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Summary

The right-wing coalition government, which came to power in May 1998, led by Viktor
Orban, broke with the former applied neoliberal paradigm and began to pursue economic
patriotism, which placed emphasis on assisting the activities of Hungarian SMEs. It also
focused on boosting domestic consumption by supporting families to have children through
state incentives. Thanks to these measures introduced between 1998 and 2002, both the
government deficit and gross government debt started to fall substantially, which reduced the
external vulnerability of the Hungarian economy.

The objective of this paper is to analyse the economic policy objectives of the first Orban
government between 1998 and 2002. Emphasis will be placed on evaluating the key macro-
economic indicators of Hungary while taking into account both internal and external factors.
Due to length constraints, the essay will not highlight domestic politics, but it gives an over-
view of the main features of economic patriotism from a European perspective.
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INTRODUCTION — THE HERITAGE OF THE SOCIALIST-LIBERAL
GOVERNMENT (1994-1998)

To understand the key pillars of the economic policy objectives of the FIDESZ-MPP coa-
lition government, it is necessary to highlight the macroeconomic background of Hungary
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after the 1995 Adjustment programme (Bokros Package). Economic and financial consolida-
tion was carried out by the Bokros Austerity Package, which was launched on 12 March 1995.
It involved the introduction of the crawling peg devaluation of the forint by 9 per cent every
month and the imposition of an import surcharge of 8 per cent to increase the income of the
budget and narrow the import of consumer goods. The programme substantially reduced
family allowances and froze nominal wages in the public administration. Finally, it abolished
free tuition in higher education and pharmaceutical public spending was cut back conside-
rably (Gulyas, 2009:180-181).

As regards the Bokros Package, opinions differ on the necessity of the austerity measures.

Mainstream economists emphasize that thanks to exceptionally strict steps, the risks of
financial crises and the isolation of the country were averted. The programme also created
the basis for balanced and sustainable growth. The introduction of the crawling peg de-
valuation of the forint and the imposition of an import surcharge favoured multinational
companies, but Hungarian society suffered a sharp decline in its living standards (Petschnig,
1996). Bences notes that the austerity measures successfully remedied the disequilibria in
both the foreign and the internal balances, thereby halting the dangerous spiral of indebted-
ness. The package restored investor confidence in the country’s financial markets and default
was avoided. It resulted in the contraction of domestic demand and strived to break from the
concept of a paternalist welfare state. His main conclusion was that although the adjustment
programme was necessary in general, its more ambitious reform measures proved to be doub-
tful. As a result of austerity measures, real wages decreased by 12 per cent, and privatisation
was speeded up in the mid-1990s. However the structural reform of the general government
came to a halt, because the key elements of the package were classified as unconstitutional by
the Constitutional Court or were suspended by the time of the upcoming elections in 1998.
Finally, stabilisation measures were developed without the active involvement of the parlia-
mentary parties and social partners (Benczes, 2009).

Other scholars argue the negative impacts of the adjustment programme. According to
Gazdag, economic consolidation led to a deep recession instead of sustainable growth. Due
to the austerity measures, GDP growth halted, and inflation rose instantly. The volume of
exports fell from 16.6 per cent to 8.35 per cent (Gazdag, 2007). Csath stresses that measures
introduced by the Socialist-Liberal government between 1994 and 1998 weakened the trade
union’s bargaining power and workers’ rights, while wages were kept artificially low, which
served the interests of multinational corporations (Csath, 2009: 145—155).

As a consequence of the stabilisation programme, real wages declined by 17 per cent in
1995 and 1996 and reached 75 per cent of the 1989 level. In the years 1989-1997, the real
value of net incomes of people in waged and salaried employment shrank by 25.7 per cent
while those for the more than 3 million who depended on old-age pensions and annuities fell
by 31 per cent (Romsics, 1999: 451-452). Deterioration in living standards was inevitable
during the transition process. Since there were no other sources, the Hungarian population
had to bear the burden of the economy’s stability. The “shock therapy” applied during the
economic transition further exacerbated the structural problems of the national economy
and resulted in an increasing disequilibrium at the domestic level. The overwhelming majo-
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rity of companies ceased to exist, and workplaces were destroyed. At the same time, both the
volume of investments and consumption fell considerably; therefore, domestic production
was replaced by imports (Matolcsy, 2015:16).

In addition to the Bokros Package, it was a serious mistake to privatise the public utilities
(gas, electricity, and water providers) and the food-processing industry in the 1990s. In parallel
with the rationalisation process, foreign investors were mainly interested in acquiring new
markets and the majority of factories disappeared as a result of liquidation. To attract FDI,
the Socialist-Liberal government granted tax incentives and concessions to large multina-
tional companies instead of supporting the emergence of a new, relatively broad stratum of
Hungarian entrepreneur-proprietors. According to Lentner, due to the hurried privatisation
of the food-processing industry, the value of imports increased by 33,4% in 1994 compared
to 1993, which exceeded the volume of exports (Lentner, 1996:45).

Bager and Kovacs emphasize that as a result of privatisation, 30 per cent of the national
wealth disappeared in Hungary (Bager — Kovacs, 2004:137). The substantial losses could
have been compensated by the reorganisation of viable companies through a “gradual” mar-
ketization process, but this did not happen during the Socialist-Liberal government.

Botos also points out that the proclamation of the privatisation campaign together with
the massive FDI inflow served as a basis for an export-oriented economic strategy to improve
the external balance of payments. The latter made the national economy highly dependent
on external booms and bound very tightly to the European Union (Botos, 2005:48).

Foreign opinion, however, i.e. that of the World Bank, the IME, and the European Union,
welcomed the radical move. In this way, Hungary’s creditworthiness was preserved, and its in-
ternational reputation improved. As a result of the Adjustment Programme, the performance
of the Hungarian economy improved significantly. The external current account deficit drop-
ped from 9.5 per cent to 2,7 per cent of GDP between 1994 and 1997. Over the same period,
net external debt fell from 45 per cent to less than 30 per cent of GDP. Both the reduction in
the current account deficit and the increased privatisation incomes from abroad contributed
to the decrease in net external debt (Cottarelli, 1998).

Table 1: Key macroeconomic indicators in Hungary between 1994 and 1997
1994 1995 1996 1997

Real GDP growth (per cent) 2.9 1.5 1.3 4.0
CPI (per cent, end-year) 21.2 28.3 19.8 18.4
Unemployment rate (end-year, in per cent of 10 4 104 105 10 4
labour force)

ConsohdatC(.i government balanc? (per cent of 71 6.4 3.9 46
GDP excluding privatisation receipts)

Primary balance (per cent of GDP excluding 13 19 44 38

privatisation)
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1994 1995 1996 1997
Public debt (per cent of GDP consolidated 85.9 843 791 63.9
government)
Current account (per cent of GDP) -9.7 -5.7 -3.8 -2.7
Gross external debt in convertible currencies (per 68.1 70.9 61.6 56.9
cent of GDP)
Net external debt in convertible currencies (per 45.9 376 318 99.3
cent of GDP)

Source: Cottarellr, 1998:8.

Due to the Adjustment Programme, total net tax revenues increased substantially both
in 1995 and 1996, although they had negative social impacts. Economic policy targets were
overfulfilled in 1996 because both real wages and real incomes experienced a sharper decline
than expected, whereas primary balance improved significantly. Government primary deficit
as a per cent of GDP fell by 7.1 per cent, and the central budget showed an upward trend
with a 6.7 per cent increase over the same period (Lentner, 2005:87-100).

While the Socialist-Liberal government enjoyed high prestige abroad, its austerity measu-
res were rejected at home (Téth, 2005:629-690). Because the package was very controversial
and was followed by social discontent and a series of strikes, Bokros resigned in February 1996.

By the end of the parliamentary term, macroeconomic indicators were showing an
upward trend, but the majority of people, whether living on wages or pensions, could hardly
feel it in their own domestic affairs. By the spring of 1998, it was evident that the outcome
of the next elections would be decided between the Socialists and the new “collective party”,
FIDESZ-MPP. The prospects of the latter were improved by the fact that they alone of the
parties previously in Parliament were not burdened with governmental responsibility for the
economic recession, which was a concomitant with the change of regime and led to the im-
poverishment of the majority of the Hungarian population (Téth, 2005:631).

The objective of this paper is to provide insight into the economic policy objectives, imp-
lemented by the first Orban government. Besides analysing the macroeconomic indicators,
emphasis will be placed on both the internal and external circumstances that influenced the
performance of the Hungarian economy from 1998 to 2002. To understand the key features
of economic patriotism, it is essential highlight the theoretical interpretation of the measures
implemented by the centre-right government. Finally, the concluding remarks summarise the
achievements of economic and fiscal policies between 1998 and 2002.

EconoMmic Poricy MEASURES OF THE FIRST ORBAN GOVERNMENT
(1998-2002)

The greatest surprise in the 1998 elections was the emergence of the right-wing party, FI-
DESZ-MPP, which boosted its parliamentary representation from 6 per cent to 38.6 per
cent (Romsics, 2017:469). The Smallholders moderately increased their strength while the
Socialist’s was cut back to 34 per cent, that of the Free Democrats to 6 per cent, and the 1990

121



Endre Domonkos: Economic Policy Objectives of the Furst Orbdn Government (1998-2002)

majority party, a largely disintegrated Hungarian Democratic Forum (MDF) obtained only
4.4 per cent of the votes cast. The radical right Party of Hungarian Justice and Life (Magyar
Igazsag és Elet Partja; MIEP), which was established in 1993 as an MDF splinter party, won
14 seats (3.6 per cent) in Parliament (Romsics, 1999:442-443). According to the election
results, a coalition government was formed with the participation of FIDESZ, Hungarian
Democratic Forum (MDF), Christian-Democratic Party (KDNP) and Smallholders. The ca-
binet was led by Viktor Orban.

When the Orban government came to power in May 1998, the Hungarian economy grew
at a rate of around 4.9 per cent per annum. Both industry and the housing construction expe-
rienced spectacular growth; in 2000, industrial output rose by 18 per cent (Gulyas, 2009:184).

Table 2: GDP growth in Hungary between 1998 and 2002 (per cent)
1998 1999 2000 2001 2002

4.9 4.3 5.1 3.9 4.4
Source: Gulyds, 2009:184.

The economic policy of the conservative government focused on the improvement of
living standards through wage and pension increases instead of introducing austerity measu-
res. It emphasised stimulating the national economy by domestic consumption. There were
three important priorities carried out by policymakers over the period 1998-2002:

1. From January 2001, the Széchenyi Plan was launched, which had an amount of HUF
626 billion to support the activities of Hungarian small- and medium-sized enterpri-
ses (SMEs). This programme provided better access to financing for SMEs and had
positive impacts on tourism, infrastructure, and private housing construction. Accor-
ding to Lentner, the main aim of the Széchenyi National Development Plan was to
give an incentive for the “fiscal-organized” business development in Hungary (Lentner,
2020:137). Since the change of regime, it has been the largest investment programme
adjusted to the needs of Hungarian SMEs. In the years 1998-2002, it accelerated eco-
nomic growth and the catching-up process of the country. Between 2001 and 2002,
approximately HUF 434 billion were allocated for investment projects. The majority of
them focused on boosting energy efficiency, tourism development and assisting SMEs.
By May 10 2001, more than HUF 15.35 billion in non-repayable grants were given to
230 successful enterprises, within which HUF 75 billion new investments were realised
by creating 4 300 new workplaces. To make a balance about the impacts of the Szé-
chenyi Plan, it must be stressed that 80 per cent of financial support, earmarked for
strengthening entrepreneurial activity was granted to foreign-owned companies (GE
Hungary, Ltd., VAW Aluminium Company, Sony Hungary Ltd., Samsung Electronics
Ltd., and Nokia Hungary Ltd.) (Lentner, 2005: 234-244).

2. From January 1 2001, minimum wages increased from HUF 25,000 to HUF 40,000
and finally to 50,000 HUF by 2002. Thus, the statutory minimum wage doubled in
2001 and 2002. The latter initiative coincided with the aim of increasing labour parti-
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cipation rate by creating the so-called workfare economy.

3. Preferential loans (bank credits with state guarantees, burdens which were reduced by
tax reliefs) were granted to stimulate housing construction (Gulyas, 2009:184).

4. Asfar as fiscal policy was concerned, the right-wing government strived to increase the
efficiency of tax collection and improve tax morale in general. The budget guidelines
for the period 1998-2002 laid down the macroeconomic objectives for Hungary, ad-
justing them to the fiscal discipline. The approval of the central budget for the period
20012002 was a new financial tool, which defined income redistribution in advance
for two years. The latter provided accountability to all economic actors. To maintain
budgetary equilibrium, it was necessary to make slight modifications to direct taxes. For
instance, excise duties for alcoholic beverages and tobacco products were increased by
6 per cent in 2002. As far as income taxes were concerned, several amendments were
made by the government, which were as follows:

—  Family tax allowances were introduced.

—  The taxation system was streamlined.

—  Administration costs were reduced.

—  Private entrepreneurs were encouraged to invest in business activities. It must be
stressed that from 1 January 2002, Hungarian SMEs received a tax concession of
interest charged on investment loans, which was 20 per cent in a tax year.

— In the field of social security contribution, the adopted measures focused on redu-
cing labour burden in order to increase employment rate and improve the compe-
titiveness of the Hungarian economy. At the same time, steps were taken to increa-
se the proportionality of the tax payment liability (Lentner — Vagyi, 2003:82— 86).

Taking into consideration the measures introduced by the cabinet, it became a crucial objec-
tive to maintain robust economic growth by expanding domestic demand.

Infrastructure shortcomings were being tackled through a massive public motorway const-
ruction programme. According to the European Commission, the opening up of the telecom-
munication sector in early 2002 was an important step forward in price liberalisation; however,
public transport, household energy and certain publicly subsidised pharmaceuticals remained
tightly regulated. A favourable business climate was coupled with a high degree of credibility
thanks to the successful macroeconomic management over the period 1998-2000 (Commission
of the European Communities, 2002:36-37).

As far as price stability was concerned, inflation dropped from 18.5 in 1997 to less than 10
per cent in early 2002. The forint was successfully stabilised by the Central Bank of Hungary,
which tightened the monetary stance. The currency continued to appreciate, approaching the
upper limit of the fluctuation band that had been widened to +/- 15 per cent in spring 2001.
At the same time, the Hungarian authorities decided to abandon the crawling peg system. This
contributed to meeting the inflation targets for 2001 and 2002. From 1 January 2000, the rate
of the forint was tied to euro 100 per cent and the forint became fully convertible on 16 June
2001. The current account deficit narrowed to around 5 per cent in 2000 and the budget deficit
was brought down to 3 per cent of the GDP at the turn of the millennium (Kovacs — Moulin,
2004:2). Low external deficits were easily financed by the continuous inflow of FDI.
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Table 3: Average inflation in Hungary from 1998 to 2002 (CPI by year, %)

1998 1999 2000 2001 2002
14.24% 9.99% 9.80% 9.15% 5.27%
Source: Inflation.eu, 2024.
Table 4: General government deficit (‘Total % of GDE 1998-2002)
1998 1999 2000 2001 2002
-7.4% -5.3% -3.0% -4.0% -8.8%

Source: OECD, 2024.

Another positive aspect of fiscal policies was that general government gross debt fell from
65.5 per cent in 1998 to less than 60 per cent in 2001 (OECD, 2024). One of the weaknesses
of the Hungarian economy after the regime change was its high external indebtedness, which
could not be substantially reduced despite of the privatisation revenues in the second half of
the 1990s. Thanks to budgetary discipline and robust economic growth at the turn of the
millennium, general gross government debt started to decline. Previously, GDP growth had
regularly exceeded that of real interest rates, while real expenditures rose slower than real
GDP. Because of sustained primary surpluses, the share of interest payments in the budget
fell from 10.3 per cent of GDP in 1997 to approximately 4 per cent in 2001. The increasingly
fixed-rate debt also contributed to the reduction of interest risks for the budget. As a result
of high demand for forint-denominated government securities on international markets, the
right-wing government was able to finance itself by issuing domestic papers, which redu-
ced Hungary’s exposure to exchange rate fluctuations. The increasing demand for long-term
Hungarian government bonds played an important role in the extension of debt maturity
(Commission of the European Communities, 2002:42).

Table 5: General government debt (Total, %o of GDE 1998-2002)
1998 1999 2000 2001 2002

65.5% 67.3% 61.6% 59.5% 60.6%
Source: OECD, 2024.

According to the European Gommission, Hungary had made progress in catching up
with the EU average income level. GDP per capita in purchasing power standards (PPS)
reached 51 per cent of the EU average in 2001; however, regional disparities still prevailed
because per capita GDP in PPS of the central region around Budapest was 76 per cent of
the EU average, while that of Northern Hungary stood at 32 per cent. While the official
unemployment rate in the Northern Great Plain was well above 10 per cent, Budapest and
the industrialised western part of the country enjoyed virtually full employment. As regards
unemployment, it was the government led by Viktor Orban that aimed to increase the labour
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participation rate and create the “workfare economy”. The number of unemployed people
represented 8.7 per cent of the working population in 1998, but as the economy began to
pick up the number was brought down to 5.5 per cent by the end of 2001. The low level of
labour participation, defined as the ratio of the number of people in the labour force, those
employed or actively seeking employment, to the total population, was one of the weaknesses
of the Hungarian economy after the regime change. The latter was remedied by incentives
to lead mactive people back to the labour market. The employment rate at the national level
increased steadily from 52.7 per cent in 1997 to 56.6 per cent in 2001 and youth unemp-
loyment as a percentage of the 15—24-year-old population dropped from 6.1 to 3.9 per cent
in the years 1997-2001 (Commission of the European Communities, 2002:37). Despite the
efforts of the government, the labour participation rate was substantially lower than that of
the European average, with 70 per cent, respectively.

Table 6: Harmonised unemployment rate (Total, %o of labour force, 1998-2002)
1998 1999 2000 2001 2002

8.7% 6.8% 6.2% 5.5% 5.5%
Source: OECD, 2024.

Table 7: Employment rate (Total, % of the working age population, 1998-2002)
1998 1999 2000 2001 2002

54.5% 55.55% 56.23% 56.2% 56.23%
Source: OECD, 2024.

With regards to privatisation, the right-wing coalition government was interested in rena-
tionalising privately owned companies. Contrary to the mass privatisation process, followed
by the previous Socialist-Liberal government between 1998 and 2002, a few remaining en-
terprises were being restructured by the State Property Agency for later sale, while several
companies earmarked as “strategic” remained in state ownership. Between 1998 and 2002,
the Hungarian Airlines MALEV and the financial institution Postabank were repurchased by
the state. At the same time, Postabank was recapitalised from the state budget. The entire tran-
saction amounted to HUF 192 billion, which was controlled by the Ministry of Finance. It was
financed partly by issuing long-term state bonds (HUF 132 billion) and partly in cash (HUF
50 billion). It is worth mentioning that the FIDESZ—MPP government declared its intention
to take control of companies from sectors deemed strategic, such as public utilities. Power
generation, which was privatised during the Socialist-Liberal government, was again passed
into state ownership in the years 1998-2002. Other companies, such as MAFILM, Concordia
Warchouse Ltd., and BAV Auction House remained in state hands (Mihélyi, 2010:397). With
these measures, the first Orban government attempted to create a balance between domestic
and foreign ownership by strengthening the role of SMEs and the Hungarian export sector.
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THEORETICAL INTERPRETATIONS OF ECONOMISTS OF THE EcoNoOMIC
Poricy OBjecTIVES OF THE FIRST ORBAN GOVERNMENT BETWEEN
1998 AND 2002

Mainstream economists are divided on the necessity of economic patriotism, pursued by the
right-wing Orban cabinet, which is based on boosting domestic consumption and striving to
increase the level playing field for Hungarian small- and medium-sized enterprises. Inotai
criticises the economic policy followed by the right-wing coalition government. His main
assumptions are as follows:

—  The ‘Széchenyi Plan’ was not economically well-founded.

—  Doubling the statutory minimum wage led to rising production costs.

—  The programme, which supported private housing construction, contributed to the

expansion of domestic consumption without increasing productivity.

—  Both the exchange rate and the monetary policy were based on strengthening the fo-

rint against the euro and other currencies to bring inflation under control. The strong
forint boosted imports for consumption (Inotai, 2008:23-27).

According to Inotai, the fiscal gap widened as a result of economic nationalism pursued
by the first Orban government (Inotai, 2008:23—27). His main conclusion was that the econo-
mic policy of the right-wing coalition was unsustainable in the long run. Similarly to Inotai,
Stark blamed economic patriotism, which was responsible for the deterioration of macroe-
conomic conditions in Hungary and refuted the concept that sustainable growth could be
achieved by the expansion of domestic consumption (Stark, 2007:57).

Contrary to these statements, other scholars underline the positive impacts of the Széchenyi
National Development Plan. As Lentner rightly notes that despite the effects of unfavourable
processes in the world, such as the 1997/1998 Asian crisis, the Hungarian economy achieved
sustainable growth, reaching nearly three times the EU average growth rate. At the same time,
both public debt and inflation fell substantially,. Hungary was able to finance its debt from do-
mestic sources; therefore, credit relations with the IMF essentially ceased to exist. In the years
2000-2001, the catching-up process started to accelerate, during which Hungary surpassed
that of the Visegrad countries in terms of per capita GDP. In mid-2002, due to the loose fiscal
policy, public finances deteriorated, which resulted in increasing imbalances in the general state
budget that could not be offset by the tightening of monetary policy (Lentner, 2020:137).

Kovacs and Moulin emphasise that from 2001, there was a shift from disciplined policies
to expansive fiscal and wage policies. Hungarian economic policy was driven by strong pre-
and post-clection spending. FIDESZ and later the Socialist-Liberal government provided a
strong pro-cyclical stimulus to aggregate demand. Public expenditure increased significantly,
and very generous wage policies were implemented, resulting in a doubling of minimum wa-
ges and large increases in wages in the public sector. All of these had strong spill-over effects
on the private sector. The shift in fiscal policies led to a large increase in the macroeconomic
imbalances of the economy (Kovacs — Moulin, 2004:3).

Contrary to mainly neoliberal economists, other scholars argue that the only solution
to mitigate the harmful impacts of the transformation process (drop both in GDP and real
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incomes together with domestic consumption) was to follow the economic policy objectives
of the first Orban government. Botos stresses that the Hungarian population could not be
blamed for the quick growth of the country’s foreign exchange indebtedness after the 1970s.
The main problems of the Hungarian economy could be traced back to the transforma-
tion recession in the 1990s. Her main assumption was that both export-led growth and the
unprecedented scale of privatisation contributed to high state indebtedness. Another major
problem was that Hungary’s export sector was too concentrated and vulnerable, while the
bulk of infrastructure was privatised after the regime change. Therefore, the Hungarian eco-
nomy should be diversified by developing agriculture and tourism that could generate hard
currency incomes by reducing the external vulnerability of the national economy (Botos,
2009:7-17).

Despite criticism, Hungary achieved sustainable economic growth over the period 1998
2002, which was characterised by declining gross government debt. The inflation rate also
decreased considerably, while the budget deficit was brought under control until mid-2002.
Measures adopted by the government strived to support the activities of Hungarian SMEs to
improve their competitiveness in global markets. At the same time, initiatives were launched
to increase the labour participation rate and help inactive people to return to work. By doub-
ling minimum wages in 2001 and 2002, the coalition government emphasised the wellbeing
of Hungarian citizens and its interest in stimulating domestic consumption. The economic
policy applied around the turn of the millennium redressed imbalances in the labour market:
between 1998 and 2002, 240,000 new jobs were created in the Hungarian economy, mainly
in the private sector. Over the period 1998-2002, a well-conceived economic policy managed
to achieve a fiscal balance, dynamic economic growth, and a sustainable increase in employ-
ment. Although there were also global financial crises at the end of the 1990s, such as the Asi-
an financial crisis between 1997 and 1999 and Russia’s financial collapse in 1998, Hungary’s
economy achieved sustainable growth by preserving its fiscal balance and creditworthiness in
international money markets (Matolcsy, 2015:606).

CONCLUSION

After the implementation of the Adjustment Programme (Bokros Package), the external vul-
nerability of the Hungarian economy started to decrease substantially. Although the austerity
measures contributed to the restoration of budgetary equilibrium and sustainable growth,
they had negative impacts on both the domestic consumption and the living standard of the
population. As a result of the Bokros Package, real wages declined by 17 per centin 1995 and
1996. Unemployment rate and inflation reached double digits, which was coupled with the
general dissatisfaction of the Hungarian society towards the radical adjustment programme.

In the 1998 parliamentary elections, the right-wing FIDESZ-MPP managed to gain the
support of the disappointed voters and obtained 148 seats in the Parliament. As a result of
the general elections, a coalition government was formed with the participation of FIDESZ,
the Hungarian Democratic Forum (MDF), the Christian-Democratic Party (KDNP) and the
Smallholders. The cabinet was led by Viktor Orban.
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Opver the period 1998-2002, the first Orban government placed emphasis on stimulating
the national economy by boosting domestic consumption. To assist the activities of Hungari-
an SMEs, the Széchenyi plan was launched from 1 January 2001, which amounted to HUF
626 billion. The programme was successfully implemented and had positive impacts in all
sectors of the national economy. Additionally, preferential loans were granted to stimulate
housing construction. The improvement of living standards through wage and pension inc-
reases was declared among the key objectives of the first Orban government. In Hungary,
the statutory minimum wage doubled in 2001 and 2002. At the same time, measures adopted
in the labour market attempted to increase the employment rate and fight against structural
unemployment.

As for privatisation, the right-wing coalition government started to renationalise certain
private companies that were deemed strategic, such as public utilities and power generation.
The Hungarian Airlines MALEV and the financial institution Postabank were repurchased
by the state. The main objective of these transactions was to maintain the majority of shares
in state ownership due to national security and solvency reasons.

As far as budget consolidation was concerned, restoring fiscal balance and reducing ext-
ernal debt were the main elements of the government’s economic policy. Between 1998 and
2002, Hungary carried out successful fiscal consolidation. While budget deficit was brought
down from 5 to 3 per cent between 1998 and 2002, public debt fell from 65.5 per cent in 1998
to 59.5 per cent in 2001, which reduced the external vulnerability of the country. According
to the report of the European Commission, Hungary made progress in catching up with the
EU average income level because GDP per capita in purchasing power standards (PPS) rea-
ched 51 per cent of the EU average in 2001, although regional disparities still prevailed after
the turn of the millennium.

In the years 1998-2002, the economic policy pursued by the first Orban government was
able to achieve a fiscal balance and dynamic economic growth. At the same time, it success-
fully managed the negative external impacts of global financial crises in Asia and Russia.

BIiBLIOGRAPHY

Bager Gusztav — Kovacs Arpad (2004): Privatizdcié Magyarorszdgon. Allami Szamvevészék Fejlesztési és Modszertani
Intézet, Budapest.

Benczes Istvan (2009): Market Reform and State Paternalism in Hungary: a Path-dependent Approach. TIGER
Working Paper Series, no. 116., 1-13. URL: https://unipub.lib.uni-corvinus.hu/325/1/TWPNo116_Benczes.pdf
[accessed 28 May 2024].

Botos Katalin (2005): Burden of the past and challenges for the future. Heller Farkas Fiizetek, no., 1., 37-54. URL:
https://jak.ppke.hu/uploads/articles/ 11269/file/2005.(1).pdf [accessed 28 May 2024].

Botos Katalin (2009): Importalt és hazai valosag. Rozép-Eurdpai Kozlemények, vol. 2., no. 1., 7-17. URL: https://vikek.
eu/wp-content/uploads/2014/02/KEK-03-h.pdf [accessed 28 May 2024].

Commission of the European Communities (2002): Brussels, 9.10.2002. SEC (2002) 1404. Regular Report on Hun-
gary’s progress towards accession.{ COM(2002) 700 final}. URL: https://www.europarl.curopa.cu/meetdocs/
committees/afet/20021021/sec(02)1404_EN.pdf [accessed 30 May 2024].

Cottarelli, Carlo (1998): Macroeconomic and Structural Adjustment During 1995—1997: An Overview. IMF eLibrary, Wash-
ington. URL: https://www.elibraryimf.org/display/book/9781557757098/ch02.xml?tabs=fulltext [accessed

128



Polgdri Szemle - 19. éyfolyam 4-6. szdm

28 May 2024].

Csath Magdolna (2009): Mi tortént veliink, avagy miért futott vakvaganyra a rendszervéltas vonata? In. Gazdag
Laszl6 (szerk.): Magyarorszdg dittévesztése. A rendszervaltas kizgazdasdgtana. Mundus Kiad6, Budapest, 145-155.

Gazdag Laszl6 (2007): A Bokros-csomag mitosza és a valdsdg Laurus Kiadé, Gyor.

Gulyas Laszl6 (2009): A magyar gazdasag torténete a rendszervaltastol napjainkig (History of the Hungarian eco-
nomy from the change of regime to the present days). In. Gulyas, Laszl6 (szerk.): A modern magyar gazdasdg torténete.
Széchenyitdl a Széchenyt tervig. JATE Press, Szeged, 175-188.

Inflation.eu. Worldwide Inflation Data. URL: https://www.inflation.eu/inflation-rates/hungary/historic-inflation/
cpi-inflation-hungary.aspx [accessed 30 May 2024].

Inotai Andras (2008): Rendszervaltas és gazdasag, Személyes gondolatok — Magyarorszag 1990-2008. Hustdria, vol.
30., no. 3., 23-27.

Kovics, Viktéria — Moulin, Laurent (2004): Hungary’s policy mix: from stabilisation to crisis to...? In Ecfin country
focus. Economuc analysis from the European Commussion’s Directorate-General for Economic and Financial Affairs, vol. 1., no. 9.
URL: https://ec.ecuropa.cu/economy_finance/publications/pages/publication1409_en.pdf [accessed 30 May
2024].

Lentner Csaba (2020): East of Europe, West of Asia. Historical development of Hungarian public finances fiom the age of dualism
lo present. I'Harmattan, Paris — Budapest.

Lentner Csaba (1996): Ki fizeti (meg) a privatizaciot? Gazdasdg és Tdrsadalom, vol. 7., no. 3-4., 36-50.

Lentner Csaba (2005): Rendszervdltds és pénziigypolitika. Akadémiai Kiad6, Budapest.

Lentner Csaba — Vagyi Ferenc (2003): Ungarische steuerpolitische Reformbestrebungen im marktwirtschaftli-
chen Ubergang. Gazdasdg és Tdrsadalom, vol. 14., no. 2., 76-94. URL: http://publicatio.uni-sopron.hu/992/1/
GT_2003_2_05_Lentner_Vagyi.pdf [accessed 30 May 2024].

Matolcsy Gyorgy (2015): Economic Balance and Growth. Consolidation and stabilisation in Hungary 2010-2014. Kairosz
Kiad6, Budapest.

Mihalyi Péter (2010): A magyar privatizdcié enciklopédidja. 1. és 2. ktet. Pannon Egyetemi Kiadé, Veszprém.

OECD (2024): Employment rate (Total, % of the working age population, 1998-2002). URL: https://data.oecd.org/emp/
employment-rate.htm#indicator-chart [accessed 30 May 2024].

OECD (2024): General government deficit (Total %o of GDE 1998-2002). URL: https://data.oecd.org/gga/general-gov-
ernment-deficit.htm [accessed 30 May 2024].

OECD (2024): General government debt (Total, % of GDE 1998-2002). URL: https://data.oecd.org/gga/general-gov-
ernment-debt.htm [accessed 30 May 2024].

OECD (2024): Harmonised unemployment rate (HUR) (Total, %o of labour force, 1998-2002) URL: https://data.oecd.org/
unemp/unemployment-rate.htm [accessed 30 May 2024].

Petschnig Maria Zita (1996): Taréspontok. Jelentések az alagitbol/jelentés a magyar gazdasdg 1995. évi folyamatairél. Pénzigy-
kutat6é Részvénytarsasag, Budapest.

Romsics Ignac (1999): Hungary in the twentieth century. Corvina — Osiris, Budapest.

Romsics Ignéac (2017): Magyarorszdg torténete. Kossuth Kiado, Budapest.

Stark Antal (2007): Nemzetgazdasagunk a rendszervaltas utan. Competitio, vol. 6., no. 1., 55-84. URL: https://dea.
lib.unideb.hu/server/api/core/bitstreams/819c2b le-cc7b-4898-96b9-7e37e64ea518/content  [accessed 30
May 2024].

Toth Istvan Gyorgy (2005): A concise history of Hungary. The history of Hungary fiom the early Middle Ages to the present.
Corvina — Osiris, Budapest.

129





