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A. INTRODUCTION

a) Preface

The Application for Membership

Hungary presented its application fmembership othe Europearunion on 31 March
1994, and th&€ouncil of Ministers decided on 18 April 1995 to implemiérg procedure
laid down in Article O of the Treaty, which provides for consultation of the Commission.

That is the framework ivhich the Commission submitthe presenOpinion, responding
to the request of the Europe&wouncil in Madrid in December 1995 faresent the
Opinion assoon aspossibleafter theconclusion ofthe Intergovernmental Conference,
which commenced in March 1996 and concluded in June 1997.

The Context of the Opinion

The Hungarian application fomembership is being examined tite same time as
applications from nin®ther associated countrie$dungary’s accession is to be seen as
part of anhistoric process, inwhich the countries of Central and Eastefurope
overcome thalivision of the continentvhich hadasted for more than 40 years, gaith

the area of peace, stability and prosperity created by the Union.

The European Council in Copenhagen in June 1993 concluded that:

“The associated countries in Central and Easkurnope that salesire shall become
members othe Union. Accession willtake place asoon as a country &ble to assume
the obligations of membership by satisfyinthe economic andolitical conditions.

Membership requires:

- that thecandidate country has achievadbility of institutions guaranteeing democracy,
the rule of law, human rights and respect for and protection of minorities;

- theexistence of a functioning market economywasl asthe capacity tocope with
competitive pressure and market forces within the Union;

- theability to take on theobligations of membership, includirgiherence to thaims of
political, economic and monetary union.

The Union’s capacity to absorb new membevkjle maintainingthe momentum of
European integration, is also an important consideration igetheral interest djoth the
Union and the candidate countries”.

This declaration spelled out the political and economic criteria for examiniragtession
requests of the associated countries of Central and Eastern Europe.



The European Council in Madrid in December 1995 referred to the need, in the context of
the pre-accession strategito create theconditions for the gradualharmonious
integration of the applicant countries, particularly through:

- the development of the market economy,
- the adjustment of their administrative structure,
- the creation of a stable economic and monetary environment”.

In its Opinion, the Commission analysethe Hungarian application on its merits, but
according to theame criteria athe otherapplications, on which it is delivering Opinions
at thesame time. This way of proceedirgspects thevish, expressed bjhe European
Council in Madrid, to ensure that the applicant countries are treated on an equal basis.

In addition to theindividual Opinionsthe Commission is presenting separately to the
Council, inthe framework of itcommunication “Agend2000”, ageneral assessment of
the accession requests, and its recommendations concerning the stramgycéssful
enlargement othe Union. At thesame time, it is presenting an evaluationth&fimpact

of enlargement on the Union’s policies.

The Contents of the Opinion

The structure of th®piniontakes account of theonclusions othe Europear©ouncil in
Copenhagen. It

- describeghe relations up to now between Hungary and the Umartjcularly in the
framework of the association agreement;

- analyseghe situation in respect of thmlitical conditions mentioned ihe European
Council (democracy, rule of law, human rights, protection of minorities);

- assesses Hungary’'s situation gmwspects in respect of theconomic conditions
mentioned byhe EuropearCouncil (market economy, capacity to cope with competitive
pressure);

- addresses the questionHiingary’s capacity t@dopt theobligations of membership,
that is theacquisof the Union as expressed the Treaty, the secondalsgislation, and
the policies of the Union;

- makes finally a general evaluation of Hungary’s situationpaiodpects in respect of the
conditions formembership othe Union, and a recommendation concerréegession
negotiations.



In assessing Hungary mespect of the economic criteria and gegpacity to assume the
acquis the Commission has included prospective assessment; it hasempted to
evaluate the progresghich can reasonably expected on the part ¢fungary in the
coming years, before accession, takamrount of the fact that thacquis itself will
continue to develop. For this purpose, and withouprejudging the actual date of
accession, th®pinion is based on a medium-term time horizon of approximétely
years.

During the preparation of th@®pinion, the Commission hasobtained a wealth of
information on Hungary's situation frothe Hungarian authorities, and has utilisadny

other sources of infmation, includingthe menber states and numerousternational

organisations.

b) Relations Between the European Union and Hungary

Historical and Geopolitical Context

Hungary is a landlocked country in the centr&ofope which borders AustriaSlovenia,
Croatia, the FederaRepublic of Yugoslavia, Romania, Slovakia, and Ukraine. The
country’s area amounts to 93,033 km2 and its population to 10.2 million.

The Magyars migrated into the Carpathizasin inthe 9th century and in theear 1000
establishedhe Kingdom of Hungary. Inthe centuries up to occupation by the Ottoman
Turks in 1526 Hungary developed its economic and cultlirdds with WesternEurope.
Following a period of Turkish rule, thedivision into three parts, thédabsburgs
conquered and reunited Hungary in the late seventeenth century. In 1867 the creation of
the Dual Monarchy gave Hungary equsilatuswithin the Austro-HungariarEmpire.

After the empire’s defeat in World War | and the Trianon Treaty of 19@@gary gained

full independencéut lost important parts of its territory and population tonisvly

created neighbours. Between the Wars Hungary pursued recovergtbiits territories

and, to this end, allied itself with Germany and Italy in World War 1.

After the war the country was occupied by Sottiebpsand theCommunists established
a “People’s Democracy” under Soviefluence. An uprising i©ctober 1956 pressed for
a return to a democratic amtlependenstate.This revolution wadrutally put down by
Soviet intervention and followed by a periodstfong repression under the r@munist
Party Secretary-Generatnos K<d<r.

During the period o€ommunist rule, a command economy was progressively established
and private propertynationalised.However, from 1968 the Governmebegan to
introduce modest market-oriented economic reforms. In 1982 Hubgagmehe first
country in Central and EasteEurope to join IMFand IBRD. The economic reforms
were neverthelessot sufficient to prevent a major economirisis inthe early 1980s.

This crisis, coupled witpressure fopolitical reform, led to gradual and peaceful change
culminating inthe resignation of Kdar inMay 1989 andhe adoption of a democratic
constitution in October that year.



The previous month, by opening its border to Austria for refugees EasbGermany,
Hungary had made an important contribution to the dissolution of the Iron Curtain. There
were freeparliamentary elections in 1990 ah€i94, and geaceful alternation gfower

from the conservativélungarian Democratic Forum to a socialist-liberal coalition after
the second elections.

Since itsreturn to democracyilungary has consolidated and strengthened its relations
with its neighbours. Hungary participafesly in the EUinitiative for a Pact forStability

in Europe,and has concluded Basic Treaties with Ukraine, Slov&hneatia, Slovakia

and Romania. These Basic Treaties recogihie@violability of borders, asvell as the
principles ofthe Council of Europe, OSCE, UNwnd otherinternational organisations in
relation to the treatment afational minorities. Hungary also participa@sively in
OSCE; it wasChairman in Office in 199and hosted the Budapest OSS&mmit at the

end of 1994.

Hungary’s Position Concerning the European Union

Since 198%here has been a large degree of consensus among Hurgpitiaal forces
in support ofHungary's objective of EU membership. Asated in theApril 1994
Memorandum accompanying Hungary’s applicatimn EU membership, “Since the
formation of an independent Hungari&tate 1,000yearsago, this country haseen
closely linked towWestern cultures and values Within the newly establishedemocratic
institutional frameworkthe political conditionsfor reintegration into thenain trend of
European development are néwifilled. For Hungary,joining thisprocess andsing the
achievements ofEuropean integration to carrgut fully its social and economic
modernisation is a historical necessity. It is also a unique possilaifityhich there is no
real alternative.”

Successive Governments since 1990 have maintained thige @ssential objective of
Hungary’s foreign and domestic policy. Atated byPrime MinisterHorn in June 1996
during the Florence European Council, “Tdexisions othe Europear©ouncil in Madrid
madethe process of accessicalculablefor Hungary. Euro-Atlantic integration is not
only the basic conditionbut also the substance éfungary’s social and economic
transformation and modernisation. It means a clearadindctive perspective for the
Hungarian society undertaking the burden of transformation”.

Hungarian commitment to an ever closer political Union stased by President Goncz
during the 1996 Hungarian National Day:

“... Europe of the futurewill, let us all hope, irrevocably and protectively embrace
Hungary in a full-growrEuropean Union.This will bethe sharedhomeland oEuropean
countries all with equal rights. It will offer a viabtepugh not altogetherare-fredife to
such European countrigghich are able and pepared to undertak@embership of their
own freewill. It offers a possibilityfor us to answetogetherall thoseeconomic and
political challenges, some of them known athkers yet unknowrthat the futureholds.

It promises peace aftéhe sufferingscaused bytwo wars that broughunparalleled
destruction and two dictatorships of unparalleled evil.



It promises a predictable future to countrileat havesufferedimmense misery, having

been torndivided andherded into forced union. It promisée strength ofinity sothat

these countriesmay be able to defentheir security, their legal systenthe full
enforcement of human rights, their made and natural environment, and multi-coloured and
yet unified culture and economy of Europe...”

Contractual Relations

Diplomatic relations betweahe EuropeaifCommunity and Hungarwere established in
1988. A Trade and Economic Co-operation Agreement was concltitedyear,
providing for reciprocal most-favoured nation (MFN) treatment and foreseeing the
gradual abolition by 1994 of quantitative restrictions appliedti®y Community on
imports originating in Hungary.

An Association Agreement, to be known aEwopeAgreement between the European
Communities and Hungamyas signed on 16 December 1991 and came into force on 1
February 1994. Its tradeprovisions entered into force earlier, under laerim
Agreement, on 1 March 1992.



The EuropeAgreement is now théegal basisfor relations between Hungary and the
Union. Its aim is toprovide a framework fopolitical dialogue promote theexpansion of
trade and economic relations between the parties, provide a baS@fonunity technical
and financial assistance, and an appropriate frameworksupportHungary’s gradual
integration into the Union. Thiastitutional framework othe Agreement provides the
necessary mechanismisr implementation, management and monitoringalbfareas of
relations. Subcommitteesxamine questions at a technicd¢vel. The Association
Committee, at senioofficial level, provides for in-depthdiscussion of issues and often
finds solutions to problems arisingnder the Agreement. The Associationu@al
examineghe overallstatus ofrelations and provides the opportunity teiesv Hungary’s
progress in preparing for accession.

The Hungarian Government has establishecbardinated institutional framework for
dealing withEuropean integration matteiolitical guidance is exercised byEairopean
Integration Cabinet chaired lbige Prime Minister and assisted byS#&rategic Task Force

on Integration. An Inter-Ministerial Committee for European Integration is chaired by the
Minister of ForeignAffairs and seerviced by the European Integration Department of the
Ministry of Foreign Affairs.The IntegratiorState Secretariat coordinates the conduct of
European integratiopolicy. Each Hungariaministry has adepartment responsible for
EU related matters. AParliamentary Committee oRuropean Integration islosely
involved in the formulation and monitoring of Hungary’s EU integration policy.

The Pre-Accession Strategy

Implementation of the Europe Agreement and White Paper

The EU/HungaryEurope Agreement isfully functioning, according tdhe timetable
foreseen. Progressive removal of tariffs e few remaining industriaboods was
completed in January 1995 except for steel and texpiteducts forwhich duty free
imports were initiated respectively in 1 January 1996 and 1997.

The Association Council has met miinisterial level once eacyear, supported by the
Association Committee and sdructure of temmultidisciplinary sub-committees. A Joint
Association Parliamentary Committee comprising representativéisediungarian and
EuropeanParliament has beeset up. A Joint Caultative Committee comprising
economic and social representatives from the EU’'s EconomiSaaidl Committee as
well as relevant Hungarian bodies was established in 1997.

All areas of cooperation covered by the Agreement are addreéséa.successes in its
implementation have been: significant liberalisation of movement of industrial and
agriculturalproducts, resolution cfeveraltradeissueseg regardingvine exports, goose
liver, citrus fruits VAT), conclusion of aspecific protocol (covering agricultural and
processed agriculturgroducts) to take into account the results of the Uruguay Round
negotiations agvell asthe accession of Austri&nlandand Sweden to thEU, adoption

of implementing ruledor competition, improvement athe protection ofintellectual,
commercial and industrigroperty rights in Hungary, adoption of thdditionalprotocol

for the opening ofCommunity programmes to Hungamgoption of a newegime of
rules of origin integrating Hungary into the new pan-European cumulated regime.

Current discussions seek to accelerate the approximation process, and to progress in areas
like competition, stateaid related issuesadoption of anequivalency protocol on



phytosanitary and veterinary issues, mutual recognition of professional qualification and
diplomas and industrial standards and conformity assessment.

Some tradeproblems have arisen the implementation othe EuropeAgreement but
have been successfully resolved.

The Commission’s WhitePaper of 1995 on the Internal Markst out the legislation
which the candidate countries would need to transposeanaplément inorder toapply

the acquis,and identified elements essenfiai the implementation othe single market
(known as Stage heasures) whiclwould need priority attention. Hungary has attached
considerable importance to thwgork. 23 working groups have been set up in the
ministries concerned. There has also been collaboration wate unions, business
associations, and professional chambersyalsaswith the Parliamentary Committee on
European Integration. The Hungarian Governmpuoblished astrategy for the
implementation of the White Paper in December 1995, and a revised version in 1997.

Progress in legislative alignment is advanced in Hungary, particularly concerning measures
requiring new laws. Most othe remaining legislative alignmenivork refers to
Government decrees. The Hungarian Government anticipat@sy almostll the Stage

1 measures in place before the end of 1997.

Relations with Hungary undeghe EuropeAgreement aregood. There arefew trade
problems, and Hungary has made gowmagress inimplementingthe Agreement.
Hungary is committed to sustaining a comprehensive dialogue and to advguickig in

cooperation.

Structured Dialogue

Hungary has participated #hme structured dialogueonsidering it to be an important
component in preparing for accession. The Governeheliviered policypapers for both

the Essen andannesEuropean Councilsgalling for a more effective pre-accession
strategy and for an extension of theropeAgreement to CFSP asell asJustice and

Home Affairs. The Hungarian authorities also exprestesl hope tanake discussion of
issues in the reinforced pre-accession strategy more substantive.

Phare

For the period 1990-1996, 672.8 MECU wallcated to Hungary. The allocation for
1996 was 90 MECUPrincipal sectors addressed haveeh economic restructuring,
agriculture, environment and nuclear safety, infrastructunmanresources development,
public administration reform, social development, employment and health.

Hungary has also benefited frasross-border co-operation programmes with Austria (18
MECU) andRomania (SMECU), focusing in particular on economic, environment and
infrastructure co-operation.

There has been evidence of slmaplementation and a lack of impact in soareas, due

to an overwide spread of programmigsjted absorption and management capacity, and
cumbersome administrative procedures.

Participation in Community Programmes




In accordance with thédditional Protocol to the Europégreement, Hungary can
participate inCommunity programmes. It will shortlgtart to participate in Socrates,
Leonardo, Socrates antbuth for Europe. It will beable to joinMEDIA |II, Ariane,
Kaleidoscope, LIFE, SAVE and SME and health programmes as from 1988.

Trade Relations

Between 1989 and 1996ade between the Ehd Hungary increased substantially. EU
imports from Hungary jumped fro&6 to 8.7billion ECU (+335%)while ECexports to
Hungary increased from 3 to 9.9 billion ECU (+330%). The trade balance has presented a
steady deficifor Hungary, except in 1990 and 1991, where it registered a surplus of 0.1
billion ECU. Despite the efforts of the Hungarian authorities, the deficit increased in 1995
and 1996Gmainly due to the accession to the EU of AustRemlandand Sweden, and to

the needs of re-equipping the Hungarian economy.

Since German reunification, Germany has become Hungargs important trading
partner. In 1996Germanysecured 24% of the tot&lungarian foreigrtrade,followed
among EU member states by Austria and Italy.

Hungary has been a founding and active membeah@fCentralEurope Free Trade
Agreement (CEFTA).

General Evaluation

Implementation ofthe EU/HungaryEurope Agreement has generally been successful.
Bilateral relations between Hungary aheé Europeatunion are considered by bo#ides

to be satisfactory. Obligations resulting frdhe EuropeAgreement have generally been
met on time. There is bBroad andcomprehensive dialogue backed up by a desire to
advance quickly ortrade and cooperation issues. Hungdmgs adopted a realistic
negotiating position during bilateral discussionbjch has greatly assistélde resolution

of potential difficulties.



B. CRITERIA FOR MEMBERSHIP

1. Political Criteria

The EuropearCouncil in Copenhagen decided on a number of “political” criteria for
accession to be met by the candidate countries in Central and Hastepe. These
countries must have achievétability of institutionsguaranteeing democracy, the rule of
law, human rights and respect for and protection of minorities”.

In carryingout the assessment requiredtiis connectionthe EuropearfCommission has
drawn on numerous sources of information: answers given byuhgarian authorities to
the questionnaire sent to them by the Commission serviégwiln1996,bilateral follow-
up meetingsreports fromMember States’embassies anthe Commission’s delegation,
assessments by international organisations (in partituéa€ouncil of Europeand the
OSCE), reports produced by non-governmental organisations, etc.

The following assessment involves a systematic examindtoreach of the candidate
contries of the maiways in whichthe public authorities are organised aogerate, and
the mechanismsor the protection of fundamental rights. ldoes notonfine itself to a
formal descriptiorbut seeks to assess the exteniviich democracy anthe rule of law
actually operate.

This assessment relatestte situation in June 1997. It doest examine in detail any
changes which have taken place in the past or which may come about in the future, though
it generallytakes account oény statedintention to reform a particulasector. The
situation of theadministrativestructures ismentioned herenly in passing: it will be
examined in greater depth in chapter 4.

1.1 Democracy and the Rule of Law

The far-reaching reform i@ctober 1989 of thélungarian Constitution 0£949, which
gave rise to the new Constitution of Decemib®@80, led to asmooth transition to a
parliamentary democracy. Parliamenstl working on the revision of the Constitution.
The Hungarian institutions/ork smoothly, the various authoritid®ing mindful of the
limits of their powers and of the need for cooperation.

Parliament and Legislative Powers: Structure

Parliament consists of a single houséhe NationalAssembly. Its 386 members are
elected for four years under a systainich combinesfirst-past-the- post’single-member
constituencies and proportional representation (withimmum threshold of 4% of the

votes forobtaining aseat in the latter case). The Constitution, and the 1883on
minorities, providefor the principle ofthe representation @hinorities in Parliament, but

these provisions have not always been given practical applicatitwil isAbeingprepared

which would make it possible to designate representatives for the minorities as soon as the
list in which they are included obtains overQD votes.



The President of th&®epublic may dissolvethe NationalAssembly if it overrules the
Government at least fouimes in a twelve-montiperiod, or if it does nosucceed in
appointing the Prime Minister within 40 days. Elections must be held wiiteemonths
of dissolution. The Assembly cannot be dissolved if a state of emergency is declared.

Members of Parliament have a traditional systemmafunity. The role and participation
of the opposition in the operation of the institutions are recognised in Hunghaey. are
expressed in particular through the setting-up of committegsaidimentary inquiry
(made up of one-fifth othe members othe NationalAssembly) whichare traditionally
chaired by a member of the opposition.

Political parties caeasily beset up inHungary(120took part inthe 1994 elections) and
they receive financing from the state budget on the basis of their electoral results.

Parliament exercises legislative power. It shares its righit@aitive with the President of

the Republic andhe Government. The Government can be authorisééaldiament in

the event of a crisis to adopt rules which derogate from the laws. The law on the “state of
crisis” (which, according tethe Constitution, must be adopted by a two-thindgority of
Parliament) has still not been adopted.

The Hungarian Constitution also provides tbe referendumprocedure, either on a

decision of Parliament whichay beinitiated bythe President, the Government or 50
Members of Parliament and must &gopted by a two-thirdsiajority, or atthe initiative

of at least 100 006itizens. The Constitution&ourtjudged that the Constitution could

not be amended by referendum.

Functioning of Parliament

Elections have taken place in free and fair conditions. A centre-left coalition won in 1994,
(seeAnnexfor the election results) taking over from the conservatoadition which had

been successful athe previousgeneral elections irl990. Hungary presents the
characteristics of a democracy the smooth workingwbich allows the peaceful
alternation of political power.

Parliament functions satisfactorily: iwers are respected and the opposifilays a
full part in its activities.

The Executive: Structure

The President of thRepublic,who is elected byarliamentfor a four-year termyhich
may berenewed once, hasssentially arepresentational function, save in exceptional
circumstances. The Government is accountable to the Nafiseambly. It is made up
of a Prime Minister, designated by Parliament upgmaposal from the President of the
Republic, and ministerappointed by the President upon a propdsain the Prime
Minister and individually responsible to Parliament and the Government.



Following the annulment bythe ConstitutionalCourt in October 1996 oministerial
status, anewhill is being examined whictvould strengthemninisters’ immunity, give the
Prime Ministerthe power toinitiate without any specialreason the procedure for
dismissing ministersand draw a sharpedistinction betweenministries’ political
management and administrative management functions.

The administrative organisation tfie country is based on decentralised units of the
centralstateadministration(30 atregional level) and on locauthorities whose leaders

are elected for fouyears (1990 and 1994 elections) either at couldyel (19 plus
Budapest) or at the level of towns and villages. The 3 168 local authorities have extensive
powers, protected by tH@onstitutionalCourt. Itshould nevertheless Imoted that most

of their resources come frothe state budget. lcertain cases thayay beassisted by

local governments for minorities. The law of 1996 proviftedhe establishment of local
authorities at regional level (six plus Budapest).

The Administration is governed by S&tatute which was adopted in 1992. The
Government announced in February 19683@t it would beamended. The Hungarian
Government has launched a programme to comdatiption under the actioplan for
reforming public administration launched in Februb®@7.

The armythe secreservices anthe policeare controlled by theivilian authorities. The
constitutionality of some provisions tife law onthe police is questionable, and they run
counter to certain standards of t@euncil of Europe (procedures for arrest, use of
personaldataand “plea bargainingprocedures). The secrstrvicesare controlled by a
Parliamentary Commission with wide powers of investigation.

Functioning of the Executive

The central institutions of the State function smoothly.

The public administration is still facingertaindifficulties: salaries an@iages arestill low
compared with earnings ie privatesectorand there are certain shortcomings in the
training system. The Government has tried to impribneesituation byincreasingcivil
servants’ pay using the resources made available by the manpower reduction programmes.

There have beenraumber of cases aorruption in theHungarian police irthe last few
years and its effectiveness in combating organised crime has also beemtakpebstion
(as when in Novembdr996 top national and local policefficials were removedrom
their posts following a number of violent settlements of account in Budapest).



The Judiciary: Structure

The Hungarian Constitution ensures the independente igal system.The judges are
appointed, following probation of two years, for an indefinite period. The President of the
Republicappoints them upon a proposal from teister of Justicewhich is inturn
submitted to the President a@@uncil of Judges ahe Court ofAppeal. Judges can be
removed from their posts only for serious reasons and in accordancepsatbeaurdaid

down by law. The President of the Supredmairt iselected by Parliament on a proposal
from the President of thRepublic. The Suprem€ourt judges are appointed by the
President of th&epublic on a joinproposal of the President of the SupreGmurt and

the Minister of Justice. Judgese notallowed to engage in political activities or join a

party.

The ProcuratorGeneral is elected bthe NationalAssembly, on groposal from the
President of th&®epublic, and is answerable ito He determineghe organisation of the
various publicprosecution offices. Thprocurators aresubject solely to théaws and

instructions given by the Procurator General.

In addition, administrativacts are subject todicial review bythe ordinarycourts. The
military courts,which arequalified inparticular to deal with matters concernihg secret
services, follow the civil procedure and appeatsy bemade against their decisions to the
Supreme Court.

Under Chapter 5 of thelungarian Constitution, Parliament has appointatuaber of
ombudsmen to investigaiadividual complaints in differensectors: individual rights
(two parliamentary commissionersjata protectionand minority rights(the last was
elected in July 1995).

Since 198%he ConstitutionaCourthas been keeping a check the constitutionality of
laws and internationakreaties. It should be made up of femberselected by the
National Assembly by awo-thirds majority for a nine-yearterm which may be renewed
just once (with an age limit of 70).

Mattersmay beput to the Court iradvance - in this case it hasly aconsultative role -
or subsequently, in whicbase it can cancehy unconstitutional provisions. The right to
refer matters to it isxtensive since anyarty may put mattersubsequently tthe Court
and theCourt may evenrefer matters tatself in certain cases. Th€ourt may also
provide interpretations of thext of the Constitutiomnd settle disputes regardipgblic
authorities’ powers.

Functioning of the Judiciary

Justice doegmot yet operate in aatisfactory way adll levels inHungary. Thecourts are
overloaded; theumber of caseput tothem has increased greatly in recent years and it
takes longer for rulings to be given. The complexity of the rulgsaxfedure and the fact
that judgesstill lack the necessary professional qualifications dhdt courtshave been
accordedmuch greater powers in receryears generally explain this situation. The
Hungarian Government has launched a programme to ehsuralings can be delivered
more quickly (reform of rules ofprocedure andmprovement ofcourt facilities) and
judges can be trained to a higher standard.



The ConstitutionalCourt has in recent years been in a transitigiage withonly nine
members, sincéhe parties represented Rarliament haveot succeeded in agreeing on
who shouldfill the two vacant posts.Although a solution was recently fourthe two-
thirds qualified majority needed to appoint judges sill difficult to attain. If no
alternative solution is found, this situation coudgtur in 1998whentwo of the terms
expire.

1.2 Human Rights and the Protection of Minorities

Hungary has introduced a number of national standards for ensuring that human rights and
minority rights are observed. A further guarantee is provided bgppkcation of certain
international conventions, ithe forefront ofwhich is the EuropeanHuman Rights
Convention and its additiongdrotocols. UnderArticle F of the Treaty on European
Union, these aspects takmgether constitute part of tleequis anycountrywishing to

join the European Union must first have ratified these texts.

In November1992, Hungarywhich has been a member tbie Caincil of Europesince
Novemberl990, ratified the European Convention d#uman Rights and its additional
protocols. Italso permitandividuals totake their case to the Europe&ourt if they
consider that their rights under this Convention have been violated.

Among the otherinternational conventions protecting human rights and minority rights,
Hungary has ratifiedhe Convention on the Prevention Dérture and the Framework
Convention on minorities. It has not signed the European Social Charter, however. It has
also ratified the main United Nations Conventions concerning human rights.

Hungary appliesthe agreementsnly if they have first ofall beenincorporated by
Parliament into internal law.

Civil and Political Rights

Access to justice is guaranteed in Hungary, in particularely easily accessibleppeal
procedures ancklatively well-developed legal aid machineryhe rights of the defence
seem to be properlgovered, except in the case of certain categories of foreigners and
gypsies, who have difficulty in asserting their rights before the law.

The death penalty was abolished in 1990 in all circumstances.

The rightnot to bearbitrarily arrested is assuresince no citizen can remain detention
for over 72 hours without being charged.

All citizens aged 18 or over have the right to vote.

Freedom of association and peacedgtemblyare also guaranteed; evidencetlos
includes the increase in the number of non-governmental organisations 3@6rr81989
to 44 167 in 1995.

Freedom of expression is assured by the Constitutiich prohibits censorship and
guarantees journalists’ rights.



The public sectorstill plays a veryarge role in thenedia, with a monopoly of television
and a dominant position in radionly one privatenational channel). The PrinMinister
controls, in particular, the budggiven tothe channels. The question thfe opposition’s
access to theediaaroseduring thecampaign precedintpe 1994 elections. THack of
legislation on this matter applicable &b the mediadoes notgive the oppositiorall the
appropriate guarantees fiair access to new channels resulting friarture privatisation.
This sector is still not open to foreign operators.

Under the Law oDecemberl995, however, the Governmdatnched an invitation to
tender inDecemben 996 for theestablishment of a private channelstartbroadcasting
from 1 September 1997. The regulatdigpdy (ORTT), which under the Law of
Decemberl995 isresponsibldor issuingoperatinglicencesfor privatechannels, is made
up of representatives of all the political formations present in Parliament.

The right of ownership is guaranteed and expropriation must be puliie interest,with
fair prior compensationFor people previously expropriated, the Government has
introduced a system of partial compensation vattupons for the purchase of rural
property and reagstate. A 1990aw providedfor restoring to the church the property
which the Communist regime h#&mkenaway fromit. An October 1996 decree provided
for the restoration of property to tHamilies of victims ofthe Holocaust through a
Foundation set up for that purpose.

The Hungarian legislation in force limits foreigners’ right of ownership of agriculandl
to a maximum of300 ha. Abill before Parliament providefor possible foreign
investment in public bodies whiclown agricultural land.  The land register is
computerised and at present covemually all the land, with almost99% of the
7.5 million deeds of ownership having been registered.

Respect for privacy is assured by the need to obtain a wéwanthe judicial authorities
before property can be searched or telephone communications tapped.

As Hungary acceded to tigeneva Convention on refugeasly in respect of refugees
from other European countriesd hasstill not provided satisfactory access to justice and
shelter for these people, the situation regardgialifical refugees seemed worrying, but
the Governmenhasput abill before Parliamenabolishing geographicakstrictions on
the application ofthe Geneva Convention and hagreed to close the Kirstarcsa refugee
camp, which had been very strongly criticiseditioy United Nations HigiCommissioner
for Refugees.

A number of organisations haveportedcases of inhumane, degradimgatment by the
police with nostepshaving been systematicaltgken topunishthe perpetrators. There
have also been instances of such treatmehieiprisons, despite the stapsently taken
by the Hungarian authorities.

Economic, Social and Cultural Rights

The right to social security is ensured withdigcriminationpursuant toArticle 70E of
the Hungarian Constitution.

Tradeunion freedom is recognised in Hungaryradeunion representatives halegal
protection againsany measures which employers mighke against them. Theate of
union membership is almost 40%, and most members belong to one of three unions.



A law issued in 1989 guaranted® right to strike, except for the armed forqedljce,
judiciary andcivil defence. It idaid down in thelaw that in thecivil service, exercise of
the right to strike depends on an agreement between the government adehbeions
and that it is prohibited where it could proverejudicial to the population or the
environment. A system ohinimum service is also provided for ie essential public
services (transport, telecommunications, water, gas, etc.).

Free access to education and freedomebgion are also guaranteed. The church is
separaterbm the state but the stapgovides aidor recognised denominatioiis 1995,
ECU 110 million was granted for 36 religious groups).

Minority Rights and the Protection of Minorities

Minorities represent some 6% of the populati@g®o to 5% gypsies(Roma) and the
remainder are mainly German, Slovaks, Croats and Romanians).

There arefirst of all a number of international standards to enstime protection of
minorities. Hungary ratifiethe Framework Convention aninorities in September 1995
and subscribes tthe principles of Recommendation 1201tbe ParliamentaryAssembly
of the Council of Europeproviding forthe recognition otollective rightsfor minorities,
although this text is not legally binding.

The law of July 1993 recognises as a minority any ethnic or national group whicbemas
living in Hungary for over 100years andthe members of which have Hungarian
citizenship. The law recognis#ise exercise of minorities’ collective rights, in particular
through the setting-up ahinorities’ local governmentsyhich have been established to
date in 817municipalities. Under the 1993 lawthey havethe right ofveto over matters
concerning education, cultudecal media, efforts to sustain traditions d@hd use of the
minorities’ languages. In other areas, their function is a consultative onddufbarian
Government undertook in a report approved by Parliament in M&@h tospecifythese
local governments’ spheres of competence #ired areas inwhich they would have
decision-making powers in the future. The financial procedures for these institutions must
also be established.

Minorities also have an Ombudsmésee above) and a Nationabuncil (KET), which
has a consultative function. Eattinority also has a “nationautonomous government”,
the members of whichare elected by theninority communities themselvesBetween
1994 and 1996 thstateaid for minorities increased b§8% from 2.6 billion to 4.6 billion
forints. The establishment of a numberpablic foundations to administeperations to
help minorities has made it possible to involve minorittepresentatives in thieancial
decision-making procedure.



Contrary to therovisions ofthe Constitution and the Law of 1998inorities still do not
benefit from a special method presentation in Parliament. The Constitutional Court
ruled in 1991 that this shortcoming was a violation by default of Hungary’s Constitution.

According to theevaluation carriecbut by the OSCEHigh Commissioner on National
Minorities, the Law of July 1993 allows education to be provided satisfactorily in the
minority languages.The German and Slovakinorities have educational establishments
in their language foall stages of schoolingncluding highereducation. The Hungarian
Government is at presergxamining various measures whicbould encourage the
maintenance of minority languages irc@ntext where knowledge dfiem is constantly
declining. The 1996 law on the media makes it compulsory for the public-skatorels

to broadestinformation in the languages ofthe various minorities and toinclude
programmesbout theminorities’ life and culture. Publications and radio aetvision
broadcasts are provided in all the minorities’ languages.

The gypsies(Roma) have &pecial place. The Hungarian Governmenggort on the
situation regarding thenational and ethnic minoritiesipproved by Parliament in
March1997 recognisethat thegypsies(Roma) arestill frequently subjected to attacks
and discriminatory measures and considbeg thesituation is in danger of worsening
over the next few years. The same document states that peggsationdoes nomake

it possible effectively tgprevent the outbreak déthnic conflicts” of whichthe gypsies
(Roma) are victims.

Their social situation is oftevery difficult. According tothe governmenteport onthis
matter, inequality of opportunity between theypsies (Roma) and therest of the
Hungarian population has increased in recent yednig the standard of education of the
gypsies(Roma) has improved.Similarly, the tnemploymentate among this population
is four tofive timesthat of thenational average arfle expectancy is tegears less than
for the rest of the populationThis situation carlargely be explained by sociological
factors. The gypsies (Roma) are also subject to discrimination on the labour market.

The Hungarian Government has undertakenntplement aprogramme to reduce the
inequality of opportunities between thgypsies(Roma) and theest of the population.
The Councilfor coordinating matters concerning thgpsies has sincéhe end of 1995
been supervisingll the action taken by the variogsateinstitutions in thisarea. The
Committee for theGypsy Programme, established in Mart®96, examineghe political
and social problems encounteredtbg gypsy communityunder the direct authority of
the Prime Minister. This community benefits fraime protectiveprovisions ofthe 1993
Law and has 477 local governments for minorities.

1.3 General Evaluation

The Hungarian institutions/ork smoothly, the various authoritid®ing mindful of the
limits of their powers and of the need for cooperation. Elections have péd@nin free
and fair conditions and have allowed a switch in poligaler in 1990and 1994. The
opposition plays the customary part in the operation of the institutions.

There are nanajor problems regarding observance of fundamental righteicountry.
The rights ofminoritiesare guaranteed armotected. Although some improvement is
still needed, progressas been made ithe form of measuresecently taken by the



government to ensure justice apibtection for the Roma (gypsies). Efforts to combat
corruption need to be made more effective.

Hungary presents the characteristics of a democracy with stable institutfocs
guarantee the rule of law, human rights and respect for, and the protection of, minorities.



2. Economic Criteria

In examining the economic situation angrospects of Hungary, th€ommission’s
approach is guided in particular by tl®nclusions ofthe EuropeanCouncil in
Copenhagen in Jun&993, which stated thatmembership ofthe Union requires “the
existence of a functioning market economy vasll as the capacity to cope with
competitive pressure and market forces within the Union”.

This section of the Opiniotinereforegives a concise survey tife economigituation and
background, followed by a review of Hungarnpsogress inkey areas of economic
transformation (liberalisation dhe price andradesystem, stabilization ahe economy,
structural change, reforms of thimancial sector) aswell asits economic and social
development. It concludes with a general evaluation of Hungary in relatibe witeria
mentioned bythe EuropearCouncil and a review gbrospects and priorities for further
reform.

2.1 The Economic Situation

Background

Hungary, with a population df0.2 million, has agross domestiproduct GbP) of 65
billion Ecu (expressed in purchasipgwer parity).lts population is thus about 3 percent
of that of the Union, while its economy is only about 1 percentGamgber capita is about
40 percent of th&nion average. Wageme low by Western standards: the average non-
agricultural gross wage is equivalent to about 230-275 ECU per month.

Hungary joinedhe GATT in 1973, and was a founder member of Wi andCEFTA. In
1996, it became a member of thiecD.

Progress in Economic Transformation

Hungary has a long-establisheeicord of agradualist approach to economic reform.
Rigorous centraplanningwas abolished as lorago as 1968vhenthe “New Ecmomic
Mechanism”was introducedwhile more systematic economic reforms began in 1985.
Thus, someslements othe institutional and legainfrastructure for a marketconomy
have been in place for almost a decade: a twob@aking systenwas established in
1987; importliberalisation and personal income and vahgeled taxes wermtroduced
from 1988.

Building uponthe gradual introduction of reforms from the mid-1980s, Hungaiynot
implementthe “shock therapy” approach to economic refapplied in someother
Central European countries. The gradualist appreacpted emtiled substantial further
liberalisation oftrade and prices and the creation of the maistitutional andlegal
foundations of a market economy.



Economic and political developmenkxywever, caused théungarian authorities to slow
down reform andhis resulted in deadlocks in key areas such as agriculb@énancial
sector,public finances and privatisatiohlowever, reforms were succésly relaunched
in 1995,with dramatic impact. Set-backs in the privatisation ofltaekingsector were
reversed, and largearts of the energy andilities sector weresold to private investors.
Privateinvolvement insectorssuch as electricity and gaspplynow surpasses thevels
in manyeEu member states.

Notwithstanding theearly start tomarket reforms in Hunganstate enterprise imlly
remainedthe dominant form of economic activity: ih989, the privatesector generated
about 16% ofDP. Solid progress with privatisation, arsfrong growth in th@umber of
new private firms resulted in a private sector shammmof 60-70% by the end of 1995.

Foreign Direct Investment

Reflectingthe sharp acceleration in the pace of privatisation, Hunaary's improving
standing with international investors, foreign direct investment) (has beenvery
significant, totallingmore than ECU 10 hillion (~ECU 1000 per head) by the end of 1996
(source : EBRD).

Economic Structure

Agriculture accounts for about 7.2% of grosalue added, andemploys 8% of the
working population. These figurese above theu average, butoughly comparable to
those of some Member States.

The agricultural andbod sectors account for 21% ldtingary'sexports (close to 15% of
exports to theeu). This isthe only majorsector inwhich Hungary is anet exporter.
Although theeu is the destination of ovénree-fifths of Hungary'sotal exports - ahare
not much different fronthat ofseveral membestates -only two-fifths of agricultural and
food exports are sold on the Union market.

Industry accounts for 23% of grossalue added, and asimilar proportion of
employment. Recent years have sesgnificant restructuring of the sector. Above
average growtthas beerrecorded inmachinerymanufacture, and modern metallurgy,
while there has been a declinghwsebranches whiclareheavyusers of energy. Industry
hasattractedsubstantial inflows of foreign capital, which should help to modernize the
sectorand improve its competitiveness tine years ahead. Productivity has beeing
rapidly - in excess af0% peryear - sincel993, andnanufacturinggoods accounted for
above 50% of exports in 1996. Thehas been a huggrowth in the number of
enterprises, wittwell over 100,000imited liability enterprises redisred by late 1996.
These are almost entiretyEs. The above points to a fairly dynamic industrial sector, able
to sell a large part of its output @o markets.

The servicessectormay be schematicallffivided nto an expanding privatector,and a
public servicesectorwhich is still inthe course oflefiningand adapting to its role in a
market economy.



Main indicators of economic structure
(all data for 1996 unless otherwise indicated)

Population million 10.2
GDP per head PPSECU (1995) 6300

as % ofeu-15 average per cent (1995) 37
Share of agriculture in:

gross value added per cent (1995) 7.2

employment per cent (1995) 8
Gross foreign debtbpr per cent 62
Exports of goods & servicespp per cent 34
Stock of foreign direct investment billion ECU 10.6

ECU per head 1040

Source: Commission services, national Soureeep
'FDI stock converted aend -1996exchangerate of 1 ECU= $1.2529

Privatisation of a majoritystake in thefixed-line telecommunications company, and
progressmade from late 1995 with privatisation sfate bankswill contribute to the
development of effective services to businesshiese areas. Developments in these
sectors ardikely to posechallengesfor the ability of stateinstitutions to ensure the
maintenance of competition and/or prevent abuse of dominant position by private
monopolies. These issues are also being confronted by member states.

High rates of taxation coupledith the difficulties encountered by the taadminstration
to keep track of theapid expansion of private enterprise have lethtoemergence of a
sizeableinformal sector. According to Hungarian estimateke size of the “black”
economy is betweef0-30% ofGDP. The growth of thanformal setor, however, is
believed to havstopped in recentears thanks tthe introduction of neviegislation and
stricter controls on tax compliance.

Liberalisation

Price Regime

Price liberalisationwas substantially completed b$992. A progressivaemoval of
subsidiessupported themove to market pricessubsidies as gercentage ofGDP
decreased fron13% in 1989 to 4% aearly as1992. Price controlstill remaining
concern for the mogiartservices supplied by “natural monopolies”, such as poatas,
train fares, telephone charges, and household gas and electricity pricesarésenee
concerns that theriority the government currently attaches to reducirilgtion may
conflict with the needs of the energy companies which were privatised at the end of 1995.



Trade Regime

Liberalisation of foreigriradebegan inl987. Anumber of restrictive measures reigtto
foreigntradestill exist. First, there is globalquota on thevalue of imports of consumer
goods. This hasboth been reduced in scope and increasedaine in reent years.
Second, in order to protedbmestic industry, textiles, clothimyoducts, footwear, cars,
medicines, telecommunications equipment datkrgents are subject to impbecensing.

Third, an import surcharge of 8% was introduced in March 1995, but was phased out
completely by Juhi997. Fourthlicensingrequirements are also in force for soexport
goods.With the exception of those sectors covered bygtbbal consumegoods quota,
import licensingappears to be an administratifgemality in practice. Inihe with the
Europe Agreement, quantitative restrictions are being abolished in stages.

Foreign Exchange Regime

From Januaryl996, theHungarian forint becamaully convertible forcurrent account
transactions. Some types of capaatount transactions have alseen liberated. The
central bankoperates d‘crawling peg” exchangeate policy, wherebythe forint is
devalued each month by a fixed, pre-announced rate against a basket of currencies.

Stabilisation of the Economy

Domestic

The disruption to foreigrirade caused by the break-up of tbREA was amajor
contributory factor to the deep recessighich Hungary suffered from 1989 to 1993,
during which period GDpP fell by almost one-fifth. From1994, theeconomy began a
gradual recoveryvhich continued in 1995@ppP +1.5%) and 1996G&pP +1%). Growth
remainssomewhat subdued amday be expcted to remain so in the short-to-medium-
term as Hungargtill needs to contain public and external deficits andigedts foeign
debt.

Employmentfell substantially duringhe recession, by overrillion in a labour force of
around 5million. Job losses in thstate sector werenly partly compensated by private
sectorjob growth. Withdrawals fromthe labour markefacilitated by relativelygenerous
disability and early retirement schemes, have also playsgnéicantrole in reducing the
level of employment. Unemployment, whiblad previously been concealedserapidly
to reach 12% of the labour force bsrly 1993. Ithas sincdallen tounder 10%, due to a
decline inthe labour force participatiorate. Because of the moderatate of growth
Hungary has not yet seen rising employment.

The pattern ofalling employmen&and a rising number of unemployed and pensioners, so
that the taxbase shrankvhile the number of claimants on public expenditurese, was
one factor in the deterioration of tpeblic finances. This threated to arrestdungary's
recovery from recession. The general government buikfetit reached 8% o&DP in
1994, andpublic debt,roughly 70% ofwhich isowed abroadclimbedtowards 90% of
GDP.The unfavourable trend in the public finances was halted in 1995.



Fiscal adjustmentwas consolidated in 1996 and projections are for a continued
improvement. This, however, is dependentroplementation of a wie-ranging reform of

the public finances, notably in the area of pensions, which is currently being prdjpéed.
reform is important not only for fiscal sustainability, but alsonter to reduce theverall
burden of taxation, which will help enterprise competitiveness.

Inflation had already reached double-digit levels by the late 1980s, and accelerated to peak
at 35% in 1991, the deepegear of recession. Thereafter, there was a gradual
deceleration, and thannualrate of price increasdell to under 20% in 1994This
declining trend was temporarily interrupted in 1995 under the impact of measures taken to
reverse the deterioration in the countfingances. Thdall in inflation resumedhowever,

in 1996. By thebeginning 0f1997, twelve-monthnflation hadfallen below 20%. This
decliningtrend is expected to continue in the future and ctaad to single figures in the
coming years. Amore rapid reduction oinflation appearsdifficult, however. More
restrictive monetarpolicy andthe ensuing increase in interegsttes could slow down the
economic recovery and lead to counter-acting speculative ciayfiibats; more active use

of exchangeate policy to slow inflationcould harmthe competitiveness of Hungarian
enterprises.



Main economic trends 1994 1995 1996
RealGDpP growth rate per cent 2.9 1.5 1.0
Consumer price inflation
annual average per cent 18.8 28.2 23.6

December-on-Decemberper cent 21.2 28.3 19.8

Unemployment rate, end-year per cent 10.2 9.3 9.2
ILO definition

General government budgper cent ofGbpr|-8.4 -6.0 -3.8
balance
Current account balance per cent oGDP |-9.4 -5.7 -3.9
Debt/export ratio per cent 267 186 144
Foreign  direct investmentper cent ofcbpP |2.8 10.5 4.4

Source: Commission services, national SOUreBep




External

Hungary entered the transition witthaavy foreigrdebt burden, anthis continues to be
the case. Despite this, and in contrast with sother countries in the region, it has
always been able to estfully its debtservice obligations. A sharp deterioration in the
current accounalanceoccurred inearly 1995 ortop of large deficits which had already
been recorded in 1993 and 19%%ecisive action by the authoritiebas substantially
remediedthe situation. In order to reassuneernational lendersthe centralbank
maintains a largstock offoreign reserves. Athe end of 1996, these amounteché&arly

7 billion ECU, equivalent to more than 7 months gbarts.

Hungary's emergence from recession in 1993 was accompanidte smergence of
substantiatradeand current accourteficits, the latteramounting toover 9% ofGDP in
1994. Corrective measures taken in 1995 succeeded in rediisiggp and by 1996 the
current accounteficit hadfallen below 4% ofGDP. Aided by large flows of foreign
investment linked to an acceleration of privatisation in 1&®5,Hungary has succeeded
in reducing thdevel of its outstanding foreign debt froowver 24.6billion ECU in mid-
1995 to almosk0.7bilion ECU by late 1996. As a resuHungary has been capable of
borrowing on thanternational capital market gtaduallymore favouableinterest rates.
Nevertheless, cutting the current accodetficit to levelswhere it can bdinanced by
inflows of foreigndirect investmentrpl), so that théevel of foreigndebt continues to be
manageable, remains a policy priority for Hungary.

Structural Change

Foreign Trade

The growth inHungary'strade with the Eu has been one athe moreremarkable
developments of recent years. The dollalue oftradewith the EU has approximately
tripled since1989. Combined with a decline itrade with former CMEA countries,this
resulted in over 60% of Hungary's foreign trade taking place withtlire 1996.

These changes in the directiontcdde have beeaccompanied by shifts ithe product
composition of Hungary's exchanges witie Eu. Exports ofmachinery spare parts and
semi-finishedproducts havéncreased their sharajhile agricultural produce now iess
important in Hungary'&xports to theeu. Hungary's imports of nehinery and capital
goodsfrom the EU have shown above averagewth. Imports oiconsumeigoods now
represent amallershare of total imports from they than was the case in timtial years

of transition; as much of thiall was concentrated in 1995 nitay bedue to thempact of

the import surcharge and related measures taken in Spring 1995, laftettteof an
overallquota onconsumeigoodsimports enforced by Hungary should also be taken into
account.

Labour Market

Although there has beensddight decline inthe totalactive population sinc&979, this
trendhas increasedignificantly sincel990.Employment hagallen by some1.3 million.

The agricultural and industrisdectors wereparticularly affected. Public employment
dropped, and thergas been large-scale restructuringhi@ coal and steel industry. These
reductions have been only partially compensated by the increase in private employment.



The reduced demand for labour has been to a large extent absorbed by a reduction in the
active population, facilitated by generous provisifmis early retirement and dibility
pensions.

Public Finances

Hungary has a complex system of public finances which makes it difficaletemine
preciselythe level of general government spending. It is estimabed the expenditure of
the “consolidated governmenfivhich does notinclude alllocal authority spending) was
above 55% o6DpPin 1995.

Over one-third of non-interest expenditure goenance a relativelgenerous system of
social securityLow statutory retirement agedisability pensions, and early retirement
schemes result in an effective average retirenaget of under 55 for botmen and
women. As a result, and notwithstanding some reduction in contribution rates from 1997,
social security chargeare very high inrelation to grossearnings.But high rates of
taxation, and burdensome procedunesreasehe rewards to ew#on atthe same time as
the tax administration has to try to kelegck of therapid expansion of private enterprise.
This combination of circumstances entais major consequences for Hungargsblic
finances. One ithe emergence of sizeable informal economy. gecond consequence is
that within the formal economy, social security contributi@mrears have become a
significant problem.The net result ofhigh levels of government expenditure and
difficulties in tax collectionhas beerthe emergence of large budg#ficits in recent
years, averaging around 7%abp from 1992 to 1995.

However, notable progresshgeing made in reforminthe public finances. Acentraized
treasury has been in operatisimce the beginning of1996, and the operations of the
extra-budgetary fundsregradually beingncorporated into the central budget. get of

a general reappraisal dhe functions of state institutions in a market economy, a
comprehensive reform othe public finances is underwayWithin this reform,
improvements irthe operation of the social securgystemare akey area.Plansfor the
reform of thepension systenare now at an advanced stagejparallel with this, the
statutory retirement age is to be raised in stages for both men and women.

As a result, the budget deficit has already shown a considerable improviafliegtio an
estimated3.3% ofGDP in 1996.This overall improvementjowever, concealed a further
expansion othe deficit in the ®cial security system. The implementationtlodé planned
reforms in thehealth and pension systethereforeremains a necessary conditifam the
long term sustainability of Hungary’s public finances.

Enterprise Sector: Privatisation and Enterprise Restructuring

Privatisation and restructuring have gone further in Hungary themost othertransition
economies; indeed, sectorssuch as telecommunications and energy supipgscale of
private involvement igireater than that imanyeEu memberstates. The scope fpublic
investment in thessectors isseverely constrained e state of theublic finances.
Increasing private involvement ithese keysectorsshould help to accelerate their
modernization and improvihe quality of the services they provide tthe rest of the
economy.

Privatisation has been a significant channekforin theHungarian economybi has also
taken the form ofnvestment in “greenfield” sitesDI benefits Hungary in a number of



ways. It has enabletthe country tdinance largecurrent accoundeficits, without foreign
debtrising to even higher levels. frovides capital needed tinance investment in
modernisingthe economy's industriadtructure. It provides inogivesfor local industries
to invest in quality improvements, either so asctonpete with the “newcomer”, or as
suppliers of inputsFinally, FDI can also generate substangahployment,both directly
and indirectly.

Apart from privatisation,the privatesector inHungary has alsgrown at a spectacular
pace through the creation of new enterprises. In comparison witypieal” market
economy, it islikely that the Hungarian enterprissector will be characterized by a
relatively large proportion of very small enterprises in the years to come.

Financial Sector

Initial reforms ofthe bankingsector in 198And 1991 dichot tackle theproblems caused

by the commorstateownership of enterprises and banks. The state-owaekingsector
supportedloss-makingstate-ownedcompanies and accumulated bad loans to a point
where they impeded the development of the productive sector. The banks have been partly
recapitalised with public funds, and poliagow aims at reapitalisation through
privatisation. The first success in this area weasorded in 1995. As a consequence of
continued privatisation and the spread of partly foreign-owned (joint venture) banks, the
banking sector is now mainly in private ownership.

The decline inthe profitability of the bankingsectorcame to a halt athe end of 1993.
Bank profitability in 1995was positive, though modest by international standards. The
improvement can be attributed to better credit assessmelgratiagpracticesAll banks
satisfy internationally acgeed standards faninimum capital adequacy. Notwithstanding
thatsome 40 bankare operating in Hungary, the bamdksectorremains relativehhighly
concentratedThis contributes to large spreads between depositlemding rates and
weak competition within the sector.

High interestrates, and wide spreads between depositl@mding rates also resuftom
the policy of the independent central bank, the National Bank of Hunggy. (TheNBH
kept monetary policytight in order to offset th@mpact of fiscal policy, which up until
1995 had tended to belatively lax. High levels ofeserve requiremenigaying low
interest rates havarisen inpart from thefact that thensH's asset@ncluded a large non-
performing loan tahe budget. The transfer, froearly 1997, ofthis debt to the state
budget should improvehe centralbank’s financial situation and make possible the
reduction of the chargesithposes on commercial bankdhe final result could be lower
interest rates and cost of capital for corporate investment.



A weakness in thédungarianfinancial system ighe relatively low level of long-term
finance availabldor enterprise dnding. In1995, short-termoans (less thamne year)
accounted for three-fifths ddll loans tothe businesssector. This inevitably tends to
reduce theime horizonoverwhich enterprises can plan investme@mojects, although the
relative shortage of long-term creditsas been partially offset bgnterprise borrowing
from abroad and increased self-financing. Somiae@ffactorsvhich reduce the amount of
long-termlending bydomestic banks - uncertainty relatedhigh inflation and interest
rates, forexample -are gradually being removed as economic stabilizastengthens.
However, theavailability of long-term loans depends to some extenthm amount of
long-term saving which is undertaken. The planned reform gdehsion system, which is
expected tonclude a shiftowardsfunded pensions should contributefitiimg this gap in
Hungary's financial system.

The BudapesBtockExchange SE) began operation ih990,with onequoted share. By
early 1996, 41companieswere listed. Shareapitalisation ornthe stock market tripled
sincethe end of 1994 and thealue of averagenonthly trading in shares increased by
300% over thesarly months ofLl995. Thesecurities market has to arcreasingdegree,
been providing companies with an alternatigeurce of fnance to bank loans.
Government bond issues dominéte bond marketvhile the corporate bond market is
not developed.

Economic and Social Development

Sociallndicators

Hungary’s population is estimated atout 10.2million. The population has bedalling
slightly for some years now, undére impact of a declining birthate (less than 11 per
thousand populatiorsimilar tothe rate in theu) and reducedife expectancy. Average
life expectancy is low - 65 years in 1991 - and has even declimedent yearsinfant
mortality is highcompared with theeu. The age structure of the populationaiso
broadlysimilar tothat in theUnion, with approximately one-fifth dhe population aged
under 15, and one-fifth aged 60 or more.

In the longer term, the development of tHengarian economy will require further
improvements irthe availability of both human andphysical capital. Although Hungary

has a long tradition dfigh education standards, the educasgstem is currently facing a
period of budgetary constraintghich slowsdown the pace of required reforms. At
primary and pre-primary level, participation rates are very high, at secondary level they are
adequate whereas at higher education level they are below the EU average.

Regional Distribution of Income and Employment

Regionaldata onGDP per capita suggesionsiderable disparities. Incontevels range

from 206% of the national average in Budapest down to 67% in the north-eastern country
of Nograd. Most of theounties with above avera¢gvels ofper capitacDp are located

in the western and central parts of the country.

The servicesector accounts for 77% abp in Budapest; industry’s share ebpr peaks
at 40% in the central parts of the counimile the contribution of agriculture peaks at
16% and is typically highest in the east.



There are substantial differences in unemployment rates across cdumgiggloyment is
lowest in the western parts and in Budapest, laigtiest inthe east of the country.
Indeed, with a ratio of just Bnemployed persons to each notified vacancy, pbssible

that some sectorsnay beexperiencing difficulties irrecruiting qualified personnel. In
other districts the unmploymentrate is close to twice thenational avemge. The

unemploymentrate for theRoma population issignificantly higherthan thenational

average.

Wide differences in unemploymerates in arelatively smallcountry suggest obsties to

the mobility of both capital and labour. Ithe absence of appropriamlicies,there is a
risk that regional disparities in economic development may be exacerbated, akileore
and mobile workers migrate to the capital.

2.2 The Economy in the Perspective of Membership
Introduction

The EuropearCouncil in Copenhagen in 1993 definge conditionghat the assoated
countries in central and easteffurope need tcsatisfy for accession. The enomic
criteria are:

» the existence of a functioning market economy;
» the capacity to cope with competitive pressure and market forces within the Union.

These criteria are linked. Firstly, a functioning market econaithype beter able tocope
with competitive pressureSecondly, in thecontext of membership ofthe Union, the
functioning market isheinternalmarket. Without integration into theternalmarket,Eu
membership would lose its economic meaning, both for Hungary and for its partners.

The adoption of theacquis,and in particular thenternal marketacquis is therefore
essentiafor a candidate countryyhich must commititself permanently tahe ecamomic
obligations of membershipThis irreversible commitment is needed to provide the
certainty that every part of the enlargedeu market will continue tooperate by



common rules.

The capacity tadake on theacquishas several dimensions. @me one hand, Hgary
needs to be capable of taking e economi®bligations of membership, in such a way
that the single markefunctions smoothly andairly. On the otherhand, Hungary’'s
capacity to benefit fully from the competitive pressures ofrtteznal market requirethat
the underlying economic environment be favourable, #vat the Hungarian economy
have flexibility and a sufficientlevel of human and physical capital, especially
infrastructure. In their absence, competitive pressuredikatg to be considered too
intense by some sections of society, dnere Wl be a callfor protective measures,
which, if implemented, would undermine the single market.

The capacity and determination of a candidate countagloptandimplement theacquis
will be crucial, sincethe costsand benefits of doing smay be unevenlgpread across
time, industries and socigroups. Theexistence of @road based consensabout the
nature of the changes to economadicy which membership dhe Union requires, and a
sustainedrecord ofimplementation of economic reforms ihe face of interesgroup
pressure reduce the rithat a country W be unable to maintain its commitment to the
economic obligations of membership.

At the level of thepublic authorities, Mmbership othe Union requireghe administrative
and legal capacity toranspose andmplementthe wide range ofechnical legislation
needed to remove obstacles to freedom of movement wit@idnion and so ensure the
working of the single market. These aspectseaemined irlater chapters. At thievel of
individual firms,the impact on their competitiveness of adoptihg acquis depends on
their capacity to adapt to the new economic environment.

The Existence of a Functioning Market Economy

The existence of a market economy requiheg equilibrium between supply and demand

is established byhe freeinterplay of market forces. A market economy fisctioning
whenthe legal system, includinghe regulation of property rights, is ptace and can be
enforced. The performance of a market economy is facilitated and improved by
macroeconomic stability and @egree of consenswsbout theessentials of economic
policy. A well-developedinancial sectorand an absence eignificant barriers tonarket

entry and exit help to improvéhe efficiency with which an economyworks. Good
progress inimplementation ofthe EuropeAgreement should help to ensutteat the
transition to membership of the Union is relatively smooth.

Hungary can be regarded as a functioning market economyedrtyeabandonment of
centralplanning meanshat economic agents havelatively long experience aperating
within the basic institutional framework of market economy. In most, ot in all areas,
marketmechanismsre in placeAlmost all transactions takplace at market prices. The
remaining priceontrols relate to services suchpmst,railway transport, telephones, and
household gas and electricity supplpically provided by “natural monopolies”. This is
similar to the situation prevailing in most member states.



Property rights appear to heell-defined and enforceabl@he legal systenprovides a
stablestatutory framework iwhich economicactorscanoperate. The huge number of
smalland medium-sized enterprisekich have beenreated in the 1990s is ardication
that there are not significant administrative hurdles to the start-up of new activities.

The financial system, an essential feature of a modern market economy, contains some
weaknesses in Hungary. These inclugdatively wide spreads betweetending and
deposit rates and a degree of concentratvbich weakensompetition in thesector.
Enterprises face sonwifficulty in obtaining long-term loans. However, thepeoblems

point to the importance of strengthening thstitutional frameworkrather than to the
absence of a kepart of the markeeconomy infrastructure: they redutiee efficiency

with which the economy functions, but they do not prevent it funicigon

Progresdhas also been made in establishing macroeconomic stability, a crucial condition
to allow economic agents tplan their activityand, thusfacilitate investmentWhile
inflation andinterest rates itungary arecertainly higher than would bdesirable, their
development is following a relatively stable, predictatt@ynwards path. Moreover, the
effective implementation ofhe “crawling peg” exchangeate has removed a potential
source of uncertainty for economic actors.

The considerablpublic and politicakupport in favour of markeeforms has lessened the
risk of any major policyreversal and further contributed to the reduction of uncertainty.
This result is parthdue to the governmentsonsensual approach pmlicy formulation.
However, the authorities have shotiliemselves capable of departing from this approach
when needed, as ithe case of thestabilisation package introduced 1995. Their
continued commitment to macroeconomic adjustmerthéface of considerable social
costsand publicprotesthas further strengthenete credibility of the Hungarian reform
process.

The Capacity to Cope with Competitive Pressure and Market Forces

It is difficult, some years ahead pfospectivemembership, and before Hungary has
adoptedand implementedhe largerpart of Community law, to form adefinitive
judgement ofthe country’sability to fulfil this criterion. Nevertheless, it is possible to
identify a number ofeatures of Hungary’s developmenmthich provide somendication of

its probable capacity to cope with competitive pressure and market foites the
Union.

This requires a stable macroeconomic framework within which individual economic agents
can make decisions in a climate of a reasonddtgee opredictability. There must be a
sufficient amount ofhuman andphysical capital includingnfrastructure to provide the
background so thamdividual firms havehe ability to adapt toface increased competitive
pressures in the single markBtrms need to invest to improvkeir efficiency, sothat

they canboth compete ahome andake advantage aéconomies of scale whidtow

from access to the single mark€&his capacity tcadapt will be greater, the mofiems

have access to investment finarite better theuality of theirworkforce, and the more
successful they are at innovation.

Moreover, aneconomywill be betterable totake on theobligations of membership the
higher the degree of economic integration with taion which it achieveshead of



accession. The more integrated a country already istlatiUnion, the less the further
restructuringmplied by membershiplhe level of economic integration is related to both
the range anglolume ofgoods tradedavith memberstates. Direcbenefits from access to
the single markemay also be greater in sectors where there asizembleproportion of
small firms, since these are relatively more affected by impediments to trade.

The authorities aremaking great efforts toimprove competitive conditions in the
Hungarian economy. Theurrent Hungarian government hadevoted considerable
resources todeveloping a comprehensive medium-term macro- and microeconomic
framework withinwhich the necessary measures for Ehkembership can be idered

more easily and executed more smoothly.

Reductions in social insurance charges anth@overall level oftaxation, in ine with
reductions inpublic expenditureaim to improve the competitiveness othe ecoomy.
Similarly, improved competitiveness in the financial system is texipected as the central
bank lowers its charges to commercial barl®ver marginalrates of taxatiorshould

also reducéncentivesfor informal economic activitiesSThe growth of thélack economy

in previous years may point to a need to strengthen public administration in some areas.

Most of the transport netwoduffers from a considerable backlog in investmduog to
the difficult position of thepublic finances. Telecommunicatiorspwever, havanade
significantprogress in recent years, as privatisation and méblesalisationsucceeded in
attracting sizeable foreign investment.

In industry, double-digirates of productivitygrowth which have been maintained for
several yearsiow in conjunction with moderate wageses are asign of continued
improvements in competitivenesbloreover, thecapacity tocope with competitive
pressure in the futurdearlydepends on the strength of the current restructuring process.
From this point of viewthe substantiagrowth in thenumber of newsmalland medium-
sized enterprises constitutes a positive developniMany, or most, of these arsitill
developing, anananycan be expected tiail. Nevertheless, thexistence of such a large
proportion of newfirms is a sigrthat restructuring of thendustrialsector inHungary is

well under way. Access to the single markdikisly to beparticularly beneficiafor these
smaller companies.

Another indication of Hungary’s developing integration viitle Union is offered by the
proportion ofHungary'stotal trade that now takgslace withthe Eu, and itsrate of
growth in recentyears. This hints athe existence of acore of Hungarian enterprises
which arealready quite competitive iBU markets, andvhich areable to prouce goods
which are compatible with the demands of the single market.



In addition, foreign direct investment has bg#aying alarge role in theHungarian
restructuring process, #itnes even contributing tthe development of nemdudries,
such as car manufacturghis is particularly importangincerpi flows typically constitute
an efficient way tdransfer technology to the enterprise affectetvels as tothe rest of
the economy through demonstration and spillover effebtsan also be expected elp
Hungarian industryadapt to theequirements of thacquis. The early privatisation to
foreign purchasers of key servigeludries such as telecommunicationbich Hungary
achieved may be aéspecialsignificance inallowing Hungarian companies to compete
more effectively.

All these considerations, therefore, point to the ttatHungary'sability to take on the
obligations of membership and cope with competifivessure in the single market is
increasing. Obviously, a number of industrége protected fronforeign competition by
measures whicktould not be maintained withinthe single market. However, progress
made todate suggests thaiccession to th&nion in the relatively near future would
imply more an acceleration @kxisting patterns of restructuring, rather than posing an
entirely new set of challenges to the economy.

Indeed, in the perspective of futureembership othe Union, thecapacity of Hungary's
enterprises to adapt tochanging circumstancegppears as important as tlevel of
competitiveness they have managed to achieve so far. Iregasd,many ofthe policies
aiming atthe establishment of a functioningnarket economy alsbelp to strengthen
enterprises’ capacity to adjust to competitive pressure in the singtetmar

In particular, the progress in reducinglation and in bringinghe budgeteficit under
control has contributed to @onsiderable reduction in interesites, thudowering the
financial costs of investment andrestructuring. Structuralpolicies increasing the
competitiveness dhe domestidinancialsector vill also contribute to a further reduction
in the cost ofcapital whilethe increasediberalisation of capital movements and the
strengthening of macroeconomic stabilityill wimprove the terms of access to the
international capital markets. Sustained macroeconomic oitical stability will
consolidate Hungary’s already proven attractiveness as a destinaton for

The ability of individual enterprises to respond to competitive pressures irsitigte
market depends upon their technologcababilities. From thigpoint of view, Hugary’s
long tradition of good educational standards is to its advarsagéarly, the country has
a strong record in the aream®fD, although spendingas more thahalved since 1989.
R&D activity shouldnow be expected to increase: the alresulystantial private share of
research expenditure should b@osted by improvements profitability asthe economic
recovery gains momentum, and by continuing substamtildws of FDI. Moreover,
Hungary’s participation ireu R&D programmes will strengthen thisend, andincrease
the competitiveness of the Hungarian exog.



Prospects and Priorities

Macroeconomicstability remainssomewhatfragile in Hungary. Although inflation is
slowing, andthe budget and current accouwd#ficits are declining, these trends are not
irreversible. The improvement the country'dinances whichgot underway in 1995 was
crucially dependent on theonfidence othe international community, in particular in the
government's commitment to its announced stabilization policies. Continued confidence is
essential if the positive economic trends which emerged in 1995 and continued in 1996 are
to be sustained. Foreign deddrvice vill constitute a substantial outflow @inds from
Hungary formanyyears to come. Foreignvesment helps financéhese paymentsDi

also contributes to continuing improvements in productivity and competitiveness.

Macroeconomicstability - meaninglower inflation and unemployment, and higher
economic growth - needs to be underpinned by structural reforms, if it is to be sustainable.
A number of these reforms have beéentified inthe preceding sections. Reform of the
public sector isrightly regarded as a priority by théungarian authorities. Thisicludes
restructuring theactivities ofthe state so thahey better meethe needs of a market
economy. This will entail development and strengtheningheflegal andregulatory
mechanisms needed to enable enterprises to operatendffi

Restoring health to the public finances is also essential. Borrowing by government to meet
current expendituredrains savings whicleould be used fomvestment to enhance the
competitiveness of Hungary's economy. Government borrowing redheedunds
availablefor investments by developing private enterpridegblic financereform also
implies afairer distribution of taxation, ipart bybroadening the tax baséhis should

help improve enterprise competitiveness by reducing non-whgar&osts.

Improvements intransport and communications infrastructungill assist Hungary's
integration with theeu, and also help companies ¢perate moreefficiently within the

country. Themain problem facinghe authorities irthis areaseems to béhe cost of the
investment which is needed.

Understandably, some of the features of more mature market economies are somewhat
underdeveloped in Hungary. Consolidatitige institutional and legaframewnork of a

market economy is an importaptart of creating an environment iwhich the large

number ofsmall enterpriseswhich have been established recent years, and private
enterprise in general, can flourish. Specificaligre is a need to strengthen the regulatory
mechanisms which enable a market economy to function effectively.

Equally there is the need for agffective competition policyincluding the appropriate
regulation of monopolyproducers.Having successfully privatised such firms, Hungary
now needs to ensur¢hat they operate in an appropriateegulatory/competitive
environment.

The large numbers of newmalland medium-sized private enterprisdsich have been
created in Hungary willikely have aparticular need fobusinesssupport serees.
Financingtheir expansiommay raise special problems, givéimatbanksmay be in general
somewhat inexperienced in thasea of énding. It may benecessary to develop the
institutional and legal infrastructure necessary to promote collateralised lending.

If enterprises are to compedffectively they need a well-trainddbour force. Thdarge
scale restructuring dhe Hungarian economymplies considerable changes tine nature



of employment, and irthe type ofskills which will be demanded by employers. The
immediate challengéor the educatiorsystem is toadapt to better meet theseeds in
areas such as new technologies,eiample. Active labour markeblicies also have an
important contribution to make to thigrocess.Improving geographicamobility of
workers means improvinghe operation of thdousing market, possibly requiring the
development of neviinancial institutions. Regional development policiemy beneeded
to tackle the emergence dbcalised unemployment “blackspots”. Overall, a
comprehensive range gfolicies will be needed to ensutbat inadequacies in the
functioning of the labour market donot hamper Hungary'sability to withstand
competition in the Single Market.

2.3 General Evaluation

Hungary can be regarded as fanctioning market economyLiberalisation and
privatisation have progressewnsiderably, andhere has beestrong growth of new
private firms. However, in order to guarantee longer-tstability, the reform ofpensions
and social security needs to advance rapidly. Thegsexp method opension reform
would have the added benefit of deepening capital markets.

Hungary should bevell able to copavith competitive pressure and market foreathin

the Union in the medium term, provided the macroeconomic conditions for strong
investmengrowth remain in place. Hungarian enterprisegalready quite competitive in
EU markets. Restructuring of industry and bankse§ underway. Hungary’secord of
consistent commitment to steady market reforms arabiliy to take difficult decisions
when they are necessary is an important positive factor. It has had a congigiaridyel

of foreign direct investment. Howevethe key task now is toavoid unsustainable
budgetary or external deficitgshich would hinder investment angstructuring andhalt

the recent acceleration of growth.



3. Ability to Assume the Obligations of Membership

The EuropearCouncil in Copenhagen included amotge criteria for accessiotthe
ability to take on theobligations of membership, includirgdherence to thaims of
political, economic and monetary union”.

In applying for membership orthe basis ofthe Treaty, Hungaryas accepted without
reserve thdasic aims othe Union,including its policies and instruments. Thisagter
examines Hungary’s capacity to assuimeobligations of membershipthatis, the legal
and institutional framework, known #e acquis by means of whickhe Union putsinto
effect its objectives.

With the development of the Union, thequishas become progressively maneerous,
and presents a greatgrallengefor future accessions than was the case irpdst. The
ability of Hungary to implementhe acquis will be central to its capacity to function
successfully within the Union.

The following sections examindpr each mairfield of the Union’s activity, the current
and prospective situation of Hungary. The starting-point of the descriptioanahgis is
a brief summary ofhe acquis with a mention othe provisions ofthe EuropeAgreement
and theWhite Paper, wher¢hey are relevantFinally, for eachfield of activity there is a
brief assessment of Hungaryability to assumethe obligations of membership on a
medium-term horizon.

3.1 Internal Market Without Frontiers

Article 7a ofthe Treatydefinesthe Union’s internal market as aarea withoutinternal
frontiers inwhich the freemovement of goods, persons, services and capital is ensured.
This internalmarket, central to the integration process, is based on an open-market
economy in which competition and economic and social cohesion must play a full part.

Effective implementation ofthe liberties enshrined irthe Treaty requiresiot only
compliance with such importaptinciplesas, forexample, non-discrimination or mutual
recognition of national regulations - alrified by Court of Justice rulings -‘ut also
concomitant, effective application of a series of commpecific provisions. These are
designed, in particular, to provide safepyblic health, environmental and consumer
protection, public confidence irthe servicessector, appropriatelyqualified persons to
practise certain specialist occupations and, where necessary, introduction or coordination
of regulatory and monitoring mechanisms; all systematic checks and inspections necessary
to ensurecorrectapplication ofthe rules are carriedut onthe marketnot atfrontier
crossings.



It is important to incorporat€ommunity legislationnto nationallegislation effectively,

but even more important tonplement it properly in the field,via the appropriate
administrative andudicial structures set up in thBlember Statesand respected by
companies. This is an essential precondifmmcreating themutual trust indispensable
for smooth operation of the internal market.

This chapter must be read in conjunction with, irdgka, the chapters on socipblicy, the
environment, consumer protection and sectoral policies.

The Four Freedoms

A step-by-step approach king taken to absorption of thacquis by the candidate
countries:

- The Association Agreement between @e@mmunity, its MembeBtatesand Hungary
entered into force onFebruaryl994. With regard to the foufreedoms and
approximation of legislationthe Agreement provides, in particular, fonmediate or
gradual application of a number of obligations, some of them reciprocal, covering, in
particular, freedom of establishment, natiottehtment, fredrade,intellectual property

and public procurement.

- The Commission’s 1995 Whit®aper (COM (95) 163inal), guidelines intended to
helpthe candidate countries prepare for integration intontieenal markegives a closer
definition of the legislation concerned. It identifies the “key measures” vditeet effect
on the freeamovement of goods, services, capital and persons and outimesnditions
necessary inorder to operate théegislation, includingthe legal and organisational
structures. Twenty-three areas Gbmmunity activity are examined, dividing the
measures intbwo stages, in order gdriority, to provide avork programme for the pre-
accession phase. ThHeechnical Assistance and Information Exchajéce (TAIEX)
was set upwith the objective of providing complementary and focuseghnical
assistance in the areas of legislation covered ikMinige Paper. Alegislativedatabase has
recently been established by the Office.

- The candidate countries will have itaplement allthe acquis. The “Actionplan for
the single market” submitted to thhemsterdam Europea@ouncil gives details of the
priority measures necessary to méhke single market work betteetween thd-ifteen in
preparation for introduction of tr@nglecurrency. This willinevitably entailchanges to
theacquis



General Framework

Whatever theirfield of activity, undertakings must be able ¢perate on thdasis of
common rules. Thes®e importansince they shapide general framework withimvhich
economieoperate andhence, thegeneral conditions of competition. They include the
rules on competition(on undertakings andState aid) and tax measurediscussed
elsewhere in this Opiniorthe opening-up opublic works, supply and serviceontracts,
harmonisation ofthe rules onintellectual property (including the European patent),
harmonisation othe rules orcompany law and accountancy, protection of persoata,
transfer of proceedings and recognition of judgments Article 220 EC Conventions).

Descriptive Summary

Public procurement is regulated by a 198% and itsimplementingregulations, whereas
concessions are regulated by 19@gislation. An independent agendhe Public
Procurement Council, placed und#gre supervision of Parliament, is in charge of
managing various aspects of public procurement policy.

Hungary has alreadgdapted itdegislation concerning intellectual and industpabperty.
The protection of patents is based on khenich conventionProtection ofcopyrights
appears to meet most of EU requirements. Hungary nisember of TRIPs (Trade
Related Aspects of Intellectual Property Rights).

Company law is largelyegulated by th&CompanyAct of 1988. Anumber of different
types of entity are recognised unélemgarian law, including companitsiited by shares
and limited liability companies. As at 30 April 199%Bere were over 94,00€bmpanies
registered. Copmniesmay issue shares artthere areprovisions forthe protection of
shareholders ithat eventMinimum capital requirementare laid down byaw andthere

are provisions equivalent tthe protection of authorised capital. Creditors asy a

certain level of protection. A Register ofCompanies is maintained #bhe Court of
Registration,which containsthe basic informationabout eachcompany. There is in
addition a computer database making public company data widely available.

With regard to accounting, the Accounting Act (1991) providesh#sic framework for
theannualaccounts of companies. A National Accounting Committee hasdreated to
develop principles of accounting aptbposechanges to existindecrees asvell as new
decrees. Ruledgor consolidated accounts arecluded inthe Accounting Act. The
authorisation of auditors is based on provisiongheé Accounting Act, &Government
Decree and a Decree from thenistry of Finance. Naauthority directly supervises the
auditors at present. The conditions of operation are checked by angperappointed
by the Minister of Finance.



Article 59 ofthe Hungarian Constitution provides ftre protection of the privatde of

all citizens. Based on this article tise law of 27 October 1992vhich establishes the
institutional framework fothe protection of datancluding an independent supervisory
authority. This law has been complemented by s@®etoral provisions, such as the law
on thehealth caresector adopted iNay 1997. TheHungarian Parliament has authorised
in May 1997the ratification of Council ofEuropeconvention No 108 for the protection
of personal data. It is planned to deposit the instrument of ratification later in 1997.

Current and Prospective Assessment

The Hungarian legislation opublic procurement idargely compatible withthe EC
directives in this field. It containall the fundamental principles ofthe EC public

procurement rules.All six Directives in thissector referred to in thé/hite Paper are
incorporated into Hungarian law, althoughaih casesonly partially. Inparticular, the
Hungarian legislationloes nofully meet allthe requirements of EOirectives regarding
the utilities sectors (namely energy, telecommunications, water, and transport).

Although it istoo soon tojudge adequately theffectiveness othe public procurement
procedures in practice, thegal remediesire rapid effective, applied byhe courts, and

are in line with most of the requirements of the relevant directives. Poblic
Procurement Council, an independent agensgems to meethe infrastructure
requirement for &orrectimplementation othe public procurementegislation. In March
1997 it submitted to Parliametite first report on theactivities carriedout during the
period November 1995 to end Decemb®86. At presentiungarianfirms (or EU firms

with subsidiariedocated inside Hungary), obtain preferential treatment as regards the
award of public procurement contracts.

Firmslocated in the EWvill getequal accessnly after theexpiry ofthe transition period
set out in the EuropeAgreement. Further aamdments tothe 1991 Act onpublic
procurement arenvisaged to be completedif97. Completdarmonisation irthe field

of public procurement is expected to be achieved no later than the date of accession.

Significant progress in the protection aftellectual and industrigbroperty hasalready
been achieved. Itheview of the Hungarian authoritieshe protection of patents is full
accordance with the Europed&atent Convention, tavhich Hungary has applied for
membership. Irthe area of pharmaceuticals, further efforts rezeertheless required. A
policy paper on copyright andeighbouring rightsgue out shortly, will propose further
measures which will bring Hungarian legislation in #uiea intofull conformity with EU
legislation. A EU-compatible law on trade marks was adopted in March 1997. Regarding
copyright on radio andelevision broadcastinghe existing law has to bsignificantly
adapted tomake it compatible with EU legislation artde necessary administrative
structures need to be strengthened to ensure thdgdistation is adequately enforced.
Piracy is still a problem in Hungary.




A comprehensive review dhe Company Act is schedulgdr 1997 which will include
any measurestill required to achievll compatibility withthe First, Second, Third and
Twelfth Directives. It isunderstood that preparatory wohas begun on legislation
corresponding to th&leventh Directive(at pesent, foreign companiesge notable to
establish branches in Hungary) and this is due to be in force in the first half of 1998.

Hungary recogniseshat some differences remaibetween Hungarian law and the
Accounting Directives. It intends to remove théds@ughamendmentdyut notimetable
has yet been given. A law on auditing is being pregaat themoment and itwill
implementthe substance of the 8th Directive. The creation Ghamber of Auditors is
under way. Certain transitional problearg inevidence relating tthe implementation in
practice of the new ruleg)cluding ashortage ofjualified accountants and auditors, but
these can be solved in theediumterm. Although a National Accounting Committee has
been created and appears togbeng sufficientreassurance, no independent standard-
setting body has been set up.

The imminentaccession of Hungary to Council BiiropeConventionno. 108indicates

that Hungarian legislation odata protection is in lingvith European standards &sd
down in thatConvention. Moreover, andependent authority competent to supervise the
implementation ofthe legislation has already been established. Although Hungary’'s
legislation isfairly close to the EC framework Directive, itnst yet fully in line with it.

No new legislation is yet announced in this respect.

Hungary has recently been invited the States parties to the LugaBGonvention on
jurisdiction and enforcement of judgementiwvil law and commerciahatters to adhere

to that Convention. Such development gives a good indication of confidence in
Hungary’s judicial systems.

Conclusion

Hungary has alreadtaken on the most importaudirectives ofthe sectorsndicated
above. Implementation dfie provisions ofthe EuropeAgreement and thé/hite Paper’s
recommendations covering the sectors reviewed has generally been good.

Further work is requirednotably in the area ofintellectual property andpublic
procurement. Regardingtellectual and industrigbroperty, thelegislation which has
already beemadopted requiresnforcement. Efforts of a lesser degaee required in the
fields of companyaw, accounting andata protection, toring the Hungarian legislation
fully into line with the EC legislation. In thesehree fields, assumingthe present
harmonisation plarproceeds and is complemented for accounting gatd protection,
there should no be major difficulties.



Free Movement of Goods

Free movement ajoodscan be achievednly by removingneasures whichestrict trade

— notonly customs duties and quantitative restrictions dlumeasures with equivalent,

i.e. protectionist, effect, irrespective of whether rmt they are specifically aimed at
domestic or importegroducts.Where technical standardse notharmonisedihe free
movement ofgoodsmust be ensured pplyingthe principle of mutual recognition of
national rules and acceptirthe rule that national specifications should be no more
stringent than is required to achieve their legitimate objectives. This rule was established
in theCassis de Dijofjudgment.

For the purpose ofiarmonisation, the Europed@ommunity has developeitie “New
Approach” which introduces an approadtarefully balancedetween government and
private autonomous bodies andwhich EuropeanCommunity legislation an&uropean
standardsplay a distinct complementaryrole. Thus, instead ofmposing technical
solutions, EuropeanCommunity legislation is limited to establishintpe essential
requirements whiclproducts must meet. Produatsanufactured in accordanaceith
European standards are presumed to meet esséntial requirementbut European
standards armot theonly way toprove suctconformity. The “New Approachtvorks in
conjunction with the“Global Approach” on productertification which governs the
apposition of the “CE Mark” on theroduct. For other producssich as pharmaceuticals,
chemicalsmotorvehicles, andood products, Europea@ommunity directives follow the
traditional regulatory pattern of providing fully detailed rules.

The free movement ajoodsalso dictateghat anumber of Community harmonisation
measures be transposed into national law. Implementation of healthsaiaty
harmonisation rules is particularly important and requinegstablishment chppropriate
mechanisms and organisations, both for businesses and the authorities.

Two of the “horizontal” directives essential to smooth running of the single market are the
Directive on genergbroductsafety andhe Directive onliability for defectiveproducts.

The regulations concerning gengoabductsafetyare covered in the section on consumer
protection.

The rules on agricultural produgtsompliance with veterinary and plant-health standards)
are explained in detail in the section on agriculture.

Descriptive Summary

In compliance withthe provisions ofthe EuropeAgreementjevels of tariff protection in
Hungary are low. Aegalframework has already been establisfeedhe removal of the

few discriminatory measures still in place, based to a large extent on the implementation of
the EuropeAgreement. All prices have been liberalised, wittie exception opublic

utilities (postal servicegailways, telecommunications), and houselgdd ancklectricity

prices.



With regard totechnical barriers ttrade, the process afignment isproceedingapidly

in the foodstuffs sector. As regards New Approdirhctives, some delays seem to be
occurring. In the pharmacieal sector,only legislation relating to veterinarypedicinal
products is currently fully approximated.

In thefield of productconformity and standardisation, effoetse being made to enhance
both metrology and theonformity assessment infrastructure. The activities of the
Hungarian Standards Institutio(l995 legislation) include certification of quality
assurance systems amdoducts. Although the application of national standards is
voluntary, thelaw provides for individual legislation to make nationatandards
mandatory.

Current and Prospective Assessment

Hungary has speeded the resolution of aumber of remainingbstacles to trade over

the last two years, and has a good track record for meeting the deadlines established under
the EuropeAgreement. It has made consideralpiogress towardsstablishing the
conditions for the freenovement of goods. It has already liberaligsdorice,trade and

foreign exchange regimes, apdt inplace basic legal and commercial rules ensuegal

security and transparency for private econoomeratorsNonetheless, further efforts are
required for the full adoption and implementation ofdbquis

Thereremain a number of restrictive measures relating to fotesgte,including a global
guota on thevalue of imports of consumer goodbge regimes ofexportand import
licensing in a number of sensitive sectors (for example, clotfungyear, carsmedicines

and telecommunications equipment). A nset of pan-Europearules of originwhich
favour tradeand free circulation entered into force onJdly 1997. Thelist of EU
products undemandatory certification when imported into Hungary has been reduced
and should soon be aligned with EU standards.

Concerninghe freemovement and safety of industrfaoducts full compliance with the
White Paper recommendations is expected ®98. Anumber of technical directives has
already been introduced intthe Hungarian legal system.The alignmentprocess is
makingprogress for New Approadtirectives and is virtuallgompleted in the foodstuffs
sector. In the automotive sectddungary has announced plans tt@nspose the
framework directive asvell asthe separatéechnical directivegor the European type-
approval system into national law bye end of 1997. On phaareutical andcchemical
products legislative alignment is progressing at a slower pace than previously announced.

With regard to thenecessangtructures taapply the acquis Hungary has witnessed the
massive foreign investment some sectors as simulationfor adjustingthe necessary
regulatory framework and structures. An appropregal framework has been created
providing for a standardisatioactivity geared towards/oluntary and internationally
oriented standards, thestablishment of a national accreditation systencjuding
extensive use of EM5000 standards and internatiogaiidelines, and certification and
inspection activities basically in line with EU principles.



The national Hungarian Standards Institution is an institutiquubfic interestwhich also
operates in thdéield of productcertification. It is anaffiliate member ofthe European
Committee for Standardizatig@®€EN) and the Europea@ommittee for the Coordination
of Electrical Standards (CENELEC).

An Act oncivil liability for defectiveproductscame into force on 1 Januat®94,which
is in complete agreement with EC legislation on nearly all important points.

In the areas subject twtional rules andot covered byCommunity harmonisatiorthere

is toolittle information available t@ssess wheth€&ommunity legal principles otine free
movement ofgoods areproperly applied in Hungary. This situation is explained in
particular by the fadhat the reporting procedurashich formpart of theinternal-market
machineryare notyet operational and so cannot be used in the pre-accession period. The
most important instruments in this connecti@me: Directive 83/189, requiring
governments toreport draft national technical standards and regulatioBgcision
3052/95 on measures derogating from gmmciple of the free movement ofgoods;
procedures byhich complaints can be submittedttee Commission; and Articl&77 of
the Treaty,enabling MembeiStates to ask fopreliminary rulings fromthe Court of
Justice. An assessment of whether Hungemynplies with the principle of mutual
recognition would require more information on its national rules, anddamnistrative
practices, which can have an effect on product sales.

Conclusion

Significant progresshas been made. Hungary is progressively takinghenacquis
communautaire related to the fir@@vement of goods, and has alreéaken on the most
important directives. Implementation thfe provisions ofthe EuropeAgreement and the
White Paper’s recommendations has generally been good.

Further work isrequired in the areas of standards and certification. Provided current
efforts aremaintained, free circulation @foodsshould be made possible time medium
term.

During this period,special attention will have to be paid to type-approval mbtor
vehicles,tractorsand motorbikes, the procedures for authorising mgpletement and
the rules onabelling. The Hungarian authoritiesilvalso have to ensure that national
legislation inareasnot covered byCommunity harmonisation igot likely to act as a
barrier totrade,notably by verifyingthat themeasures in force amroportionate to the
objectives they pursue.

Free Movement of Capital

As far as thebligations of Hungarare concerned, the Europgreement establishes the
principle ofthe freemovement of capital between Hungary ahd EU. Asfar as the
obligations of Hungarare concernedhis applies fronthe entry into force of the EA as
regards direcinvestments made by companies already established in Hungary; as regards
branches and agencies of Community compafassgvell asthe self-employed)gradually
during the transitional period.



The WhitePaperhighlightsthe link between the fremovement of capital anthe free
movement offinancial services. It suggests a sequence of capiiatalisationstarting
from long-term capital movements atiibselinked to commerciatransactions to short
term capital.

Descriptive Summary

Hungary’s ability to attract Foreign Direct Investment (FDIhas been impressive:
Hungary haghe largesinflow of FDI in the region, attracting 40% of the total FDI in
Central and EasterBurope. The total amount of FDI reacheggproximately 13.3 bn
USD for the period 1990-1996.This has helped toeduce theforeign debtwhilst
contributing positively tadhe restructuring, privatisation and modernisatiotdohgarian
industry. Capital inflows, in addition t&DI, have been sigiitant, asthe long term
government securities market is open to foreign investors, teedHUF yields are
sufficiently attractive to induce portfolionvestment flows. Also, substantial private
sector borrowinghas contributed tohe netinflow of capital. These developmertiave
been in part due to Hungary’s liberalised policies concerning the free movement of capital.
Hungary joined the OECD in May 1996.

Current and Prospective Assessment

Hungary has acceptéde requirements drticle VIl of the IMF Articles of Agreement,
providing for currency convertibility for current transactions from 1 January 1996.

Significant progress towards thiéeralisation of capital movementgas made with the
entry into force of a new Foreign Exchange Act on 1 January 1996. The ngartaaly
liberalised long-term capital movements but maintained the obligation for authorisation for
short-term capital transactions. The most important changes twereemoval of
restrictions onoutward directinvestment, personal capital movements and granting of
trade credits.

Further relaxation of restrictions on portfoliavestment by residents abroad were
introduced from 1July 1996. Also from 1 January 199the acquisition by residents of
shares and bonds of OECD based enterprises with investment grade rating was liberalised.

The underlying principle for further capital liberalisation remains the sartatsllowed

so far: first transactions with longer maturities, then transactionssiwatermaturities.
Based on the abovarinciples,the further opening of theapital account isplanned as
follows :

- After January 11998, theestablishment of branches of foreign companiesl isectors
will be allowed.

- Within 1 to 2 years, medium and long-term capital transactions will be liberalised.

Full liberalisation of capital transactions (Whiteaper, stage ligan be expected by the
end of the decade.

Conclusion



The Hungarian government’s efforts tiberalise its capital markets have maetith
considerable success in several areas. The provisighe &uropeAgreement asvell as
the recommendations of the White Paper have largely been implemented

Further efforts arestill required, though,especially in liberalisingoutward capital
movements and removing investment restrictions on institutional invéstgransurance
companies.)

Free Movement of Services

The basis ofthe free movement of services ithe prohibition of discrimination, in
particular on grounds ofiationality, and rules othe alignment of divergent national
legislation. These rules often concéwih the right ofestablishment, which comesder

the heading ofthe freemovement of persons, atige freedom to provide services. Their
implementation implieghe establishment of administrativ&ructures(banking control
boards, audio-visual control authorities, regulatory bodies) and greater cooperation
between Member States in the area of enforcement (mutual recognition arrangements).

A substantial amount dhe legislation applicable tthe freemovement of services relates
to financialservices. It also concerns theblems relating tohe openingup of national
markets in the sectorsaditionally dominated by monopolies,g. telecommunications
and, to a certain extent, energy amahsport.These subjects will be dealt with in the
sections of the Opinion specifically referring to them.

Descriptive Summary

There is a certain concentration in the market becausivéhbiggest banks represent
(end 1996) just under 60% of total assets.

A new Banking andrinancialMarket Law,which entered into force at theeginning of
1997, anticipates a structure for credit institutions based on EU requirements.

The currentlegal framework for thebanking sector provides for minimum capital
requirements, solvencyatios, deposit guarantee ruleprovisions againstmoney
laundering, andther provisions. These are consistent with the acquis. Thé-EC
Banking Directivethe Own Funds Directive, thdoney Laundering Directiveéhe Large
Exposure Directive, and mosther elements ofthe coreacquis haveall been largely
approximated. At presenbnly credit institutionswhich are established in Hungary and
registered according to national law agperate inrHungary, even if theyre owned or
controlled by foreign interests.

The BudapesStock Exchange was re-opened 1890. A future market was opened in
April 1995. Credit institutions anihsurance undertakingse only allowed tocarry out
"cash activities".



upervision of banks and capital market institutions functionssimdar way tothat in the
EU; it is carriedout byone body, thédungarian Banking and Capitslarket Supervisory
Authority. This Authority is charged witko-operating with thdoreign correspondent
authorities for supervisory purposes. It is bound to secrecy, on a recipasgal with
regard to the supervisolpformation received from foreign authorities. Although the
Hungarianfinancial market isnot yet as developed as those in Elg, progres$as been
impressive.

Of the 19insurance companies presently operating in Hun@acjuding the two former

state monopolists), 15 havereign capital participationincluding the largest insurance
company. The Hungarian insurance market is open to foreign participation and ownership.
Under the present regulations, neither EU or non-EU undertakings with theioffieesl
outside of Hungary may open a branch in Hungary.

Insurance companiesay not pursue as in the E&hyotherbusiness activitiesutside of
the sphere of insurance, and mssbmit a confidential internaleport to the State
Insurance Supervisory Authorityhich evaluateghe activities of the company. The
minimumguarantedund is one-third othe solvency margin, as ithe EU. However, the
requirements for the minimum guarantee fund are even stricter than those of the EU.

Current and Prospective Assessment

Sincethe bank’s consolidation scheme has been compl&&mte-ownedbanks do not
enjoy any preferentiatreatment. The bank privatisation programme is due to be
completed by the end of 199Whenthe government share of baeguity will belimited

to 15%.

Considerablgrogresshas been made in adoptittte acquis related tfinancial services
(banks) particularly with the new Banking Law adopted in 1996. The only major directive
not yet sufficiently approximated is the&apital Adequacy Directive, since Hungarian
capital adequacy regulatioasestill based on credit risk alone (itptanned to extend the
current regulations to cover market risikthin one ortwo years). The newanking law

is largely compatible witlthe acquis, but its practicahplementation and functioning
needs monitoring.

Free establishment of foreign banks’ branches is envisaged as from 1 J&9&rgn the
basis of the OECD agreement.

Regarding thdinancial market, thelegislative framework is nowlargely in compliance

with EU criteria concerningfficial stock exchange listing, public offers of transferable
securities, insider dealing, disposal of major holdings, and investment services in the
securities field. The directive on investment funds (so-called “UCITS”) baly been
partially implemented by a 1991 law. Investment fund managemaytbecarried out

only by companies licensed lige Supervisory Authority, as in tHeU. The capital
adequacy directive is also applicable to investment firms.



The Hungarian authorities halagely succeeded in their legislation éfe and non-life
insurance intdine with the ECDirectives ofthe first and second generation. In some
areas, the Insurance Act of 1995 exceeds the requirements foktlgeneration of EU
directives (for example, inthe fields of approval ofpolicy conditions and insurance
premia), while not meeting the third generation of objectives, such &stdhabolition of
prior approval of premia. The Hungarian government has indidhgtdthey wish
gradually to implement changes to achid¢ulk approximation to EU regulations and
directives, primarily in the interests of their customers.

Conclusion

Important progresdas been achieved. Tlaequisin this sector (23key White Paper
measures) has already been largedysposed. Full free establishment ithe areas of
banking and insurance hasgéll to be adequately introduced in the sectoegjislative
frameworks andluly implementedUnder the present regulations, neither EU or non-EU
undertakings with their head officesitside of Hungarynay @en a branch in Hungary.
However, in 1997 Hungary intends to establish the general legal background tathetify
situation. The establishment of branches by foreign companies is expected to be permitted
from 1998.

Provided harmonisatiorproceeds as planned, rmoajor difficulties are foreseen in
achieving full approximation in relation to free movement of services. With the completion
of the privatisation process in thmanking and inthe insurancesectorsscheduled for
1997/98 andjiventherelatively largerole of foreign(mainly European) investors in these
two sectors, it idikely that theHungarianfinancial servicessector will beable tooperate
competitively in a wider single market after accession.

Free Movement of Persons

The free movement of persons encompasses concepts withdifferent logical
implications inthe Treaty. On the one handrticle 7a in Part One of the Treaty on
‘Principles’ mentionsthe concept in connection with tlestablishment othe internal
market andimplies that persons areot to besubject to controls when crossing the
internal frontiers betweethe MemberStates. On the othérand, Article 8a irPart Two
of the Treaty onCitizenship ofthe Union’ gives every citizen othe Union the individual
right to move and residéeely within the territory of theMember States,subject to
certain conditions. The abolition of frontier checks maysply to allpersons, whatever
their nationality, if Article 7a inot to bemeaningless. Whileéhe rightsderiving from
Article 8a apply in alMemberStates, thosetemming from Article 7a haveot yet been
fully applied throughout the Union.



(@) Free Movement of Union Citizens, Freedom of Establishment and Mutual
Recognition of Diplomas and Qualifications

The EuropeAgreement provides for th@on-discriminatorytreatment of workers that are
legally employed(as well as their families). It covers thepossibility of cumulating or
transferring social security rights, and encourages MeiShates toconclude bilateral
agreements with Hungary on access to labour markets. During the second phase of the
transitional period, the Associati@@ouncil wll examine further ways ofimproving the
movement of workers.

The WhitePaper considers tHegislative requirements iorder toachieve a harmonious
development of the labour market,hilgt simultaneously preventinglistortions of
competition.

The free movement oivorkers is one of théundamental freedoms enshrined in the
Treaty; freedom to practise certain professi@ng. in thelegal and health fieldsnay,
however, be subject to certain conditions, suchuadifications. Depending othe case,
thesemay bedealt with through coordination or kgpplying the principle of mutual
recognition. Freedom of establishment is ajsaranteed under the Treaty and covers the
economic activity of self-employed natural persons and companies.

The free choice of place of residenoay thus be subject taninimum conditions as to
resources antiealth insurance whettie person does neixercise a profession in the
country concerned.

Descriptive Summary

Under Hungarian law, access @émploymentfor foreign nationals with relevamtermits
cannot be prohibited on groundsnationality alone. In certain circumstances, however,
preference criteria for nationatsay beimposed bystatutory orcollective instruments.
Sincethe beginning ofthe 1990sHungarian legislation has imposed restrictions on the
annualquota ofpossible immigration permits mrder to boosemployment of Hungarian
nationals.

Foreign nationalsnay only haveaccess to employment if they havevark permit, which
is subject to certain conditions. The current regulation also regisess$or the families
of foreign workers.

Provided a migranworker hasthe appropriate residence permit, he/sheligble for
social security. Members ahe family of the foreign worker have access to education
although, at least fdrigher educatiorthe registratiorfeesare higherfor foreigners than
for nationals. Members of the a worker’s family do not acquire a right to work.

A substantialpart of theacquis concerning themutual recognition of diplomas and
gualifications(55 directives) has already betaken on board anfilll approximation is
expected in thenediumterm. Negotiations on theautual recognition of diplomas are
due to start soorgnd in particular Hungary has expressed an interestliding in the
discussionsthe medium-level professional qualifications issued Jmcational training
centres.

Current and Prospective Assessment



Hungarian legislation already recogniséa® principle of non-discrimination between
nationals and foreignefegally residing inthe country. Therefore, thagpplication of the
principle of equalreatment to those EU workeadreadylegally residing inHungary
should not be a problem.

Training, where co-ordinated by directives for seven professions, is broadly witline
the acquis although some adaptationssll necessary. Professiorgttuctures (such as
professional chambers or associaticm® inplace formany professions, but theseill
probably need to be reinforced ithe future. Integration with EUprofessional
associations is developingell (for example engineering diplomas already meet the
minimum European standards).

Conclusion

The necessarstructures irthis areaseem to be in placbut it is hard to assess theaal
effect and enforcement. Hungary is awarethedf outstandingssuesthat need to be
resolved with regard to the fremovement of persons. Fromtechnical point ofview,
adaptations of regulations will be necessary in the medium term.

(b) Abolition of Checks on Persons at Internal Frontiers

The free movement of persowithin the meaning of Article 7a othe EC Treaty, i.e. the
abolition of checks ormll persons, whatever themationality, atthe internal frontiers has
not yet beenfully implemented inthe Union. Doingaway with checks on persons is
conditional onthe introduction of a largaumber of accompanying measures, some of
which haveyet to be approved andhplemented bythe Member States (see separate
section on Justice and Home AffairBjowever, thatobjective has been achieved by a
limited number of MembeSGtates in accordanceith the Schengen Conventigeeven
Member States already apply it and another six are working towards implementation).

The draft Treatyaims to make that objective easier to achieve withthe Union by
including a new chapter on Freedom, Security and Justice and incorporatSaipémgen
Agreement into the .Treaty.

Hungary has stated its intention to become party to the Schengen Agreementalietas
for institutional andtechnicalcooperationnotably inthe field of border control, to the
upgrading and modernisation of which significant financial resources are being devoted.

General Evaluation

1. Hungary’'sprogress in thémplementation of legislation relating tbhe White Paper is
summarised itheannex. According tohe table, Hungary considdisat by 30June 1997

it will have adoptednational implementing legislatiolor 579 of the 89%irectives and
regulations in the White Paper. That figure covers provisions for which Hungary considers
it will have adopted implementing legislation or which iwill have checked for
compatibility with Community rules andoes notprejudge actuatompatibility as such,

on which the Commission is not able at this stage to state an opinion.

2. For most of the areaknked with the internal market and in particulgsublic
procurementjntellectualproperty,company law and accountancy rulpspductliability
andfinancial services, th&Community legislative base is almost in place. Legislation has
been adopted irfull or in part to implementmost of the measures according to the



Hungarian authorities’ assessment, thotlghCommissioncannot at thistage express a
position on itstotal compatibility with Community law. Legislativefforts are still
necessary to achieve full conformity with gequis

3. Despite the efforts made, the real progmessle in takingover texts adoptedery
recently must be accompanied by specific implementing measures Hradsyablishment

of an efficient administrativetructure. Hungary has certain infrastructunéhich works
satisfactorily (e.g. in public procurement, the appeal procedures provided for in the
directives are applicable and appeals are made to the courts), but major efforts have still to
be made in a number afeas, in particular on standardisatimejuding onthe technical
structures needed for implementing the “new approach”.

As things currently standhe Commissioncannot yet express an opinion thre capacity
of companies, particularly small and medium-sized businesses, to implemacxtie

4. Leaving aside certaigpecific aspects relating to agriculture, checkstle internal
frontiers of theUnion canonly be abolished once sufficient legislative harmonisation has
been achieved. This callor mutual confidence, based in particular on sound
administration(e.g. theimportance of safety checks on sopm@ducts at theplace of
departure). Adar asgoods are concerned, tlwempletion of theinternal market on

1 January 1993 wasnly achieved bydoing away withall the formalities and checks
performed by thdlemberStates at thenternalborders of the Union. In particular these
checks covered technical points (particularly product safety), veterinary, animal-health and
plant-health matters, economic armimmercialmatters (e.gprevention of counterfeiting

of goods), security (weapons, etc.) and environmental aspects (waste, etc.). In most cases,
the abolition of checks wa®nly made possible byhe adoption andapplication of
Community measures harmonisitige rules ormovement and placement time market
(particularly as regardsroductsafety) and, wherapplicable, by shiftinghe place where
controls and formalities are conducted to within the Member States or on their markets (in
particular as regards VAT and excise duties, veterinary and plant-health checks, and the
collection of statistics). A section of Hungary’s present bordélsbecome theJnion’s
external frontier and this meabsrder checks will need to be stepped up (see separate
section on customs).

In view of theoverall assessment that can be madprofiress achieved to daded the
rate atwhichwork isadvancing irthe various areas concerned, idifficult at present to
put atime-scale on Hungary'sbility to take overand implement allthe instruments
required toabolish internaborder checks and to transfer those checks tdUthien’s
external frontier.



5. Hungary has alreadydoptedsignificant elements athe acquisrelating tothe single
market. However, th€ommission isnot yet able totake a position orvery measure
whose transposition has bemported byHungary. Inmanyareas, enforcement needs to
be strengthened. Provided that current efforts continuegantbe expected that in the
mediumterm Hungary will haveadoptedand implementedhe legislation and made the
necessaryprogress on thenechanisms oénforcement, irorder to beable to participate
fully in the single market.

Competition

EuropeanrCommunity competitiorpolicy derives fromArt. 3 (g) of the Treatyroviding
that theCommunity shall hava system ensuring that competition in the internal market
is not distorted The main areas of application are anti-trust and state aid.

The EuropeAgreement provides for a competiticggime to be applied imaderelations
between th&€€ommunity and Poland based e criteria of articles 85 and 86 of the EC
Treaty (agreements between undertakings) abuses of dominant position) and in article
92/stateaid) and foimplementing rules ithesefields to beadoptedwithin three years of

the entry into force of the Agreement. Furthermore it provittest Hungary will make

its legislation compatible with that of the Community in the field of competition.

The White Paper refers to the progressive application of the above provisions and those of
the Merger Regulation (4064/89) and of Art. 37 and 90 (Monopolies and Special Rights).

Descriptive Summary

The New competitiotaw “on the Prohibition of Unfair and Restrictivelarket Practices”
was adopted idune 1996 by Parliament aedtered into force on 1 January 1997. It
represents aignificantstep towardschievingthe necessary approximation of legislation
in the field ofanti-trust.

Block exemptions on vertical restrairdgisnilar to thoseapplicable inthe Community are
under preparation and are expected to be adopted in 1997.

In order toenforce competition laws, th@ffice of Economic Competition (OECyvas
established in 1991. The procedural rules, in particular due process and third party rights,
to a large degree satisfy the requirements as concerns approximation of legislation.

In order to be in linawith the current andoreseeable situation ithe EU as regards
sectors subject to monopolies or dominant positiosisch as telecommunications,
transport, postadervices and energy, necessary measures have already beeatheen;
are under preparation.

In thefield of state aidthe monitoring authority ostateaid has been establishedthin
the Ministry of Finance. Rulebor its functioning hasot yet beerclearly established, in
particular the powers of thmonitoring authority to collecall information necessary to
assess the compatibility of state aid granted by all aid granting authorities.

A first aid inventory has been drawn wyhich represents a step towards creating the
transparency required in the granting sbhte aid. However, it is not complete as it
includes solely aid financed bthe State budget, naid financed byother public



authorities, and as it doe®t provide sufficient information orthe objective ofthe aid
granted.

Export aid is granted in Hungary which is incompatible with the Europe Agreement.
Current and Prospective Assessment

With the new Competition Lawvhich entered into force on 1 January 1997 and the
foreseen adoption of block exempticeuivalent tothoseapplicable inthe Community,
Hungary has gone a long watpwards satisfying the requirements as regards
approximation of legislation ithefield of anti-trust. Furtherrefinementamay beneeded

in thefield of procedures and merger control and as regspdsial and exclusive rights
The staff ofthe Hungarian competition office seenssifficiently skilled to ensure a
credible enforcement of the competition law.

The procedural rules for the monitoring state aidneed to be improved to achieve
compliance, andthe aid inventory developed irorder to ensure thenecessary
transparency.

It should be added, moreover, that certaid measures seem to be contingepon
export performance which is clearlywot compatible withthe Europe Agreement.
Moreover, stataid seems to bgranted througlindirect forms ofstate aidsuch as tax
reliefs, debt write-offs and tax arrears. These measures constitute opaichtirigch are
only allowedundervery strict conditions. Due to thiack of transparency it is as yet
unclear whether the conditions for granting operating aid are complied with.

In addition to the adoption degislation sufficientlyapproximate tothat of the EU,
credible enforcemenbf competition law requirethe establishment of well functioning
anti-trust andstate aid monitoring authorities. It requireaoreover that thgudicial
system,the public administration anthe relevant economioperators ave a sufficient
understanding of competition law and policy.

Conclusion

With the adoption of the new Competition Act the progress in approximation of
legislation is significant ithe field of anti-trust and theskills of and the effortsnade so

far by theHungarian anti-trust authority represergignificantstep forward for a&redible
competition law enforcement.

In the field of state aid however, more needs to be doneaithievethe degree of
transparency required. The role and powers of the monitoring authority needearlye
defined to ensuréhe compatibility with the Community rules ofthe aid granted. A
considerable effort will be necessaryfatiil the requirements in theeld of stateaid over

the medium term. Close cooperation with the Commission will be necessary in this field.

3.2 Innovation

Information Society

Present Situation



The economic and social effects made possiblethgy combination of information
technology and telecommunicatiomse great. InHungary thesepossibilities were
neglected before 1989 although general education was a priority. The résatttise
size of the information technology market has recesglyrtedoeyond normal expectation
deduced fronGDP per capita. Theumber ofhost computers on the Internet (2.9 per
1000 inhabitants) as a relative measure of developtoerards theinformation society
(IS), suggests thatlungary has passedtie EU average dfwo yearsago. If Internet
connections followthe samepattern of growth, théelecommunications infrastructure,
which is atpresent abousix years behindhe EU averagemay remain arake on IS
developments.

Conclusion

Because of the positive approachtétecommunications liberalisation combined with the
high level ofthe national education system. Hungary can be expectegaise the
potentialities of the Information Society earlier than the average CEEC.

Education, Training and Youth

Articles 126 and 127 of the EC Treaty provitiat theCommunity shall cotribute to the
development of qualityeducation andmplement a vocational training policy aimed at
promoting the Europeadimension ineducation and a¢nhancing industrishdaptation
and the responsiveness of the labour market through vocational training policies.

The EuropeAgreement provides for co-operation raising the level of education and
professional qualifications. The White Paper includes no measures in this field.

Descriptive Summary

Hungary’'s spending on education amount$i® % of GDP.and accounts f08.9 % of
the state budget’s expenses.

The Hungarian educational system ssuctured in asimilar way to most western
European countries. lincludes, at presend,500 schools and 8Bigher education
institutions, of which 3Care universities and 59 collegesThere are 2million pupils,
186,000 teachers and 180,000 students in Hungary. Humgerya long tradition of
excellent educatiofacilities. The Hungarian educational system already met wegly
standards before the transformation. According to 13#88,only 2.3% of thelabour
force has completed less théanl primary education, 25.8%has achievedhe general
school certificate, 27.2%as a skilledworkers’ qualification, 29.9% has obtained a
baccalaureate and 14.88as a higher education diploma&Jore recently, Hungary has
been developing vocational training with a view to increase latmauket mobility and
thus assist economic transition and address unemployment.

The economic downtursince 1990 anthe resultingdrop ingovernment revenue (itself
an explanation fothe important wagelifferences betweethe public andthe private
sector,which creates aimcentivefor the best teachers teavethe public sector)resulted
in a potential threat to these standards.

The Tempus programme has contributedttie achievement ofthe goals ofhigher
education reform and created thasisfor cooperation with the Elhigher education
institutions.



About 15% of the total population éfungary is aged between 15 a?8. Hungarian
youth organisations have bemwvolved in European youtlactivities sincel990. From
1995, youth co-operation was included in the Youth for Europe programme.

Current and Prospective Assessment

Hungary enjoys a solidackground in education and training. The institutional reforms
and the development or review of curricula shaugdport education in thogeofessional
areaswhich contributedirectly to accession. The developmenEofopean Studies, the
introduction of new courses and study programmes in the regulated professions, the
development of multi- and interdisciplinary professional profildse application of
modern technology, and trestablishment of quality assurance systeweschallenges

facing Hungary’s higher education system.

There has beemprogress in recenyears inthe development of new curricula and
establishing new programmes grtaduate and doctorddvel, especially irthe fields of
technology development and transfer, Business, ManagemeSiiadkvelopment, and
Agriculture. This will help to consolidate and develiyg growing markeeconomy.
However, lack of resources and low pay compared to the private sector remain a problem.

As from the second half of 199FMungary will participate irCommunity Programmes and
this will contribute further to the preparation for integration.

Conclusion
In the perspective of accession, no major problems should be expected in these fields.

Research and Technological Development

Research and Technological Development activities at Community lev@ipwaded for
by the Treaty and in the Framework Programan®, at improvinghe competitiveness of
European industry, thquality of life, as well assupporting sustainable development,
environmental protection, and other common policies.

The EuropeAgreement and its addition&rotocol provide for co-operation in these
areas,notably through participation in the Framework Programme. Wiate Paper
includes no direct measures in this field.



Descriptive Summary

The National Committee for Technological Developmerheé mainHungarian Science
and Technology institution responsilita implementing sciencand technology policy,
managingstrategic government programmes gtahning, co-ordinating anithancing all
state funded activities in this sector.

Competitive mechanisnfsr researctunding have beemtroduced. Hungary’'spending
in this field represents about 0.78 % of GDP; this was 1.07% in 1991.

Current priority subjects are Information Technologies, Materials Technologies and Agro-
Food.

Regular cooperation with the Europdanion started in 1992vith the 3rd Research and
Technology Development Framework Programme. So far, cooperationmaiaty
concentrated on COPERNICU&Specific Programméor Cooperation with CECs and
NIS) and remains rather low for participation in the 4th Framework Programme. Hungary
is a member ofCOST (European cooperation in tfield of scientific and technical
research) and EUREKA (European Research Coordination Agency).

The statistics on research and technological developarentompatible with OECD
standards; Hungary is now a member of that organisation.

Current and Prospective Assessment

Important changes andprovements have alreadgken place. Abig effort hasbeen
made inthe improvement ofthe internal structure liberalisation, andinancial support in
this sector. Human resources and potential remain strong despite the cutbacks.

Despite thdall in investment in and technical servicesre¢ent years, Hungamgmains
one of the strong performeasnong CEECs. The Hungarignientific outputranks the
country among the top 20 countries world-wide.

Nevertheless, it is necessary to impraoie level of innovation irnthe economy generally
and in industry and to enfortke links of research institutes with industry asihall and
medium enterprises.

Hungary is prepared tplay anactive role in the European research @&schnological
development and allocate funds to this activity. It has declared its interdsl in
association with the 5th Framework Programme.

Conclusion

In the perspective of accession, major problemsare expected ithis field. Accession
would be of mutual benefit.



Telecommunications

The objectives of EC telecommunicatigoglicy are theelimination of obstacles to the
effective operation of theSingle Market intelecommunications equipment, services and
networks, theopening of foreign markets to EU companies &ne achievement of
universally available modern services for EU residents and businesses.aiBHaztgeved
through harmonisation ofthe standards and conditions feervice offerings the
liberalisation ofthe markets foterminals, services andetworks and the adoption of
necessary regulatory instruments. The Directivespafidies needed to achieve tliave
now beenestablished, but theliberalisation of public voice telephony awogeration of
related infrastructure will be deferred for a yeartwo after 1998 in certaimember
states.

The EuropeAgreement provides for co-operati@med at enhancingtandards and
practices towards E@vels in telecommunicatioand postal policies, standardisation,
regulatory approaches and the modernisation of infrastructure Whtie Paper focuses
on the approximation of regulation, networks and servid®wed by further steps
ensuring gradual sector liberalisation.

Descriptive Summary

At the beginning ofthe 1990s Hungary had a poorly develogel@communications
network, despite the fact thaconomic liberalisation had already beguithe 11%
penetration rate in 1991 wasery low andprocess has beenade sincéhan, notably by a
rapid liberalisation of the telecommunications market.

The legislation and regulatory instruments comptise Telecommunications Law of
1992; theFrequency Management Law of 1993e decree of 1993 drcensing and on
the general conditions for services of telecommunicatmperators; the Law of 1995 on
type approval of telecommunications equipméme; decree of 1997 ditensing ofthose
services forwhich the markethas already been liberaliséeg, datatransmission, multi-
media). Although a significant regional dispaigrsists, thencrease irthe penetration
rate fortelephony inthe fixed and mobile networkshas been mosimpressive(28% for
fixed telephony in May 1997). Mobile communicatiare provided by threeperators,

all of which are joint ventures between Hungarian and Western investors. Hungary is
currently attracting consideralilevestment in thisector,partly due to the fadhat it has
privatised the majority of the capital of the public network operator MATAV. MATAV is
theonly CEEC publicoperatomwhich is majority-owned by the privateector. The state
retains only 23% of the capital.



Current and Prospective Assessment

Degree of Liberalisation

According to thecommitments athe WTO negotiations in 1997, the Governmeniit
liberalisethe market for thdixed network andvoice telephony by 1 Janua2p02. The
market for mobile communications has been opened to competiti@mehsingtwo GSM
networks in addition to the analoguo®bile services. Additionamobile phone services
are expected to be introduced in 1998 and 2B8@8rnative infrastructureare expected
to be opened in June 1997 througlcansefor provision ofdata transmissioand value
added services using the network of the Hungarian railways.

Approximation to EC Law

The recentegislation regardingnetworks andservices covers most tiie acquis This
legislation and regulatory instruments compriseTtecommunications Law df992, the
Frequency Management Law &B93, the Decree of 1993 dricensing and on the
general conditions for Services delecommunication®perators, the Law of 1995 on

type approval of telecommunications equipmérg, Decree of 1997 ditensing ofthose
services forwhich the markethas already been liberaliséeg, datatransmission, multi-
media). Regulatory measures on interconnection and equal opportunities for new market
entrants have favoured thapid start-up of many operators of various services.

The administrative capacity requiréal the implementation othe acquisappears to be
sufficient. However, the NationalCommunications Authority is undethe direct
supervision ofthe Ministry of Transport. Therefore, the regulatofynction is not
independent of the ownership function exercised by the state in relation to MATAV.

A tariffs reform programme is undereparation with th@bjective of introducingcost-
oriented tariffs in 1998. In order tofinance universal service obligations, a
“Communications Fundivill be created in 1997Policy measurewill have to betaken to
secure trulyuniversal serviceavailability in the new competitiveenvironment and to
reduce large disparities in the penetration rate.

Infrastructure

The penetration rate for theelephone service has increased from libés per 100
inhabitants in 1991 to 26 in 1996e average in Ireland, Portugal and Greece is about
43.9 lines per 100inhabitants). The number of subscribersnobbile telephony was
465,000 in 1996. About 60% of tiized network andabout 85% of thenobile networks
was digitised in 199€the average in Ireland, Portugal and Gree@abaut 62.4)All the
telecommunications districts tifie countries are connected bfitae optic cablenetwork
which is 2500 kilometredong. On thebasis of this modernisation dghe network,
advanced services liIKEDN started to be introduced in 1988dabout 2000 ISDNines
are nowavailable. Since 1996 technologies lig®H and ATM have gradually been
introduced in Budapest and in the backbone network. AsatdeTV, morethan 40% of
the households are connected.

Foreign investment has bekigh inthe sector. 67% of the stock of thationalnetwork
operator MATAV, has been takeover by a consortium between Deutsche Telekom and



Ameritech. The provider of paging servic€geratorHungaria, is a joint venture of TDF
Radio-Services, Fran¢d9%)and TeleHungarigs1%). Thetwo otherpagingoperators,
Easy CallHungary and Eurohivo Kft Magyar Pagirgye joint ventures between Matrix
Telecommunications and Telecdamland as well as Microsysteirelecom Corporation
and Gerard AC Sales ahe@asing(US). Themobile telephonyperator,Pannon GSM, is
a joint venture of several Westdfnropean countries (74%d a Hungarian consortium
(26%); the second GSMperatorWesTel900 GSM and the analogumeobile telephony
operator argoint ventures of MATAV (51%/43.6%) and US andther companies
(49%/56.4%).

Competitiveness of the Sector

Hungary has been successful witbgard to its strategy of rapidxpansion of its
telecommunicationgmetwork. In 1995 there were 10etnployeesper 1000lines (the
average in Ireland, Portugal and Greeaabigut 6.2). Thevaiting listfor a telephondine
is expected to disappear byid 1997. The price of a standaidahe for business
communications (416 ecu) is the highest in the region and revenue febling 270 ecu
in 1995) is also among theghest inthe region.This should ensurthat MATAV can be
run as a business profitable enough to allow for further investment.

Conclusion

Hungary should have littlgifficulty in adopting the EGmodel of telecommunications
liberalisation inthe mediumterm because it has alreamiyplementedmost of theacquis
communautaire. If foreign investment continues atcitsrent pace and if dariff
rebalancing scheme imtroduced in 1998, the sectmhould be able to facédull
competition.

Audio-visual

The audio-visuahcquisaims, inthe context of the Internal Market, for theovision and
free movement of audio-visual services wittie EU aswell asthe promotion of the
European programme industry. Thelevision Without Frontiers Directivewhich is
applicable to albroadcasters regardless of the modesamnistmission (terrestrial, satellite,
cable) or their private opublic nature, containshis acquis setting downbasic rules
concerning transfrontier broadcasting. The main points are: to ensure theofre@ment
of television broadcasts throughounhember states; to promote the production and
distribution of European audio-visualorks (by laying down aminimum proportion of
broadcasting timéor European works and those imglependent producers); s@tbasic
standards in thield of televisionadvertising; to provide fathe protection ominors and
to allow for the right of reply.

The EuropeAgreement provides for co-operation in the promotion and modernisation of
the audio-visual industry, and thermonisation of regulatory aspects aafdio-visual

policy.
The Television Without Frontiers Directives is a Stage | measure in the White Paper.
Descriptive Summary

The legalframework for the audio-visualector isdetermined by the 1996 Act on Radio
and Television Services. Thisct dismantledthe State'snformation monopoly and



establishedhe National Radio andlelevisionBoard which is responsibléor evaluating
frequency tenders, supervising the media, providing programme monitoring, and
controlling services.

The mainpublic service televisiobroadcaster is Hungaridrelevision, whichoperates as
a private companiput is 100% State-owned. hasabout 72% of the market shaveth
the rest divided between domestic and foreign channels. The process of alcrdoes
to two private channels is well advanced.

The statemonopoly over film production wasdlifted in the late 1980s. Government
subsidiedor film production, providedndirectly, amount to approximatelylillion HUF
(5 MECU) per year. The distribution sector is largely controlled by two US enterprises.

Current and Prospective Assessment

The audio-visual sector in Hungary is attempting to reestaldeslhafter majorupheavals
in recent years, and is characterised by ragpavth and constant changelts ability
properly to adhere to thacquis presupposes an upgrading of tbapacity of the
programme-making industry to metbie importantchallenges of amdapted regulatory
framework.

Hungarian audio-visual legislation is in large measure compatible with EU requirements.
The Hungarian government has said that it can take on the asd@acquisby thetime

of accession to the EU and is workitgward a more conigte transposition in the
meantime.

As a result of the progress made, Hungailf shortly be invited to participate in
Community audio-visual policy (and, in particular, the MEDIA 1l programme).

Conclusion

In view of thecontinuingprogress towartkegislative alignment, anprovided that this is
accompanied byhe necessary structural adaptationghs industry, Hungary should be
able to meet EC requirements in the audio-visual sector in the next few years.



3.3 Economic and Fiscal Affairs

Economic and Monetary Union

By thetime of Hungary’'s accessiothe third stage of EMU wilhave commencedThis

will mark important changes fatl Memberstatesjncludingthose that do ngtarticipate

in the Euro areaAll Memberstates,ncludingthe new oneswill participatefully in the
economic and monetary union. Their economic policies will be a matter of common
concern and they ilvbe involved in the coordination of economipolicies (national
convergence programmes, broad econaynidelines, multilateral surveillance, excessive
deficit procedure). They will be required taespect thestability andgrowth pact, to
renounceany direct central banKinancing of the public sectordeficit and privileged
access ofpublic authorities to financial institutions, and to have completed the
liberalisation of capital movements.

Accession means closer monetary and exchaatge co-operatiorwith the European
Union. Thiswill require strengthening structural reforms in the area of monetary and
exchangeate policies. Membestates noparticipating in the Euro area will kable to
conduct an autonomous monetgrglicy and participate in the EuropeaBystem of
Central Banks (ESCB) on a restrictealsis. Their central banks have to be independent
and have price stability as their primary objectionetarypolicy has to be&onducted
with market-based instruments and has tddbigcient” in transmitting itsimpulses to the
real economy. Therefore, reforms need to be pursued to tackle fdohsnder the
efficiency of monetary policy, such ake lack of competition irthe bankingsector, the
lack of development dfinancial markets and theroblem of “bad loans” ithe banking
sector. Finally all Member statesshall treat their exchangeate policy as a matter of
common interest and be in a positionstabilise their exchangates in anechanism yet

to be decided.

As membership othe EuropearlUnion implies acceptance of the goal of EMU, the
convergence criteria will have to Helfilled by Hungary, althougmot necessarily on
accessionWhile the fulfilment of the convergence criteria it aprecondition for EU
membership, they remain key points of referefarestability oriented macroeconomic
policies, and must in time Welfilled by new membestates on @ermanent basis. Hence

the successful conclusion of systematic transformation and market oriented structural
reforms is essential. Hungary’s economic situation prmofjresshas already been
analysed in preceding chapters of this Opinion.

Current and Prospective Assessment

The Hungarian Central Bank fermally independent from the government. In practice,
however, the appointments of new governors hewmcided with changes in the
government. The objective of pris&bility isnot clearlystated in the CB Law, but it can
be claimed that since the launch of the stabilization package (March 199bjebtve of
the centralbank is to curhinflation. Finally, arecentamendment tdhe CB Law has
almost eliminatedhny differencedetween this Law anthe Treatyprovision concerning
the prohibition of budget deficit financing by the central bank.



The monetarypolicy strategyimplemented since March 1995 withime framework of a
consistent stabilization programme, has undoubtedly been effective in reahlzitign.

In addition, the process of transititmwards a markdbased monetary policgppears to

be quite advanced: thdungarian central bank uses indirect instrumentg to control

the money supply. Bank privatisation has proceeded at a fast pace, with huge participation
of foreign investors; “bad loans” have been reduced to non-ciigeals;the bankruptcy

law is implementedquite efficiently and banks do certainipot face a soft budget
constraint.Finally, the market of government papers is one of the most developed in the
region. However, it is important that the privatisatiorcainmercial banks continues and

that competition in the banking sector is increased in order to enhance the efficiency of the
transmission mechanism and to increase the CB’s ability to control monetary aggregates.

Since March1995, theexchangerate has beerplaying the fundamentakole of nominal

anchor in thestabilization programme. The exchangge regime chosen athat time

(crawling band), haproved to besuccessful in reducing inflation amdirb speculative
capital inflows. The authorities will consider reducogertime the actuarate ofcrawl in

order to pegnflation expectations at a lowdgvel. In additionthe sound angtabilising

policy mix implemented since March995, has helpedhe exchangeate tomove along
the pre-announced path without any particular tension.

Conclusion

It is premature to judge whether Hungaryll Wwe in a position, by thetime of its
accession, to participate in the Euro atbat will depend on thsuccess of its structural
transformation permitting to attain and to adhere permanenthetoonvergence criteria,
which are not however a condition of accession.

Hungary’s participation irthe third stage of EMU as a non-participant in Eweo area
should pose n@roblems inthe mediumterm, provided thatentral bank legislation is
madefully compatible with EC rules artiat thestability orientation of curreninonetary
and exchange rate policies is maintained.



Taxation

The acquisin the area of direct taxatiamainly concerns some aspects of corporation
taxes and capital duty. The four freedomshe EC Treatyhave a wider impact on
national tax systems.

The indirect taxatioracquis consistsprimarily of harmonised legislation ithe field of
Value Added Tax and excise dutie$his includesthe application of a non-cumulative
generaltax on consumption (VAT) which is levied on allstages of production and
distribution of goodsand services. Thisnplies anequal tax treatment of domestic and
non-domestic (import) transactions. The VAdcquis also contains transitional
arrangements for the taxation of transactmitlin the EuropeatJnion between taxable
persons. In théeld of exciseduties theacquiscontains harmonise@x structures and
minimum rates of duty togethewith common rules orthe holding and movement of
harmonised excisablgoods(including the use offiscal warehouses). As a result of the
introduction of theSingleMarket, all fiscal controls at theCommunity’s internal frontiers
were abolished in January 1993.

The mutual assistance between Membtte taxauthorities is an important feature of
administrativecooperation in the Internal Market; the respectieective covers both
direct and indirect taxation.

The EuropeAgreement contains provisions on approximation of legislatiagherarea of
indirect taxation.

The White Paper contains astage | measures thosevhich make upthe main

requirements of théndirect taxationacquis (essentiallythose measureapplied in the
Community up to 1993), and &age IiImeasures thos&hich are in additiomecessary
to implement the full indirect taxaticacquis

Descriptive Summary

Direct Taxation

The two company taxation Directives arttie Arbitration Convention provide for a
mechanism which applies @dhe basis of reciprocity. Respective provisions taerefore
by definition not be expected to exist before accession.

Indirect Taxation

The overall contribution of VAT and excise duty revenu¢hisHungarianstate budget
was about 21% and 10% respectively in 1995. This isagd to continue on an upward
trend.



Value Added Tax

The currentHungarian VAT system was introduced on 1 January 1988 replacing the
previous Single-Stage Consumption Tax. A revised VAT Act entered into force on 1
January 1995. Hungary applies a dual VAT rate system: a standarda¥\of 25% and

a reduced VAT rate of 12%. The reduced mgiplies to certain specifigatoducts and
services. All other goodsand servicesire taxed at the standard VAT rate. abidition
Hungary applies a zero-rate to the supply of pharmaceutical products.

Certain activities are exempt from VAT without the rightctaim the input credit orsuch
supplies. These exemptions relatainly to activities inthe public interest,financial and
insurance servicepyroperty and lotteries argimilargames. Refund of excessive VAT is

in principle only possible ircertainspecific cases such as whehe taxable person has
made investments of significant value, ahitaxable person has submitted a declaration
declaringthe termination ofis position as a taxable person. dther situations the
excessive VAT isetoff againstthe tax to bepaid inthe subsequent VAT declaration.
Refunds to taxable persons not established in Hungary are granted, on a reciprocity basis.

The Hungarian VAT Act provides fareveral special schemestire field of commercial
accommodation, the agricultural sector, second-hand goods and for retail traders.

Excise

The current excise dutiegislation in Hungaryentered into force from 6 January 1992.
Excise dutiesarelevied on a wideange of productsicluding products other than those
subject to common excise dutiegthin the Community (mineral oils, alcohol and
alcoholic beverages and manufactutedacco). Generallythe duty is advalorem in
nature, with aradditional specificuty for spirits, beers and cigarette’sni{omineral oils
are charged on a purely specific basis.

Mutual Assistance

The taxadministration hasot yet had to develop its capacity for mutual assistavitte
the tax authorities oMember States,since mutual assistance ideaturewhich would
only become applicable on accession.

Current and Prospective Assessment

Value Added Tax

The current VATsystem in Hungary has been basedtw mainprinciples ofthe VAT
legislation ofthe Community. It is a solicstarting point for futuralignment with the
Community VATacquis

The definitions of goods and services ao¢identical withthose contained iGommunity
legislation. The Hungariareduced VAT rate isapplied to supplie®ther than those
permitted under the Community legislation.



Hungary’s membership dhe Europearnion would require additional adjustments to
bring the VAT legislation into line witlthe requirements of tHteommunityacquis This

is in particular the case as regardssigtem of taxation necessary in a Community with
no internal frontier controls.

The Hungarian national strategianfor implementingthe recommendations of thghite
Paper regarding VAT iplanned, inthe short tern{during 1997), to give priority to the
introduction of arrangements for taxing certain serviceshenbasis ofthe so-called
reverse charge meatiam, wherebythe service will be either taxed &te hands of the
recipient, or he or somebody els®y beheld jointly andseverally liablefor the payment

of the tax. Aflat rate scheme fofarmers is also intended to be introduced. A new
scheme for second-hargbods isplanned to be based dhe margin principle. An
extension of the currerspecial scheméor small undertakings is envisaged. Thien is,

by 1998, to bring the Hungarian VAT system into line with that of the Community.

Excise

There aresignificant discrepanciebetween theHungarian excise regime and EC
requirements.

Firstly, there exists no excise suspensgystem wheregoods can move between
authorised tax warehouses without payment of duty.

Secondly, ad valorem taxation of spirits tends to exaggerate gffiesentials between
productsand is open to challenge as being discriminatory agdiestmore expensive
imports in favour of locaproducers. Also, theystem of taxation of iwe andtobacco
(on an adralorem basis) and taxation of beer (basethanelementsjre notcompatible
with Community law.

In the event of accession, excise duties on prodattselonging tothe above-mentioned
categories could continue &pply provided, however, that they woultbt give rise to
border-crossindormalities intrade between member statasd that they complied with
the principles of non-discrimination between natiopedductsandproductsoriginating in
other member states.

In order to ensure a correct application of @@mmunity excise legislation it is important
that Hungaryadopts soon excise tax structuoesnpatible with EC law athe minimum
taxation level applicable inthe EC; ECcompatible arrangements fdahe effective
operation of the exciseegime (tax warehouses, registered traders, etc;); and
strengthening of control procedures (usiag stamps ootherfiscal markings) tacombat
fraud.



The Hungarian strategylanfor implementingthe provisions ofthe White Paper does not
provide a clear timetabler future adjustments to Hungarian exdisgislation. Ashort

term objective consists efstablishingax warehouses for the production phasguiring

a financialguarantee, introducing accompanyinglocumentdefining the chargability of

the tax,replacing duty orproducts other than @hol, tobaccoand mineral oilswith a
“national consumptiortax”, switching from ad valoremates of duty tospecific rates
applied tothe three categories ekciseablgroducts except cigarettesdimplementing

tax stamps. However the adaptation of taxes rates to thmikikbum levels as well as

the adoption of regulations needed for the free movement of goods have been postponed.

Mutual Assistance

There would also be a need, on accessiomptementthe appropriate arrangements for
administrative cooperation andmutual assistance between Memifgtates. These
requirements are essential for the functioning of the Internal Market.

Conclusion
Theacquisin respect of direct taxation should present no significant difficulties.

As regards indirect taxation, providddat sustained progress continues in these areas,
Hungary should be able to comply withe acquis concerning VAT and excise duties
within the next few years.

It should be possible tstart participating in mutual assistance thg taxadministration
develops its expertise in this respect.

Statistics

The main principles ofthe Community acquis relate to theimpartiality, reliability,
transparency, confidentialityof individual information) and dissemination obfficial
statistics. In addition, there exists an important bodypwfciples and practices
concerning the use of European antkernational classifications, systems of national
accounts, business registers, and various categories of statistics.

The EuropeAgreement provides for co-operation to develgifective andreliable
statistics, in harmony with international standards and classifications.

The White Paper includes no provisions in this field.
Descriptive Summary

The Central StatisticaDffice (KSH), the central body charged with producing and
disseminating officialstatistics in Hungary, workslosely with the National Statistical
Council (NSC), particularly in the preparation of the annual survey programme.

The legal basis for Hungarian official statistics consists of the 1993 Law on Statistics



Current and Prospective Assessment

Hungarian legislation is, with a few exceptions, compatible with current standards
applied within the European Union.

Some issues ampartiality and confidentiality need clarificationThere arestill some
deficiencies insectorssuch as externdtade orbusiness statistics, and a systemibatic
between business surveys and the national accounts has not yet been established.

Conclusion

Provided thatontinuingprogress is made, Hungary shoulddide to comply with EU
requirements for official statistics within the next few years.

3.4 Sectoral Policies

Industry

EU industrial policy seeks to enhance competitiveness, thakieving risingliving
standards antigh rates ofemployment. It aims apeeding up adjustment to structural
change, encouraging an environment favourable to initiativethéodevelopment of
undertakingsthroughout theCommunity, and to industriado-operation, andostering
better exploitation of thendustrial potential of policies of innovation, research and
technological development. EC industrial policy is horizontal nayure. Sectoral
communicationsaim at transposing horizontal concepts ingpecific sectors. EC
industrial policyresults from an articulation of instruments from a numbeZafimunity
policies; it includesboth instruments related to the operation of market®duct
specification and market accessde policy, stateaids and competitions policy) and
measures related to industry’s capacity adapt tochange (stable macro-economic
environment, technology, training etc.).



In order to copewith competitive pressure and market foreeighin the Union, the
industry of applicant countries needs to have achieved a clentalnof competitiveness

by thetime of accession. The applicant countries need to be seen as pycicias

aimed atopen and competitive markets along lihessetout in Article 130 (“Industry”)

of the Treaty. Co-operation between the EC and the candidate countriegiefdghef
industrial co-operationjnvestment, industrial standardisation and conformity assessment
as provided for in the Europe Agreement is also an important indicator of development in
the right direction.

Descriptive Summary

Industrial output of Hungary in 1995stood ataround 9.2 bn Ecuequivalent to bout
three-quarters thimdustrialproduction of Ireland.Its share in GDP is 23% (dowirom
28% in 1990)and industry accounts f&30,000jobs or 23% of totalemployment. The
total number of enterprises in industry is estimatedratind 100,000 most @fhich are
SMEs.

The transition process entailed a markiedline in industriaproduction in thdirst five
years and industrighroduction reached itsottom in 1992, at thé&evel of 77% of the
1980 output. Since then, production has grown steadily at an average annual rate of 4%.

Hungarian Industry, main production sectors in 1995

%Share % Share in tota
in total GDP  employment

Chemical Industry and Pharmaceuticals 5 2
Mechanical and electrical engineering 4 3
Foodstuff and Tobacco 4 4
Textiles and Clothing Products 2 3
Wood, Paper, Printing Industry and Furniture 2 2
Mining, excavation, metallurgy and non-metalli2 2

mineral products
Vehicles 1 1

Pressure Vessels, medical apparatus orl 0.5
equipment, meteorological equipment

Telecommunication and Electronics 1 0.5

Total 23 18




Thechemical industry isone of Hungary’s most dominaséctors. In the detergent, soap
and colours sub-sectors thereansiderable foreign involvement. those sectora/here

the chemicalindustry managed to retaithe particular strengths it had before the
transition (especially in pharmaceutical intermediates, plastics and agro-chemicals),
accession should not pose problefasenthe high raw-material-intensity dhe chemical
industry in general and Hungary’s very low endowment with natesdurces, some of

the other sub-sectors, however, might experience further adjustment strains.

The pharmaceutical industry isthe mostsuccessful and technologically advanced in
Central and Eastern Europe. Many firms are produciogality levelsapproaching those
of the EU. Itwill however take/ears of investment and restructurimgfil companiewill

be able to launcbwn internationally-competitivproducts Following a period ofntense
restructuring and successful privatisatitre export markebas begun toecover.Nearly

all pharmaceuticaproducers have acquired a strategic Western invedthile most
exports go to other CEECsecently production of generianedicines has been re-
orientated towards the EU.

Mechanical/electrical engineering: Some products inthis sector arecapable of
competing with some EU Membé&tates. High FDI from the Ednd US is an indicator
for a further competitive upgrading. The whaegineering industry is alreadyosely
integrated with the German and, to a certain extent, Austrian industry, a puboesss
likely to befurther accelerated. Despite thellapse of CMEA markets, Russi@mains
the main trading partner of Hungary this sector. The lectrical engineeringsector,
especially electricahnd medicalequipment, has managed to increasports andshould
be able tantegrateitself successfully inhe Europeaindustrial tissue, wheregsospects
of mechanical engineering (notably machiteols and lifting equipment) are more
uncertain. The rather good competitive edge n@dchanicaland electrical industry
contributed to stimulatboth upgrading ofechnical infrastructure and a drif@ prompt
legislative alignment meeting EU requirements.

The automotive industry is one of the fastest growing sectéssemblies ofpassenger
cars wereestablished in1993. This was almosexclusively driven byFDI, attracted by
relatively low labour costs,flexible labour legislation, and favourable deméondecasts.
Major Western car producers have set up produdiailities, including a Japanese
producer aiming aexporting considerable quantities intke EU. Car production in
Hungary isstill small compared to that adpplicant countries. Hungary developed a hub
of engineproduction formanyWestern manufacturers. From a structural point of view,
the integration of thélungariancar and componengector into the Europeamdglobal
economy is already advanced and technologically sophisticated. Commestuicle
construction, however, the traditionaéctor and still the main employer within the
Hungarian automotive industry, is in a serious crisigs sector,suffering fromstrong
declines inproduction, isstill awaiting privatisation and major restructuring before it can
be considered ready to face accession.

Foodstuffs: Roughly half ofHungary’s significant foreigtrade inthis sector takes place
with the EU, while a considerablenflux of modern production technology hascurred
by means ofFDI. More structuralchange isstill to take place sinceconcentration in
production remains higher in some sub-sectors and capacity utilisation is very low.



The textile industry is suffering fronmthe breakdown of former CMEA markets, low
productivity and destitute productiofacilities. In spite of a considerable decline in
textiles, there is at theame time a substantial surplus in clotmesinly due to the strong
outwardprocessingrade (OPT) between Ebnd Hungary. In 1992 more than 75 % of
all EU textile imports from Easterfcurope were due to OPTmnaking it the most
important element oEU-CEECs textildrade.Relocation of production to Hungary has
continued at a fast pace to make use of low labosts butctivities with a higher value
added (innovation, design, marketingjnained irthe EU. By theend of 1993 Hungary
had thehighest number of joint-ventures amotige East European countries tims
sector,with Italy, Germany, France and Gredoeing the most active. There some
likelihood that current low productivity will improveover the preaccession period, by
increasing competitiveness and industriastructuring,building on FDI, and improved
market access.

The steel industry, which isfairly moderate insize andstill benefits from import
restrictions, is waitingor further steps in modernisation. Although a firgernational
joint venture waset up, the industrjhas a need for additioneboperation projects. The
slow pace of privatisation and restructuring is a cause for concerrsesiisly affects
the structurally depressadbrth East ofHungary . Hungary’sequest to extend certain
state aids demonstrates the intention to support actively modernisation in this sector.

The wood and paper industry offers goodjrowth-prospects and shouékperience no
difficulties.

Sincethe beginning oftransition thefairly modern Hungariamementindustry has been
aggressively trying to enter EU markets. Hungary is fast approaching EU standhisls in
sectorand there is strong cooperationth EU companies. Asoon as construction
demand picksip, so willdomestic demand for cement, tressing competitive pressures
on EU firms.

Many types ofglassand ceramic products (tablewardjles) are competitive with EU
products both inprice and quality. These subsectors ah@ ones withforeign
participation have good perspectives.

Hungary has a vergtrongsupply basdor a complete range ahilway equipment. Its
access to low-cost input factors and determination to offset the losses of @i
markets makes it atrong competitor for Euppliers, mostly irthe low-value-added
segments.

After privatisation performance slower thanginally envisagedHungary made a new
start inSummer 1995 and hopes to have sold more 7086 of state-owned productive
assets by the end of 1997This would result inone of the lowest shares state
ownership in the candidate countries. In s@®etorssuch as construction, privatisation
is already on a very high level (82%).



Almost half of FDI is in themanufacturing industrithe breakdown by sectoirscluding:

food andtobacco (28%)mechanicaland electrical engineerin(R6%), chemicals and
petroleum refining (20%) non-metallic mineralproducts (2%)and wood and paper
products (7%). Strong FDperformance hasreated wide sprealihks with foreign
companies tothe benefit of Hungarian competitiveness; furthermore it also has a
considerable impact on performance of Hungarian industry as a whole as &ffiéagas
recordsignificantly highegrowth in productivity sales, anéxports tharpurely domestic
companies and thereby stimulate other industries upstream and downstream.

Current and Prospective Assessment

Hungary started toreform early and hasow put inplace most ofthe elements of a
market economyincluding a capitamarket). These are now workisgtisfactorily.This
largely explainstogethemwith theway privatisation was organisedhy Hungary has the
highest FDllevel of allapplicant countries. The industr&ttucture igelatively diversified
with less reliance on large enterprises in energy intensive sectors.

The prospects for a rapetonomic development are hampered byr@ig moderatdevel
of investment (equivalent tb9% of GDP, about the EU average)d by the need to
keep interest ratelsigh in order to encouragsavings aghe largeforeign debtalready
accumulated doesot allow the country to call oradditional foreign capital. Aot of
adjustment istill necessarputside the sectors that aakeadyheavily engaged in trade
(usually the ones dominated by foreign capital).

The current stagnation imdustrial output, mainly due to the government’s austerity
programme is expected to end in 1997 ithwdomestic demand recovering atiet EU
economy pickingup, the increase in industriabutput growthhas alreadystarted. The
strong productivitygrowth during the lastyears can be expected to continue though
perhaps on a lowdevel, and subjedtat least inpart) to thedevelopment of FDI. The
strong correlation of FDMwith privatisation observed in thpast wouldjustify the
expectation that after thend of privatisation annudfDI flows may stabilise on a
considerably lower level than today.

Hungary’scurrentindustrial policytries to adapt its structural heritage $hyifting away
from the more traditionadectors ofindustry, to thoseavith beter growth prospects and
potential in the EU anather Western markets. Most of the structumdjustment
problems ofthe past(tax/subsidy-type distortions in the domestic pr&teucture,
monopoly positions, weaknesses amefficiencies in financiaimarkets) have alreadyeen
overcome to a large extent. In general, the more traditee@brs of theHungarian
industry which inthe past have growaxcessively (miningand metallurgy), andhose
sectorswith high energy, environment and materiasts will reed to face continued
restructuring. Among those sectorsvhich in all likelinesscould be competitive by the
turn of the century are the food umstry andfood processingnachinery,motor car
manufacturing, construction and constructioaterials as well as pharmaceuticals and
specialised chemical$he biggest need for further restructuring and modernisaiists

in commercial vehicles, certaisubsectors in food processing, to a certain extent in
textiles and clothing, and steel.



Conclusion on Industrial Competitiveness

Giventhe extent of restructuring and modernisation efforts undertaken so far there are
goodreasons to expect that most sectorgiohgarian industry irthe mid term can be
competitiveoperators in theSingle Market. This applies in particular tthose sectors
benefiting from foreign investment.

An evaluation ofthe acquisspecific tothe freecirculation of industrialgoods is to be
found in the separate section on the internal market.

Agriculture

The Common AgriculturaPolicy aims to maintairand develop a modern agricultural
system ensuring a fastandard ofiving for the agriculturacommunity andhe supply of
food at a reasonable price for consumers, and ensuring the free movegmod®fithin
the EC. Specialattention isgiven tothe environment and rural development. Common
market organisations exist to administdtre CAP. These areomplemented by
regulations on veterinary health, plant health andnal nutrition and by regulations
concerningood hygiene. Legislation also existstime area of structurgolicy, originally
developedprimarily to modernise and enlarge agricultutgjt morerecently with an
increasing emphasis dhe environment, andhe regional differentiation othe policy.
Since reforms 1992, increasing contributions to farsupport haveome from direct
aid payments increasingly compensating for reduced market support prices.

The EuropeAgreement provides theasisfor agriculturaltrade betweeiungary and the
Community andaims to promote co-operation on thaodernisation, restructuring and
privatisation of Hungary’s agricultursector aswell asthe agro-industriasector and
phyto-sanitary standards. The White Paper coveraids of veterinary, plant health and
animal nutrition controls, asvell asmarketing requirements fandividual commaodities.
The purpose of sudegislation is toprotectconsumers,public health anthe health of
animals and plants.

Descriptive Summary

Agricultural Situation

The value othe agricultural production in 1995 wapproximatelyl.97% of that of the
Union.

Agriculture and forestry contributé.2% to the GDP (19953nd employment in this
sector amounts to 8% of totamployment. The regional distribution @nployment in
agriculture and forestry varies between a shar®.8% to 17.1% of totalegional

employment.

Since 1990the recession in agricultudeas been even more pronounced thaothrer
sectors in theeconomy(-34% over the period 1990-93gading to a sharpeduction in
agricultural employment and social problems in rural ardssmain reasonbeing the
restructuring ofand ownership anthe collapse of traditionagéxport markets. Aftethat
sharp decline, crop production has been recovering since 1993.

Hungary has.2 million ha of agricultural land(4.3% of ECagricultural area) and 1.8
million ha of forest. Arable landaccounts for 4.8nillion ha, permanent grassland for



1.15 million ha and permanentrops for 260,000 ha.Following the instability of the
transitional period, land-use patterns now seem to have stabilised.

The main characteristic of theHungarian farmstructure in the pashas been the
predominance of large-scale farms, coexisting with a large numbsmalf individual
farms and household plotsThe situation isvolving towards a more balancesituation
between large corporate farms and co-operatives on the one haidjigiddal farms on
the othethand. About 7,00@orporatefarms andco-operatives, and a further 50-60,000
full time farming unitsaccount for about 70% of tregriculturaloutput. Besides, there
are about 1.1 million small and auxiliary farms.

At the moment most ofhefarm land is privatelyowned,while a minorparthas remained
in stateownership(statefarms involved inseed productiorreedingetc.). Farm labour
productivity is generally highethan in other CEECs butill well below productivity in
the EU.

The main crop iscereals(11 million tons in 1995)and aroundl5% of production is
exported. The second largest crompilseedsmainly sunflower seed1995: 780,000t),
occupyingl0% ofarable land. Hungary sormally self sufficient insugar (4.6million
tons in 1995with exports inyears of highproduction. Hungary produces a langgiety
of fruit and vegetables arekportsrelatively significant quantities of fresind processed
products. Hungary hasralatively significanfproduction of wine and igaditionally a net
exporter, exporting about 25% of production.

Hungary was a traditionaxporter ofdairy products, in particular cheese. However,
reducedsupply, has led to a balance in imports ardorts (1995 production: 1Mio t).
Production also droppesignificantly inthe meat secto(jn 1995 beemeat: 39,000t; pig
meat: 580,000t; poultry: 364,000t) bdecliningconsumption, in particular of pigmeat,
and increased imports have made continerplorts possible although at lowdevels,
especially in the poultry and pigmeat sectors.

The agro-foodbusiness hasindergone radical change withe emergence of krge
number of newly establishgativate enterprises. Prior to transition, state-owned food
processing enterprises accounted7®% of the food industry outputThe privatisation

of the foodindustry hasprogressedconsiderably and is nearlgomplete. Foreign
investments have played a majote in the privatisation process and by the end of 1995
foreign investors ownedbout 53% of théormer stateindustry,while the statestill had a
share of 12% and other domestic investors 35%.

Hungary is a neexporter ofagricultural and forestrproducts. In 1995, agriculture and
forestry accounted for 21 % of total expoatsd 6.7% of total importsand the trade
surplus for thissector amounted to 1l@llion ECU. Main export products are meat,
cereals, fresh angrocessed fruit and vegetables, and beverages; the most important
import product isanimal feed, theother products are rathelispersed with a certain
concentration on tropical products.



The positive balance isot only due toprimary agriculturalproducts butalso due to
processed products.

The EC is by far the most important trading partner in agriculpnaucts,accounting
for more thanhalf of both imports and exports. Hunganmgs a positive balance of 500
MECUS (1995)with theEU. 40 % of exports went to the other CEEDs theNewly
Independent States.

Agricultural Policy

The PSE (producesubsidy equivalentior Hungary, calculated by the OECD was 16 %
in 1995, compared to 49 % in the EU.

Hungarian agricultural policy is traditionallgxport oriented. During theinitial period
following transition Hungary's agriculturaupport was low (PSE 8%gnd importtariffs
were relatively low (average protection 22%). Imports were regulateainly by
guantitative restrictions.

Since1993, agricultural policies have gradually changedardsincreased pretction of

domestic markets and the introduction of mastabilization in keysectors. With the
introduction of new agriculturalpolicies the overall support level has increased
substantially although it is still well below the support level in the EC.

Hungary has introducetvo categories of agricultural markpblicies: (i) Direct market
regulations have been introduced for wheaaize, slaughter pigs, slaughtattle and
cows' milk. The market regulationinclude a system ofjuaranteed pricesvithin
maximum guaranteed quantities. A particular feature of siistem isthat it directly
supports théarm gate price, rather than théholesale price as the case in th&U. (ii)
Another group of products (sugarbeghjcken, sunflower seed, sugar and isoglucose) is
supported byndirect market regulations. Externahde measures (import regulations,
export subsidies) are the main instruments to stabilize these markets.

Hungariansupportprices aregenerally significantijower than EC supponprices (30-
50% in 1995/96)Although still lower, wholesale prices in Hungaayerelatively close to
EC prices for severgroducts. This is especiallyrue forpigmeat, oilseeds and poultry
meat.

The main price differencesare for cerealsmilk and beef, where Hungarian prices are
substantially lower than corresponding EU prices.

The total budgetargxpenditure on agriculture &out ECU 500million (1995). About

half of the budget is spent on expatibsidies, whilereorganisation and agricultural
development account for close 8% of the budget. Spending demestic market
supportmeasures was less thaf%, mainly due to the fact that markerices have
generally been highethan intervention prices and consequently intervention purchases
have been very limited.



Hungary applies a general system of investment subsidiesheitibjective of improving

the efficiency of agricultural production and promoting structural adjustments. These
measures includéirectsubsidiedor the use otertified seed, interesubsidies on credits

for buyinginputs for agricultural production, arsdipport toinvestments in improvement

of production capital.

Rural development policiesre receiving increasedttention and aumber of measures
are in place. Howevefunding ofthese measures has so far been restricted because of
limited resources.

Hungary made its commitment tbhe Uruguay Round Agreement mational currency.

The mainpart of thedomesticsupport is the Aggregatdeasurement cSupport(AMS)

which will be limited to HUF 33,808 million (272 MECU) in theyear 2000. The
Aggregate Measurement of Support (AMS) represents about 10% of the production value
in Hungary. Minimum access quas have beeastablished on a wide range mbducts

with an average tariffate of 22%. Hungary’sexportsubsidy commitment is limited to

HUF 14,318 million (115 MECU) in theyear 2000, the most important products
benefiting fromexport supporteing poultry (HUF 3,514million), pork (HUF 3,031
million) and wheat (HUF 1,315 million).

Under the EuropeAgreement, in 1997, adaptation of the current Bgficultural
concessions to the results of the Uruguay Round andriddggement will involve, among
other exercises, a 5% yearly increase of tgufitasand a move t80% reductions on in-
guotaduty rates. Thesenprovements should further improve Hungarian access to the
EU market. In theveterinary and phytosanitafield Hungary has negotiated with the
European Commission an agreement of equivalency which is nearing completion.

Hungary is also a member GEFTA. Agricultural marketiberalisation within CEFTA
will be implemented progressively with the intention of achieving in 1999 complete market
integration between the contracting parties.

Hungary is harmonising its legislation in accordance with the White Paper.

The main State body responsibldor administration in agriculture ighe Ministry of
Agriculture whose activitiescover agriculture, food industry, forestripunting and
fisheries. Agriculturakrade, howeverfalls under theresponsibility ofthe Ministry of
Trade. Within the Ministry of Agriculture, the Office for Agricultural Market
Organisations co-ordinates and superviésvork relating to market organisation. 19
County Offices of Agriculture provide theMinistry with primary information and
statisticaldata about the regions, control tagkand use, subsidies) andiaison with
regional agriculture-related organisations.



Current and Prospective Assessment

The agricultural conditions, the farm structure, the relatively advanced restructuring of the
food industry, and itcapacity toattract foreign investment suggestiat Hungarian
agriculture is already increasing its competitiveneddowever in themedium term
livestock numberare expected to remain lower thitney were prior to transitionWhile

the most dynamic restructuring has taken place in the agro processing sector, some further
development is needed in first stage processing and marketing of farm produce.

Hungary is makingprogress in adapting itpolicies to the CAP, andlegislation
harmonisingmarketpolicies withthe CAP is under consideration in certain sectors (eg
sugar). However, major differences still remain between Hungarian and EC policies.

The market supporneasures in the pigmesgctor, inparticular thepublic intervention
measures, would need to be adapted topBiies. Market price quotation systems
would also be required for market management purposes. Marketing standards in the fruit
and vegetablesectors are to &arge extentharmonised with EC standards except for
productsdestined for the processing industiyroducer organisatiorexist in thissector

but their structure and function need to be adapted to the EC criteria.

However, certain maipolicy instruments currently establishedtire EC for production
management, marketing and certain intervention measwessotapplied in Hungary.
This includes key instruments such as dgugtas key features ofhe arablecrop scheme
(base area, set-aside, compensapagyments, and premia he livestocksector), asvell
as certain rural and structural development programmes.

Management and control of these measures regglatvely sophisticated administrative
systems, including aappropriateland register and cattlédentification and registration
systems. As a general observation it apptaitheadministrative capacity would need
to be further developed in these areas if these measures were to be applied in Hungary.

It is difficult to foresee at thistage how agriculturadupportprices in Hungarywill
develop in the period befoeecession; this will depend on a numbefamftorsincluding
the domestic economy, the situation eéxport marketsand the development girice
support levels in the Union.

Although progressias been made in adapting rural and strucpobties, somepolicies
and input subsidies appears to be inconsistent with EC policies.

Importantproblems still exist irthe field of export subsidies: in 1999ungary exceeded
its commitment undethe GATT Agreementyvhich waslimited to 21 bilionHUF (ECU
169 million). The Government should reconsider stgbsidy system, andnalyse the
possible role of structural and rural policies.



Hungary is correcthapplyingthe provisions ofthe EuropeAgreement concerningade
with the Union in agricultural products.

Hungary is makingprogress ifdaying down thelegislation foreseen ithe White Paper.
Preparation of legislation to further harmonize Hungarian legislation with EU legislation is
envisaged to be completed within the next few years.

In theveterinaryfield Hungary hasadoptednew primary legislation which should provide
the basisfor implementation of secondary implementation rules and regulations currently
under preparation. The completion of the adaptation of legislation is envisaged in 1997.

Further adaptation is however expected to be necessappropliance with internal
market control measures (safeguard, libence system, veterinarghecks, additional
guarantees, regionalisation) introduction of HACCP (Hazsmelysis Critical Control
Point) and self-control systems, veterinary drugs and animal welfare legislation.

Hungary has an elaborate infrastructure for veterinary control and inspéctibrat the
borders andnternally. However, the increased fragmentation of the livestock units may
make inspection and overall disease control more diffideliithermore, with thpossible
restructuring of theservicestheremay be arisk of weakeninghe directcommand and
communication lines. The facilities at border inspectionposts arestill inadequate for
Community veterinargontrol. Completdacilities for the inspection of liveanimals and
animal products at the bordanspectionposts are noyet availableand most border
checks ardimited to controls on certificates anasther documentsvith the majority of
physical checks beingundertaken at destination. The Hungarian systias not
completely comply with EU import rules from third countries.

As regardsinternal measurethere is a need for thelungarian authorities to ensure
Hungary’s animal health status in respect of certain EU requirements. 3Jystem of
registration of holdings and identification afimals will need to badjusted to the EU
systems.

There is a need to upgrade certain food processtaiplishmentr the national market,
to upgrade testing and diagnostacilities, to develop acceptable veterinaydit and
certification procedures and toaintain an adequategtructured, resourcedaffed and
trained veterinary sector.

Harmonisation of théegislation inthe field of animal nutritionplant protectiorproducts,
pesticide residues, organic farming, seeds prapagation material, plant health is
underway (Law oranimalnutrition already into force) and should be in placeh®sy end
of 1998. Itwill be necessary toerify if the existing institutionsareable to implement the
new legislation.



Conclusion

Furtheralignment tothe acquis istill necessary, althougsignificantprogresshas been
made in adopting the measures mentioned in the White Paper.

Particular efforts are needed in relation to :

- implementation and enforcement of veterinary and phytosanitary requirements and
upgrading of establishments to meet EC standards; this is particularly impuattant
regard to theinspection and control arrangements for protectimg EU external
borders;

- strengthening of thedministrativestructures to ensure theecessary capacity to
implement and enforce the policy instruments of the CAP

- further restructuring of the agro-food sector to improve its competitive capacity.

If such progress isaccomplished, accession ife medium term should not be
accompanied by significant problems in applythg common agricultural policy in an
appropriate manner.

Fisheries

The CommorFisheries Policy includes commaomarket organisations, structunablicy,
agreements with third countries, and management and conservation resbsinces and
scientific research in support of these activities.

The Europe Agreement includes provisions concermadg infisheriesproductswith the
Community..

The White Paper includes no measures in this field.
Descriptive Summary

Hungary has onlynland water fisheries. The fishing sector does ngblay animportant
role in thenational economy. Thietal catch in 1995 was 22,866 tonsystlycarp. The
volume and range of domestic fish processingmgll owing to a lack of capital. The
employment of this sector is only 250 people.

As a trading partner of thEommunity, Hungaryrepresents 0.1% of total E@ports
(independently of origin) of fisheriggoductsand 4% of EC imports disheriesproducts
from the candidate countries alofwe terms of value). As regards EC exisoHungary
receivesl.05% of our total exports disheriesproductsand 12.6% ofour exports of
these products to the candidate countries (in terms of value).



Current and Prospective Assessment

Hungary’s production and foreigmade dataywhen compared tthe corresponding EU
figures, are quite low and therefore shouldt have asignificant impact upon the
Community as a whole.

It will be necessary for Hungary to enswanpliance withthe EU’s healthhygiene and
environmental standards.

Conclusion

This sector should not represent a problem for accession.

Energy

Main EU energy policy objectives, as reflectedtie Commission WhitePaper “An
energy policyfor the EU” include enhancement of competitiveness, security of energy
supplies angbrotection of theenvironment. Key elements othe energyacquiscomprise

of Treaty provisions and seconddggislation particularly concerning competition and
stateaids, internal energy markéncluding directives on electricity , price transparency,
gas and electricity transit, hydrocarbdizensing, emergencgesponsencluding security
stock obligations, eat.), nuclear energy, awell as energy efficiencgnd environmental
rules. Development of Trans-European Enddgyworks andsupport for eargy R&D

are other importantelements of energy policy. Ongoing developments include
liberalisation of the gas sector, energy efficieacguisand the Auto-oil programme.

In thefield of nuclear energythe Communityacquishas evolved substantially from the
original EAEC Treaty to a framework ofegal and political instrumentsncluding
international agreements. At present, it addresse®s of health and safetgcluding
radiation protectionsafety of nuclear installations, management of radioaactiaste,
investment includingfeURATOM financial instruments, promotion of research, nuclear
common market, supplies, safeguards, and international relations.

The EuropeAgreement provides for co-operation to develop the progressive integration
of the energy markets ifcuropeand includes provisions on assistance withm related
policy areas. The White Paper preparing CEECs fointeenal energy markeinderlines

the need forfull application of key internal market directives in combination with EU
competition law. As to thauclearsector, thewWhite Paper refers tauclear supply,
safeguards and shipments of nuclear waste.

Descriptive Summary

Hungary imports more thab0% ofits energy resources amgavily depends on Russia
for oil, gas and uranium. Domestiesources ardeclining (oiland gas) or are of low
quality or extracteduneconomically (solid fuels). Solid fugbsoductiondeclined in the
period 1983-1994 from 25 Mio to 14 Mions perannum and employment declined from
50,000 to 21,000.

Uraniumproduction ends in 1997 but is®cial-regional consequences will be addressed
with state intervention until 2005.



Hungary’s energysectoris, due to its heritage of.g. lowprices or supplyorientation,
two to three times less efficient than the EU average.

The country is increasinglnking its networks up with the Europe&mion andthe test
synchronous connection since 1995 with the Western Eurdp@Rii E electricity system
as well as the gas connection with Austria should be noted.

The Paks nucleapower station ofRussian design produce®% of the country’s

electricity andthe four reactors of the VVER 440-213 type will @lese to objectives
generally accepted in the EU once tlaready planned upgrading programn{890

MECU) will be implemented of whichtwo-thirds relates tosafety upgrades. Two
research reactors, using Russian fabricated fuel are also in operation.

Current and Prospective Assessment

Hungary’s energy policy objectives are in line with those of the EU and include security of
energy supplies, including diversificatiomntroduction of more marketprinciples;
environmental protection and increased efficiency.

The competition framework in the energgctor isprogressively approximating with the
directives ofthe internal energy market in combination withe application of EC
competition law. Here the Competition Law, the 199#ing Act and the 1994
Electricity and Gas Acts should beted. The latter Actgcludethe establishment of a
regulator in the sector.

Energy prices have been increased and also prices for households are now near to
covering costs.

Privatisation, a crucial incomeource isextensive and coverboth production and
distribution. TheState willhowever retain golden shares in the strategic hydrocarbons
and electricity companies.

Hungary has taken important steps for rapid compliance with EU emergency preparedness
acquisincludingthe obligation to hold 90 days of astocks. The 1993 aw on Security
Stockpiling of Imported Crud®il and Petroleum Products” foresees to reach,nitiety

days of emergency stocks by 1999 (calculated obdkes of imports andot on thebasis

of consumption according to Communityles). Current stocks in theands of the
stockpiling associatiorare estimated at 50-60 days, althoughal oil stocks in the
country exceed the 90 day target.

Restructuring of thesolid fuels and uraniurminescontinue and its social and regional
consequencesill have to beaddressed further, whereas #tateinterventions should be
assessed against EC and ECSC state aid rules.

Hungary hastarted thedevelopment of EC conforrefficiency legislation(e.g. labelling
appliancesminimum efficiencynorms) aswell as environmentatorms(e.g.fuel quality
standards) but more remains to be done.

Hungary uses domestic uraniufor its nuclearpower plants, buadditional supplies,
enrichment services anfliel fabrication are all procured fromRussia. Hungary’s
accession would increatiee EU’s dependence d¢tussian uranium and enrichment. The
common nuclear materials policy of diversificationsoiurces ofsupply would however
apply to contracts concluded after accession.



According to agreements between Hungary and Russia, spent fuel is to be shipped back to
Russia. Nevertheless, an interim dtoragefacility (50 years operation) is under
construction at Paks. Selection of a sitefifwal disposal of HighLevel Waste and spent

fuel is ongoing, with the objective target to haveittstallation operational b§040. The
construction of a storagacility for low level waste and intermediatevel waste, to be

ready for 2002, is proceeding. Timelusion ofthe final disposal and decommissioning

costs in the electricity price is foreseen for the near future.

Upon accession, Hungary would needctmmply with the provisions ofthe Euratom

Treaty, in particular those related soipply of nuclear materiathe nuclear common
market, safeguards, health and safety and international agreements. It is already party to
the relevantinternational regimes in theseelds and has legislation iforce or in
preparatiorwhich implementhese regimes in its natiorlebalorder,and has a full-scope
safeguards agreement in force with the IAEA. Najor difficulties are therefore
expected inapplying the relevantCommunity legislation irthe above areas.Special
attention has to be given to the timely implementation of nuclear safety programmes. The
independence of the safety authority should be supported.

Conclusion

Provided that current efforts ameaintained, Hungary should be in a positiorcoonply
with most of the EU energggislation inthe nextfew years. However, matters such as
the adjustment omonopolies includingmport andexport, access to networksnergy
pricing, stateinterventions in theolid fuels and uraniursectors, and thdevelopment of
energy efficiency and fuel quality standards need to be closely followed.

No major difficultiesare foreseen forompliance withEuratom provisions. Nuclear
safety standards should be tackled appropriatelyrdar tobring the nuclearpowerplant
to the level required; and longer term solutions for nuclear waste need attention.

Transport

Community transport policy consist of policies and initiatives in three fundamental areas:

* Improving quality by developing integrated and competitive transport systems based on
advanced technologies which also contribute to environmental and safety objectives.

* Improving the functioning ofthe sngle market in order to promotefficiency, choice
and user-friendly provision of transport services while safeguarding social standards;



* Broadening the externaimension by improvingransportlinks with third countries
and fostering the access of Edperators to other transport markets(T®emmon
Transport Policy Action programme, 1995-2000)

The Europe Agreement provides for the approximation of legislation with Community law
and co-operatioraiming to restructure andnodernisetransport, theimprovement of
access to the transport market, thalitation of transit and thechievement of operating
standards comparable tioose in theCommunity. The Whité&aper focuses omeasures

for the accomplishment of Intern@flarket conditions in théransport sectorincluding

such aspects as competition, legislative harmonisation and standards.

Descriptive Summary

The Hungariartiransport network igirly dense and centred on the capital, Budapest. It
occupies a strategic position in Centialirope, between Northern Europed the
Balkans and furthethe Middle East. Three Trans-European corridadentified at the
Pan-European Transpdfonference irCrete, cross thélungarian territory. Hungary’s
internationaltrade reorientation towards the West, togethigh the embargo oserbia

(which has led to very substantial traffic diversibrough Hungary), exposed the need to
invest in rapid anagignificant improvements tis rail androad network, most ofvhich

suffers from a considerable backlog in maintenance; Hungary will also need to develop the
previously limited border crossing infrastructures.

The general improvement attte structural changes in thiingarian economy has led to
a change in thenodal split inthe transport sectowith an increase ithe share ofoad
transport compared to other modes, bothplassengers and freight, (with binansport
showing relative stability), whereasar ownership increased irapidly proportions.
Railways in particular have lost market shaspeciallyfor passenger trafficAir traffic is
growing steadily with the strengthening of East-West relations.

The Danube runs through Hungary and wamsagor communicationsoute before 1989,

but lost a great deal of itsaffic to the roads. Thepening of thdRhine-Danube link, and
ultimately the joining-up of thislink with the Black Sea, couldneanthat river transport

will assume a greater role than at present.

Current and Prospective Assessment

In the area of the Internal Markeungary has made relatively goquogress in
assimilatingthe acquis Hungary’s internationaransport sectoalready broadly applies
rules similar to the Union’s, especially in aitransport, shipping, inlandwaterways,
combined transport and road passengertransport. Thechanges needed tobring
Hungarian law orcivil aviation into line wi have to bemade bythe end of 1998. In the
rail sector, careshould be taken to ensutkat access rights to theilway network
actuallycorrespond in scope to tl@mmunityacquis and that thecquisis effectively
applied; thepublic serviceaspects and standardisation of accounts will have to be
monitored over the&oming years. Theoad haulagesectorcomplies withmost of the
provisions ofthe acquisrelating to international traffibut the operation of itdomestic
arm poses greater potential risks.



This aspectwill require close attention and is of particular importance in the context of a
future Union without internal borders when road haulage cabotage will betotally
unrestricted. If it is to be in a position to enter thaion’s internaltransport market,
Hungarywill have to step up its efforts irorder toalign the conditions governing its
nationalroad haulagesector on those of thnion, in particular as regard®mpliance

with technical, social and safety rules. Passenger cars must also be sutgebhital
roadworthiness tests in line with Community standards.

The development of an integrated and competitra@sportsystem is an objective of
which the Hungarian authoritieare aware; achieving an acceptablevel of safety and
optimal use othe transporsystemare probably going to behe two maindifficulties.
Hungary's progress onsafety is relativelysatisfactory. In contrast thebjective of
coherence of the transp@ystem appears harder attain. Hungary idikely to face a
steady rise inhe share ofoad transporand will have to focus its efforts on the use of
railways andnlandwaterways; this mighéncourage thélungarian authorities to change
their policy, which at present is largely geared to roads.

In order toimprove linkswith the Member Statesand its neighbours, Hungary plans to
invest about ECU 3.Dillion of its own budget over the period 1995-99tiansport
infrastructure used by international traffprjmarily trans-European corridorsThis sum
amounts to around 2.2% of GNP, a respectable effort.

Conclusion

Hungary has made significaptogress in the adoption of tl@mmunityacquisin the
transport sector. Provided thatimprovesthe operation of its domestimad haulage
market(in particular agegards market accesscial rules and safety), makpsogress
with technical checks on passengmars, andclarifies the arrangements ofinancial
transparency and access rights in th# sector -all measures which shouldot be
impossible to achievethe transport sector imlikely to posemajor problems as regards
adoptions of the internal markatquis

It will be necessary, however, to make suhat the resourceseeded tolay the
foundations for the future trans-European network, extendetthalethe newmember
countries, areactually made available. [Iould also beadvisablefor Hungary’s
administrativestructures, and in particul@odies supervising areas such as safety, to be
rapidly reinforced.

Small and Medium Enterprises

EU enterprisgolicy aims atencouraging a favourable environméott the development

of SMEs throughout the EU, @nproving their competitiveness and encouraging their
Europeanisation and internationalisation. It is characterised Iygla degree of
subsidiarity. The complementary role thle Community is defined andmplemented
through aMultiannual Programméor SMEs in the EU. This programme provides the
legal andbudgetarybasisfor the Community’s specificSME policy actions. Theacquis
has so far beelimited to recommendations on specificeas, althouglegislation inother
sectors also affects SMEs (e.g. competition, environment, company law).



The EuropeAgreement provides for co-operation to develop and strengthen SMEs, in
particular in the privatsector,inter alia througtprovision of information and assistance
on legal, administrative anthx conditions. TheéWNhite Paper contains na@pecific
measures.

Descriptive Summary

Sincethe start of theeconomic restructuring process, the share of SMEs in production
employmentgexportand investment hagrowndramatically. This isiot only the result of
the creation omanynew micro-businessebut also of the disappearancensénylarge,
state-ownedndustrial andmining companies. The distribution @rossvalue added
between enterprises of different szaegories, based on 1994 figures, shtved large
companies stanfibr 64.3%,medium-sized compani€%, and small companiesl5.7%.
(Hungarian definitionglassifyenterprises with up to 3Gmployees aSMES). In 1994,
businesses with fewer th&00 employees provide@83% of thejobs in industry. SMEs
with less than 50 employees in industry had a domeséiket share of around 26%,
companies wittb1-300employeesaround 18% in 1995. The SME’s sharandustrial
exports wasapproximately 10% for small companies and20% for medium sized
companies in the same year.

The Hungarian Government has had a policy for SME development since 1989. There are
plans to changée taxsystem inorder toalleviatethe tax burden fosmall companies,

and to introduce new preferential credit arrangements (from a fund managed by the
Ministry for Industry and Trade) which supports SME development

Current and Prospective Assessment

Stabilisation othe share of SMEs in production amahployment isinder way. Given its
structureand comparative advantages, thengarian economy will remain characterised
by a large percentage of SMEs.

A 1994 Government Resolution on theedium-term developmertoncept for SMEs
recognises the need &mlopt auniform definition of SMES; expand credit and guarantee
systems and establish capitatarket institutions; guaranteéhat SMEs are not
disadvantaged in competition in respect of development and reviéegaifregulations
pertaining to public purchasing and foreigrade (quotas);and the importance of
supporting the development of &ME infrastructure in th&eld of business information
and educational systems atfttough the strengthening @hambers and professional
associations. Some progrdsass been made in these efforts to pursue an active SME

policy.

The on-going efforts to strengthen the SMEs during the pre-accession period will therefore
need to be continued.



Conclusion

There are no specific problems foreseen in Hungary’s integration in this sector.

3.5 Economic and Social Cohesion

Employment and Social Affairs

Community social policy has beeleveloped through gariety of instruments such as

legal provisions,the EuropeanSocial Fund and actions focused epecific issues,
including public healthpoverty and thedisabled. Thdegal acquis covers health and
safety atwork, labour law and working conditions, equal opportunities men and
women, social security co-ordination for migrardrkers, andobacco products.Social
legislation inthe Union has been characterised laying down minimum standards In
addition, the social dialogue at Europdevel is enshrined ithe Treaty (Article 118b),

and the Protocol on social policy refers to consultation of the social partners and measures
to facilitate the social dialogue.

The Europe Agreement provides for the approximation of legislation with Community law
and co-operation omproving standards of health and safetyvadrk, labour market
policies andthe modernisation of theosial security system. It also provides for
Communityworkerslegally employed irHungary to bedreated withoutliscrimination on
grounds ofhationality agegards their working conditions. Thehite Paper provides for
measures for approximation in all the areas obttwlis.

Descriptive Summary

Sincethe InteresConciliation Council waset up by thedungarian Government in 1992,
the tripartite social dialogueas been workingelatively well. Thiscould change because

of the Government'dimited room for manoeuvre following its policy of economic
austerity. On theside of employersthere are anumber of organisations afimilar
importance. One of them is a member of the International Organisation of Employers, and
another haginedthe European Centre Gompanies with Public ParticipatioiNone of
them have joinedhe Union of Industrial and Employers’ Confederation Birope
(UNICE). On theemployee sidethere areseveral organisations, atidree havgoined

the European tradgnion ConfederatiofETUC). To ensure the futuedfficiency of the
social dialoguemany ofthe existing organisations would need to merge to increase their
representativeness.

Hungary’s unemploymentate currently stands atabout 9.2% according to ILO
methodology. Thehigh level of long-term unemployed idikely to remain a major
problem. The regional disparities are considerable.

A network ofregional and local employment offices has been establishedptement
labour market policies. Hungary has introducedoficy to makethe labour market
flexible. If thisprocess is continued, Hungary shouldabée toadjust to thedemands of
integration into EU labour market and employment systems.

Hungary spends aboBR%of its GDP on soal security and welfare. Social spending,
including the pension scheme and health cavkhich are the most importantems,



constituteshalf of government expenditure.. In termsfiofancing,contributions are more
important than taxes, and tleenployer's share iselatively high.Continued efforts are
required to ensure that measures of social protection are developed.

The Hungarian health system needs to be improved.
Current and Prospective Assessment

In 1993,Hungaryadopted anew Safety and Health A¢dying down theprinciples and
organisational aspects for the protectionsafety and health avork. The lawtakes
account of therovisions ofthe EC frameworldirective and somexdividual directives.
Hungary has inspection services whate in accordance with ILO Convention N° 81.
For aseries of specifiareas, workneeds to be continued to approximate the standards of
theacquis

Hungary has already reachedgignificantdegree of protection in thieeld of labour law.
But there are various adjustments which need to be made, particulanky saieguarding
of employee’s rights ithe event of transfer of undertakings and in casesoldctive
redundancies. Newegislation to ensurdull compliance inthese areas is under
preparation. Although there issgstem ofworks councils inforce, the social dialogue on
company level needs to be developed.

In the area of equal treatmentraénand women, the maiprovisions of EU legislation
are covered by Hungarian legislation.

Concerningthe right to the freenovement ofworkers, there would appear to be no
obstacles to prevent Hungary frdraing able to implemeilte provisions ofthe acquis in
this area. The introduction of the right to fremvement will however require changes in
the national law, particularly asegards access mployment and &reatment fredrom
discrimination on grounds of nationality.

In thefield of sccial securityfor migrantworkersaccessiordoes not, in principle, pose
major problems, although certain techniadaptations will be necessarlylore important

is the administrative capacity to apply the detailed co-ordination rules in co-ope&viition
other countries. Although many of the administrativestructures required to carry out
these tasks aralready in place in Hungary, further preparation and training will be
necessary before accession.

The EC Directives respectively dhe warning labelling of cigarette packages and the
maximumtar content have ngtet been transposed into Hungariagislation (although it
is claimedthat the national regulation otobacco productcomplies withthe above
mentioned directives).



Conclusion

Provided Hungary pursuesgork in terms of adoption and application thfe ECacquis
Hungary is likely to be able to take on thequisin the social area in the medium term.

Regional Policy and Cohesion

In accordance with TitlXIV of the Treaty, theCommunitysupports thestrengthening of
cohesion,mainly through the Structural Funds. Hungary \hidlve to implementhese
instruments effectively whilstespecting therinciples, objectives anproceduresvhich
will be in place at the time of its accession.

The EuropeAgreement provides for co-operation megional development and spatial
planning, notablythrough theexchange of information between local, regional and
national authorities anthe exchange oftivil servants and experts. TiWhite Paper
contains no specific provisions.

Descriptive Summary

In 1995,Hungary was at some 37 % of the EU average ®BPcapita. Economic
development is distributed rathemequally although, compared wittother CEECS,
Hungary presents a relatively homogeneous unemployment pattern. According to national
sourcesregional GDP per capita ranges from twice thational average in Budapest,
whichtogethemwith western regions belongs tiwe most prosperous parts of the country,

to one third of the national average in the eastern parts of the country.

Average unemployment is somewhat abb0&. Unemployment isowest in the western
parts and Budapeg?.2%) and highest inthe eastern parts dflungary (north-east:
16.4%).

The Act onRegional Development ardhysical Planningadopted in 1996, constitutes
the legal basisfor a specific Hungarian regional development policyhe principles,
objectives and institutionakructureenvisaged ithe act preserdlearsimilaritieswith the
EU structural policy.

The Ministry of Environment and Regional Development is responsilbléoth regional
policy and spatial planning. Inter-ministeriad-ordination is ensured by tidational
Council for Regional Development. Moreover, aNational Development Agency is
involved in the implementation of Hungary’s regional policy. A Government decree
envisages the establishment of a regional development fund.

Hungary's financial instruments at the disposal ofgional policyare clearly limited.
However, the share of totdevelopment related expenditusdich constitutes potential
counterpartfunds tothe EC structuralpolicy cannot yet be determined. Therefore,
Hungary’s co-financement capacity cannot presently be evaluated swifitient
reliability.



At the regional level, 20counties represent thHaghest regional administrative system.
They areresponsibldor implementingthe regional policy,but at thesame timethe new
law providesfor the establishment of larger regional administrative atahning units,
with Regional Development Councils set up on the initiative of the counties.

Approximately 100 associations ofocal government have beetreatedwhich are
responsibldor settlement development apthnning. Their representative bodies adopt
development programmes. SevBluts Il regionscovering the whole territory are
currently under consideration.

Current and Prospective Assessment

The Hungarian government isell aware of the need of an activegional policy
involving all government levelsMoreover,Hungary is thefirst country among Central
and European countriewhich adopted alegal framework closely in line with EC
StructuralPolicy. Manysections of the nevaw have beewlrafted in the perspective of
taking over thecquis

Problems still exist in implementinthe newly adoptedregional development policy.
Institutions still have to becreated andexistingones need suppoand experience. In
addition to the National Council for Regional Development, inter-ministerial co-ordination
is strongly requiredwhich needs amppropriateadministrative framework anefficient
procedures, including the budgetary area.

Lack of co-ordination between tiMinistries which haveleconcentrated settlements and
the elected County Developme@ouncils, whichare themajor actors for regional
development needs to berrected. Furthermoreggionalco-operation between counties
should be strengthened.

Conclusion

Through the Act orRegional Development, Hungary is introducithg legal basidor a

comprehensive regional policy. Although sometloé Act’'s provisionsare still to be

implemented, Hungary’s administrative capacity to manageegrated regional
development programmes seems satisfactohys, subject to theemaining reforms,
Hungary should be ready to apglye Community rules and to channeffectively the
funds from the EC structural policies



3.6 Quality of Life and Environment
Environment

The Community’s environmental policy, derived froitine Treaty, aims towards
sustainability based othe integration ofenvironmental protection into EU sectoral
policies, preventive actiorthe polluterpays principle, fighting environmental damage at
the source, and sharegsponsibility. Thecquiscomprises approximateB00 legal acts
covering a wide range ofhatters,ncludingwaterand air pollution, management whste
and chemicals, biotechnology, radiatjprotection, and nature protectioMemberstates
are required to ensure that anvironmental impact assessment is caroet before
development consent is granted for certain public and private projects.

The EuropeAgreement stipulatethat Hungarian development policieball beguided by
the principle of sustainable development and shdulfy incorporate environmental
considerations. It alsmlentifies environment as a prioritgr bilateral co-operation, as
well as an area for approximation legislation to that of the Community.

The WhitePaper coversnly a smallpart of theenvironmentakcquis namelyproduct-
related legislation, which is directly related to the free circulation of goods.

Descriptive Summary

Whilst Hungary’s environmental problerase Ess severe than manyother countries in

the region, and thdifferencesthroughout the country are less pronounced, the country
still faces a major challenge to briitg standards up to those of the EuropEaion in

the areas of water, waste and air quality.

Water quality, closely linked to agricultural activities amctacerbated by th&ack of
waste-treatment plants imany settlements, is the maiproblem and requires major
investment. Waste management has been considerably neglettegast and there are
problems in hazardous amntunicipalwaste. Overall trends inemissions othe nain air
pollutants showsignificantdecreasesincethe late 1980s due to changedual use and
industrialrestructuring. However urbaraffic is now the fastest growing source of air
pollution. Lastly, some ofhe country’s natural assets, such as the Balat@and the
Sajovalley, have beexdamaged by intensive agricultural activity ame endangered by
over-exploitation for recreation and tourism.

Hungary’s investment levels in environment are just below the average for EU countries in
terms of share of GDP. In recgrgars more thahalf of environmentainvestment has
been allocated to the water sector.

The country hastarted darge-scale reform of its environmental polieyming primarily

at approximation with EU standards. A new ovesalNironmentabct has been in place
since1995,while anew medium-term national programme covering sectorategidnal
actions is about to be approved by parliament. Supporting framework regulations in some
key areagwaste, water, naturd)ave been recentlgdopted or drafted. On the other
hand, much othe subsidiary legislation, especially imater and wastepolicies, is old.

The monitoring systerfor most sectors isufficient. Theuse of economic instruments

has so far been limited. In view of the limited availability of public fued®nvironmental
improvementsthe potential of market based instruments as a sourfieanice needs

more attention.



Current and Prospective Assessment

As a result of recent legislation, formal compliance to the EU environnasupais iswell
advanced and on tHeasis ofcurrentplans additionaprogress can be expected over the
next three tdive years,especially inwmastemanagementyvaterand chemicals. Also, a
number of general policy measures such as environmental impact asseasges¥,to
information and integrated pollution and preventxamtrol are eithealready in place or
will shortly be enacted. Thrilk of remaining legislativevork concernssubsidiary laws -
e.g. in water and wastehich arestill based on the olglystenrather than the framework
legislation. Particulaattention should bgiven tothe quick transposition of framework
directives dealing with airwaste andwater aswell as tothe Integrated éllution
Prevention and Control (IPPQJirective, aswell as the establishment of financing
strategies for legislation in the water, air and waste sectors requiring major investments.

With respect to White Paper directives, legislation is in force on in the process of adoption
for nearly allenvironmentalsectors, but waste ambise emission legislation is still in
preparation.

Important problems remain however, in substantive compliandélore efforts are
required inimplementingand enforcing environmental policiesspecially inrelation to
supervision and enforcemestructures and imaising permit andine costlevels. In the
water sector foexample, major investmentése required to connect thhemaining large
proportion of the population to the watrstem. Substantive compliance is also low in
product-relatedWhite Paper directives and inwaste management, dudargely to
inadequate enforcement in industry. Improved enforcement in currently low-compliance
areas (forexample, small manufacturing plants and agriculture) will be critical in
implementing legislationThe country’s environmental accesssinategy shouldnclude
implementation timetablefor meetingthe EU environmental acquis starting amongst
others with implementation of the framework and IPPC directives mentioned above.

Conclusion

Given current trends and planyll transposition of theenvironmental acquis can be
achieved in Hungary ithe mediumterm. Howeveeffective compliance with a number of
pieces of legislation requiring a sustainedh level of investmenand considerable
administrative effor{e.g.urban wastevater treatmentdrinking water, aspects of waste
management and air pollution legislation) could be achiewgdin the long tovery long
term. Substantiveompliance W depend onmplementing changes the structure of the
enforcement system and its instruments, andhatsame time applyinghe proposed
national environmental accessistnategy. It will also depend on an increaspublic and
private investment.



Consumer Protection

The Community acquis covers protection of the economic interests of consumers
(including control of misleadingadvertisements, indication of prices, consumer credit,
unfair contract termsglistance sellingpackage travel, sales away frdmsiness premises
and timeshareroperty) asvell asthe general safety ofjoodsand thespecificsectors of
cosmetics, textile names and toys.

The EuropeAgreement provides for the approximation of lggislation with Community
law andco-operation with aiew to achievindgull compatibility between thesystems of
consumer protection in Hungary and @@emmunity. Stage Imeasures of th&Vhite
Paper focus oimproving productsafety, includingcosmetics, textiles and toys, and on
the protection of the economic interests of consumetgbly measures omisleading
advertising, consumer crediinfair contract termsand indication of prices.Stage Il
measures relate to package travel, sales away Ismess premises and time-share
property. New EU legislation which has bestoptedrecently (distanceelling) or will be
adopted soon (comparatiaglvertising, price indicationyill also need to be taken into
account.

Descriptive Summary

Hungarian consumerrptection does noinclude a general ConsumérotectionAct;
consumer protectiofegislation in Hungary igovered bylegislation in differensectors.
Responsibility isshared between different authorities and ministnesich makes co-
ordination difficult.

In 1996,Parliament askethe Hungarian Government to prepare autbmit a Consumer
Protection Actwithin a year. Irresponse, the Governmeadopted a resolution ifune
1996 on the concepts of the modernisation of consuegéesiation. TheMinistry of
Industry and Trade, in co-operatiovith other ministries,was then charged with the
preparation of a draft lawyhich is likely to beput to parliament inthe secondalf of
1997, andwvhich should comply with Eldtandards. Once thaw isagreed, it idikely to
help to unify consumer law in Hungary.

Hungary was one of thérst countries in CentraEurope todevelop a consumer

movement. The National Association for Consuiestection acts both as a federation
of local consumer unions and as a natiopabssure group. But there is no
institutionalised form of representation for consumer organisations.

Current and Prospective Assessment

Substantialwork is required at thdegislative level inorder to“modernise” consumer
legislation inaccordance with EC consumer directives|udingthe need talarify many
consumer policyconcepts and definitionsFor many areas of consumer policihere is
some legislatiorbut it does notprovide the protection required by EC requirements.
When a ConsumeProtection Act is agreed, ivill provide the framework for the
progressive alignment of the Hungarian legislation to the EC consumer direction.



For manykey measures referred to in WhRaper, draftaws or amendmentre under
preparation. But at the present, tleel of implementations of EC law isw. In

particular, adjustments to existing legislatiae required in areas such iadication of
prices,misleadingadvertising, sales away from business premises, distance setifag,
contract termsconsumer credit, genergroduct safety cosmetics and safety toiys.

There are no legislative measures for timeshare property and textile names.

The development of atrong andndependent consumer movement, sustainedutnjic
authorities, will need to accompany the introduction ofattepuis

Conclusion

The Hungarian Government is seeking to introduce into nationahlawequirements of
EC directives inthe consumesector.Although these efforts will have to be pursued,
Hungary islikely to be in aposition to take on thiill consumer protectioacquisin the
mediumterm. Work should concentrate on completing, updatinguaifgling legislation
as well as establishindpe structuremecessary to ensutbe effective implementation of
theacquis

3.7 Justice and Home Affairs
The Present Provisions

The Justice and Homffairs (JHA) acquis principally derives fronthe framework for
co-operation satut inTitle VI (Article K) of the Treaty on Europeddnion (TEU), "the
third pillar”, although certain "firgpillar" (EC Treaty)provisions and legislative measures
are also closely linked

The EU JHA frameworkprimarily covers: asylum; control of external borders and
immigration; customs co-operation angolice co-operation against seriousrime,
including drug trafficking; andjudicial co-operation orcriminal and civil matters. The
TEU stipulates key principles upon which such-operation is basedjotably the
European Convention dduman Rights anthe 1951 Geneva Convention on Biatus
of Refugees. It is also baskdplicitly on arange of international conventions concerning
its fields of interest, notablyhose of theCouncil of Europe, theJnited Nations and the
Hague Conference. Thegislativecontent of thirdpillar acquisis different fromthe first
pillar; it consists of conventions, joint actions, joint positions and resolufjmesjding
the agreecelements ofdraft instrumentsvhich are in negotiation). Awumber of EU
conventions (includingthe 1990 Dublin Convention, and conventions relating to
extradition, fraud and EUROPOL) have been agreed b tuncil andare now in the
process of ratification by national Parliaments; several other conventiolusiingone on
external frontiers are in various stages of negotiation inCinencil. The JHAacquis
involves a highdegree of practical co-operation, asll as legislationand its effective
implementation.



The New Treaty

For many ofthe above matters, the entry into force of the Treaspulting from the
Amsterdam Inter-Governmental Conference will midn& end of the current cooperation
framework.

Reiterating theobjective of developinghe Union into an “area of freedom, security and
justice”, the new Treatyprings these matterancluding the freemovement of persons,
asylum and immigration, into the Community’s sphere of competence.

On the freemovement of persons in particulahe new Treaty provides for the
incorporation of the Schengetquisinto the framework of the Europedsmion and
binds any candidate for EU membership to acceptitguisin full.

With regard to mattersemaining withinthe cooperation framework, i.@olicing and
criminal justice, the new Treaty provides for the reinforcement of the cooperation system.

The Europe Agreement and the White Paper

The Europe Agreement includes provision for co-operation ifigheagainsidrugabuse
and money laundering.

The WhitePaper does nateal directly with thirdoillar subjects, but referencensade to
first pillar matters such asoney laundering and freedom of movemenp@&fsonswhich
arecloselyrelated to Justice and Homdfairs considerations. Reference is also made to
the Brussels and Rome conventions.

Descriptive Summary

General Preconditions for JHA Cooperation

Hungary joinedthe Council of Europe in 1990and has ratifiedhe most important
instruments concerning humaights. The Constitution provides for an independent
judiciary according to the rule of law.

Institutional reform of JHA institutions isell under way, with the current priorityeing

to build onthe civilisation and democratisation measutbat havealreadytaken place to
develop the effectiveness of the bodies in their specific tasks. The Constitution guarantees
data protection: aewdata protectioiaw approaching EU requirementsnisw in place

and Hungary has signékde 1990 data protection convention. (&&® separate section

on Single Market).

Asylum

Hungary signedthe Geneva Convention anBrotocol in 1989 butexpressed a
geographical reserveffectively excludingnon-European refugees from protection. A
new asylum law is ipreparatiorwhich will removethe geographical restriction and allow
Hungary to withdraw the reserve, a®ll as modernisinghe administration system.
There are currently son&000 refugees in the countwyith the trend of refugearrivals
being downwards. There are also some 6,000 temporary refulyess former
Yugoslavia; Hungary is plannirtfpeir return in cooperatiowith international bodies but
(as elsewhere) no returns have begun as yet.



Immigration/Border Control

Some 40 milliorborder crossings weraade in 1995; of these sorh©3,000 werdlegal.
Migrants arecoming from Romania, former Yugoslavia atie NIS, aiming to transit
Hungary to thevest (althoughHungary is also becomingtarget country).Hungary has
visa-free agreements with EU countries #éimel NIS (for the lattemvitation letters are
required); Hungary is considering its positiontbe visa-free agreements withe NIS in
the light of the requirement tdvarmonise withthe EU list of third countries forwhich
visasare required. Hungary is alsonodernising its consular visa issuipgocedures,
which alreadystipulatethat visas must be issuesbroad. Acomprehensive review of
aliens legislation isunderway in the light of EU requirements. Currently some 2,000
immigration permits a yeareissued to ethnic Hungarians. Thaseble to justify their
status within the country can be subject to measurasging from restrictions on
movement to detention amgportation - these measures carctalenged before eourt

of law. Readmission agreememte inplace with Austria and neighbouring countries;
such agreements are in preparation with Fra@eemany, Belgium, NL anGreece and
with Russia, Turkey, India, PakistaGhina and Vietnam. Border management is
currently being modernised #ite Austrian border and the Governmplains (inpartwith
PHARE assistance if madavailable) toupgradeinformation systems athe borders,
introduce passporeadable machinesnd to upgradell remainingborder points. The
Government has submitted to parliamendraft law on border management and the
organisation of the border guard.

Police Cooperation

Organised crime exists in Hungarythe field of drug trafficking, trafficking in humans
and prostitution, money laundering, counterfeiting of money and docurseniggling of
goods and stolen cars, and blackmail; violence and extortion are used criracslls are
active, as arerime syndicates from a numberaduntries to the east. Tipelice service
has been radically restructuredtéexkle organised crimmnore effectively, with specialist
units (on organisedrime generally and on drugs) being established. Hungamydiaget
signedthe money laundering conventidiut a newlaw and administrativerocedures are
in place which generally eet the requirements of the convention andvianey
Laundering Task Force is active. (See also separate sect®ngteMarket). Nuclear
smugglingwas a problem i1993-94 but is now under better contrdfungary sees no
domestic threat from terrorisrbut isvigilant against internation&érrorist threats. It has
ratified the key internationalterrorist conventions and haasdopteddomestic legal and
administrative measures against terrorism.

Drugs

Hungary is a transit country for drug trafficking, on the Northern Balkate (significant
quantities of heroin have been seized in recent years). Domestic denacreasing.
Hungary has ratifiethe maininternational drugs conventions (excemtney laundering -
see above) and is workingthin the PhareMulti Country Drugs programme and others
to develop its anti-drugs capabilities. Domestic legal measuretadde drugs
investigations are in place and there is a special drugs unit in the police.

udicial Cooperation

The Ministry of Justice has begun torepare thegudiciary for EU accession. The
Government is currently accelerating reforms tojtiakcial system, includingsetting up



an intermediate tier of appeaburts atregional level, and is strengthenitige system of
training of judges. Hungary has ratifitte maincriminal conventions (excepnhoney
laundering - se@bove). Hungary is party to mumber ofHague conventions and is
developing its capacities on the civil side as well.

Current and Prospective Assessment

There are some important gagigl to be filled in Hungary's legislatiobut for the most

part thelegislation is either in place or preparation and ibeing implemented. An
important priority for the near future will beleveloping moreeffective border
management systems, especiallytbe future external borders. Thesa systems with

regard to the NIS and other non-associated neighbours remain unsatisfactory and Hungary
will need to ensure that thefacilitation of crossing by ethnic Hungarians from
neighbouring countriedoes not detract iany significant way fronthe need to carry out
effective border controls at the future external border.

The main institutional probleni® in the field of resource constraintgexperience and
theimpact of organised crime dhe statejncludingsome corruption. The Government
is nevertheless taking active steps to preplaeeinstitutions,ncluding the judiciary for
participation in theJHA process. Hungarglready has in placesmallnumber of experts
with knowledge and experiencetbe requirements afHA cooperation with EuUnember
states and wean expect thixore of expertise to be developed and expanded as
preparations for membership continue.

A key gap inHungary's preparation tdate has beerthe failure to lift the geographical
reserve on the Geneva Conventigkssumingthe current draftaw in preparatiorwithin
Government is approved by tRarliamentwork will still need to be done tdevelop a
working implementation systefor the newasylum legislationmoreover there is aeed
to ensure thasufficient provision is madéor support torefugees of non-Hungarian
origin.

Conclusion

Hungary iswell ontrack to meet th@ustice and home affai@cquis(present and future)
within the nextfew years, assumingrogress continues at the curreate and effective
training and institutional development programnaes implemented inthe key JHA

institutions.

3.8 External Policies
Trade and International Economic Relations

Theacquisin this field is made up principally gie Community's multilateral and bilateral
commercial policy commitments, and its autonomous commercial defence instruments.

The EuropeAgreement includes provisions in seveaagas requiring parties tact in
accordance with WTO/ GATT principles, or other relevant international obligations.

The White Paper includes no provisions in this field

Descriptive Summary



Hungary has developed apen, tradingeconomy and is a member thle World Trade
Organisation (WTO). Upon accession Hungary would havecdmply with the
obligations of the plurilateral WTO agreements to which the Community is a party.

At present, Hungary maintains a balance of payneunt$a onconsumer goodsncluding

on textiles and clothingroducts. This restriction will have to be phasedit prior to
accession. The import surcharge vediminated on 1 Juh997. On accession, the
Community textiles policywould be extended to Hungargny Communityrestrictions

still maintained atthe date ofaccession would require adjustment by an appropriate
amount to take account of Hungarian accession.

Current and Prospective Assessment

On accession Hungary would haveapply the Community's CommorCustomsT ariff,
and the externadtadeprovisions ofthe Common Agricultural Policy. ThpostUruguay
Round weighted averadevel of most favoured nation duties fordustrialproductswill

be 6.9% forHungary and.6% for theCommunity. The progressive implementation of
free trade betweemlungary and th&€ommunity bythe time of accessiomwill, however,
reduce thampact onthe domestic industry dapplyingthe lowerCommunity Common
Customs Tariff.

In its relations with international organisations Hungary should etisatés actions and
commitmentsrespect the Europ@greement and ensure a harmonious adoption of its
future obligations as a member of the Community.

On accession Hungary would become party to @mnmunity's various preferential
agreements. Preferential agreements between Hungary and third countries would, in
general, have to be terminated on accession.

In the area of trade wervices and establishmetitere are sommconsistencies between
the multilateral commitments made by Hungary, d@ahdse of theCommunity. It should
be possible to resolve these wherever necessary.

On accession Hungary would have to repeal national legislatibve freld of commercial
defence instruments, and EC legislation would become applicable there.



Experience from previous accessions has shibyanthe automatiextension of existing
anti-dumping measures to new memis&tes often prompts third countries rase
guestions regarding thmmpatibility of thisapproach with relevant WTO provisions. It
has also showthataccession creates a potential éocumventing measuresdopted by
the Communityunder thecommercial defence instruments. This happens wiréor, to
accession, substantial quantitiestloé productsubject to measures are exported to the
territory of the future member state and,amtession, arautomatically releasefr free
circulation inthe enlarged customs territory. Theseo problems would have to be
addressed during Hungary's pre-accession phase.

Hungary is a member @l four existing regimedor the non-proliferation of weapons of
mass-destruction. Hungary is, in practiceplementingthe Community control list of
dual-use items. Arms export is also controlled. &kgort controlegislation in Hungary
is comparable tahat of menber states, and thebligations imposed on exporting
companiearedemanding. Hungary appears to have no probspplying EC legislation
in this field.

Conclusion

Hungary iswell placed to be able to meet Community requirements ifidtaswithin the
next few years.

Development

The acquisin the developmergector ismade up principally othe Lomé Convention,
which runs until early 2000.

Neither the Europe Agreement nor the White Paper include provisions in this field.
Descriptive Summary

Hungary has no preferentidhde agreementsith ACP countries. However, under its
GSP scheméiungary grants a degree of preferential treatmemihenform of reduced
duties to a number of ACP countries, aments duty free access to those ACP countries
considered as Least Developed Countries.

Hungary has no budget for development aid, although there is a "Fdéeighund”
managed bythe Minister of ForeignAffairs (HUF 20 million (about 200,00ECU)in
1996). Under this fund, Hungary provides development aid v@&€D norms, and
humanitarian aid.  Hungary also participates tme International Development
Association.



Current and Prospective Assessment

On accession, Hungary should apply its preferetréaeregime tothe ACPStates and
participate, togetherwith the other member states, ifinancing the European
Development Fund (EDF), which provides financial aid under the Lomé Convention.

Applying the Lométrade regime shouldnot generally be asource ofdifficulties for
Hungary.

Normally, new membestates accede to themé Convention by means ofpaotocol
annexed tdahe Conventionwhich comes intdorce on the date dheir accession to the
EU.

Conclusion

Hungary iswell placed to be able to meet EU requirements infibid in the next few
years.

Customs

The acquis in this sector is theCommunity Customs Code and itsnplementing

provisions; the EU'sCombined Nomenclaturéhe Common Customd ariff including

trade preferences, tarifquotas and tariff suspensions; andther customs-related
legislation outside the scope of the customs code.

The EuropeAgreement covers thestablishment of a freeade areavith the Community
and the progressivemoval of customs duties on a wide rangerofducts, according to
clear timetables starting from the date of entry into force of the agreement.

The White Paper includes in Stage |, measures to consolidate and stréfaenireetrade
established undethe EuropeAgreement,including legislation compatible with the
Customs CodeCombined Nomenclature, etStage Il concerns the adoption of f#
Community legislation, with a view to joining the customs union upon accession.

Descriptive Summary

On accession thélungarian customs authorities would be required to assalirtee
responsibilities necessafyr the protection and control of thegart of theEU's external
border. Besidesthe provisions on indirect taxation, they would be respondibtethe
implementation and enforcement thie external border of th€ommunity's common
commercial policy, the common agricultural policy, the common fisheries policy etc.

Hungary's capacity tdully apply the acquis presupposes thpossibility to adopt and
implement the Community legislation; andhe existence of an adequatevel of
infrastructure and equipment, in particular in terms of computerisation and investigation
means andhe establishment of an efficientistoms organisation withsafficient number

of qualified and motivated staff showing a high degree of integrity.



With the support of théechnical assistance provided by customs programmes, Hungary
has adapted theHungarian customdegislation to make it compatible with the
Community's customs code since 1996. In addition, work is in progress for the adaptation
of itsimplementing provisions as well #se customs-relatddgislationoutside the scope

of the customs code, and consequently legislation still differs in certain areas.

Hungary aligned its nationagjoods nomenclature to theCommunity's Combined
Nomenclature as from 1 Janudr§96. TheHungarian administratiodoes not have an
Integrated Tariff yet. This will make the comparison of lthngarian tariffrateswith the
Common Custom3ariff ratesdifficult. The introduction of 8inding Tariff Information
system is foreseen in a new Code.

Hungary adopted on 1July 1997 the newsystem of cumulation of origin between
European countries

Hungary has become a contracting partyhi® EC/EFTACommon Transit Convention
and to the Convention on Simplification of Formalities on 1 July 1996.

Current and Prospective Assessment

Hungary would need t@dapt itsnational procedures to th€Community legislation
regarding suspensive arrangements and cuspsotedures with economic impact. At

the moment of accession, some technical transitional arrangements would be needed,
notably for operationsbeginningbefore the date oficcessiorbut which are concluded

after that date.

At present 106 so-calletindustrial”* free zones antl05 "warehousing” free-zones are
operational in theHungarian territory. The exastope of theactivities performed in
these numerous free zones will require clegamination in relation taCommunity
legislation.

It will be important that the Hungarian customs authorities can participate appropriately in
the various computerisedystems necessarfor the management, inthe customs
union/internal market, ofthe customs andndirect tax provisions, aswell as the
computerised systenfer mutual administrative assistance @ustoms, agricultural and
indirect tax matters.

On accession Hungary would needdismantlecustoms controls at the borders with EU
memberstates andavith otheracceding countries: in practical terms this shadt pose
significant difficulties. However, a strongmphasisvould need to bgiven to controlling
the external EU frontier, and the resources needed forethiarcement ofthe border
postsalong Hungary's frontiers with non-Bdemberstatesshould be taken into account
in its strategic planning.



Conclusion

Hungary is making a maj@&ffort to alignits organisation and staff the duties thabave
to be carried out by a modern customs organisation.

If it reinforces it efforts, particularly in relation t@roject management in the
computerisation area, Hungary should be readyulfdl the responsibilities of an EU
customs administration within the next few years.

Common Foreign and Security Policy

Since 1989 Hungary has re-oriented its foreign and sequoiiyy towards European and
Euro-Atlantic integration. Improvement of relations with neighbouring countries and of
the situation of thélungarian minoritieslaroad have also been considered as key foreign
policy priorities of equal importance by successive Hungayomernments. Hungary has
been an active participant in the dialogue arrangements provided for undémidhés
Common Foreign and Security Policy and whenever invitedsbhpported EU actions
within that framework. Hungary is a member ¢fie UN, OSCECouncil of Europe; it is

an associate partner of WEU, a participant in NACC and the Pffhasnoeen invited to
open negotiations for membership of NATO; it has provided base facilities artdosgrg

to participate in IFOR/SFOR operations. It also participates muraber of regional
organisations including CEFTA and the CEl.

Hungary strives to contribute to regional securitynbgintainingand expandingyood
relations with its seven neighbourisgates,with which it has no territorial disputes.
Basic treaties, recognisingxisting borders andaiming at protecting the rights of
Hungarian minorities (imotal numberingthreemillion) have beerroncluded with Austria,
Slovenia, Croatia, Romania, Slovakia anthe Ukraine. Thergemain differences of
interpretation between Hungary and Slovakia concerinipdementation of their bilateral
treaty. Hungaryhasnot recognised Slovakia abe successor state Gzechoslovakia,
partly due to the dispute over the construction of the Gabcikovo ttiésnclispute has
been referred to the Internatior@burt of Justice, and both Hungary a&tbvakia have
agreed toabide bythe Court’'s adjudication. No treatyith the FederaRepublic of
Yugoslavia has yet beeagreed,notably as a result dhe situation of théHungarians
living in the Voivodina.

Hungary has a sizeable diplomatic service whichuld permit it as a meboer of the
Union to play afull role. It maintains100 representations abroad aswhploys 639
diplomatic staff.

Hungarysupportsnon-proliferation of nuclear, biological and chemisadapons and is a
signatory toall relevant international arms control agreements. It exercises strict control
concerning thelual use of technologlpeing a member of athe major existingexport
control regimes. Hungary’'s armed forca® under democratic control. The defence
industrial base has declined sharply in recent years and is in a process of re-organisation.

In its memorandum accompanying its applicafionmembership othe Union,Hungary
confirmedthat it wasready and able tarticipatefully and actively inthe Common
Foreign and Security Policy.

The assessment of Hungarian foreign and sequoitgy to dateleads tothe expectation
that as a member it could effectively fulfil its obligations in this field.



3.9 Financial Questions

Financial Control

The implementation o€ommunity policies, especialfpr agriculture and the Structural
Funds, requiregfficient managemerand controlsystemsfor public expenditure, with
provisions to fight fraud. Approximation of legislationn®reover needed to allow the
system of “own resources” to be introduced, with satisfactory provision for accounting.

The EuropeAgreement provides for cooperation in audit &indncial control, including
technical assistance frothe Community asappropriate. Thé&Vhite Paperincludes no
measures in this field.

Descriptive Summary

The currenfinancial control system in Hungary has been strongly influencegragtices

in the EUmemberstates: botlbranches of control havmally beenset up in accordance

with the Community model. An internabudit office at the Governmentevel, the
Government ControDffice (GCO), reportingdirectly to the Prime Minister, has the
mandate to follonthe execution of th&tate budgeand to ensuréhat theprinciples of

sound management are properly respected. The State Audit Office (SAO) is the traditional
external control institutiomvhich audits the operation of the nstries andauthorities of
national competence faffectiveness andspects of rationality, regularity aregality.

The SAOreportsindependently tahe Parliament. Its reports argoublic and can be
discussed by the competent committees of the National Assembly.

In addition every organisation managing or consuming public funds(including foreign aid)
has to have itewn Internal Control Organisation (independent of the SAO and GCO)
reportingdirectly tothe Minister or director othe given institution. Its task is tanspect

the financial management athe Ministry andthe institutions under their control, and its
audits and controls cover aspects of regularity and sound financial management.

Generallythe SAO conducta posterioriaudits;a priori audits are theesponsibility of
the Treasury. It is expected thedticiency auditswill be attributed greater importance in
the future.

Special controlling organisations inclutlee Tax andrinancial Control Office (Act on
Taxation), the Customs arkinanceGuard (Customs Act).All of whom operateunder
the supervision of the Ministry of Finance.



With regard to fraud, thélungarian financialcivil and criminal legal systemgrovide
protection for thdinancial interestsnot only of the Republic of Hunganput also of the
EU. A Coordination Committee for Economic Protection, operating undePitinee
Minister's Office,co-ordinatesationallythe anti-fraud operations of such bodies as the
Tax and Finance Control Offices, Customs and the Finance Guard.

With regard to import duties thdungarian Customs arfeinanceGuard are responsible
for their establishment and accountibgt they also participate, by consultation, in the
development of legislation.

Regional development policy is integrated into the national economic policy and as such is
part of thenationalbudget. There arBve specialStatefunds. Most of their control
organisations have been established recently and according to Wastepearsystems.

In the case of an audit (the SAO is the external auditampliance with legal regulations,
accounting discipline, efficiency and performance relative to the objectives are checked.

As far asexport subsidies and agriculturaharket support is concerned, the Tax and
Finance Control Office has been appointed as disbursing agieiweyl January996. Its
competence relates to thestablishment of -eligibility,disbursement and audit of
expenditure. Theffice is assisted for the audit gfayments andhe contributions to
agriculture theHungarianState Treasury, the 19 Countrgricultural Offices of the
Ministry of Agriculture,the National Institute foAgricultural Quality Control and the
Forest Inspectorates.

Current and Prospective Assessment

The structure of théHdungarian Customs anBinanceguard (one centrabffice, ten
regional offices andl12 local customs offices) seems comparablethte customs
organisationghat are operated hgertain EU membestates. The contrarganisation
for the five specialfunds which finance ketasks of the State hawveecessargkills and
practice and are able to meet the financial control requirements of the EU.

The Hungarian government plans to establishfimancial management system
corresponding to the structural funds of the EU.

Accounting procedures for import duties and sugar dutiksave tocorrespond to the
“own resources” of the EU.

The control of agriculturgbayments which isow being implemented has twrrespond
to EU requirements.

The fight againsthe black market would be greatly accelerated and made sfficent
by full computerisation and the establishment of a remote data transfer system.



Conclusion

In the mediumterm Hungary should beble tofulfil its obligations in relation to the
financial control structures withowiny majorproblems, providethat measures currently
envisaged are put in place.

Budgetary Implications

The communication entitled “Agenda2000” sets out the ovinalhcial frameworkwhich
should accommodate the budgapact of anyfuture enlargements ithe mediumterm.
This is to ensurg¢hat any enlargement is compatiblgth proposedCommunity policy
guidelines within reasonable budget limits.

As things stand, it would bdifficult, not tosaypremature, to attempt precise country-by-
country evaluations ofhe budgetarymplications of each othe applicants joining the
Union. Exactly whathe impact would bemay vary considerably depending on a whole
series of factors:

- the date on which the applicant country joins;

- developments in Community policidsetween now and then, in particular the
decisions to be taken on further reform of tkexmon agricultural policy and new
guidelines for structural measures;

- the progressnade bythe applicant countries in terms gfowth, increasing their
competitiveness and productivity and their ability to absorlatioeis

- the transitional measures that will come out of the negotiations.

Only afew orders ofmagnitude for certain budget categories and\arall estimate can
be given purely as a guide.

Expenditure

If the common agricultural policyvere to be reformed along thieres suggested by the
Commission,once the reforms wertilly up and running and in terms of just market
intervention measures, Hungary’s accession wgud rise to only marginal additional
expenditure of some 2% to 3% in relationliteely expenditure on the presefiteen
Member States.

After a phasing-inperiod, theallocations for Hungary unde¢he heading ofstructural
measures would be about 4% of its GNP.

Application ofthe otherinternal Community policies ithe newmembercountries would
be likely to involveadditional expenditure probably in excess of their relgtraportion

of Union GNP, sincefor certainpoliciesthe additional implementingostsalso depend on
the targetpopulation, the geographical area covered ornilmaber of MembeiStates

involved in the coordination andarmonisation measures. TH&NP of Hungary is
currently less than 0.6% of total Union GNP.

By contrastHungary’'s accession shoutat involve significant additionaéxpenditure as
far as Union external action is concerned.



It shouldnot be forgotten thatvhen an applicant country joingie Community budget
will no longer have to bear the costs of grants the countryehgible for under the
various pre-accession programmes, such as PHARE.

In light of the above, the estimaterbsts in the three areamsentioned arising from
Hungary’s accession shouldll within the range ofannually, ECU 2.5 to 3.1billion in
2005-06 (at constant 1997 prices).

Revenue

Assuming fullapplication ofthe own resourcesystem,the newmembers’ contributions
to the Community budget should, in terms of total GNéhd VAT resources (taking
account of theapping rules applying tdAT), be close to the proportion of thiion’s
GNP they account for,which in Hungary'scase is about 0.6%-ungary’s portion of
traditional own resourcesiwdepend on the structure w$ tradeflows atthe time of
accession.

To ensure that the own resources established, monitored and maaleailable inline

with Community regulations, Hungaryill\have to overhaul its current custonsystem.
In addition, for the purposes of accurateBiculatingthe GNP resourceonsiderable
improvementswill have to bemade tothe national accounts to ensutkat they are
reliable, homogeneous and complete. Improvihg statistics will also bessential for
drawing up the VAT own resources baséhich will mean bringing Hungary’'s VAT
system fully into line with the Community directives.

4 Administrative Capacity to Apply the Acquis

The EuropearCouncil in Madrid in December 1995 conclud#tht the harmonious
integration into the EU of the central and eastern Europgaticantstates would, in
particular, require the adjustment of their administrative structures. This chapter examines
the current state of thaublic administration in Hungaryncluding relevanaspects of the
judicial system, and assesdbse current and prospectiability to carry out the functions
required of it in a modern, democrastate,with a particular focus on the need to
administer matters related to thequis

4.1 Administrative Structures

A description of Hungarian constitutionatructures, their powers amdsponsibilities,
including those of regional and local government, is given in Chapter 1.

At the centrallevel there are 12 mistries (of equalstatus) inaddition to thePrime
Minister's Office,two ministerswithout portfolio (Privatisation, and National Security),
andsix national agencieshe EU Integration State Secretariat in Miaistry of Foreign
Affairs acts as the central coordinating body for accession-related matters.

The legal basifor thecivil service is provided btghe 1992 Act on thiegalstatus ofCivil
Servants, and partly by both the 198v on Responsibility and Legédbtatus of
Government Members arftateSecretaries and the 1990 Act on TempoRegulation
of thelegal status of Stat&ecretaries (though these latteo Acts arescheduled to be
significantly amended in the near future).



The public administration is in general politicallpdependent. There are rules for the
political independence of recruitment apmotion. It is, however, usual practice for
Ministers to make appointments to senior positionshicivil service, such aState
Secretary, and often also at lower levels in the administration.

Of the 98,200civil servants in theHungarian public administratiobout 60,000 are
employed inthe central and territoriaktate administration, andabout 40,000 are
employed directly by local self-government institutions. Public administration at the
central governmeneével has been subject to acrdake boardstaff cuts tohelpreduce the
budget deficit, including a 16% staff reduction in cenradlic administration(In spite of

this, thetotal number ofcivil servants has remainedlatively stableover the past few
years). Currently, pajevels for comparable jobsre about thred¢imes higher in the
private sector than in the public sector.

In 1994 the position of Governme@ommissionerfor the Modernisation ofublic
Administration wascreated to co-ordinate reform of thmblic administration. The
Commissioner hashe rank of DeputyState Secretary and is attached to tReme
Minister's office. A Governmerdecree of September 1996 instructs @mwnmissioner,

in conjunction withotherrelevant Ministries, t@repare @&ublic Administration Reform
(PAR) action plan. The actioplan for 1997-98 lists 57 individual activities, and
concentrates on deregulatidraining of civil servants, and further development of the
local government system.

In late 1995 theHungarian Governmeradopted themodernisation programme entitled
"Hungary in a new Ewpe", settingout the country'smedium-termstrategy. The
document develops the framework 6fungary's preparation for EUWnembership.
Regionalisation, regional development and regional paliesnighlighted as key elements
in the creation of a de-centralised, mefficient administrativestructure,and the future
framework for industrial development. (See also the section of the Introduction
concerning relations between the European Union and Hungary).

4.2 Administrative and Judicial Capacity

Hungary was administered under cenfoddnning duringthe communistperiod. The

communist system rejecteélde primacy ofthe rule oflaw and subjugatethe law and the

administration tahe implementation ofParty policy. Against thisbackground, both the
administration andhe rule oflaw itself increasingly came to be seenthg public as

instruments of political control.



The situation in Hungary has improved greatly sib@89. Theadministrative framework
currently in place isiow comparable tohat found in EU countries. The tasks of the
administrative units, anthe control bodies, areeasonably well defined.Over thelast
five to sixyears, organisations have best up in accordanaceith the requirements of a
market economy and have been given the necessary responsibilities and powers.

There are, however, certaissues on whictihe division of control, scope, tasks, and
competence haveot been put in order. Fexampleboth in the case of agriculture and
consumer protection there is a neecestablish centratontrol bodies. Thenanagement
and supervision of local self-government requisgmificant improvement, while their
remit and institutional structure need to be better defined.

The civil service isnot understaffed overall. However, the across-the-bstafl cuts,
and low pay compared tbe privatesector, havaffected morale and motivation in some
areasgespecially irthe centrahdministration. There has recently been a problefbrain
drain" of experienced staff tine privatesector,and a decline in recruitment. It will be
important for the futureffectiveness othe public administratiorthat thesgroblems are
resolved.

Following the high public expectations in thesarly 1990s, public confidence in the
administration as a whole has gradually waned. It is sometieggzded adeing
excessively legalistiand non-transparent. Problems of corruption hgaieed a higher
profile over the pasfew years, although hard evidence to baclkspecific allegations is
generally lacking.

The importance of administrative reformwglely accepted, and th@anned reforms are
generally welldesigned. The PAR actigotan puts anend to across-the-boasthaff cuts,
and recognizes the particular importance, apdcific trainingneeds, of seniocivil
servants. The implementation miiblic administratiorreform, however, i®eing hindered
by thevery problems whictihe reforms are intended to addres$ack of management
skills, a shortage ofqualified or experienced personnel some areas, awell as
insufficient or ineffectivedepartmental coordination and co-operatiomplementation
has been slow. Induction training of new staff, and improved functibaaling
(especially in management skills), will bequired to raise¢he overall quality ofthe civil
service. Thecivil service has been takingieps toimprove the level of professional
awareness of EU issues.

As regards the coordination of EU related matters, the EU Integi@tadia Secretariat
functions well. Any further reform should build on the useful progress already made.

Key Areas for the Implementation of the Acquis

The uniform application of EC law:The effective application adhe acquispresupposes
that thejudicial authorities of member states atade to applythe provisions ofthe Treaty
dealing with ensuringhe unity and application ofhe acquis and areable toensure the
proper functioning of the Single Market andCommunity policies in general. Aigh
guality andwell trained and resourcegddiciary is necessarfor the application by the
courts of EClaw, includingcases of direct effect, and cases of referral to the European
Court of Justice under the terms of Article 177 EC.

Provided thatreforms recentlyadopted inHungary proceed as intendedcluding the
training of judgesthe judicial systemshould be ableffectively to implementhe acquis



In certain cases, such pablic procurement, Hungarian judges have alreapplied the
principles of Community law.

Single market: Theability of Hungary to ensure theorrectapplication of Community
requirements in th&ingle Market, particularly concerninghe freemovement ofgoods
and services presuppost® existence ofhighly developed and effective regulatory,
standardisation, certification and supervisory authoriaég toact fully in accordance
with EC rules. Ananalysis ofthese points is made in Chapt&d (under "The Four
Freedoms").

Concerning the administrative capacity in respect of free movement of goods, the situation
in Hungary is generallysatisfactory. In the various regulatory bodgaffing levels
appear to be adequate. Where there poblems thesare more due to #ack of
communication at times between thi#ferent institutions. Concernirthe freemovement

of serviceghe situation is alsgenerallysatisfactory. Followinghe 1996Banking Law

an administrative structure based on EC requirements hastes¢ed. Althougistaffing
levels appear to bedargely adequate, (theHungarian Banking and Capitdlarket
Supervisory Authority ha835 staff) there is a need for these to be correctly deployed to
perform an adequateumber of on-site examinations on banks. TThoality of these
examinations should be improved by better training of staff. $hate Insurance
Supervising Authority has 36 staff.

In order to meet E@equirements in this area Hungary needs to consolidatprogress
already made in its relevant administrative structures.

Competition: As explained irChapter 3.1 (undefCompetition”) enforcement of
competition law requireghe establishment ofanti-trust andstate aid monitoring
authorities, andthat the judicial system,the public administration andhe relevant
economic operators have a sufficient understanding of competition law and policy.

In Hungary the central authority is tiadfice of Economic Competition which has 106
staff; this isadequate. Thdevel of expertise is sufficient. Nonethelesbe ability
effectively to implement EQequirements in thiseld will require further training in EU
competition law.

Telecommunications: Irorder to formulate andimplement the many liberalisation
regulations contained in thecquisin this field it is necessary to have a regulatory and
policy making body that is effectively separated from any operating company.

In Hungary the regulatory authorities are Mimistry of Transport,Telecommunications
and Water Management, and the Natid@ammunications Authority (NCAyhich deals
with the application of regulations andontrol functions (such as type approvals,
frequency and monitoring). The National Communication Authority3®&sstaff at the
central level, an@76 at thaegionallevel in 7regional offices.However thergemains a
need for improvements angkinforcing of the regulatorycapacity and enforcement
capacities in thisarea. Also, the NCA isiot independent of the ownershipnction
exercised by the State in relation the main telecommunications company.

Indirect taxation: The effective administrationtio¢ indirect taxatioracquispresupposes
structurescapable of implementinthe EClegislation concerninghe harmonisation of
Valued Added Tax and excise duties in an environment in whgdal controls atnternal
EU frontiers have been abolished; dhd excisesystem is based ahe tax warehouses,




duty being payable athe local rate in thememberstate at thetime the goods are
consumed. This requireshaghly developed anavell trained and resourced serviedth
a high degree of inteqgrity.

In Hungary the relevant authority is tMinistry of Finance with gotal of 8,000staff.
Due to a large turnover of stafgsulting partly from trained staff beimgcruited by the
private sector, it is difficult to estimate the capacity of existing staffrdier toensure the
effective administration athe acquisin this area it will be necessary to consolidate and
improve the overall professional standards thie staff,including training measures and
improvements in pay.

Agriculture: The administrative requirementstire agricultural are@rimarily concern
veterinary and phytosanitargontrol, to protectpublic health andensure thefree
movement of agriculturagoods; and theability to administerthe mechanisms and
requirements of the CAPRncluding high standards offinancial control and official
statistics. These points are dealt with in Chaptdr (under"Agriculture™); general
standards in the statistical field are examined in Chapter 3.3 (under "Statistics").

Concerning the administrative capacity in respect of veterinary and phytosanitary controls,
Hungary has an elaborate infrastructure. As regstadBng, there are 2@®nimal Health

and Food Control Stationsemploying 2,880 staff, and aNational Institute for
Agricultural Quality Control employing 710 staff. Facilities at bolidepectionpostsstill

require improvement to meet EU standards. Concentfieg@dministration of general

CAP requirements, improvements in administrative structures will be required.

In order to meet EGequirements in this area some important adjustmaresstill
required, although progress has already been made.

Transport: Theapplication ofthe EU Internal Market and competition requirements to
the transport sector, thdevelopment of relevant infrastructuproducts, and other
aspects of the transpoacquis will presentadministrative challenges to nemvember
states.

The responsible government authority in Hungary the Ministry of Transport,
Telecommunications an@/ater Management withtatal of 342staff. There is a shortage

of qualified staff,and sometimes a lack of communication between administrative units.
This raises particular concerns with regard to the enforcement of safety controls.

Employment and socigdolicy: A central administrative requirement riespect of the
acquisin this area isadequate inspection capacityarticularly concerning health and
safety at work.

The Hungarian labour inspectoratewsll staffed, with 61 staff centrally, arg|170 at
regional offices (althougbnly aproportion of thesetaff are involved directly in labour
inspection functions). With suitable training and experiehedabour inspectorate could
be expected successfully to administer the releaeaisin this area.

Regional policy and cohesionThe main administrative requirements in thiea are the
existence of appropriate areffective administrative bodies , and in particulahigh
degree of competence and integrity in the administration of Community funds.



In Hungary regional policy is administered Hye Ministry of the Environment and
Regional Developmer{881 staff) and regional and local bodies. These arrangements are
not yet fully adequate. The situation concerniirgancial control isgenerally satisfactory
(see the section, below, diRinancialcontrol”). Theeffective administration ahe acquis

in this areawill require improvements in coordinatiodgefinition of roles between the
various bodies, and further development of administrative expertise.

Environment: Because EU environmental poliapwolves the integration of
environmentalprotection into EU sectorgbolicies the administrative requirement is
potentially very wide, affectinghanybodiesnot normally associated witlenvironmental
protection. However, the maiasponsibility liesvith environment ministries and various
subsidiary bodies.

As noted above (undéRegional policy andcohesion”), the relevaministry has 381
staff. Monitoring is carriecbut by sectoral authorities, enforcement by tNational
Inspectorate of Environmental Protection and 12regional inspectorates. These
arrangements areot yet adequatesince bettercoordination is required witlother
institutions involvedpoth at thenational and regional leveThe effective administration
of theacquisin this area will requirgyreaterfinancialand humanesources, backed by a
reinforced commitment frorthe Government. Adlanned rationalisation ahe system has
been on hold for some time.

Consumer protection: liis area, theeffective administration ahe acquisrequires the
allocation of overall responsibility to a specifitatebody throughwhich the formulation,
implementation and enforcement of consumer policy and consumer protection legislation
can be undertaken.

In Hungary the government Department faechnical Development and Environmental
Protection sharegeneral responsibilitjor consumeraffairs with the semi-independent
Bureau for Consumehffairs. As regards non-governmental consumer bodiealaady
strong andindependent consumer movement has developed. Tesrains confusion
about the exact scoad objectives of consumer policy. Thispart explains difficulties

in the effective enforcement of consumer laseswever, other factorahich need to be
addressethclude a lack oexpert staff, organisationdkficits, and a lack of sensitivity to
consumer questions among the judiciary.

Justice and homaffairs: Oversight of justice and home affaigsiestionsfalls to the

justice and interior ministries.The administrativestructures need to bable to deal
effectively withasylumand migration questionsordermanagement, policeooperation

andjudicial cooperation. There is awverriding need fosufficient and properly trained
staff with a high degree of integrity.




In Hungary thgustice and interior mistries are adequately staff@dinistry of Interior,

549 staff; Ministry of Justice, 335 staff). Theapacity to handl@sylumand migration
guestions is1ot yet assured though a nesylum law is beingreparedwhich will bring

the administrative system up to E&landards. Border managemenbéng modernised,
though some borders are weak #auk resources to functioeffectively. The policehave
createdspecialist units to combat organised crime, arglimproving cooperationwith
neighbouring states. Reforms to the judiciary are being accelerated. Theeffective
administration ofthe acquis in this area will require increasadvestment inhuman
resources (in particular specialist and language training), and steps to combat corruption.

Customs: Applying thecquisin this area requires adequatdevel of infrastructure

and equipment,including computerisation and investigatiomesources, and the
establishment of an efficiemustoms organisation with sufficient number of qualified
and motivated staff showing a high degree of integrity.

In Hungary the customservice employ$,000 staff. Due to high turnover of staff, it is
difficult to estimate theirfficiency, and therefore the adequacy sifffing levels. The
effective administration ahe acquisin this area will requiréhe retention oéxperienced
and qualified staff,and improvements tahe existing monitoring system. Thpublic
perception of corruption needs to be addressed.

Financial control: The protection of th€ommunity’s financialinterests requires the
development of anti-fraud services, training of specialised staff (investigators, magistrates)
and the reinforcement of systems of specifooperation. Theimplementation of
Community policies, especialfpr agriculture and the Structural Funds, requetfisient
management andontrol systemsfor public expenditure, with provisions to fight fraud.
Administratively it is essential to have a clemparation between external anternal
control. Police andjudicial authorities need to bable effectively to handle complex
transnationafinancial crime (includingraud, corruption andanoney launderingyvhich

could affect the Community’s financial interests.

In Hungary the main external control body is 8tateAudit Office. The number obtaff
employed isnot currentlyavailable tothe Commission. The organisation afushctioning
of the financial control systems in Hungary is broadly in line with the EU's requirements.

4.3 General Evaluation

If Hungary continues its comprehensive reform efforts in dnés it could beenvisaged
that the necessary administrativetructures would be in place, in tmeedium term,
effectively to administer thacquis

Provided that progresontinues as plannethe Hungarianjudicial systenshould be in a
position effectively to apply Community law in the medium term.



C. SUMMARY AND CONCLUSION

Hungary submitted its application farembership othe Europearunion on 31 March
1994. Its request is part of thestoric process oéndingthe division of Europe and
consolidating the establishment of democracy across the continent.

In accordance with thprovisions of Article O othe Treaty, th&Commissiorhas, at the
request of the Council, prepared an Opinion on Hungary’s request for membership.

Hungary's preparation fomembership is goindorward notably onthe basis of the
Europe Agreementwhich entered into force on 1 Februat994. Implementation of
the White Paper of May 1995 onthe Internal Market, anoth@&ssential element of the
pre-accession strategy, is going ahead orb#éises of a Plaagreed by the government in
December 1995 and revisedi897. The governmeriasput in placethe necessary
mechanisms to coordinate its policies for European integration.

In preparing its Opinionthe Commission has appliethe criteria established at the
Copenhagen European Councibf June 1993. Th€onclusions of this Councdtated
that thosecandidate countries of Central and Eastéumope whowish to do soshall
become members of the Union if they meet the following conditions:

— stability of institutions guaranteeing democratlye rule of law,human rights and
respect for and protection of minorities;

— the existence of a functioning market economy,vwasl as the ability to cope with
competitive pressures and market forces within the Union;

— the ability totake on theobligations of membership, includirgliherence to thams of
political, economic and monetary union.

A judgement on these thrgeoups of criteria political, economic, anthe ability to take
on theacquis- depends also on theapacity of a country’s administrative atetal
systems tqput into effectthe principles of democracy arthe marketeconomy and to
apply and enforce the acquis in practice.

The method followed in preparing thes®pinions has been to analyee situation in
each candidate country, looking forward to thediumterm prospects, and taking into
account progresaccomplished and reforms already under wagr thepolitical criteria,
the Commission has analys#uke current situation, goingeyond a formahccount of the
institutions to examine how democracy and the rule of law operate in practice.



1. Political Criteria

Hungary’s political institutions function properly. Thegspect thelimits on their
competences andooperatewith eachother. Elections are free anthir and led to
alternation of power in 199@nd 1994. The oppositioplays a normalpart in the
operation of the institutions.

There are no major problems over respecfudndamental rights. The rights ofinorities

are guaranteed armrotected. Certain improvementare still needed in the operation of
thejudicial systemand in protection for the Roma, but the measteesntly taken by the
government constitute progress. The fight against corruption needs further reinforcement.

Hungary presents the characteristics of a democracy with stable institutions guaranteeing
the rule of law, human rights and respect for and protection of minorities.

2. Economic Criteria

After afall in GDP of nearly20% between 1988nd 1993 Hungary has seen renewed
growthsince 19941.5% in 1995, 1% in 1996)This has been accompanied fnpgress
towardsstabilisation of public finances, exterradcounts andhflation (19.8% in 1996).
Hungary hadsl0.2 million inhabitants and it&DP per capita igquivalent to37% of the
EU average. 8% of the working population engployed inthe agriculturakectorwhich
contributes 7% of grosgalueadded. Tradavith the EUhasgrown considerably since
1989 and now represents 60% of Hungary’s external trade.

On thebasis of itsanalysisthe Commission’s judgement as Kungary’s ability to meet
the economic criteriaestablished at Copenhagen is as follows:

Hungary can be regarded asfanctioning market economy Liberalisation and
privatisation have progressewnsiderably, andhere has beestrong growth of new
private firms. In order to guaranteonger termstability, the reform ofpensions and
social security needs to advance rapidly. The proposed method of pension reform would
have the added benefit of deepening capital markets.

Hungary should bevell able to copewith competitive pressureand market forces
within the Union in the medium term, provided the macroeconomic conditions for strong
investmenigrowth renain in place. Hungarian enterprisa® already competitive in EU
markets. Restructuring of industry and banksvédl underway. Hungary'secord of
consistent commitment to steady market reforms arabiliy to take difficult decisions
when theyare necessary is an important positifaetor. It has had a consistenthigh

level of foreign direct investment. Howevehe key task is now tcavoid unsustainable
budgetary or external deficitsyhich hinder investment ancestructuring, and halt the
recent acceleration of growth.



3. Capacity to take on the obligations of membership

Hungary’s ability to take on theacquis has been evaluated according to a number of
indicators:

— theobligationssetout inthe EuropeAgreement, particularlyhoserelating tothe right
of establishment, nationaeatment, free circulation of gds,intellectualproperty and
public procurement;

— implementation othe measuresetout inthe White Paper agssentiafor establishing
the single market;

— progressive transposition of the other parts ofitgis

Hungary has methe bulk of its obligationsunder the EuropeéAgreement, and the
timetablesetout inthe Agreemenhas been met. The Agreement has functiorergt
well and it has been possible to resolugy bilateral difficulties which havarisen, in
particular in thefield of trade. Hungary has achieved a gocate oftransposition of the
rules and directives set out in the White Paper.

For thewhole field related to thesingle market and in particular competitiomgublic
procurement,intellectual property, company and accounting lawaxation, product
liability, financial services, the legislative foundation is almost completely in place.

Despite the efforts undertaken, the progressle in transposing legislatistill needs to
be accompanied bgoncrete measures whplementation, as well as establishment of an
effective administrative underpinning. Hungary has some instruments wpetate
correctly (forinstance irthefield of public procuremengppeal proceduresetout in the
directivesare applied andcourt cases have been started) bubstantial effortare still
needed in a number of sectors, notably standardisation.

As for theother parts of the acquis Hungary shoulehot havedifficulty in applying it in

the medium term, provided it continues its current preparation for accession in the
following fields: education, training and youth; research and technological development;
telecommunications; audio-visuagmall and medium enterprises; internationarade
relations, and development.

By contrast substantial efforts will be needed for Hungary to be able to appigghisin
consumer protection and customs controls.

Giventhe extent of restructuring and modernisation efforts undertaken so far, there are
goodreasons to expect that most sectorslohgarianindustry in themediumterm can
be competitive operators in the single market.



For theenvironment, very important efforts W be neededincluding massive investment
and strengthening of administrative capacity enforcement oflegislation. Full
compliance withthe acquis coulanly be expected in the long teery longterm and
would necessitate increased levels of public expenditure.

Hungary has already made considergitegress on taking on thieansport acquis If it
continues its efforts orad transporénd technicatontrols thissectorshouldnot pose
significant difficulties. Hungary will need tprovide theinvestment necessary to extend
the European transport network in order éwsure effectiveoperation of thesingle
market.

Hungary should also be ablethe mediumterm toapplythe acquis oemployment and
social affairs but efforts arestill needed to improvéhe health system and apply EU
health and safety at work standards. Hungary already has an effective labour inspectorate.

For regional policy Hungary hasadopted aregional development policy which, if
implemented, should permit it itme mediumterm toapply Community rules and make
effectiveuse of structural funds. Hungaryllwalso need th@ecessaryinancial control
instruments.

In the agriculture sector if progress imade inthe veterinary and phytosanitafields,
and if the structures needed in the agrifasettor and for applying the CAP are
reinforced, membership inthe mediumterm shouldnot posesignificant problems for
Hungary in applying the CAP in an appropriate manner.

For energy efforts arestill needed in respect afionopoly operations, prideing, access
to networks andtateintervention in thesolid fueland uraniunsectors. Hungary has a
nuclearpower station at Pakshich produces near¥0% of the country’lectricity. It

needs to modernise this the mediumterm in order tobring it up into internationally
accepted safety standards. It will also need to find a solution for nuclear waste.

On thebasis ofthe analysis ofits capacity to applyhe acquis Hungary could be in a
position in themediumterm to takeandimplementthe measuresecessary foremoval of
controls at it9orders and establishment of these at the Union’s external border.

Hungary should be in a position to participate at the appropiiagein the third stage of
economic and monetary union which impliescoordination of economigolicy and
complete liberalisation of capital movement®8ut it is premature tgudge whether
Hungarywill be in aposition, by thaime of its accession, to participatetire Euro area.
That will depend on how far the success of its structural transformatables it to
achieve and sustain permaneritthe convergence criteria. These are, howenet, a
condition for membership.

Hungary should be able to meée justice and home affairsacquisin the next few
years, even though particular attentioifi meed to bepaid to frontier controls, treatment
of asylum seekers,visa policy andthe fight against organised crime. Hungary has
indicated a wish to join the Schengen Agreements.

Hungary should be able tolfil its obligations inrespect of thecommon foreign and
security policy.



In addition, Hungary has reinforced its relations with its neighbours 4®@8@, and has
signed Friendship an@ood Neighbourliness Agreements with them recognising existing
frontiers and resolving almostll the potential disputes with them. has played an
important role in regional stability.

4. Administrative and Legal Capacity

If Hungary pursues thadministrative reforms which have already besarted, the
necessary structures could be in place in the medium term to apply the acquis effectively.

The capacity othejudicial system teensure uniform application @ommunity law is of

great importanceparticularly for the implementation othe single market. [IHungary
pursues its efforts, the judicial system should be capable of applying Community law in the
medium term.

CONCLUSION
In the light of these considerations, the Commission concludes that :

- Hungary presents the characteristics of a democracy , with #tabtations
guaranteeing the rule of law, human rights and respect for and protection of minorities;

- Hungary can be regarded atuactioning market economy and it shoulddide
to cope with competitive pressure and market fomeiin the Union in the medium
term;

- if Hungary continues its efforts on transposition of the acquis relating particularly
to the single market, andtensifiesits work on its implementation, Hungary should
become capable ithe mediumterm of applying it fully. In addition, particular efforts
will be needed to meet the acquissectorssuch as environment, customs control and
energy.More generally, further administrative reform will lnedispensable if Hungary is
to have the structures to apply and enforce the acquis effectively.

In the light of these considerations, the Commission recommends that negotiations for
accession should be opened with Hungary.

The reinforced pre-accession strategy will help Hungary to prepare itself better to meet
the obligations of membership, and to take action to improve the shortcomings identified
in the Opinions. The Commission will present a report no later than the end of 1998 on
the progress Hungary has achieved.



ANNEX

COMPOSITION OF PARLIAMENT

Political party Abbreviation
Hungarian Socialist Party MSZP

Union of Free Democrats SZDSz
Independent Smallholders’ Party FKGP
Christian Demaocratic Party KDNP

Union of Young Democrats FIDESZ-MPP
Hungarian Democratic Forum MDF

Hungarian People’s Democratic Party MDNP

Independent candidates -

208
67
25
23
21
19



Market: White Paper Measures

This table is based on information provided by the Hungarian authaitiesonfirmed byhem as correct as at the end of June 1997. It does not indicate the
Commission’s agreement with their analysis. The table includes directives and regulations cited in the White Paper which total 899. These have been listed in
accordance with the categorization used in the White Paper and in relatiopétidh@reas coveredThe tableshowsthe number of measurés which the

Hungarian authorities have notified the existence of adopted legislation having some degree of compatibility with the

corresponding White Paper measures.

1.1.1.1.1.1.1 White Paper chapters Directives Regulation
Stage | Stage Stage | St
1/ Il
1.Free Movement of Capital Hungary 3 1 0
Number of White Paper measures 3 1 0
2.FM and Safety of Industrial Products Hungary 22 50 1
Number of White Paper measures b6 104 4
3.Competition Hungary 3 0 1
1.2 Number of White Paper measures 3 0 1
4.Social policy and action Hungary 11 7 0
Number of White Paper measures L2 L5 0
5.Agriculture Hungary 83 42 44
1.2.1 Number of White Paper measures D3 1“6 62
6.Transport Hungary 11 4 4
1.2.2 Number of White Paper measures L9 L5 8
7.Audiovisual Hungary 1 0 0
1.2.3 Number of White Paper measures 1 0 0
8.Environment Hungary 23 0 2
1.2.4 Number of White Paper measures B1 7 7
9.Telecommunication Hungary 8 5 0
1.2.5 Number of White Paper measures 9 7 0
10.Direct Taxation Hungary 0 0 0
1.2.6 Number of White Paper measures 2 2 0
11.Free movement of goods Hungary 0 0 0
1.2.7 Number of White Paper measures 0 0 0
12.Public Procurement Hungary 5 1 0
1.2.8 Number of White Paper measures 5 1 0
13.Financial services Hungary 12 8 0
1.2.9 Number of White Paper measures L3 8 0
14.Protection of personal data Hungary 0 2 0
1.2.10 Number of White Paper measures 0 2 0
15.Company Law Hungary 2 2 0
1.2.11 Number of White Paper measures 2 3 0
16.Accountancy Hungary 2 2 0
1.2.12 Number of White Paper measures 3 2 0
17.Civil law Hungary 1 1 0
1.2.13 Number of White Paper measures 1 1 0
18.Mutual rec. of prof. Qual. Hungary 2 13 0
1.2.14 Number of White Paper measures 2 L6 0
19.Intellectual property Hungary 5 2 0
1.2.15 Number of White Paper measures 5 3 0
20.Energy Hungary 6 0 0
1.2.16 Number of White Paper measures L0 2 3
21.Customs law Hungary 0 0 14
1.2.17 Number of White Paper measures 2 1 14
22.Indirect Taxation Hungary 8 25 0
1.2.18 Number of White Paper measures L5 b4 0
23.Consumer Protection Hungary 5 2 0
1.2.19 Number of White Paper measures 8 3 0
Total Hungary 213 167 66
Number of White Paper measures 205 293 99




Statistical Data

If not explicitly stated otherwiselata contained in this annex am@lected from ,Hungarian Central
Statistical Office (KOZPONTI STATISZTIKAI HIVATAL)* with whom Eurostaand Member States’
statisticalofficesare co-operating sincgeveral years ithe framework ofthe Phare programme. Regular
data collection and dissemination are part of thiso-operation process witthe aim toenable the
application of EU lawsndpractices in statistics. The data presetteldw have been compiled dar as
possible using EU definitions and standards which in some cases differ from national practices. This may
occaasionally give rise to differendestweernthe data presented heaadthosoe shown elsewhere in the
opinion, which are generallypased onthe individual applicant countries’ updated replies to the
guestionnaire sent to them in April 1996. The exarhpatibility with EUstandards on statistics and
thus the comparability with EU figuresin still not be guaranteed, particulattiypse statisticthat have
not been suppliedhrough Eurostatbut have been delivered directly Ilge countries concerned..
Wherever available, methodological notee given describing conteand particularities o$tatistical
data presented in this annex. Data correspond to the information available as of May 1997.

BASIC DATA
1990 ‘ 1992 ‘ 1993 ‘ 1994 ‘ 1995
1000 hectares
Total Area | | 93031 9301; 9308
Population ( end of the period) in 1000
- total 10310 1027y 10246 10212
- Females 5354.3 5338.p 53307
- Males 4922.7 4907.8 4881(3
per 1 km2
Population density | 111 111r 11qJ 11p
in % of total population
Urban Population | 43.14 63.:’{ 63.13 62/6
per 1000 of population
Deaths rate 14.2 14.4 14.4 142
Births rate 11.7| 11.3 11.8 11
Income and GDP per capita European Currency Unit
-Average monthly wage and salary per employee 167 239
-GDP per capita 1688 3343
Structure of production: share of branch GVA in % of Total Gross Value Added
-agriculture 12.5 6.2
-industry 27.§ 23.3
-construction 6.0 44
-services 39.9 54.(
share of branch GVA in 1990 share of branch GVA in 199&
m14.0 00 g6
m12.5
@ -agriculture @ -agriculturg
O -industry 0233 O -industry
0276 O -construction O -construcy
O -services 054.0 \ O -services
039.9 m - Others m - Others
O4.4
06.0




NATIONAL ACCOUNTS

1991 | 1992 | 1993 | 1994 | 1995
in Millions of National Currency
Gross Domestic Product (Current Prices) 249831? 29426q8 35482621 4364811r 5493800
in Billions of ECU
Gross Domestic Product (Current Prices) 26.951 28.T 32.9q 34.8% 33.4p
in Purchasing Power Standard per capita
Gross Domestic Product | | 5543.q 5953.? 631114
% change over the previous year
Gross Domestic Product -3.1 -0.6| 2.9 1.5
Final consumption expenditure 0.6 5.4 -2.3 -6.4
-of households and NPISH 1.4 3.4 0.2 -7.1
-of general government -1.1] 9.8 -7.4 -5.1
Gross fixed capital formation -2.6) 2.0 12.5 -4.3]
Exports of goods and services 2.1 -10.1 13.7 13.4
Imports of goods and services 0.2 20.2 8.8 -0.71
in % of Gross Domestic Product
Final consumption expenditure 80.5 84.2 88.2 84.3 78.1
-of households and NPISH 54.8 57.1 59.7 58.Q 54.(
-of general government 25.7 26.5 28.4 26.2 24.(
Gross fixed capital formation 20.9 19.9 18.9 20.1 19.1
Exports of goods and services 32.8 314 26.4 28.9 344
Imports of goods and services 33.7 31.7 34.4 35.4 36.6
GDP (% Change over the previous year)
3.0
2.0 +
1.0 +
0.0 : 1 1
1041 1991 1992 1993 1994 1995
-2.0 +
-3.0 +
-4.0




MAIN ECONOMIC INDICATORS

1990 | 1991 | 1992 | 1993| 1994 199 1996

percentage change over the previous year

Inflation rate 28.9| 35* 24; 22.F 18|8 28|.2 23.6
previous year = 100
Industrial production volume indices 104 109.6 104.6 102({3
Gross agricultural production volume indices 90.3 103.2 1026
Unemployment rate (ILO methodology) in % labour force
- Total 11.3 10.9 9.8 9.p
- less then 25 years 17.9 16.€ 15.f
- 25 years and more 8.7| 8.2 8.
in Billions of USD
Gross Foreign debt 21.37 | 23.31 | 20.51| 22.$8 27.|20 |
Balance of payments in millions of USD
-Exports of goods 9151 9688 10097 8119 7648 12864 14184
-Imports of goods -8617 -933 -10108 -12140 -11364 -15297 -16836
-Trade balance 534 3p8 11 -4021 -3716 -24338 -2652
-Services, net 484 534 765 216 159 642 1499
-Income, net -1427 -1356 -1260 -1190 -1406 -1804 -1456
-Current account balance 379 403 B52 -4262 -4054 -2536 -1689
-Capital and fin. acc.(excl. reserves) -946 2379 40¢ 611p 3205 5851 -161(
-Reserve assets 558 -2700 -763 -2574 640 -4614 1437

Inflation rate: Percentage change of yearly average over the previous aitéems index(data arebased on national CP¥ghich are
not strictly comparable).

Industrial production volume indices: Industrial production covers mining and quarrying, manufacturing and electricity, gas and water supply
(according to the NACE Classification Sections C,D,E). Index of total industrial production and industrial sales includes the data of all
industrial corporations. The indices by branches refer to corporations with more than 20 employees up to the end of 1994 and with more
than 10 employees since 1995.

Gross agricultural production volume indices: Indices based on evaluation of all individual products of gross agricultural production.
Constant prices refer to 1991.

Unemployment rate (by ILO methodology): Percentage of the unemployed in labour force. This rate is derived from LFSS (Labor Force
Survey), observing the following ILO definitions and recommendations where:
Labor forceemployed and unemployed persons in the sense of the ILO definitions stated below.
The employedall persons aged 15+, who during the reference period worked at least one hour for wage or salary or other remuneration as
employees, entrepreneurs, members of cooperatives or contributing family workers. Members of armed forces and women on child-care
leave are included.
The unemployedall persons aged 15+, who concurrently meet all three conditions of the ILO definition for being classified as the
unemployed: (i) have no work, (i) are actively seeking a job and (jii) are ready to take up a job within a fortnight.
In Hungary, LFSS monitors only persons aged 15-74.

Gross foreign debt: Debt is extracted form the OECD’s External Debt Statistics.

Balance of payments: Data isderived from IMFdatabase, their comparability with respective EU statistics can not be guaranteed, but
balance of payments is compiled mainly in accordance to IMF standards. Balance in trade of goods in accordance with balance of
payments principles. Exports and imports are both in f.0.b. vaNesincomeincludes direct, portfolio and other investment
income, compensation of employed3urrent account balance by definition of IMF Bflanual, capitatransfers are excluded.

Reserve asset means changes in reserve assets during the year; (+) signifies an increase, (-) a decrease in reserve assets.



FOREIGN TRADE

1992 1993 1994 1995 1996

Imports and exports (current prices) in millions of USD

- Imports 12645 14554 15466 16209

- Exports 8918 10701 1287 13145

- Balance of trade -3727 -3853 -2599 -3064
External trade volume indices previous year = 100

- Imports 120.9 114.% 96.1 105|5

- Exports 86.9 116.6 108.4 104{6
Structure of Import by SITC (current prices) in % of total Import

- (0+1) food and live animals, beverage and tobacco 5.5 5.6 6.3 5.3 5

- 2 crude materials, inedible 4 B.1 B.7 4.1 3.7

- 3 mineral fuels and lubricants 15 13.3 11.¢ 11.7 1316

- 4 animal and vegetable oils etc. 0.1 0.2 0.3 0.3 0.3

- 5 chemicals and related products 12.9 11.¢ 12.7 142 139

- 6 manufactured goods classified chiefly by material 20.4 18.2 19.8 23 22(2

- 7 machinery and transport equipment 29.9 36.6 34.1 30,8 30.5

- 8 miscellaneous manufactured articles 12.2 11.1 11.8 1046 10,8

- 9 goods not elsewhere classified 0 0
Structure of export by SITC (current prices) in % of total Export

- (0+1) food and live animals, beverage and tobacco 21.9 19.1 18.6 20/3 184

- 2 crude materials, inedible 5.5 b.7 5.2 4.8 4.5

- 3 mineral fuels and lubricants B.4 4.1 4 3.2 4.1

- 4 animal and vegetable oils etc. 1.2 1 0.9 0.7 0.8

- 5 chemicals and related products 10.9 12.1 11.p 1148 111

- 6 manufactured goods classified chiefly by material 16 16.1 16.€ 17.4 177

- 7 machinery and transport equipment 20.9 24.1 25.6 2516 255

- 8 miscellaneous manufactured articles 20.4 17.¢ 17.9 1642 17,8

- 9 goods not elsewhere classified 0.1 0.1
External trade price indices previous year = 100

- Imports 109.9 109.4 1155 13212 120.8

- Exports 111.9 118.1 133)9 118

Imports and exports (current prices), External trade volume indicesand Structure of external trade by SITC (current prices):
Trade data exclude direct re-exports, trade in services and trade with customs free zones as well as licenses, know-how and patents. The data
are based upon the special trade system and are regularly updated.
Trade Classifications The recording of merchandise trade occurs by two types of classification in parallel: apart from the Hungarian
External Trade Classification (KTJ) also on the basis of the Harmonized Commodity Description and Coding System (HS) nomenclature.
Imports are recorded o8IF basis and are captured in the same way as exXpqptats are recorded oROB basis and are captured with
the date on which the commaodities cross the customs bdrdercustoms statistics is utilizéor monitoring of foreign tradeata.
Eurostat has converted National Currencies to the US dollar by applying the International Monetary Fund annual average exchange rates.

External trade price indices: Unit value index - calculation is used for measuring price changes in external trade, with the exception of
heterogeneous commodity groups, where the sample method is applied for the price observation.



FOREIGN

TRADE
1992 1993 1994 1995 1996
Structure of imports by main countries (current prices) in % of total imports
1st partner DE | 23.§ DE | 22.2 DE | 23.4 DE | 23.4 DE | 23.6
2nd partner RU | 16.9 RU | 21.4 AT 12l RU | 11.8§ RU | 12.5
3rd partner AT | 144 AT | 11.4 RU 12| AT | 10.71 AT 9.5
4th partner IT 6.3 IT 6| IT 70T 79 IT 8.1
5th partner cz 4.3 US 3.9 GB 4 FR 3.9 FR 4.2
others 34.5 34.7 41.6 42 42.1
Structure of exports by main countries (current prices) in % of total exports
1st partner DE | 27.7 DE | 26.9 DE | 28.2 DE | 28.q4 DE 29
2nd partner RU | 13.1 RU | 15.3 AT | 10.9 AT | 10.1 AT | 10.9
3rd partner AT | 10.4 AT | 103 IT 8.5 IT 8.5 IT 8
4th partner IT 9.9 IT 8| RU 7.5 RU 6.4 RU 5.9
5th partner YU 3.5 US 4.2 GB 4.3 FR 4 FR 3.7|
others 35.5 35.4 40.6 42 42.8

AT
cz
DE
FR
GB

Structure of export by main partners
in 1996

42.8%
FR RuU
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SOCIAL INDICATORS

1991 | 1992 | 1993 | 1994 | 1995
Population on 1 January thousand
10354.1; 103372 1031q.2 1027’7.0 10p46
Proportion of population by age 1 January 1995 in % of total population
y0_14 18.3
y15_24 15.9
y25_44 28.1
y45_64 23.9
y65_max 14.9
total number
Live births 127207 121724 117033 115598
Deaths 144813 1487811 150244 146889
Infant deaths
- Less than 1 year 1989 1714 1458 1335
- Still birth 574 509 42b 408
Marriages 61199 57005 54099 54114
Divorces 24433 2160} 22350 23417
per 1000 of population
Crude marriage rate 5.92 5.57 5.26 5.26 52
Crude divorce rate 2.36 2.04 2.1y 23 2|4
Natural growth -1.7 -2.62 -3.28 -3.05
Net migration 0 0 0 a
Total population growth -1.7 -2.62 -3.28 -3.05
Total fertility rate 1.86 1.71 1.6P 1.64
Infant mortality rate 15.64 14.08 12.46 11.%55 10.7
Late foetal mortality rate 4.5 4.16 3.62 3.52
Life expectancy at birth
- Males 65| 64.4 64.8 64,8
- Females 73.9 73.1 74.2 742
Life expectancy at 65 years
- Males 12| 12.1
- Females 15.4 15.

Net Migration: No comprehensive migration survey carried out: estimated figures.



LABOUR MARKET

1993 | 1994 | 1995 | 1996
Economic Activity Rate (ILO methodology) in percent of population age +15
59.2 57.1 56.11 556
Average employment in thousand
283§ 2899 2744 2542
Unemployment rate by age (ILO methodology) in % of labour force
- total 11.3 10.2 9.8 9.p
- less then 25 years 17.6 16.€ 15.7
- 25 years and more 8.7 8.2 8
Registered unemployment (end of period) in % of economically active population
12.§ 10.9 10.p 10[7
1993 | 1994 | 1995 | 1996
Average paid employment indices by NACE classes Previous year = 100
- Agriculture, hunting, forestry and fishing 73.7 82.7 90.f 95,3
- Mining and quarrying 65.7 63. 82.4 92
- Manufacturing 93.1 94.7 94.8
- Production and distribution of electricity, gas and water 104.9 96.8 94.4
- Construction 90.6 82.7 76.6
- Transport, storage and communication 96.6 97.4 94.5
Monthly nominal wages and salaries indices by NACE classes
- Agriculture, hunting, forestry and fishing 125.5 127.8 1212 1174
- Mining and quarrying 130 118.6 118.5 11814
- Manufacturing 124.7 123 1218 121}6
- Production and distribution of electricity, gas and water 124.7 123.5 12048 1231
- Construction 120.6 121.9 11647 118
- Transport, storage and communication 120 125.8 117.4 1243
Monthly wages and salaries indices
- nominal 121.9 124.y 1168 12014
- real 96.1 107.0 87.8 94|6

Economic activity rate (ILO Methodology) Percentage of labor force in the total population aged 15+.This rate is derivd&$diiabor Force Survey) observing the
following ILO definitions and recommendations, where:
Labor force: employed and unemployed persons in the sense of the ILO definitions stated below.
The employed: all persons aged 15+, who during the reference period worked at least one hour for wage or salary or other remuneration as employees,
entrepreneurs, members of cooperatives or contributing family workers. Members of armed forces and women on child-care leave are included.
The unemployedall persons aged 15+, who concurrently meet all three conditions of the ILO definition for being classified as the unemployed: (i) have no work,
(i) are actively seeking a job and (i) are ready to take up a job within a fortnight.

Unemployment rate (by ILO methodology)Percentage of the unemployed in labour force. This rate is derived fi®8 (Labor Force Survey), observing the ILO
definitions and recommendations (see ILO definitions above)

Registered unemployment (end of periodpercentage of unemployed registered in civil economically active population, based on Labour force samplESBjvey (L
Registered unemployment data are based on the monthly administrative unemployment register. Since May 1995 the coverage scope of registered unemployed has
changed because of excluding of job-seekers, who are temporarily unable to undertake work.

Average employment:Since 1994, the absolute figures for entrepreneurial sphere cover already the economic units with 10 or more employees. The data cover also all
budgetary, subsidised organisations and persons with secondary job are included. Armed forces, apprentices, employees on chitiboatectsifuticariel
leaves are excluded.

Average paid employment indices by NACE classe$he data for entrepreneurial sphere cover in 1994 corporations with 20 or more employees, since 1995 with 10
or more employees. The data cover also all budgetary, subsidised organisations and persons with secondary job are included. Armed forces, apprentices, employees
on child-care and additional child-care leaves are excluded.

Monthly wages and salariesndices: Monthly real wages and salaries indices are derived fietmominal wages and salaries indices divided by consumer price
indices. The data for entrepreneurial sphere cover in 1994 corporations with 20 or more employees, since 1995 with 10 or more employees. The data cover also all
budgetary, subsidised organisations and persons with secondary job are included. Armed forces, apprentices, employees on chittboatectiftticariel
leaves are excluded.



PUBLIC FINANCE
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1990 1991 1992 1993 1994 1995 1996

Government budget in Billions of national currency

-Consolidated central government revenue

-Grants

-Consolidated central government expenditure 1088.8

-Consolidated general government expenditure

-Consolidated central government deficit/surplus 16.7 -203.7 1£53.3 284.8 -275.8-166|

-General government deficit/surplus -205.2 -265.4 -367.4 -B36.1 250.7
Government budget in % of Gross Domestic Product

-Consolidated central government expenditure 52.1

-Consolidated general government expenditure

-Consolidated central government deficit/surplus 0.8 -6.9 -7.1 -6.5 -5.0

-General government deficit/surplus 7.0 7.5 8.4 -6.1

Government budget: Data relate to centrand general government psblished in the IMF's5overnment Finance Statistics Yearb@¢d296) (GFSY)

included also is the country’s presentation inGfSY.

Because th&FSYdoes not present statistiits general government, but fordividual levels ofgovernment separately, the consolidated series
presented here were obtained from central and local government data and adjusted in consolidation for the identified intergovernmental transfers.
Eventhoughthe statistics cover the centeald local governmemiublished inGFSY, the coveragemay not be exhaustive if some central or
local government units are not included in that coverage. A meastite ekhaustiveness of tiseverage can bebtained bycomparing in the

GFSYthe note on the coverage of data for individual countries with the list of central and local government units provided.

It should be noted that the deficit/surplus used here is equal to resadugrants minugxpenditure,and does not take lending minus

repayments into account (see further below).

The netting of inter-governmeriansfers carried-out ithe attached tables is limited to the currant capital transfers consisting of the
identified grants and current and capitalbsidies between the levelsgafvernment. Other types of transactions occutbieigveen government
levels, such ashe payments of taxeand employers’ social security contributions, a@he reciprocal purchases gbods andservices are not
normally classified as inter-governmental transfers haveew eliminated in the consolidation process. Finally, whether the absetate fir
current and capital transfers should diibuted to the absence of transfer otaitk of data is unclear; in all cases absence of information on

transfers have been deemed to represent zero-transfers.

a. Government expenditureconsists of general governmesgshexpenditures on curreand capital goods arskrvices, interest
payments and current and capital transfers but excludes non-cash transactions.

b. Deficit/surplus equalscashrevenueand cash grants minus caskpenditure. This measure of the deficit/surplus diffiens

that used in GF#hich equalsashrevenueand cash grants, minus castpenditure, minus net lending. This exclusion of net lending (consisting,

in the GFSmethodology, of operations in financial assetd liabilities carried out for specific policy purposes, rather than for liquiglitsposes)

brings the measure of the deficit/surplus presented here closer to the national accounts concept of net borrowing/net lending. Also, as a result of this
exclusion, receiptfrom privatisation(classified as repayments in tdS methodology) do not enter in the determination of the deficit/surplus

presented in the attached tables (and therefore do not reduce the deficit).

Consolidated central government deficit/surplus and General government deficit/surplus datd 89234886 were compiled by the Ministry of Finance on

a basis that approximates the national accounts.

-3.8



FINANCIAL SECTOR

1990 1991 1992 | 1993 | 1994 1995 | 1996
Monetary aggregates Billions (1079) of US Dollars
- Monetary aggregate M1 8.06 8.80 7.3? 7.37
- Quasi money 9.40 9.16 9.4? 9.9p
Total reserves ( gold excluded, end of period) Millions (1076) of US Dollars
| | | 6771| 681(1 120512 9795
Average short term interest rates % per annum
- lending rate 25.4 27.4 32.4
- deposit rate 15.7] 20.3 26.]
Official discount rate (end of period) 28 23
USD exchange rates 1USD =..HUF
Average of period 63.206 74.735 78.988 91.933 105.14 125.68 152.65
End of period 61.449 75.62 8397 100.7 110.69 139.4f 164.93
ECU exchange rates 1ECU=..HUF
Average of period 80.488 92.608 102.535 107.653 125.09¢ 164.392 207.9p9
End of period 83.773 101.4p1 101.679 112.34§ 136.153 183.297 206.656
Monetary Aggregates: Money (M1): Includes demand deposits and currency outside banks.aritent of some forint sight depositstbé household

sector (that can be separated only from the beginning of 1993) has been reclassified as part of M1 instead of Quasi-money.

Quasi money (QM) Include time, savings and foreign currency deposits. In 1995 stocks of broad money (M2): the sum of currency outside banks, sight,
demand, savings and time deposits of domestic money holders other than central government, extra-budgetary funds and titfinascial d@nestic and

foreign currencies.

Eurostat has converted National Currencies to the US dollar by applying the Intemnational Monetary Fund annual end of period exchange rates.

Total reserves (gold excluded, end of period)The statistics on official foreign reserves are extracted from the IMF's monthly International Financial Statistics (IFS).
Total reserves (gold excluded) are defined as the sum of central bank holdings of foreign currencies and other (gross) claims on non-residents; this definition
excludes claims on residents denominated in foreign currency. According to the definition; official foreign reserves are calculated at market exchange rates and
prices in force at the end of the period under consideration. Total reserves (gold excluded) published in IFS may differ from the figures published by the national
authorities. Some factors contributing to possible differences are the valuation of the reserve positiomdf &#mel B different treatment of claims in non-
convertible currencies.

USD exchange ratesinternational Monetary Fund exchange rates as present in the publication: “Statistiques Financieres Internationales”.

Average short term interest rates: Data are extracted from the IMF's monthly International Financial Statistics (IFS). Average short-term lending and deposit rates
relate to period averagéending ratesgenerally consist of the average interest rate charged on loans granted by reportiDg pasksateselate to average
demand and time deposit rates or average time deposit rates. These rates may not be strictly comparable across countries to the extent the representative value of
the reporting banks and the weighting schemes vary.



INFLATION (12 months
changes)

Percentage change of the CPIs with the current month compared with the corresponding month of the previous year (t/t-12)

Jan | Feb | Mar | Apr | May | Jun | Jul | Aug | Sep | Oct | Nov | Dec
1993 25.9 24.7 23.4 22.8 21.3 20.9 21.3 22.3 23.0 22.0 21.0 2111
1994 17.0 16.6 16.8 17.3 18.3 19.2 20.0 195 18.9 19.5 21.0 212
1995 22.1 23.8 27.5 29.2 30.8 31.0 30.5 29.2 28.8 29.0 28.7 28)3
1996 28.9 28.3 25.6 24.4 23.9 23.6 23.0 22.9 22.2 21.0 20.1 19,8

Inflation (% change of CPI)

35.0
30.0 4
25.01
20.01
15.01
10.01
5.0 1
0.0

Jan-93
Mar —4
May +

Jul +
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Nov +

Jan-94—:
Mar —4
May

Jul +
Sep
Nov +

Jan-95 +
Mar —4
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Jul +
Sep
Nov +

Jan-96 +

Mar —4

May

Jul +
Sep
Nov +

Inflation (12 months changes): Inflation rates(12 months changesyre percentage changestbé CPls with the currennhonth
compared with the corresponding month of the previous year. Inflation amebased on nationathich are not strictly
comparable between candidate countries or with those based on EU HICPs (different methods, concepts, practices in the
calculation of CPlIs).



INDUSTRY

1993 1994 1995 1996
Structure of GDP by economic activities (NACE, current prices) in % of Gross Domestic Product
- Mining and quarrying 0{6 0(5 q.
- Manufacturing 21.9 21.6 2
- Production and distribution of electricity, gas and water 3.7 3.2 3.4
Industrial production volume indices by NACE classes previous year = 100
- Total 104 109.4 104. 102}3
- Mining and quarrying 99 82.7| 86.7 102.4
- Manufacturing 103.3 109.8 105 102
- Production and distribution of electricity, gas and water 97.9 101.7 1018 1048

1993Q1| 1993Q2 1993QB 1993Q4 1994Q1 1994Q2 1994Q3 1994Q4

Industrial production volume indices by NACE classes

- Total
- Mining and quarrying
- Manufacturing

- Production and distribution of electricity, gas and water

corresponding period of the previous year = 100

10%

108

93

108 103 109 106.2
106 108 102 80.6
106 103 1p8 105.4
99 99 10®7.8

98

111 110.
85.% 73.
110.3 110
100.4 102,

O S

1995Q1| 1995Q2 1995QB 1995Q4 1996Q1 1996Q2 1996Q3 1996Q4

corresponding period of the previous year = 100

109.2 106.9

70.7 96.1
110.6 107.y
102.2 100.1

1037 100.1 101.7 10p.5
87.1 9411 99,1 108.7
1036 100.1 98.7 102
105/9 100.3 113 98.5

102.3 104.3
10p5.3 96.4
103.1 103.7
104.4 102.6

Structure of GDP by economic activities (NACE, current prices)is calculatedat basic prices.

Industrial production volume indices by NACE classes: Industrial production covers mining and quarrying, manufacturing and electricity,
gas and water supply (according to the NACE Classification Sections C,D,E). Index of total industrial production and industrial sales
includes the data of all industrial corporations. The indices by branches refer to corporations with more than 20 employees up to the end of
1994 and with more than 10 employees since 1995.

INFRASTRUCTURE

1991 | 1992 | 1993| 1994/ 199§
in Km per 1000 Km2
Railway network 86.&1 sq 83.1!1 sp 83
Railway transport in million ton or passengers -km
- freight transport 7708 7707 8400
- passengers transport 8432 8508 8441
in 1000 of population
Number of telephone subscribers 194.9 199 145k 173 208
inhabitants
Number of inhabitants per passenger car 5.1 5 4.1 4y 4b




AGRICULTURE

1992 1993 1994 1995 1996

Land area by land-use categories in 1000 Hectares

- total 9303 9303 9303 9303 9301

- agricultural land 6136 6129 6122 6179

- forest 1712 1764 1767 1763

- arable land 4742 4747 4749 4806

- permanent meadows and pastures 1164 1157 1148 1148
Agricultural land by legal status in % of agricultural land

- state enterprise 20.2 19 17.4

- Cooperatives 53.3 37.7 30.5

- others 26.5 43.3 51.9

1992 | 1993| 1994 | 1995 | 1996

Share of GDP in % of Gross Domestic Product

- Agriculture, hunting, forestry and fishing (Nace A+B) | |6.6 6.7| 7.2|
Previous year = 100

Gross agricultural production volume indices | 90.3| 103.21 lOZ.q 104.9

Main crops by area in 1000 Hectares
- Cereals 2604 2657 283( 2664
- of which: wheat 846 986 1059 1108
- Potatoes 52 56 57| 57|
- Sugar beet 108 b5 105 124
- Fodder beet

Main crops by yield in 100 kg/Hectares
- Cereals 37.9 31.7 40.7 41.3
- of which: wheat 40.8 30.4 46.0 41.6
- Potatoes 233.0 188.8  166.0 192.8
- Sugar beet 271.1 229.7 321 338.69

- Fodder beet

1992 1993 1994 1995 1996

Sales or procurement of animal for slaughter in 1000 tons of live weight
- pigs 490.2 420.83 348.4 375.4 521.%
- cattle 186.9 116.7 90.3 87.2 83.1
- poultry 243.3 223.8 218 293.1 292.2
Livestock breeding intensity (end of period) Heads per 1000 Ha of agricultural land
- cattle 163 149 150 147
- of which: cows 8 68 68 67
- sheep 204 155 158 1414
Heads per 1000 Ha of arable land
- pigs 816 920 1070 112
- of which: sows 6p 55 71

Share of GDP :is calculatedt basic prices.

Gross agricultural production volume indices Indices based on evaluation of all individual products of gross agricultural production.
Constant prices refer to 1991.

Sales or procurement of animals for slaughter The data refer to ti@ocurement of principal product of agriculture.



