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cases are concerned. These worries are justified by
several previous bitter experiences: cases may be
hushed up when they are awkward to those in govern-
ment, or handled with bias when the suspects are the
opponents of those in power. We will see - let us hope
these worries turn out to be unsubstantiated.

Capitalism

Having reviewed the political field, let us consider
the economy. The capitalist system prevails in
Hungary. | am convinced it will continue to do so
throughout the Orban government, and survive the
present political regime. Capitalism is a particularly
tough and robust system. The historical example of
the socialist system proves that however strong capi-
talism may be, it is possible to abolish it in a country
or group of countries, and replace it by another
viable system. However, this can only be achieved
with an iron will, by eliminating private property,
and replacing it everywhere (or almost everywhere)
by state property; by eliminating market coordina-
tion (or keeping only fragments of it), and replacing
it by bureaucratic coordination in every section of
the economy. Those presently in power have not
done so, and there are no signs pointing in that direc-
tion for the future. Even if there are similarities
between Bolshevik parties and the present-governing
group in their style of government, Fidesz is obvi-
ously not a Marxist-Leninist party. It does not have
a policy of eradicating capitalism.

People frequently have illusions about the efficiency
of the capitalist system. Its sheer existence is often
believed to guarantee efficient allocation and utiliza-
tion of resources. That, however, is certainly not the
case. While some capitalist economies are highly effi-
cient, others struggle along with a lot of friction.

Far from aiming to eradicate capitalism, the Orban
regime is linked to it by multiple strands and enjoys
the support of some big-business oligarchs and many
small-business entrepreneurs. It is ready to exchange
political and economic support for economic and
political support. At the same time, the regimeX inter-
ventions in the economy keep throwing sand in the
works. The anti-capitalist slogans of its public
rhetoric do damage to the economy, but much more is
done by their actions. The economic policy of the past
eight months has decreased the efficiency of
Hungarian capitalism, weakened it, and reduced its
development chances.
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The socialist system is centralized by nature; state
property and the dominance of bureaucratic coordi-
nation allow centralized command. But not even that
system could make headway by voluntarism, the fal-
lacy that the dictator and his group could achieve any-
thing just by wanting it enough. There is a similar vol-
untarism apparent in the Orban government actions.
But though they may widen the sphere of state inter-
ference and intervene in economic processes in a more
aggressive way, we will still live in a capitalist econo-
my. Market rules are in operation. Economic agents in
Hungary and abroad have wills of their own. Sellers
and service providers cannot be forced to sell or pro-
vide services, neither can financial investors be forced
to buy government bonds, or investors to create real
capital. Even the most aggressive government, over a
longer period, is unable to impose its will on the econ-
omy in every aspect. And the more unscrupulously a
government tries to do so, the more stubborn the
backlash will become, and the more damage will be
caused to the development of the economy.

Private property

The edifice of the capitalist system is founded on pri-
vate property. Looking at real historical practice
instead of theoretical models, it will be seen that pri-
vate property has never been the exclusive type in any
capitalist economy, other types having also been pre-
sent, but private property has been the dominant type,
and respect for private property is integral to it: it
must be present in the regulations and in the value
judgments of public opinion.

What has happened recently in Hungary to private
pensions funds seriously undermines trust in the gov-
ernment’s respect for private property. That trust
could be maintained if a pension reform led to accu-
mulated wealth handled as private property shrinking,
and savings managed by the state growing, provided
that the changes were based on the principle of vol-
untary choice. That would be the case if following
conditions are satisfied: (i) the active employees faced
a genuine choice between different alternatives,
including a return from the private to the public pen-
sion scheme; (ii) they changed of their own free will,
based on information that evaluated the advantages
and disadvantages; and (iii) they had sufficient time
for consideration. But that is not what is happening.
There have been vague, fuzzy promises instead of ade-
quate information, hectic rush instead of fair time to
consider, and threats and severe discrimination
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the economy. We should not listen only to the banks’
public complaints. We should also notice what is hap-
pening in the day-to-day activity of the financial sec-
tor: that they have already started restricting the cred-
it supply, although credit is needed more than ever.
All the sectors involved in the crisis tax are restricting
their investment activities, and this will eventually put
a brake on lasting growth.

Does the government wish labor productivity to grow
as fast as possible and technical development to flour-
ish in this country? Or does it rather want to maintain
or restore jobs due to be closed down by internation-
al or domestic competition? Is the main aim a rapid
increase in employment, or is an increase of produc-
tion, productivity and competitiveness the real main
aim? | am afraid some leading politicians and their
propagandists are unaware that these aims are contra-
dictory to a degree; one cannot go around believing
that ‘employment’, ‘growth’ and ‘development’ are
synonymous terms.

Are small and medium-sized enterprises the group of
producers destined to be given a competitive advan-
tage? All right, but then other producers will be dis-
advantaged. Or is it not some Hungarian oligarchs
close to governing circles who are to be preferred over
their competitors? Is it easier for a company ‘close’ to
governing circles to get a state contract than for a ‘dis-
tant’ company? Or should the competition run on
strictly equal terms?

The experience of economic history has shown
repeatedly that small countries are incapable of fast
and lasting growth if they are ‘inward-looking’, trying
to base growth on artificial acceleration of domestic
demand. Is the present government really ready to
give up on the well-tried and sound growth policy of
export-driven growth? Is the economic policy of sup-
porting sustainable growth more advantageous for the
nation, not one obscuring the idea of advantageous
adaptation to the international division of labor while
mouthing national slogans?

Some related questions can be raised about the finan-
cial resources of growth. Is the economic policy of
national isolationism and self-reliance to be followed
also in finding resources? Do they wish to achieve fast
growth with that policy? Though not advantageous, it
could be achieved in a country where the rate of sav-
ings is large, and people do not consume a huge frac-
tion of the new value produced by them. But nation-
al isolationism is no more than an arrogant, empty
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slogan if the economy is ultimately dependent on
imports of capital. It is easy to observe that the fol-
lowing three requirements are in conflict: (i) a low
level of savings (i.e. a permanent release from the
responsibility for one’s future); (ii) large investment
needed for fast growth and technical development;
and (iii) exclusion of international capital. These
requirements are contradictory not only empirically,
but logically. Which is the one they really wish, and
which are only lip service?

Should Hungarian commercial chains be given pref-
erence over international chains? Should Hungarian
banks be given preference over international ones?
Opposition to ‘multinationals’is being fomented. But
should the biggest Hungarian bank and the
Hungarian energy-sector mega-corporation be
allowed to become multinational themselves, taking
abroad and investing some of the profits they have
gained in Hungary?

The governing group wishes for growth within a mod-
ern capitalist system, so how could the expression
‘gambling on the stock exchange’ become a ubiqui-
tous pejorative term? ‘Private pension funds have
gambled away members’ money at the stock
exchange,” says the government spokesperson, as if
the investment in stocks and bonds traded at the stock
exchange were not the normal, recommended, or to a
certain degree compulsory activity of every savings
institution. They speak as if stock exchange invest-
ment resembled a careless father gambling away the
family’s money at the racetrack, or a baron gambling
away a family estate at the casino. Can capitalism exist
without a stock exchange or other organizations of a
flexible capital market? If a company cannot raise
capital by issuing shares, how else can it do so?
Exclusively from bank loans? Or should it ask for
state subsidy?

Does the government make the most of the huge
opportunity of Hungary being a member of the
European Union, with the advantage of having struc-
tural transformation of the country supported by EU
financial resources? Or if that is their aim, why are
they delaying practical utilization of EU support?
Why do they keep getting into conflict with various
EU organizations, instead of listening to their advice
and learning from the criticism and warnings offered
in a reserved diplomatic style?

Organizers of present-day Hungarian economic poli-
cy like to call themselves Keynesians, but what they



are doing can more accurately be termed a kind of
‘vulgar Keynesianism’. They seem to have half-
digested the theory of the great English economist,
and ignored the profound debate of decades among
the different schools of macroeconomics. Economic
policy inspired by Keynes certainly includes the rec-
ommendation that economic growth should be given
an impetus, greatly needed in times of recession and
depression, by increasing fiscal expenditure. The
train of thought also includes the idea, repeatedly
emphasized by the critics of Keynes based on several
painful historical experiences, that long-lasting fiscal
overspending carries the danger of inflation.
Unleashing inflation is too high a price to pay for
production growth!

Keynes, however, does not only emphasize such an
increase of demand by fiscal methods, but also the
optimism, investing spirit and expansion drive of
entrepreneurs as the engine of recovery, followed by
lasting growth - in Keynes’s oft-cited words, the ‘ani-
mal spirits’ that motivate the investors. But this opti-
mistic atmosphere and investing spirit is not stimulat-
ed, but on the contrary damped by the unpredictabil-
ity about when and how the principle of private prop-
erty is being damaged, when and how much tax is
being imposed on it, and when and why it is being dis-
criminated against.

Let me add that I am not talking only about the mood
of foreign investors, but of Hungarian investors too.
A wealthy taxpayer who has more to spend after the
introduction of the single-rate income tax will think
twice before investing that capital in the Hungarian
capital market (for example, by ‘gambling on the
stock exchange’ with it), buying Hungarian state
bonds and probably thus supporting state-financed
investments, rather than buying foreign securities,
depositing it in a foreign bank, or spending it on
domestic consumption. Every Hungarian company
will be concerned about how much to spend on self-
financed investment and how much to earmark for
dividends. The less predictable the country’s econom-
ic policy is and the more damage is done to private
property, the slower the domestic investment mood
can be expected to improve.

The economic profession has discussed extensively the
relationship between monetary stability, budgetary
balance, the balance of inflow and outflow of foreign
resources, the stability of the purchasing power, the
amount of admissible government debt, the level of
satisfactory foreign currency reserves on the one
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hand, and the rate of growth on the other. Nowadays
the debate has become more emphatic, as every coun-
try is looking for methods to overcome the recession.
But a broad consensus has been achieved on the fol-
lowing idea: sustainable growth is gravely endangered
if there are serious troubles with the financial equilib-
rium of the economy. Those addressing this topic in a
responsible way cannot be reassured by the repeated
declarations of the government that the budget deficit
will not exceed the upper limit targeted for 2010 and
2011. That is a necessary, but not a sufficient condi-
tion for financial stability, especially not for a vulner-
able economy like ours. The promise of lasting growth
will be credible only if the government makes it clear
what economic policy it wishes to employ to sustain
financial equilibrium in the wider sense after 2011.
Unfortunately, the methods the government is plan-
ning to use to achieve the target deficit this year and
next year threaten to open a much wider gap between
state revenues and expenditure in later years, while
other types of troubles appear in other aspects of
financial equilibrium.

Distribution

Fidesz, in its election campaign, promised to avoid
restrictive austerity measures. Since then the official
propaganda machine has tried to give the impression
that the promise is being kept, that no restrictions
have been made or will be made in the future. But this
is only playing with words, cleverly exploiting the
vagueness in the concept of ‘restriction’. Let us put it
simply: the earlier decisions and announced plans of
the government actually will cause concrete losses of
real present and future consumption to some of the
people, decrease the value of their wealth and savings,
and increase their debt. The redistribution is continu-
al, causing continual rearrangement of the groups of
winners and losers, and change in the size and com-
position of their gains and losses. Those who have suf-
fered losses, or will suffer them in the future have
indeed been ‘restricted’, and a great many people
belong to that group.

So who have suffered the losses? Let me list only those
whose losses are certain, although others may well have
suffered them too. And of course there may be individ-
uals or families with multiple losses, who belong con-
currently to several of the groups listed below:

e The losers include those with low or medium
incomes (or more precisely, with income only from
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employment, earning above the minimum wage but
below 293,450 forints a month (approximately
1,100 euros or 1,400 US dollars), and with no
dependent children. Their net nominal income will
decrease due to changes in taxation and income
policy.

The losers include those with a loan expressed in
foreign currency, as their debt has been increasing
due to the weakening forint exchange rate. For it
has been shown that there is a clear causal rela-
tionship between irresponsible statements of lead-
ing politicians, the announced economic policy of
the government, and uncertainties about the bud-
get for 2011 and onwards on the one hand, the
weakening of theforint on the other.

The losers include households affected by the gas
price increase. The increase, long overdue, cannot
be sensibly opposed by any economist. It is repul-
sive, however, first to promise the contrary and
then to break it without as much as an admission
that the promise was irresponsible and unfeasible.

The losers include producers, small and medium-
sized companies among them, which do not
export their products, yet use imported materials
and components, as their production costs have
grown and their sales been hit by the weakening
exchange rate.

The losers include employees laid off without
explanation from jobs in state service, during a
process of purges and restructuring.

The losers include employees laid off from indus-
tries hit by the crisis taxes. Those industries are try-
ing to recoup costs by restructuring and rational-
ization, which means shedding staff and increasing
work loads on remaining employees.

The losers include those unemployed who cannot
get another job due to the sluggish investment
climate.

The losers include those who have accumulated sav-
ings in the private pension funds. That real wealth is
being confiscated now, and contributors herded into
the state pension system, against unspecified pen-
sion promises for the distant future.

The losers include those selling their real estate. In
an already depressed market situation, their assets
continue to lose value as the government sets out to
speed up housing construction artificially, using
taxpayers’ money, at a time of strikingly conspicu-
ous excess supply. The loss of value intensifies the
problems of borrowers of foreign currency-based
loans for purchasing or building real estate.

The losers include consumers, who have shoul-
dered a significant part of the crisis tax burden.
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That burden will be passed on whether the govern-
ment prohibits it or not, whether it is done by the
supplier/seller in an open or a concealed way.

« The losers include a high proportion of employees.
Wage negotiations are occurring right now. In sev-
eral spheres, agreements on nominal wages (shaped
in such a way that real wages should freeze) have
been settled in line with official inflation predic-
tions. Their real wages will fall if inflation proves
faster than that.

« The losers include all consumers hit by the acceler-
ating inflation. More definite statements about the
influence of the Orban governments economic
policy on consumer prices can only be made at the
end of 2011. Now we can consider only effects that
appear to be inflationary: the weakening national
currency, the rising interest rates on loans used to
finance the budget deficit and government debt,
and the increase in the tax burden on key branches
of the economy. Inflation is a levy that hits every-
one, but the effect is felt most by the poorest. The
impact of the government’s economic policy points
in the direction of an increase, and not a decrease
in inflation. Central bank monetary policy to com-
bat that danger has to face recurrent attacks from
the government’s side.

Apart from losers, there are winners as well. But the
losers are not consoled by the fact that others have
won. Losers will rightly deduce that ‘restrictive aus-
terity measures’ have occurred, but the screws of the
press are unevenly adjusted.

Fidesz in opposition happily made populist state-
ments and attacked economically useful but unpop-
ular measures, as champions of the poor. They often
sought to give the impression that they wanted to
combine the principles of right-wing ideology with a
neo-Kadarite economic policy. What has remained
of this now that Fidesz is in power? Only a few con-
spicuous gestures: early retirement for a certain cat-
egory of women (a move in the opposite direction to
the Europe-wide efforts to delay retirement) re-open-
ing a few railway feeder lines, instead of efforts to
reduce the operating losses of the railways. Mean-
while two undoubtedly important moves have yet to
begin: change in the government financing of the
health care and education sectors. Nobody knows
whether future changes in these, labeled ‘structural
reform’, will really change present practice or not.
Let me emphasize that their present structures creat-
ed under the Kadar regime are still being main-
tained.



So while traces of Kadarism remain in Fidesz policy,
moves that redistribute income, tax burdens and priv-
ileges favoring the wealthy are becoming conspicuous.
A ‘rightwing-conservative’ orientation of redistribu-
tion is appearing in the measures of the tax reform.
That direction clearly appears in the uniform single-
rate tax system: the higher the taxed income, the larg-
er the gain to the taxpayer. Diverse family benefits
have a similar effect. It is especially worth observing
that a significant part of the state social security sup-
port is provided through tax concessions, so that
those in the weakest situation, with no taxable income
are excluded.

Redistribution includes distribution of gains and loss-
es, advantages and disadvantages between present and
future generations. Some people had naive hopes that
the new leadership, on taking power and wishing to
keep it for 15-20 years, apparently, might risk tempo-
rary unpopularity for the sake of future generations
and sustainable growth. But there is no sign of that.
The old routine continues: immediate problems are
being solved, but otherwise there is an attitude of
‘crossing that bridge when we come to it’. Do the
holes in the 2011 budget really have to be filled now?
Let us impose some taxes of astonishing magnitude
on those loathsome banks and multinational corpora-
tions, without thinking of what effect they will have
on the payers’ propensity to invest or the future eco-
nomic situation. Let us seize the assets of the private
pension funds, and take over the pension entitlements,
regardless of future costs to the state. Let us not
worry what will happen to the state pension fund in
the far future, when life expectancy is longer, the
active population even smaller, and the proportion of
the population entitled to a pension has grown.

I could bring up some other examples, e.g. in con-
nection with infrastructural or environmental issues,
where the state economic policy is choosing to post-
pone measures due to be taken today and passing
them on to future generations, instead of seeking
to spread the burdens proportionately among the
generations.

Trust

It makes no sense to make sweeping statements
about trust, which is a complex social phenomenon
requiring detailed analysis. So far, no dramatic
change can be seen in the distribution of voters’
political trust. Few have left the segment of about
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one-third of voters who gave Fidesz its present two-
thirds majority in the Parliament, although the latest
surveys have shown some wavering. My task here is
not one of political prediction. Historical experience
shows things going sometimes one way, sometimes
another. Sometimes a party’s support shrinks over
years, and sometimes it plummets abruptly. But a
party may sometimes remain politically popular for
a long time.

It is of great significance (though it has to be separat-
ed from voters’ political trust) how much the business
community trusts the state. To be honest, this type of
trust may be independent of whether the governing
form of the state in question is a democracy or an
extreme dictatorship, or some at intermediate level of
autocracy. Capitalism is a system that can function
amidst a dictatorship that flouts human rights. Indeed
it may prefer stable, strong-handed dictatorship to
unstable, weak-handed democracy, provided the for-
mer clearly supports private property, enforces con-
tracts, and guarantees security of rights. Capital wel-
comes an iron-handed regime like Singapore’s or com-
munist China’s.

What shakes the trust of the business world are ambi-
guities in government statements; if gaps in the bud-
get are filled by methods unviable even in the medium
term. However emphatically the government may
deny the significance of unfavorable credit ratings
from respectable credit-rating institutions, repeated
downgradings reflect a collective judgment from the
business world. And they are not simply a passive
reflection of an assessment, for they influence it in a
negative future direction.

In the short run, Hungary cannot exist without selling
its state bonds regularly. The downgrading of its reli-
ability as a debtor causes immediate losses in the hun-
dreds of billionforints, as the government is forced to
pay a higher yield if it wants to sell its bonds, whether
to Hungarian or international investors. Let me add,
the hundred-billion-/on>R losses are manageable,
however difficult. The real threat is that trust may not
just weaken, but collapse. The government should not
rage at those who warn them of this grave danger, but
reconsider what causes it.

In the long run, the weakening trust of the business
community will slow growth, as | have emphasized
from another aspect earlier. That process cannot be
easily quantified, but the phenomenon can be per-
ceived. The investment climate of functioning enter-
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prises is deteriorating. There are fewer entrepreneurs
than would be in a more favorable business climate.
Foreign and domestic firms are pushing less hard. The
expansion drive is weaker and there is a stronger
temptation to invest their capital somewhere else.

Summary

What has been happening in the political sphere is
easy to summarize. Several important basic institu-
tions of democracy have been destroyed. Hungary has
become an autocracy. The Hungarian political regime
is threatening to resemble Putin’s. The direction of the
changes is clear: they are profound enough to be irre-
versible (or more optimistically, almost irreversible)
and guarantee (or more optimistically, almost guaran-
tee) the long-lasting rule of the group that has gained
power.

What has been going on in the economic sphere is less
easy to describe briefly, because it is full of mutually
contradictory actions, regulations impossible to
implement, and tendencies impossible to follow.
There is no clear direction in the new rules. Let us
hope that capitalism is a strong enough system to sur-
vive bad economic policy. It is indeed, but it charges a
high price for weaknesses.

In the political sphere, the Machiavellian aim (grasp-
ing power and retaining it for a long time) has been
attained in a masterful way. The plan was clear and
definite. Obstacles encountered have been removed
without delay or hesitation. As far as the economy is
concerned, | have not really been able to discern what
the aim is. It seems as if there may not have been any
detailed plans to implement. According to govern-
ment pronouncements, we may in a few months’time
be informed of the plans for ‘structural reforms', and
then be in a position to understand the aims of the
economic policy. But whatever the aims may be, they
have been bungled in their implementation.

We have every reason to be worried about the future
of this country.
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