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ABSTRACT

The paper underlines the progresses Hungary urmdedoring the pre-accession process and after the
European Union membership in regional economic ldpweent. Using official documents of the
European Institutions, statistical data providedrdgregio, Eurostat, the Hungarian National Ing#tof
Statistics, FADN-DG Agriculture and AKI I've evaltel the impact of the European objectives and
instruments for the cohesion (Structural funds tredCohesion fund) on the convergence of the Cguntr
with the European parameters. The results obtashed a slow evidence of economic convergence but
also the emergence and increase of internal dimeggbetween ‘winning’ and ‘loosing’ counties, these
last being prevalently agricultural, with problewfsre-conversion increased by the effects of thstpo
1989 legislative provisions. This outcome derivesty from the lack of projecting abilities (and
opportunism) of the Hungarian governments butatso linked to the often unsuitable guidelines and
weak monitoring of the European Institutions.

Keywords: European regional policy; convergence; cohesioncalgural reforms.

INTRODUCTION

The European Union ‘East’ enlargement occurred sinMay, 2004 (and its prosecution to Romania e
Bulgaria in 2007) has represented a great challdagdoth the European institutions and the new
member States: in fact, this is the first time tieat Countries join the Union together, bringin@ath500
millions c();rnew European citizens, doubling thethees committed to agriculture and the labour fance
that sector.

The governments of eight of the candidate Counttied were under the pervasive influence of Moscow
till 1989, had to continue the reforms requiredthg transition process while trying to accomplisb t
requirements established by the EU Commission enpite-accession document to get the membership.
On the other side, the European institutions hatbfee, in the guidelines proposed to the joininafest,
with ‘new’ problems linked to the different needs intervention in those Countries due to theiitpall,
economic and social history of the second halhefXIX century. In order to help the future members to
start a process of external and internal convemgémcart. 158 ET) to narrow the development distanc
from the EU-15, and to reduce the differences ofmgn among their regions, the European Commission
has predisposed and co-financed several means ragdams of intervention, the most important of
which (in terms of financial assistance) are thei@tral Funds and the Cohesion Funt the same
time, the European Institutions had to reassurelthenembers that opposed the enlargement becéuse o
the fear of losing the community financing aidstle redistributionto the new-and poorer-incomers,
specially the funds directed to the Common AgriangtPolicy.

The aim of this paper is to conduce a preliminargl@ation of the objectives and instruments offdrgd
the EU to Hungary to undertake the problems emetgeithg the ongoing transition process, to fukfiét
tasks of theAquis Communitairdefore the membership and to establish a conveegeath. I've chosen
Hungary because it has been consideoe of the ‘best performers’ among the transifmuntries and
the new European States.

Interestingly, while the Country is showing a slpath of economic external convergence with therothe
EU member States, it's experiencing a quite newnpheenofi, the fast growth in internal divergence

! Forgacs, C.The Challenge of Integrating CEEs Agriculture ittie EU in Studies in Agricultural Economics 2004. Num
100. AKI, Budapest.

2 Blanchard, O.The Economics of transition in Eastern Europeford. Clarendon Press. 1997

% ec.europa.eu/regional_policy/index_it.htm

4 EC. Enlargement and Agriculture: Successfully intémgthe new Member States into

the CAP.Issues paper. Brussels, 30.1.2002 .SEC(2002n8b fi

®> WB Report on transition Countries, 2002.
® During the past regime, regional inequality wissaly present in Hungary but a very lower lever.
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between the North Western region, together withattea of Budapest, and the Eastern border counties.
These last ones, mostly dependent on agricultuaee been seriously and negatively affected by the
reforming Laws adopted in the agricultural settbat can be considered co-responsible for theearse

in internal inequality.

Contemporary I've examined the role played by theogean institutions, especially by the European
Commission as promoter of the objectives and ins¢nts reserved to Hungary by the cohesion policy
and I've proposed a preliminary evaluation of thepmobably, establishing a reform process more
focused on the knowledge of the internal realityhef Country, and considering the problems emebged
the pre-accession evaluation reports, a lot ofptiedlems Hungary is experiencing nowadays wouldn’t
appear in a so pronounced way. The scarce abilitthe succeeded Hungarian Governments in the
preparations of the national development programessecially Ardop and NRDJ also because of the
little experience in that, would have been restedihy a stricter control of the European Commissiot

its Committees.

The evaluation of the efficiency of European fumithe new member States and their effects on the
convergence is quite new both for the structurthefanalysis proposed and for the implications ¢oum

a moment oimpassdor the European Union, dealing with internal ingional reforms and planning a
new enlargement round (Balkans and Turkey), it'ponant to understand the whole impact of
Community aids for new members to justify finanaiidbursements to the sceptical Countries and to
learn from this experience to better face new fds$0ining.

The structure of the paper is the following: | staith an overview of the current regional reality
Hungary, underlining its main features and problémainly explosion of internal disparity) emerged i
the last years and examining the roles of the aitid® responsible for that. In the second chapter
introduce the European instruments for the cohesadicy in Hungary, analyzing the contribution give
by the Structural Funds and the Cohesion fund.hi third one | show the convergence/divergence
effects at the regional level while the last chapsefocused on the analysis of the impact of the
agricultural reforms on the structures of produttio that sector, underlining how the great divisif
land hasn’t increased the quality of productiortheithe incomes of those living of agriculture.

1. AN OVERVIEW OF REGIONAL REALITY IN HUNGARY.

Thanks to its central position between Europe &wedBalkans, to the presence of the river Danube and
for its fundamental historical role in the Europdacts, Hungary represents an important gathering point
between Eastern and Western Europe. Nowadays thet@ohas circa 10 millions inhabitafsit
extends for 93.029 km?, 96% of which considerednigaagricultural following OCSE classification. Its
main regions, classified followed the NUTS 2 partare are seven: Central Transdanubian, Western
Transdanubian, Southern Transdanubian, Central &yn&lorthern Hungary, Northern Great Plain and
Southern Great Plain. Since 1998, as required dquiang the membership, Hungary has introduced a
regional and sub-regional territorial classificati@ounting also 19 counties (NUTS 3 level) othemt

the capital, Budapest, 168 sub-regions (LAU 1) aridi5 among cities, towns and villages (LAU 2), all
of them with their own independent local governrsEntThe division in counties dates back to the XI
century, as a difference from the most of the otteew member States where the division is recent and
often introduced just after the membership agre¢sn@m Hungary, already before the World War | ther
were 70 counties).

It's important to underline that, as a consequesfdiie decentralization process started after ylséem
change, the local governments are now independamt the Central one and there’s no hierarchy among
them: their duties and rights are established leySblf Government AcBy the way, decentralizing

" | refer here to the Restitution Legislation infdcts (1991) and the Law on Cooperatives in twas42992).

® The official documents are often missing in qyadind in the reliability of the Statistical dataposed.

° Bianchini, S., Privitera, F., @da ai Paesi dell'Europa Centrale, Orientale e &alica. Annuario politico-economico,
edizione 2003l Mulino, Bologna, 2004.

9 The data refers at 2005. Source: Inforegio.

Y http://forum.europa.eu.int/irc/dsis/regportrait&gitdata/en
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governmental powers hasn’t avoided the coming befffaciency and coordination problems, especially
in dealing with the application of regional polisie

1.1 The Players of Regional Policy.

In order to follow the requirements in Chapter Zlthee Aquis Communitaireand to become able to
achieve and manage the Community funds for the stohepolicy, Hungary has established a renewed
institutional and administrative system. By the yvaagional entities has just playadimited role in the
decision making regarding regional policy becausthe lack in managing abilities and because of the
initial instability (due to the opposition of povgeamong counties). So, the control on the regional
development programs remained to the Central Govent, specifically to the Ministry for Environment
and Regional Policy, created in 1990 and initiaihdowed with few powers because of the high number
of tasks, the scarcity of resources and the sharingsponsibility with the Minister of Interiorsvfio
planned the disbursemerits)Moreover, summing that to the lack of a stratedycdirection of the tasks,
we can easily understand why that Ministry stattefiilly work just at the end of the ‘90s.

In 1996, the competencies for the Ministry abogiioeal and spatial development were indicated ly th
Regional Development Act. After the 1998 electioti®e new Ministry for Agricultural and Rural
Development (MoARD) has been responsible for regjiopolicy, under the supervision of the
Independent Smallholder's PdrtyFiiggetlen Kisgazdap3rthat unofficially contributed to determines
the policy provisions adopted. This new Ministrtlgas the governmental competencies about regional
policy and the previously detached Unity for the Btégration, dealing with the management of EU co-
financed programs (as PHARE). Other than MoARD,eptMinistries take part in regional policy
because this one has been traditionally sub orderpdrt interests, as it also happens now. Eveun the
strengths to enforce the ministerial cooperatiorslav path of coordination emerges in regional
development activities and among these and otheatimes coming from single ministries, with a
limited spatial impact. This element representg@ng obstacle to the programming and to the enfgrc
of the interventions on regional scales, due tdabethat there are several offices with relatesks.

2. THE EUROPEAN INSTRUMENTS FOR THE COHESION IN HUN GARY.

In the program of Agenda 2000 are established ritexvientions supporting the cohesion policy in the
former candidate Countries for the programmingquef000-2006: we principally refer to thehesion
fund and to thestructural funds which represent a disbursement, for Hungary andhie other CEEs,
equal to the 4% of GDPin the EU-25. With these instruments the EU pusshe objectives of regional
policy: as in the Title XVII- Economic and Sociabkesion- of the Treaty establishing the European
Community and in its art. 158, in orderpgoomote the harmonic developmentthe Community works

to design and actuate actions for the strengtheninthe economic and social cohesion among its
members. Particularly, the Community aims to distindisparity in different regional development
levels the backwardness of the disadvantaged and peaiptvees and the islands, including rural areas.
For this reason, more than 2/3 of the financialogndent for structural funds (more than 135 billion
euro) was designated to the backward areas cldbsis Objective 2 because their per capita GDP
(p.p.p.) is less than 75% of the European avéfatreorder to diminish regional disparities doubégter

the 2004 enlargemérifthe EU average income decreases of circa 12.5%lgtion living in backward
regions increases from 20% till 25%) apdrsuing the convergencenside the EU, according to the

2 Bacthler et al., 1999.

13 A minor party in the right-wing coalition.

4 Viesti-ProtaLe Politiche Regionali del'Unione Europet Mulino. Bologna. 2005.

15 With the programming period 2007-2013, the Objextiremain three but they get a new denominationvérgence,
Regional Competitiveness and Employment, Europearitdrial Cooperation.

'8 European Union web site, section regarding redipaicy management.

" EC Third Relation on Social and Economic CohesRmssel, 17/05/2005.
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criteria established in the Council Regulation N&6Q/1999 regarding Structural Funds, Hungary is
completely shifted in Objective 1 for the periodD2e2006%,

In fact, the Country presents some indicators placehered zone
1. Low investments level;
2. unemployment rate higher than the average,;
3. lack of services for enterprises and citizens;
4. poor basic infrastructures.

Structural Funds finance development programs endowed with an oalangce and presented by the
Government of the State interested in the elidibifor the financial assistance in_a programming
documentcovering several years. This plan must be impleéatehy the interested Government just after
the EC approval. Hungary has presented in 200Ratgonal Development Plan for the Implementation
of the EU Structural Fundin which also the structural funds providing fopartial covering of the
expenses are presented:

* European Regional Development Fund (ERDF).

* European Social Fund.

* European Agricultural Guidance and Guarantee FEAGSGF).
¢ Financial Instruments for Fisheries Guidance (FIFG)

During the drafting of that document, national aagional authorities are assisted by thevidtch, in

the ‘Further Indicative Guidelines for the Cand&@puntries®® (EC Communicate 2003), indicates the
guidelines that should consider thpesificity of every involved Country. Priorities are relatedhe
problems each State is facing and to the commitsnemdertaken under teguis Communitaire.

In the first programming period 2004-2006, Hungewouyld benefit from Structural funds and Cohesion
fund disbursed on the basis of tHengarian National Development Planwhich identifies the priority
objectives for development and in which the moadibf employment of the European funds are
explained. In that document, the Hungarian Goventrpeesents ‘the reduction of the existing disparit
between the p.c. GDP of the Country and the Europgarage’ (external convergence) as the long term
objective; then, it analyzes strengths and wealasesthe Hungarian economical system with a SWOT
analysis. The scope is the identification and thesequent correction of the causes generatingritispa

at the national leveln the HNDP, four objectiveare considered as priority:

1. Increase in the competitiveness of the prodacactor.

2. Rise of employment and human resources develapme
3. Infrastructural improvement and environmenté&gaard.
4. Strengthening of regional and local potentials.

These points should be realized by f@perative Programs which identify the specific actions and
establish the economic private/public operators eting with own projects for the achievement of the
Community funds. Every OP is under the responsgjbdf a managing authority which cooperates with
the Plan Unit, assuring the coherence among acttarsed, key objective and strategies highlighted.
MOoARD is responsible for the OP Agriculture and &ubevelopment.

Other programs among Community Actions are alsdampnted with the financial assistance of the
Structural Funds, namely INTERREG (lIl A, 11IB, @) about trans-national cooperation and EQUAL,
for the establishment of partnerships (against gedscrimination on the workplace).

'8 EC Document, Financial Outlook 2007-2013.
19 ‘Hungarian National Development Plan for the Implatagon of the EU Structural
Funds — Single Programming Document 2004-2006’.
20 Commission Communication of 12 March 2003 - Furthdicative guidelines for the candidate countries
% They are also in accordance with the guidelines®EU Community Strategy 2007-2013.
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Finally, the Cohesion Fund provides disbursementdungary for infrastructural projects regarding
environment protection (potable water, waste..) taaglsports (motorway, airports..).

It's important to underline that the EU acts a®dingancer for the projects: the entitled Countag lalso
to take part in the financing (with lower quotas).

Tab. 2.1 Community funds 2007-2013 for Hungary

Convergence Regional European Total
Competitiveness and | Territorial
Employment Cooperation
Cohesion | Convergence| Phasing ouPhasing | Competi-
Fund in tiveness
EU-27 69.578 199.322 13.955 11.409 43.556 8.723 | 347.10
Financing
Indicative 8.642 14.248 2.031 386 25.307
Hungarian
Financings

Data in millions euro, at current prices.

Source: own elaboration on Inforegio data 2006.

3. FIRST POSTIVE RESULTS AND BLACKLASHES IN THE ANS WER TO THE
INCREASING INEQUALITY.

With the beginning of the transition process angl élplosion of socio-economical problems linked to
that, Hungary, as the other CEEsposed the basis for the development of a regiBnabpean like-
policy to solve these new problems and to opemnwthg for the European membership. Some internal
differences already existed in the previous planeeashomy but they drastically increased during the
reform period, before and (still) after the joinitige EU. In fact, even thou the Community funds
disposed under the cohesion policy for Hungarynso@as a candidate Country and later as an eféectiv
member, the level of inequalfty among the Hungarian regions has continuously antgde The
explosion of internal divergenceaccompanied the introduction of a market econowmlye in the
socialist period it was more limited because thmdandustrialization gave impulse to urbanizatadso

in the less developed regions. As a consequentsebe 1948 and 1989 the data showed an increase in
economic convergente

In the transition years, instead, two factors apgueban the Hungarian regional policy as in the othe
CEEs: the cleaEast-West demarcation the dominantole of the Capital town and its border areas for
the development of the Country. It's possible tentify awinnerand twolosers whereas the Capital and
the main cities belong to he first group while tuageas and Eastern peripheries to the secornd. ortee
increase in internal divergence in the rate of tgaent showed above goes hand to hand with a
pronounced (at least till 2008xternal convergencgcatching up with the EU-27 average level of p.c.
GPD. In fact, after a structural fall in GDP arout@?°® between 1989 and 1995, a new and quite steady
growth trend imposed so that, in 2001, Hungary @¢oekceed the 1989 one. Few months after the
European membership, Hungarian p.c. GDP was cDhéaléwer than the EU-25 average, comparable to
the poorest regions as Iperios (Greece) or Acaré®rtugal. Even if the growth in GDP has deceéetat

22 Central and Eastern European Countries.

23 European Commission, 2001a.

24 By the way, we must always take care about thera@dbility of the data proposed.
% |ara and Traistaru, 2003.

% In comparison with the pre-transition level.



in 200687 (+3.5%) and in 2007 (+2.6%), in the current programming period theiargin which
Budapest is located (K6zép-Magyarorszag) is cliassiisphasing if% by the way, we must keep in
mind that the joining of Romania and Bulgaria in020has generated statistical effect(due to a
comparative numerical improvement, greater thamghkone).

This slow but constant approach to the Communignemic levels demonstrates, from on side, that the
European disbursements contributed to start a grpwdcess in Hungary but they weren't able to oppos
and reverse the impressing increase in internghadty, in contrast with the prescriptions and cbjees
established by the EU cohesion policy. The problemerged in the application of its instruments in
Hungary (as in the other CEES) can also be readtasle off between equity and efficiefityin order to
highlight the different aspects of this situatioa ean compare two examples among better off andevor
off regions during the ongoing approaching to thedarameters.

3.1 TheWinningand the_oosingAreas.

Following this division, in the first grouping wenfl Budapest, able to lead the bordering areagnitay

of development. This event was predictable becalready in the ex satellites Countries, as in the e
Soviet bloc, the Capital town had a leading ecowamand political role. An interesting news is
represented by the @Gy and Sopron counties, located at the North-Westldro these areas got the
second position (after Budapest) according to tbenemical performance, thanks to a revitalized
economic growth along the Austrian border, to @& fransformation of the main cities (Soprongy
and to the improvement of tourism facilities arouine lake Balaton.

The reason of the success of these areas remaihe iability to develop theervices sectorand to
reorganize production in the manufacturing seceallocating its workers andattracting FDI 3% these
counties are characterized by the growth of newrpnises in which coagulated a considerable amafunt
FDI (already in the middle of the '90, the half &lf the foreign direct investment in Hungary reathe
Budapest) and contributed to determine a lower lelyanemployment. This could happen because of the
good endowment in infrastructures (the M1 motorwaayex.) which encouraged the delocalization of
several international joint ventufésWhile Budapest attracted mainly activities linkedthe tertiary
sector and finance, the @yMoson-Sopron and Vas counties had become spesmiblcentres for
industrial productiori> Moreover, since the years preceding 2000, thisamihge has continuously
increased following up the positive uninterruptedvgh trend: here more than 70% of employed works
in the tertiary and 50% of people dealing with R&EDHungary“finds place, thanks also to the numerous
Universities located in the Capital.

Budapest is situated in the region (NUTS 2 classiifon) called K6zép-Magyarorszag, the most similar
to the EU-15 regarding the current characteristied economic and demographic growth trend. In this
Region, 17% of the Hungarian population lives (9.000 people), in constant decline comparing to the
last years. To understand the relevance of thia da&t can consider that Debrecen, the second biggest
city, has 205.000 inhabitants and just other seites go over 100.008 The Capital town is also the
main immigration centre, it has 174 of all the eoyeld, with a relatively higher education level
(especially for women).

Instead G¥r, in the Nyugat-Dunantul region, is in the midditween Wien and Budapest and it's linked
to these cities through an excellent transport agkwit can offer foreign investors (Audi and Ppdias
ex.) workers with good technical endowment and wadion: this is an important element, not easily

" EBDR transition report 2006.

“prevision of the Economist Intelligence Unit, erfi®06.

9 Phasing in regions are the ones (NUTS 2 levedvipusly covered by Objective 1 and presenting #GDperior to the
EU-15 average. They are eligible till 2013 for deging support.

%0 Lackenbauer J., 2004.

31 Foreign Direct Investments.

%2 Horvath, 2002.

% Rechnitzer, 2000.

% Bachtler et al., 1999.

% The data refer to 2004. Encyclopaedia Britannica.



available in all the areas of the Country due wploblems of retraining noticed in some regiond fan
some kinds of jobs.

The productive evolution in both aressflects on the wagesin Budapest the medium wage is 34%
higher than the national average, specially insé@ices and in the financial sector; in thesGyloson-
Sopron and Vas counties the average wage was jpst@ver than the precedent one already in 2001,
with peaks in the secondary sector because ofrtiuptive characteristits

On the other side we find rural areas, regions amegacterized by the presence of heavy industtly an
Eastern peripherieswhich present a worse socio-economical situatiom, to the problems of industrial
re-conversion and workers’ retraining (in the thifeastern Counties 35% of unemployed and less
qualified workers live). Eszak-Magyarorszag, Esadild and Dél-Alféld continue the decline started
with the restructuring of the past productive systbat in these areas was equivalent to the deéstnuaf

the old unproductive power and chemical plantgh&osplit of cooperatives and the discharge of uabo
force which hasn’t been able to adequate to thelimements of the new organizations. The main
weaknesses, contributing to enhance_the centrgheest’ dichotomy can be briefly listed: problems of
re-conversion of the production; the still remagimeavy industry from the past system; the prewaen
of small towns and villages; the presence of tianit®® and mono-farming dating back the socialist time.
This spatial partition follows the historical preesalist one where the dividing line consisted e t
Danube River: till the World War 1l, Western regsoshowed a development path similar to the Western
European ones while in the Eastern areas agrieulvas the leading factor inside the economical
structure. These last ones suffered also for thrsewming of the economical situation in Ukraine, Rom
and ex-Yugoslavia with which they maintained (bef®89) important commercial exchanges and from
which they were dependent for the import of somgidogoods. As COMECON finished in 1991, the
Northern and Southern Great Plain weren’t ablartd 6ther markets for the exchange of their prosluct
and the membership in the EU hasn’t recoverednipmit-export of the precedent era. Moreover, mainly
agricultural areas aggrieved by problems of re-conversion from extensmono-farming (that
endangered also the quality of the land) to indisidfarming and dealing with restructuring of
cooperatives suffer now from the concurrency ofapiee products coming from Bulgaria and Romania.
At the end, these areas result to be less atteadtv FDI because othe lack of transport
infrastructures and servicesfor enterprises. Then, along the Eastern and authorders (as in Bac-
Kiskun county) illegal economic activities and frefing have spread, discouraging investments.

In the Northern Eastern Counties the privatizagwacess started too late (or it didn't started he t
facts)°consisting of few big foreign investors and ex firmanagers which bought out the firms without
bringing around improvements to revitalize the picitbn structures. The Hajdu Bihar county can be
taken as an example: it has presented a constardge/on the regional value added (circa 4%) while
since 1995 Eszak-Alfold, the region in which Hajgihar is, has continuously increased the produced
added value. The highest percentage on AV is daddy the primary sectavhich still in 2001 touched
9.1%, the highest level among the Hungarian cosfiti#hese data reflect the importance of agriculture
in this county (and region) and show how the legrgé provisions adopted in that sector at therbggg

of the 90 negatively affected and party determitiesl current delay in development. | refer heréht
Restitution Acts (1991), meant to give back thedlémthe ones who hold it before 1939 and befoee th
first Socialist Governmefit and to the Law on Cooperatives (1992). The fathgwdivision of land in
very small (and often not contiguous) plots didmélp to solve the problems inherited from the past
system, mainly linked to the use of pesticides predtreated seeds.

These element negatively influenced occupatiorcesitD95, the employment rate hasn’t increaseden th
secondary or in the tertiary sector, while in tmenary one a slow but constant fall in employmeas h
been registered. The average wage is around 20% kvan the national average withegative pick in
the tertiary sector. It's no surprise that the unemployment level inddi Bihar county is higher than the

% |nforegio 2004.
%" Frank, 2000.
¥ Bachtler et al., 1999.
% Rechnitzer, 2000.
0 Even if the agricultural value declined: in 1998epresented 12.5% on AV.
“! The properties taken after the Law against Hebiaw939 and after the first Socialist Governmestttiye power in
Hungary.
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national average ankihked to the problems of transition; moreover, whereas at the beginning the
phenomenon interested mainly workers with low skiiving in villages or next to the State bordersw
more than 1/3 of unemployed people in the Counéypmople with an intermediate educational level,
55% of which men (but we must underline that thedke participation is generally low). Everywhere th
demand for work exceeds the supply and theme’snatching between abilities offered and required in

all the sectors.

In order to underline the relevance of the increzEsaternal inequality in Hungary we can compdre t
evolution of p.c. GDP level in the Hungarian richasd poorest regions with the one related to BEaste
and Western division in Germany, whereas Germasybean the Country showing the highest internal
income disparity, since the Reunification, in Ewourprisingly, while the data about the variation
between Hamburg and Esau is negative, the oneddiathe Hungarian case is strongly positive.

Tab. 3.1.1 Income disparity between richest and paest regions, in Hungary and Germany.

Country Richest regionPoorest Percentage | Percentage | Percentage | Variation
(2) region (3) | (2)/(3)of (2)/(3) of | (2)/(3) of | (6)/(4)
GDP p.c. in| GDP p.c | GDP p.c.
1995 2000 2003
(4) ) (6)
(7)
Hungary Kozep- Eszak- 2.02 2.40 2.45 +21%
Magyarorszag| Alféld
Germany Hamburg Dessau 2.88 2.83 2.60 -9.7%
Tab. 3.1.2 Regional GDP 1999-2003.
p.c. GDP as %UE-25 averag&999| 2000| 2001| 2002 | 2003
Kbzép-Magyarorszag 78.y 818 882 950 94.9
Eszak-Alfold 33.4| 33.6 371 375 39
Nyugat-Dunantul 59.9 60.4 59.1 604 645
Tab. 3.1.3 Regional employment level 1999-2003.
Regional employment (15-64) as % on the totl99| 2000| 2001 | 2002| 2003
Kbzép-Magyarorszag 60.6 6009 617 629 63.3
Eszak-Alfold 49.5| 49.3 51.6 504 50/0
Nyugat-Dunéntul 63.1] 63.7 61.9 6144 62.0

Source: own elaboration on Eurostat data.



3.1l The Incidence of Agricultural Reforms on Rural Development.

As mentioned before, the agricultural reforms idtrced in the early '90 had a remarkable role in
determining the persisting disadvantage of maiglycaltural eastern counties. The long term purpufse
the legislative provisions, as the governments eseded in these transition years affirmed, shouie ha
been the introduction of agfficient, private and market-oriented, agricultural system. The supposed
methods didn’t differ so much from the ones esshlgld in the other CEEs, except for the degree of
application (higher because of the role detainegd bg agriculture): introduction of private propesand
opening to the market forces. The new agricultlegislation should deal with these elements and als
with the requirements (regarding productive methadarketing and the quality levels of products)
disposed by EU for the full integration in the CoommAgricultural Policy. Whereas the original
objective declared by the first right wing govermmevas the ‘unification of the principles of land
property and land us® this had been in a larger extent disobeyed irodawof the principle of
restitution. The Independent Smallholder's Party, defendmgasitions also with obstructionism actions
in the Parliamefi, could impose a legislative reform in favour ofdividual farmers resulting
counterproductive in terms of production and gyahtrease. The negative impact of this provisias h
been competed by the Hungarian governments’ sabitigy to implement policy programs, to oppose
the historical agricultural lobbies and to earmtr& funds got for clear objectives. The followiredt|
wing government has continued to increase inconiesidies for farmers, without changing those
blocking laws.

The Restitution Legislation (in four Acts) estahbsl apartial, indirect and quite flexibl& process of
restitutior!®, through a system of land auctions in which al greople expropriated could take part after
having received the&ouchersnecessary to obtain the lost properties. In 1892ational Office for
restitutioné® was created with the task of collecting the dersaamt to inform collective farms they had
to provide for a corporate fund for the compens#fiowWe refer to the Hungarian agricultural land
privatisation as aamingprocess because the normative attributed a valtleetassetsfor which were
considered eligible coop and ex coop members, famiilies and employees which presented a validate
request®. Every local authority sets a Committee for susioning the auctions and to assure the land
was really worket. Auctions didn't take place if the participantsuttb agree in a price; moreover,
preference was given to the attendants who usdatie@Nouchers together and to people reclaimingd lan
for a value superior to 100.000 florins.

In 1992, a new Law on Co-operatives was passedjstorg of two Acts: ‘one specifying how co-
operatives should be transformed, the other oneifypey how genuineco-operatives should behav®’
The law aimed to extend at the maximum level thalmer of people who could reclaim land from
collective farms, propelling to the dismantlingtb& coop. Moreover, at the end of the restructuaing
reallocation process, coops have been coverededediislation on bankruptcy, as for private firms.

The results of these measures can be briefly edpose

1. the four Acts on Restitution created other 1.0+tillion of new land owners having an average of
1.7-1.8 hectares p.c., generating a high fragment&tvel, negative in respect with the increase
in productivity, quality levels of products and hedcal efficiency.

*2 S7ics, Széles, 2004.

3 And favoured by the low opposition of the othertRa.

4 To manage reclaims due to the fact that the ugistit year has been anticipated to 1939.

“5 Which went together with agricultural privatisatim Hungary.

6 Orszagos Karpotlasi és Karrendezési Hivatal-OKKH.

7 Sics, Széles, 2004.

8 Swain, N.:The Legislative Framework for Agricultural Transiti in Hungary Working paper n.25, Rural Transition Series.
University of Liverpool. 1994.

“9When the Committee discovered the land wasn'tvaittd, a new temporary farmer had to be found.

*¥ Swain, N., cfr. Supra.
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2. The number of cooperatives decreased after theuficertain years and the transformed ones
had to face with the increase of competitivenegstduhe market economy, with the decrease in
subsidies and with the dismantling in favour ofiundual farmers.

After fifteen years, now the half of productive dmsnis used by coop, generating 46% of the gross
margirr2. Among EU-27, Hungarian coop show the widest eatéid area but they have a very low
endowment in capitals in comparison to the Europmees.

On the other side, in 1998 just 1% of land wasivatéd by small private farms, showing that, atiar
initial return to the land, small owners prefertedent o sell it since the half of the ‘90s.

Tab. 3.11.1 Land distribution according to the property (in thousand hectares).

Name 1990 | 1993 | 1995 1999 2001

Cooperatives 5147.1 3931.3| 2208 | 1494.5 855

Economical Organizations8014.4| 7037.3| 4801.2| 4114 | 3640.1

Individual Farmers 1288.8| 2204.6| 4034.7| 4689 | 4195.6
Partnership 2867.3| 3106 | 2593.2 2619.5| 2785
Others 6.1 467.1) 500.1 1467.7
Total 9303.2| 9303 | 9303 | 9303.19303

Source: Sics, Széles, 2004.

4. THE LIMITS OF THE COMMUNITY STRATEGY FOR REGIONA L POLICY.

One year after the conclusion of the first prograngmperiod, we can affirm Hungary has reached
important goals in socio-economical developmenndetely, several projects, specially the oneselthk
to INTERREG for trans-border cooperation and foe thustain of SMEs have realized. Also the
management of the tenders and financings regardiralj development has improved so that individual
farmers can face now fewer bureaucratic obstackeagdplying Community aids. Moreover, as explained
before, Hungary could move near the EU-27 averagel lof p.c. GDP, approaching the convergence
objective. By the way, a lot of rubs appeared altregdevelopment path and the explosion of regional
disparity could be assessed as a clear exampleinSbe prevision of future EU enlargemetitst's
important to understand whether some problems doelldvoided carrying on a different policy: if some
errors have been committed, could they be prevantte future?

To answer this question I've examined EC documentsished before the Hungarian membership in
2004: in the thousands of collected pages evalgidtie path of development reached by the Country
during the pre-accession years, lots of deficiendrethe application of the requirements for the 31
Chapters composing thquisemerge. As in 1999 the EC reported Hungary satisfied thepenhagen
Criteria, pointing out the only areas in delay regardeddiseriminatory situation of Roma people and
the fight against corruption, four years latehe same EC had a less optimistic vision. Consigethe
agricultural sector and the statistical adaptatibe,outcomes achieved often don’t conform to theegal

>L At the beginning of the reform process just 7-18Rthe members decided to leave the coop.

2 Hungarian Farm Structure Survey, 2003.

%3 For the realization of which it's desiderable ¢arn from these errors, in order to prevent sefwablems and to save
community money.

> CE 1999 Regular Report of the Commission on Huylgdtrogress toward Accession.

%5 CE Comprehensive Monitoring Report on Hungary'sgaration for Membership. 2003.
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evaluation: in 1999, in fact, the EC noticed tleaten thou the introduction of a law about the adgtical
census, the problem of statistical adjustment vestpgoned in the evaluation proposed by the Comenitte
of expert, the same that in 2003 underlined thaingtary registered just limited progresses in alirang
the progressive introduction of the Common Agrictdt Policy’. In 2000 the EC recorder that ‘thevglo
path in which mechanisms interesting the commonketaorganizations and structures linked to the
European Orientation and Agricultural GuaranteedHEOAGF) are adopted prevents the strengthening
of the managing abilities’ while in 2002, ‘Hungargntinues to progress slowly but the Country must
embrace further efforts in order to establish aagrated control and management system for SAPARD.
Moreover, delays are registered regarding thetutgtn of a paying authority’. At the end, in the(3
Report in which the EC exposes the general adherevel to the chapters of tejuisreached before
the membership, it underlines again the importarice punctual and effective application of the logd
laws regarding agriculture from the managing autjor

Regarding the evaluation of the fulfilment of tHesRChaptef (regional policy), the EC highlighted that
the Country

1. has introduced the territorial division followiniget NUTS classification;

2. has adjusted the legislative framework (the abditgssure a multi annual budget planning) but
the secondary legislation and some basic amendrtetitsPublic Finance Actvere missing.
Then, to allow the full exploitation of its eligitty for structural funds since 01/01/2004, the
Government had to fulfil the commitments regardsteje aids and public supports;

3. has introduced the main institutions for the prapan and implementation of structural funds and
cohesion fund but the designation of intermediatgos and implementing structures has to be
completed (mainly for the control, authorizatiordaxecution of the payments to the final
beneficiaries).

4. Programming documents- specially the Developmesnt Bhd the OP-have been presented even if
the final evaluation wasn't finished. Consequentlyngary still had to present OP and DP two
months after the membership whereas delays in tretaning system were also found.

After Hungary became a member of the EU in 2004, BC, in the ‘16th Annual Report on the
implementation of the Structural Funtfsanalyzes the further challenges Hungary has t: first of all
improving the quality of national projectgiuarantying an proper and equilibrate geographical
covering; solving administrative lacks in the area of Budapesin the more disadvantaged counties
(mainly ameliorating professional training). It walso underlined that:

 Two months before the arrival of the Community finggs for the period 2004-2006,
institutional structures for the implementation stfuctural and cohesion funds haven't
been designed yet.

* More attention was required to achieve an efficiateér-ministerial coordination and for
the functioning of the Paying Authority.

« Internal intermediate committees without clear sokere establishéd

CONCLUSION

2004 and 2007 have been characterized by a fundaheent for the future of the EU: the enlargement
to ten Eastern European Countries. This step I [the modification of the European cohesionqyoli

mainly regarding the programs (43 more, speciablly dnderdeveloped regions) and the Community
instruments, whereas the financial allocationstifie programming years 2004-2006 reached 24 billion

%% |n this Chapter are outlined the rules for theigieation, the approval and the implementation nfcttiral funds and
cohesion fund. Programs are negotiated with andoapg by the EC buheir implementation is a task of the Government.
57 16" Annual Report on the implementation of the Streaitéunds. 2004
%8 Charter 21Comprehensive Monitoring Report on Hungary’s Pregian for Membership2003.
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euros (at current prices) The increase in financial resources hasn’t alwaysported the development
of the beneficing Countries and Hungary can bertaisea good example of that. Despite the conspguou
disbursement received, the new member State haseh able to start an equilibrated process of
development among its regions: as in other CEEsCibuntry shows a process of external convergence
with the average UE-27 income level but, at the esdime, it experiences an explosion in internal
divergence. North-western regions and the Capdwint could benefit of the impulse given by the
Community aids in a greater extent than the Eagieripheries. This bi-frontal result can be consde

as the consequence of the lack in managing andhiplgrabilities of the Hungarian governments but it
can be also derived by the scarce supervisioneoEtiropean institutionsn( primis the EC), both in the
Hungarian process of approaching the EU and ipds¢-membership.

Whereas the deficiencies ascribed to the Hunggeaernments could be easily predicted, the European
institutions that should address and guide the @gumefore the joining have committed numerous

‘oversights’ during their evaluations. If we carsaliss about the accuracy with which the Hungarian
membership has been disposed, looking at the utistial and organizational lacks exposed in the

previous pages, there is no doubt about the unitleag®n of the increasing internal inequality atzbut

the acceptation of the regional development prograrasented by the new member State. In the ead, th
EC approval of the legislative agricultural reformsgarding the restitution of the land and the

restructuring of Cooperatives hasn’'t encouragedytive and quality increases in agriculture.

The picture emerged from this analysis shows amm@ia future not only for the results of the refigr
enacted in Hungary but also for the evolution oé tBU, facing the consequences of the new
memberships and probable next enlargements to dheils and to Turkey (with the following required
adjustments of the community policy). If the EU w&ato continue its ‘growth’ successfully, promoting
the principles of the cohesion policy among its rhems without facing continuously with the ex-post
‘unexpected’ problems, it should rethink the polprgscriptions for the candidate Countries. Thisilo
prevent the appear of contrasting results fromutilezation of the Community funds: weak signals of
economical convergence among the EU States togefitiethe worsening of the divergence among its
regions.
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