independent judiciary with a workint¢f-administration. The in-
troduction of a new judiciary organization is makislow progress. This is in
part due to the large institutional challenge of-&tdession and its administra-
tive lag, but also due to a lack of resources @amahtial support, as the retreat
of the Minister of Justice in the autumn of 200dacly shows. The slow-down
of the judiciary reform is blocking further enhanwent of a more effective
judicial system.
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There can be no doubt: Fifteen years after thesitiian no relevant veto actor
challenges the legitimacy of the democratic insths.

1.5. Palitical and social integration

The Hungarian party system is rather stable ane thave not been any effec-
tive newcomers since 1989. There is a tendencyrtisva certain Left-Right

polarization with a corresponding block buildingit bhe level of an effective

two-party system has not yet been reached. Theidédd by HSP, the Right

by Fidesz, and in both blocks there are still &ffit allies like SZDSZ (the

Liberals) for HSP and MDF for Fidesz. However, \dikOrban has been trying
to build party unity on the Right. This led to tenihilation of the Smallholder
party, its former coalition partner during the lgstvernment. It also endan-
gered MDF's existence as an integrated politicatypia the autumn of 2004,

because the faction in favour of independence fFidesz — led by Ibolya

David — and the pro-Fidesz faction almost brokepiduey’s unity.

The Communists were not able to gain any influeocethe national level,
except for their initiative for the referendum dretprivatization plans of the
.Third Way” Gyurcsany government, which Fidesz effeely supported.
Small groups and networks of Right—wing radicalgehbeen articulating pro-
vocative but non-violent protest; this mobilizedt leounter-movements in
2004. However, these mobilizations at the fringethe political spectrum do
not destabilize the Hungarian democracy.

The 2002 elections polarized Hungarian society,thechew Fidesz opposition
has adopted a steady escalation strategy agamsothal-liberal government.
It even accuses former allies like Ibolya David BMs Minister of Justice in
the former Orban government — of being allies & tEommunists”. While
Fidesz was very critical towards the EU-referendund framed EU-accession
as a danger for the country’s national interest®FMvas in favour of the EU-
accession. Fidesz recently defended citizenshiplf@thnic Hungarians living
in foreign countries, which was successfully inéth as a referendum by a
politically isolated NGO. After the referendum’silfeie, they denounced the
government parties and the people who voted ,ncdlstained as ,aliens” to
the nation.

While Fidesz is clearly trying to polarize a getigrapolitical, passive, and
welfare oriented public, HSP and SZDSZ stressdbas of a social democratic
»Third Way” and try to reunite the public with tleeas of Europe, modernity,
and democracy based on a ,republican”, ,civic” itiign Although the opposi-
tion role has enhanced Fidesz's populism populdrilmations by its political
action committees remain an exception. The soihakél coalition’s
replacement of Prime Minister Medgyessy by Gyurgséan be classified as
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the selection of an efficient leader for the Leftogpposed to the Right’s charis-
matic leader Viktor Orban. Gyurcsany as well as §jedsy are among the
richest people in Hungary and they both were patie@former nomenclature.

Hungary is a party democracy. The Churches ar¢igaily inactive, although

they supported the ,yes™-option in the referendum aitizenship; this was
criticized by Prime Minister Gyurcsany. Trade urgoare politically weak.

Popular initiatives such as referendums are intffedf they are not supported
by political parties. Regions and regionalism aeakvto non-existent. Except
for the Roma, ethnic minorities are not numeroud® Roma have a predomi-
nantly parochial and passive political behavioat fbrevents them from mobi-
lization or establishing an own political identity.

After the polarised 2002 elections, political pegation as well as the satis-
faction with political elites and institutions hasnsiderably weakened. In
combination with the declining economic situatiardahe social liberal gov-
ernment’s austerity policies, this has led to dhierr deepening of Euro-scepti-
cism and other negative attitudes towards the EldoAsiderable part of the
lower educated Hungarian population associates EbMmership with endan-
gered welfare standards and therefore regards thie$€s and less as a stabi-
lizing and enriching partner. Concerning the new-igsfitutions, political
alienation is the general attitude in the poputatiblowever, a distinction
should be made between educated and less educatgusgbetween genera-
tions, as well as between regions. Urbanized afeasand foremost the city
of Budapest, are the decisive areas for politicabitization, while the farm
districts and villages with Roma population in téast and South are the least
mobilized areas in the Hungarian society. The €liteban middle classes, and
the better educated people mostly support EU-meshijer

Civil society focuses on welfare and culture anésdmot exercise political
~watchdog” functions. The participation of NGOspalicy implementation has
been strengthened by new government measures arfgrdgthmmes. The
groups engaged in civil society are mostly Sodiaiw Liberal oriented, while
the nationalistic oriented groups would rather ipgraite in Fidesz's protest
campaigns and political action committees. Desbéing the targets of both
social-liberal governments’ inclusion and anti-disination programmes as
well as of several EU-programmes, the Roma, woraed, the youth do not
have any distinct culture of political activism.
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2. Market economy

2.1. Level of socioeconomic development

According to international surveys, Hungary is parfing well among the new
EU-members. Income differences are not high andidiel of education is
high. There is no systematic exclusion of womemftbe labour market. Ac-
cording to international surveys, poverty is nottipalarly high. However,

these figures are based on aggregated macro-ddthide the rather divided
picture that characterizes Hungarian society. Mafnthe Roma are living un-
der the poverty line. With the East and the Sotithstruggling for develop-

ment, there are also considerable regional dispsrit

2.2. Organization of the market and competition

The basic principles of market-based competitiomehbeen established in
Hungary and the economy is based on the rule of Many national regula-
tions were abolished and new EU-regulations wepentty introduced, but
have not been fully implemented yet. Currency poig already coping with
the EMU, but there is a heated debate on the inttamh of the Euro (envis-
aged for 2008-2010). The free flow of goods, sawjcand labour within the
EU has been established in Hungary with some tianal regulations and
restrictions. Competition policy is scrutinized &y independent authority.

Today, Hungary is one of the most stable and cateeld market economies
among the new EU member states. Multinational conesa attracted by low
corporate taxes and the cheap and skilled labouested in the country and
thereby contributed considerably to economic growtie dynamic growth of
the service sector is transforming the economy anteodern service economy.
Multinational companies are investing in this seet®s well and providing the
country and its neighbours with advanced servitbsough their investments,
multinational companies are thus reconstructing firener economic, infra-
structural, and service unity of Central Europe artdgrating the region into
Europe and the global market. This trend was furstieengthened by EU-ac-
cession. The dynamically developing informationhtemlogy sector is also
making an important contribution to Hungary’s ecmimgrowth. Agriculture,
heavy industry, and mining are the losers in Huyigatransformation to a
market economy. However, the economic dynamismntgceeased. This is
partly due to the government’s fiscal policy; it svariented towards internal
consumption and supported by a credit policy foudiiag investments that
recently had to be stopped. Other important fadtmkide the wage increases
related to EU-membership and EU competition potttat forced Hungary to
abolish certain tax privileges for multinationavé@stors. Another factor for
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losing its leading position in foreign direct inteents is certainly the growing
competition with the more competitive new EU memdétates.

Hungary’s banking sector is well developed and dyinaand is well controlled

by an autonomous agency. There are more problethsimnviestment compa-
nies. As a part of its plan to introduce publicvpte partnerships, the Gyur-
csany government in the autumn of 2004 asked #pilly developing sector
of the Hungarian economy for a special contributiomational welfare and
growth. Hungary’s capital market is increasinglgidé and transparent.

2.3. Stability of currency and prices

Compared to the 1990s, the inflation rate is noweloand more stable. How-
ever, the irresponsibility of the Fidesz governrsejglectoral budget” in 2002
also characterized the budgets at both socialdilivernments. Within fiscal
and economic policy, one of the mistakes of the ¢edsy government was
declaring to uphold all populist measures takeffridgsz, including state credit
for students, cheap housing credits, and generinendial support of
Hungarians abroad. The social-liberal governmesis planned to raise the
salaries within the public sector, provide materalidwances, and increase
some of the social welfare benefits. However, thedbyessy and the
Gyurcsany governments should have to abandon thagges, because they
endanger competitiveness and growth. The indepeerdehthe Central Bank
is under threat due to a decision of the Gyurcgfowernment to reorganize its
Monetary Council and thereby open it to the govesntis fiscal policy
demands. By the end of 2004, the respective bifl sent back to Parliament
by the President of Republic. As the Parliamentfiomed the legal act with
the government’s majority, this might be an objefctonstitutional review in
the future.

On the macroeconomic-level there is still not st stability. As the meas-
ures against public debt did not succeed, in 20@8dylessy had to replace the
Minister of Finances. In 2004 he had to step dowrPeme Minister. Med-
gyessy’'s Minister of Finances, Tibor Draskovics svpaeserved by the Gyur-
csany government, but his concept to consolidate lthdget and raise
competitiveness under the present conditions hhsat brought the desired
results. Another serious problem is the tensiowbeh the economic and fiscal
policy of the Socialist led governments and theenry policy of the Central
Bank. The latter provided the stability of the orby actual revaluation
against the Euro. The revaluation contributed tiniishing foreign debts, but
it also curbed the export of consumer goods.
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So far, the two Socialist led governments havebesn able to break com-
pletely with Fidesz's populist economic and fispalicy. Medgyessy’s policy
was criticized as inactive, non-innovative, and.sGfyurcsany is trying to es-
tablish a Hungarian ,Third Way”, but after the fithree months in govern-
ment its profile is still not clear. At the end 2004, the Hungarian budget was
criticized by the EU, because it exceeded the EMic criteria. According
to the EU, this was due in particular to the miggiealthcare reform.

2.4. Private property

Private property has a clear legal basis in Hungéhe private sector domi-
nates the economy. The government actually intémgairsue further privati-
zation. The ,strategic” branches of the economyewmerivatized during the
1990s. Today’s discussion on further privatizatoncerns those branches that
are differently organized — private or public oixed — in the Western societies
as well. Both social-liberal governments have shawandency for privatizing
even traditional public sectors like transport, @dion, healthcare, and prisons.
However, as a clear majority showed in the refenemdn December 5, 2004,
regarding the privatization of healthcare, the telete rejects further privati-
zation. Extending privatization to higher educatias planned by the Minister
of Education is also rejected by the public. Ireliwith the Communist Party,
the ,middle class party” Fidesz is considering pinespects of imposing a gen-
eral stop on further privatization through a nevemendum initiative. This
could block the , Third Way” economic policy in Huawy, which is inspired by
Anthony Giddens’ theory and Blair's practice toajiup traditional social de-
mocratic public policies by reducing the role of tstate and deregulating the
economy.

2.5. Welfareregime

About a quarter of the Hungarian population lives tbe level of minimal
wage. However, the high number of early retiredspes — a common feature
in post-Communist societies — and the fact thatneeatrepreneurs and
professionals declare themselves and their famélgebving from the minimal
wage as a means to be entitled to welfare sergleesld be considered. The
actual figure of people living on the minimum waigetherefore somewhat
lower.

Hungary has a welfare system targeted to fight ggwend provide equal op-
portunities to all citizens. There is a healthcaystem, unemployment insur-
ance, pensions, a system of social assistanceammoktending governmental
programme for the handicapped. Although some elegsrarthe former Com-

munist system remained, the present system is aaingato the continental
European welfare mix, albeit on a lower level. Brerovided extended social
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benefits and family allowances, but the new Scstidéid governments reduced
social welfare for the upper classes. As in theinion welfare should follow
the principle of need, income related benefits weeently introduced as a
guiding principle for welfare entitlements. Diffettewelfare models are being
discussed, but the present government clearly favmore privatization and
more income related and targeted welfare polidibe. Churches’ charity sys-
tem and institutions have partly been re-estabdisteit they do not have a
large coverage. As the principle of subsidiaritggaribes, local governments
and municipalities are getting increasing respalityitin social welfare. ,,Cor-
porate citizenship” is a marked characteristicha multinational companies’
activities in Hungary. Like in other countries, yheun their own supplemen-
tary welfare schemes.

The pension scheme has been partially privatizedwelfare reform will not
be complete without the healthcare system beingrgdly and conceptually
renewed. Healthcare has actually been partly clthsigee 1989, but without a
basic reorientation. The quality of healthcareasyMow, and services are pro-
vided often arbitrarily to the well-off through arcuption network within the
healthcare system. The wages of the healthcarerpebkare low and so it is
considered normal to pay them bribes for what appaesed to be public and
free healthcare services. The present governmedrhda to privatize the
healthcare system, but the opposition rejects gilda and can count on the
support of the majority of the population. Theraidispute between the actors
of the healthcare system — medical associatioadetunions, pharmaceutical
companies, and government — about the future oh#tathcare system going
on for a long time, but so far without coming toaanmon stance. This became
particularly clear in 2004, both in the conflict thfe Medgyessy government
with the pharmaceutical industry and in the resfithe referendum against the
privatization of the healthcare system as planngdhle Gyurcsany govern-
ment. There is a popular consensus to uphold #utibnal oversized ,,Com-
munist” healthcare system against the economiomnality of privatization and
the interests of the pharmaceutical industry ad aslvarious sorts of health
entrepreneurs.

Anti-discrimination legislation and an Office forq&al Opportunities were
established, but these are only legal and admétiistr answers to deeply
rooted socioeconomic problems. There is an enormoungadiction between
the legal norms of anti-discrimination and equadantunities and the reality of
exclusion and discrimination of the poor, the Rormefugees, the homeless, the
handicapped, and women, especially within the heait and educational
system. There is a social selection bias in thiloiigion of the public goods of
education, healthcare, and welfare, the resultgoemassive exclusions (the
Roma, the homeless, refugees, peasants) and soféar (the handicapped,
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women, the elderly). The ,same wage for the same'yarinciple has been

difficult to implement. The government’s effortsveabrought some institu-
tional and procedural gains for women (violencéhimithe family, discrimina-

tion) and the handicapped (programme to changénfhasstructure). To raise
the Roma’s standard of living is an almost una#thie task, considering their
unemployment rates, their traditional family anddtiip structures, and their
sub-cultural character. Current government programao not provide suffi-

cient resources and hence are not very effective.

2.6. Economic strength

The Hungarian economy has had stable growth ratee the mid-1990s, but
they are lower than most of the other new EU-membeEastern Europe. The
unemployment rate is somewhat lower than the EUWame However, national
debts are above the EU-average. Foreign directsiment is declining, as
some of the other new EU-members and the accessiotidates in Eastern
Europe offer similar conditions to Hungary, but doned with lower wages

and more tax privileges. Fiscal policy has beemgryo regain equilibrium for

years, but no decisive improvements can be repoHedever, even though
Hungary has lost its leading role among the newnignber states, it is still
among the well performing economies in the EU.

2.7. Sustainability

The Hungarian environmental policy is slowly reachihe EU-benchmarks,
but it is still far from standards of the well-pemining EU member states. In
order to accelerate this process, the head at thesthy of Environment was
replaced in 2003. However, environmental policl bBis to fight for prestige
and resources in the budget debate. In fact, Hytsyarhird Way” apparently
forgot the central role environment and educatiaygd in the British concept,
for both issues are the losers of Gyurcsany's arakKkavics’ new austerity
policy. Recent environmental issues are waste agpay the reorganization of
natural park management on the basis of publicflidbendations instead of
bureaucratic state administration (US-model), timpdrt of pollution from
other countries through the rivers, etc. The Migisff Environment is cooper-
ating with ecological NGOs. This is easier in Huiyghan elsewhere; due to the
lack of a successful Green party, these organizatpe rather depoliticised.

Infrastructure development is being financed by dtate, but increasingly also
by private investments or EU-projects. Accordingstatistics and compared to
the capitals of other new EU member states, the dafitBudapest is losing
ground; this is the result of rising prices, ingiént infrastructure, and pre-
carious security. The construction of a new unaengd line has been postponed
since 1989. Without infrastructural investmentsthe further development of
roads, railways, and public transport, the traffistem will continue to worsen.
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According to some international surveys, Hungarpéasforming well in edu-
cation, but the PISA-study came to other conclusidine educational system
from the interwar period — especially those cladsigceums that have once
produced several Nobel Prize winners — belongfieoptaist. Surprisingly, the
Communist system upheld parts of that system, adthdt abolished Church
based education. The Churches are starting toglesrtain role in education
again, but 15 years are too short a period to ataltheir performance. The
public educational system is not only in a fisaad @conomic crisis, but also in
a personnel crisis, as talented teachers are kpdhin schools in mass. After
transition, higher education received decisive ilmgsiand the old elite-univer-
sities have since been going through a fast tramsftion process to mass uni-
versities. The registration quota in Hungarian arsities now resembles the
ones in West European countries, but only at thee pf an overloaded infra-
structure and rising financial needs, especiallgisnt loans and salaries of the
teaching staff. After the rapid expansion, the tabdneaded Ministry of Edu-
cation tried to introduce a recent Austrian finagcand autonomy model for
the universities that is now being fiercely displut&his is coupled with the
implementation of the Bologna principles in a sbogeriod and a drastic cut-
back in government subsidies. The higher educatdorm has been under
debate recently, and the Constitutional Court fedah upon the initiative of a
small opposition MDF party — already annihilated thist ministerial reforms,
ruling that the new system is unconstitutional. Tdpposition (Fidesz) has
promised to fight the Europeanization and privaitgatrends in higher educa-
tion and thereby met the demands of many vestedeistis in education policy.
As in the case of healthcare, Fidesz is using comitamian arguments and
defending the Communist legacy against the Eurapeanand privatising
Liberals and , Third Way” Socialists.

3. Management

3.1. Level of difficulty

Hungary’s democratic consolidation was one of theiest and fastest in post-
Communist Europe. The starting conditions were tiaable, both in econom-
ics and in politics. As compared to the other COMECcountries, the starting
conditions for economic development were better faidly balanced. A well

performing educational system provided skilled lahdhe country’s borders
were safe; there were neither violent politicalfiots nor the danger of social
unrest. All this proved to be of advantage for ttemsformation process and
democratic consolidation. Another asset was thditioa of rule of law from

the old Hungarian state during the Habsburg Empine. recent EU-accession



HUNGARY BETWEEN THE LAST ELECTIONS... 171

will certainly be an important factor in the furthprocess of improving the
quality of democracy.

Hungary has a rather ethnically homogenous socidtg. intensity of ethnic,

religious, and social conflicts and their capacifynass mobilization is com-
paratively low and has not reached the level oftipal violence so far. The

problems related to the Roma are social and cuitather than political and

did not lead to political or protest mobilizatidhowever, so far politics has not
succeeded in changing the attitudes of the souist§-vis the Roma.

While the new parliamentarianism has certain raoothe older pre-Communist
tradition, the parties themselves lack roots inwiaer population. In 2002, the
Medgyessy government envisaged to integrate tharipetl public, give the

transition to market economy a social welfare twinengthen the democratic
institutions, and further improve the implementataf the rule of law as well

as the equality of opportunities. The turnover of@nments was carried out
peacefully, albeit with mass mobilizations by thadifcal action committees of

the Centre-Right parties. The social mobilizatiemidished, but the division

of the public turned out to be persistent, as #ierendum on Hungarian citi-
zenship for Hungarians abroad along the politieft-Right-cleavage showed.
The ,republican unity” propagated by the moderasdt lis thus being chal-

lenged by an increasingly nationalist-populist Righ

The fight against corruption has not been very aesgftl, and the Left parties
now have to deal with their own corruption casesva. Some interference
into the freedom of press by Fidesz was cured;rethesuch as the rightwing
tendency of Hungarian broadcasting — remain. Jadigieform continues, but
at a slow pace. The turn in economic policy frorotectionist populism to
growth has not yet been concluded. However, EUssige provided very
favourable conditions for stability that may fat@ite a ,new wave” of eco-
nomic and political consolidation.

3.2. Steering capability

There is some continuity of the governance — théane correction of the
market, Europeanization, republicanism, justiceg ttentrality of middle
classes, equal opportunities, the fight againsugtion and discrimination — of
both Socialist led governments. The governancee siils been bottom-up
rather than top-down, with civil society supportigugd organizing public criti-
cism towards the institutions. While the governmeefU-orientation is un-
equivocally clear, in the opposition Fidesz statteanove towards nationalist
Euro-scepticism. Both the 2003 referendum on theaEtéssion and the 2004
referendum on citizenship highlighted the differertetween the opposition’s
and the government’s positions, but also dissetitinvsociety. There is a need
for reconciliation and a common basic consensuthfoimmediate future.
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Both social-liberal governments implemented judiceédorm and anti-corrup-
tion mechanisms with little success. The main aari®nt was the resolution
on EU-accession and harmonization of EU- and Huagdaw. The new eco-
nomic policies have still not been improved and the fiscal deficits and
overall indebtedness of the state remain. The weelfaform is making only
slow progress, as the deficits within the publio/Ees have not been markedly
improved. The healthcare reform has almost conzedeadlock. The introduc-
tion of progressive multilevel governance will @@ty have positive effects on
regional and local governance. However, the refofiocal and regional self-
government and administration is a heavy burdem Glurcsany government
up to now seems not able to cope with. However,cibrecept of a market
friendly and socially sensitive ,Third Way”, on vdhi the present government
is embarking, could strengthen the modernizatiohef country. If the gov-
ernment keeps this course, it will be an examplpabtical learning from the
mistakes and failures of the past.

3.3. Resource efficiency

Both Socialist led governments had clear conceptsnbt sufficient political
will and capacity to realize their political progmemes. Unlike 1994-98, when
HSP had an absolute majority, the small coalitianter SZDSZ has been
necessary to uphold the government’s majority #&nd has been able to veto
decisions in the governing coalition. Hungary's ifthway” Socialism is be-
ing blocked both by SZDSZ'’s privatisation policythre economy and the edu-
cational system and by the populist economic patiberited from Fidesz. The
latter has been reformulated many times by the gihgriMinisters of Finances
as well as by the new government’s budget pricities one invariable feature
has been the governments’ inability to abandon lgpufor the sake of a
promising export and growth orientation. Medgyessgtreat was de facto set
off by his decision to fire the Minister of Econantdevelopment appointed by
SZDSZ. The Liberals did not accept this and dedl@ras the end of the coali-
tion. In August 2004, Medgyessy’s own party depdivem of its further sup-
port. Other reasons for his failure were his owd his government’s incapac-
ity to manage successful campaigns for the EU-eeftum in 2003 and the
EU-elections in 2004 as well as the lack of groasiol competitiveness within
economic and fiscal policy. The Medgyessy goverrtrdéghnot make efficient
use of the available economic and human resources.

The fact that corruption within the public adminggton exists at all levels has
not been adequately addressed by government polici@administrative reor-
ganization. The social-liberal governments did mstew the corruption cases
within the previous governments either. In 2004 ngtary’s Corruption Per-
ceptions Index (CPI) score ranked 42nd out of lolftries.
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3.4. Consensus-building

In Hungary, the establishment of a market econonuy@arliamentary democ-
racy was not rejected by any relevant politicabacin this respect, there are
no influential veto-players in the country.

While a consensus on republicanism, social mart@h@my, and Europeanism
is just emerging among the Socialist and Liberdiliputhere is a considerable
part of the Hungarian society supporting natiotialigiews and having xeno-
phobic attitudes. Racism’s main target group aeeRloma, but to a smaller
extent there is anti-Semitism as well. Oppositiomatiworks, parts of the me-
dia, and a nationalist subculture claim ,the” Humnaa identity in terms of

Jfriends and foe”: ,We are the nation and they #re traitors”. The govern-
ment has not yet been able to bridge this gap leetvieft and Right in the
population.

The present governing coalition partners agreethertcommon basis of Euro-
peanism, rule of law, and republicanism as oppdselidesz’s nationalism,
Euro-scepticism, and church-rural-tradition ori¢giota This ideological conflict
will characterize the further process of Europestiinm and democratic
governance. At present, the Gyurcsany governmgay®the Socialist party’s
and the coalition partner’s full support, and ialso gaining popular support.
This should enable the new government to realgedlitical programme of
social welfare and economic modernization. ButeéHheave already been some
tensions. For instance, by the end of 2004, theralbMinister of Education
had provoked the first real Church-based mass mmabidn against the
government since 1989 on the issue of financialpstpfor the Church’s
education centres. The Prime Minister then immedatwithdrew the
contested decision. The Socialists thus seem tmdre conscious about their
relations to the Church than the Liberals.

3.5. International Cooperation

Since 1989, there has been a consequent foreigpy polentation towards the
West supported by both Left and Right and theipeetve governments. Mile-
stones of this development were the accession t@\{IP95), OECD (1996),
NATO (1999), and the EU (2004). EU-accession wapstied by the Western
countries and their global organizational framewordungary has become a
reliable partner of the transatlantic community.

In the Kosovo conflict and the second US-war oig,ltdungary took the side
of the Western alliance. Regarding Iraqg, there were contradictory lines
within the government. The disagreement betweerlJtBeand the EU on the
strategy to follow in Iraq brought some confusiatoithe Western orientation
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in Eastern Europe. Hungary went on with other st&desupport the US-inter-
vention but withdrew from military participation 2004 because the govern-
ment did not get the necessary support from theogipipn in Parliament.
However, the government provided technical supmothe US troops and sent
a small technical division to Iraq as a symboltfer Hungarian support.

A second pillar of Hungarian foreign policy is tbencern for the millions of
ethnic Hungarians in the successor states of tlerédHungarian Empire after
1918. Since before 1989 the minority issue wadadaits boom afterwards is
not surprising. As in the case of Western integratithere was a consensus
between the main political parties to find a peakcefay of supporting Hun-
garian minorities abroad. In 2001-2002, Fidesz isatoalition passed a so-
called ,Status Law” on the provision of culturafjueational, and welfare ser-
vices to all registered ethnic Hungarians abroagd.th&t time, there already
was a strong lobby within the Hungarian politichles striving for full Hun-
garian citizenship for all ethnic Hungarians. Butil& in government, Fidesz
did not fully support this in order to avoid profuig in the process of EU-ac-
cession. In 2004 however, when the N®&fagyarok Vilagszovetség®Vorld
Federation of Hungarians) started a referendum agmpFidesz, now in the
opposition, joined it as a means to de-legitimize $ocial-liberal government.
The government actually promised more aid for thendérian minorities
abroad but declared the citizenship issue as vadoseh by the public. It ex-
pects that EU-membership within an enlarged comtyuwill provide enough
space for the communication with the ethnic Huragagiin other countries.
Both governments have tried to maintain a goodtiogiship with Hungary’'s
Central and Eastern European neighbours and atame time provide effi-
cient help to the Hungarian minorities abroad dretdby preserve their Hun-
garian identity.

These differences show that at no time since #rgsition to democracy at the
end of the 1980s, has a consensus on foreign pekags been as out of reach
as it is at present. In 1989, EU-membership anidiadty with the Hungarian
minorities abroad were the ultimate and unifyinglgdor the new democratic
forces. Today, the political parties and blocs appivided over crucial for-
eign policy issues (EU; Hungarian minorities abjoad

4. Trends in development

4.1. Democratic development

The criteria of monopoly of state power, of polficommunity, and of secu-
larisation had already been met before; this didamange during the period
2003-2005. The elections were free and fair. In dsigseptember 2004, there
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was a government reshuffle by the coalition paitiea constitutional manner.
Freedom of choice and civil rights are guarant®&ath social-liberal govern-
ments have made some efforts to provide equal tyites and fight racial,
sexual, and social discrimination, but implementthgse programmes will
require a longer period of efficient resource miahtion by the political elites
and civil society. EU-membership is a stabiliziagtbr.

The new elite’s anti-corruption campaign has proumeffective. As recent

cases and past experiences with the first sotiatdi government in the mid
1990s show, the Socialist and Liberal elites areamy less corrupt than the
Christian-democrats and Conservatives. The prolilamdeep economic and
cultural roots within clientelism, informalism, apdlitical culture.

The local government reform and regionalisation li@ecked, and did not
benefit from EU-accession in the short run. Thécaffy of local government
depends much on the region’s resources and socioeto development. The
great East-West and urban-rural discrepancies dhbatefore be met by ade-
guate development policies.

As before, the basic constitutional organs ensatalility during the last two

years. There is still some tension between ingtitst like the Constitutional

Court or the Central Bank and progressive govertsness the latter tend to
perceive institutional checks and balances as anwds to their radical re-
formism. But the Constitutional Court preservediritportance during the two
Socialist led governments and blocked some expassaf governmental

power. The effects of the referendum on Decemb&0B4, were polarizing.

There is a growing alienation between Hungary dral Hungarian minority

communities abroad, with the latter feeling rejdcteetrayed, and left alone by
their mother country. While the government parties trying to restore the
unity of the Hungarian political community on a Bpean-republican basis,
Fidesz and MDF stress the national identity instead

4.2. Market economy devel opment

Macroeconomic indicators attest Hungary a highdseth among the new EU-
members. Due to progressive taxation on middle kgt incomes, and tax
reduction on incomes by the , Third Way” Socialigtsx policy, income differ-

ences may not increase rapidly. The governmentbeasloped this redistribu-
tional tax policy even further within the 2005 betlg

Hungary progressed in making its economy EU-corbpatiThere is a growing
transparency of and reliability in the financiablazapital market. Stability once
brought a considerable influx of foreign direct éstment to Hungary. As
transparency is now being demanded from all the Bagtern European mem-
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ber states, Hungary has lost its previous competiidvantages, and foreign
direct investment is being more equally distribuitedhe region. All currency

constraints have been removed. Foreign trade rasllimralized according to
EU-standards. The economic, banking, and fiscalllatigns resemble EU-

standards. However, in 2004 the Gyurcsany goverhmerked out an agree-
ment with the banking sector to introduce progrestaxation on banking from

2005 onwards. The government intends to realldtetg@eak profit for welfare

and public benefits, according to its , Third Waysion.

EU-accession will enable Hungary to keep up witinRland type social mar-
ket economy and neo-corporatism in the long ruftation is under control. It
was not possible to reduce corporate and incomestas drastically as the
Socialists’ Liberal coalition partner intended jtasas necessary to reassign the
tax burden to the well-off and redistribute incofoe the benefit of the poor.
There have been severe cutbacks in the public éitpess, but they were cou-
pled with new welfare measures raising expenditares taxes as well as de-
manding more control and bureaucracy. Both govemsnigave fought against
the high budget deficit, but with only modest swescso far.

I1l. Overall evaluation

Starting conditions: The starting conditions for the further consolidatiof
Hungarian democracy were quite favourable, as theme no problems con-
cerning stateness and well performing economicctiras had been estab-
lished. Some civic and rule of law traditions inrtgarian political culture and
history proved conducive to a stable constitutismaland the acceptance of
minority rights. On the other hand, the Medgyessy @yurcsany governments
inherited economic and fiscal policies with popuégpenditures and a highly
polarized public from the 1998-2002 Fidesz govemimigloreover, the former
conservative government had threatened the furctidmparliamentarism, the
electoral system, as well as the all-party mediasensus, and followed a na-
tionalist turn in foreign policy.

Status and development Some of these counter-productive elements to an
improvement of the already consolidated democraeydcbe revoked, as the
reorientation in foreign policy, the media poli@nd the work in Parliament
clearly show. In terms of the quality of democrddungary is not far from the
,0ld” EU member states.

Management Despite some accomplishments in foreign (EU-a¢oBksas
well as in domestic policy (reinforcement and farticonsolidation of democ-
racy, support for civil society), some problems agm the missing shift of



HUNGARY BETWEEN THE LAST ELECTIONS... 177

economic, social, and fiscal policy from populissngrowth and competitive-

ness; the slow-down in the implementation of reglisation and decentralisa-
tion; the political polarisation within Hungariamlglic, and the tensions with
neighbouring countries over the citizenship statfisthnic Hungarians. Both

social-liberal governments tried to build up a wimtgitical consensus based on
Europeanism and republicanism, but Fidesz is mgatiith Euro-scepticism

and nationalism from the opposition. Among the eslitand the general
population, there is a basic acceptance of norent# as well as a
commitment to democratic and constitutional noriifsere is no home-grown

terrorism that goes beyond provocations such agfthieidden) use of fascist

and communist symbols. Political extremism andernice do not pose any
threat to the consolidated Hungarian democracy.

IV. Party acronyms mentioned in the text

Fidesz has changed its name many times. Duringdhed in question, it was
called Fidesz-Magyar Polgari Part later in 2003, instead ofPart” there is
~Sz0vetség™, so the short name is Fidesz.

Magyar Szocialista PartHSP, Hungarian Socialist Partgocialists Social
Democrats

Szabad Demokratak SztvetségeDSZ, Free Democrats, Liberals
Magyar Demokrata ForugMDF
Munkaspéart Worker's Party, Communists

Not mentioned in the text
Magyar Igazsag és Elet PartjMIEP
There are some irrelevant extra-parliamentary Gpagties.

FkGP, the Smallholders of Torgyakereszténydemokrata Néppéahd the
ChristianDemocrats practically vanished during the perioduestion, so they
are not mentioned in the text.
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SUMMARY

Hungary Between the Last Elections
and the New Government (2002-2004)

MATE SzZABO

Hungary has developed into one of the most stadlllamentary democracies
among the new EU member states. Stateness isawottested issue. The elec-
tions were free and fair and enjoyed high partitbipa The 2002 elected leg-
islature and social-liberal coalition were ablehtiid office. In 2004, the coali-

tion parties carried out a government reshuffla ipeaceful and constitutional
manner. The Constitutional Court proved its indejgerte by blocking the

expansion of governmental power. Freedom of chaikcivil rights are guar-

anteed. Both social-liberal governments (2002-2@0¢4 pp.) made efforts to
provide equal opportunities by introducing antiedisiination programmes.

Civil society is receiving financial aid from thewernment, and it has been
incorporated into the policy implementation processpecially in the area of
social welfare. Corruption is widely spread witlpoblic administration, and

no effective counter measures have been takerr.so fa
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RESUMEE

Ungarn zwischen den letzten Wahlen
und der neuen Regierung (2002-2004)

MATE SzZABO

Ungarn hat sich zu einer der stabilsten parlamisctegn Demokratien der
neuen Mitgliedstaaten entwickelt. Die Rechtsstelaitkit ist unumstritten. Die
Wahlen waren frei und fair, die Wahlbeteiligung hobie 2002 gewahlte ge-
setzgebende Gewalt und die sozial-liberale Koalittonnten in Amt treten.
2004 haben die Koalitionsparteien die Regierungfaatllichem Wege und
verfassungsmaRig umorganisiert. Das Verfassungsgedemonstrierte seine
Unabhangigkeit, indem es die Expansion der Regigsmiacht blockierte. Die
freie Wahl und die Birgerrechte sind gewahrleistgtide sozial-liberale
Regierungen (2002-2004; und die seit 2004) warermibe die

Chancengleichheit durch Antidiskriminierungsprognaen zu gewahrleisten.
Die zivilgesellschaft erhalt finanzielle Forderreittvon der Regierung und
wurde in die Durchflihnrungsprozesse eingebundemnioiess auf dem Gebiet
der sozialen Wohlfahrt. Korruption ist in der offiichen Verwaltung weit
verbreitet, bisher wurden jedoch keine effektivasg@malinahmen ergriffen.



