SITUATION IN CENTRAL AND EASTERN EUROPE 

with special attention to Hungary
by Matyas Benyik ATTAC Hungary
From the end of the 1990s and up until 2008, the dominant perceptions and the majority of the analyses dealing with Central and Eastern Europe (CEE) were praising a „success story”. This view was both illustrated and reinforced by the admission of 10 countries of the CEE into the European Union (EU) in 2004 and 2007. The new member states (NMS10) admitted to the EU are in a peripheral situation and at the heart of neoliberal European construction. 

Regarding the social impact on the NMS10, including changes in living standards and unemployment, unfavourable tendencies have prevailed in the region, caused mainly by the crisis. Per capita GDP diminished everywhere in 2009, except for Poland which has a significant internal market. As it is well known, the GDP per capita data have been steadily and dynamically increasing in the new member states since accession, however, the gap in development levels can well be demonstrated by the fact, that one year before the beginning of the crisis the performance of the new states spread between 41% of Bulgaria and 91% of Slovenia (taken the EU average as 100%).

The upsurge of growth rates was in sharp contrast to the weak averages recorded in Western Europe, which was described as a „catching-up” process. However we must be aware that GDP is not an indicator of well-being, and that the „capitalist transformation” of  CEE has been expressed over the last decade by a high level of debt and financial dependence on Western European banks. Twenty years after the fall of the Berlin wall these countries are now facing a serious financial, economic and social ciris.

The collapse of the US mortgage market and its devastating effect spilled over to Europe in he autumn of 2008. The crisis, which shook the money markets causing loan scarcity and sharp decrease in the real economy, has had a serious impact on the CEE region where two thirds of the financial services and other direct investments originates from Western Europe. In the CEE countries the consequences of the international financial and economic crisis have been intensified by the fact that the region is significantly exposed to external markets. In the total export of the NMS10, EU member states have a 60-85% share and this export dependence is accompanied by a significant import dependence too. 
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It is also obvious that the crisis had a different impact on CEE countries, and as a consequence, the reactions to it varied also. Concerning 2009, one can find two-digit and one-digit recession records (with great variances), as well as a positive growth rate in case of Romania. When considering crisis management, even the earlier used typology identifying a Baltic group, a Visegrad one including Slovenia, as well as a Balkan group consisting of Romania and Bulgaria is not valid any more. During the crisis Hungary, Latvia and Romania proved to be the weakest and required balance of payments assistance by the EU together with the IMF and the World Bank. On the other side Estonia, Poland and the Czechia can be found as creditors of Latvia. Nevertheless, there are very important differences among the CEE countries too, as regards the impact of the crisis on them.
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The economic performance of the EU-27 went down by 4.2% in 2009 compared to the previous year. These data indicate the deepening of the recession. Among the large member states, the GDP of Germany and Italy declined at a higher pace (by 5% each), while that of the United Kingdom and France at a lower rate (by 4.9% and 2.2%). Out of the member states the most significant falls, ranging from 14% to 18%, were recorded in the Baltic States. The economic performance of the EU implied lessening inflation. However, its unfavourable impacts were evident among others in patterns of industrial production, external trade and unemployment.

CEE countries are generally regarded as one of the most affected regions of the world by the financial crisis and the economic recession. Dramatic reduction of direct foreign investments, capital flight from the region together with falling demand for their exports was threatening governments with rapid imbalances in payments resulting in insolvency and the very real prospect of defaulting on their debts. All CEE countries have been hit by soaring government budget deficits and collapsing values of their currencies. 

The economic crisis has shaken politics, sparking violent protests across the region, and playing a role in the fall of governments in Latvia, Hungary and Czechia. Where governments have fallen, political powers have chosen to install new technocrat cabinets, despite rising public pressure for more populist policies. One of the first governments, which was forced to step down due to pressure from below was in Lithuania in February 2009, after angry protests against austerity measures in Riga. By the end of March 2009 Prime Minister of Hungary announced his resignation in the face of a very similar situation, with his attempt to implement cuts in public services and wages. Strong protests and strikes prevented the Hungarian government from pushing the bills through the parliament. 

Western banks have invested in CEE countries USD 1,500 billion. The economic recession resulting from rapidly falling demand for products of these heavily export oriented economies has torn away the thin veil of a pretence of coming prosperity after a long period of declining living standards and painfully slow growth. Since the fall of the „socialist” regimes of the former Eastern Bloc countries, this region has become an almost exclusive playing field for West European capital. The financial crisis has revealed that some of the Western countries like Austria, Italy, Sweden, France and Greece are particularly affected by heavily investing and lending to CEE countries. In the most vulnerable position are Austria’s banks which lent 224 billion Euros to CEE countries, the equivalent of 78% of the Austrian GDP.

Realising the potential fallout of any country defaulting on its debts in the globalised world has brought back and reinforced the positions of the International Monetary Fund (IMF) and the World Bank. They were called to the rescue by Hungary, Latvia, Poland, Romania, Serbia and Ukraine, which are confronted with a fall in growth and in foreign exchange rates, with capital flight and a banking crisis. 

On 20th March 2009 the EU meeting in Brussels decided they would provide up to 75bn euros (USD102bn) in loans in an effort to boost the IMF's capital to USD 500bn. After the G20 summit in London on 2nd April 2010 the IMF was pledged to receive a further top up which will amount to 1 trillion USD. The IMF emergency loans were given to Hungary (USD 25 billion), Ukraine (USD 16.5 billion), Latvia (7,5 billion Euros), Romania (19 billion Euros), Iceland (USD 2.4 billion). 

Despite a visible shift toward more state intervention in the West that has included stimulus packages and bailouts for private firms, governments in the CEE have mostly stuck to the rulebook they followed on their path to joining the EU.
Situation in Hungary

Political situation

After a landslide victory of the right-wing FIDESZ party in April’s elections with a two-thirds majority, the new government unveiled a program which departed dramatically from that of the previous Socialist cabinet had been following. Initially FIDESZ had pledged to cut taxes and create one million jobs in an attempt to stimulate the economic growth, although it was obvious that such moves seriously threaten the targets agreed under Hungary’s USD 25 billion IMF/EU bailout. The new prime minister Viktor Orban has now sharply changed course, and said his government will cut public wages, overhaul the tax system and ban mortgage lending in foreign currencies in an attempt to reassure nervous investors he can contain the country's budget deficit.

The IMF program is forcing Hungary to refocus on the issue of bloated budget deficits. During the years with strong economic growth, the fiscal deficit was often very high – up to almost 10% of GDP in 2006. The consolidation of the fiscal deficit started in 2006  resulted in a significant reduction. However, the polarized political scene of Hungary have slowed the „reforms”. To achieve a structural reduction of the fiscal deficit, the new government will need to further „reform” the social security, tax, health and pension systems and reduce the size of the public sector. Public debt has increased to 72% of GDP in 2009 due to the sustained fiscal deficits. For the coming years, a rather high public debt level of around 70-75% of GDP is expected. In the medium term, fiscal austerity and reduction of public debt are necessary if Hungary wants to adopt the euro. 

On June 8th 2010 the Orban government presented a 29-point economic programme that included a promise of deep tax reform—such as a big business-tax cut and a 16% flat tax on incomes to be brought in next year. It promised to try to meet the deficit target agreed upon with the IMF, of 3.8% of GDP (it is now more than 7%). It says it plans to cut public spending by 0.6-0.8% of GDP and to impose a hefty temporary levy on banks. Foreign-currency mortgages (taken out by two households in every three) are to be banned. That seems to have averted disaster for now.

Economic performance
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Prior to 2007, Hungary had an artificially high growth rate, boosted by current account and fiscal deficits. So to some extent the sharp contraction is logical. 

Already before the strong recession, Hungary’s catching up with the EU average income seemed to have ground to a halt. In 2008, the GDP per capita of Hungary stood at 64% of the EU-27 average, only 1% up from the previous two years. By comparison, in 2008 Slovenia stood at 91% of the EU-27 average, the Czech Republic at 80%, Slovakia at 72%, Estonia at 67% and Poland at 56%. With economic recovery expected to be faster in neighboring countries (except the Baltics, Romania and Bulgaria), Hungary is likely to linger behind. 

In the first quarter of 2010 Hungary’s GDP increased by 0.1% and by 0.2% when adjusted for calendar effects, compared to the corresponding period of the previous year. According to seasonally adjusted data, the economic performance rose by 0.9% as compared to the previous quarter. Seeing this figure some analysts are enthusiastically saying: „The recession is over”, but many of us are sure that the crisis will continue.
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Source: Hungarian Central Statistical Office (KSH) First Releases Serial No. 91., Budapest, 9th June 2010.

Foreign debt and current account balance 

Foreign debt increased rapidly, from USD 30bn (61% of GDP) in 2000 to USD 164bn (107% of GDP) in 2008. For 2009, a decrease is expected as credit availability is limited, although debt as a percentage of GDP will continue to rise as the recession kicks in. The private sector owes the largest share of external debt, while short-term debt is limited (less than 10%). However, the debt service costs are still significant for 2009.
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Source: http://portal.ksh.hu/portal/page?_pageid=38,871936&_dad=portal&_schema=PORTAL 

Hungary had been running significant current account deficits (around 7% of GDP) in the years before the financial crisis. The current account deficit has improved somewhat over the years, from more than 8% of GDP in 2004 to a still relatively large 6% of GDP in 2008. The deficit on the income balance, a result of the strong inflow of investment in previous years, was the main reason behind the current account deficit. During 2009, the income of companies owned by foreign investors decreased in line with the general economic downturn. Moreover, the surplus on the trade balance grew to 3.3% of GDP during 2009, as the plunging imports outpaced the falling exports. Overall, the current account deficit improved from 8.4% of GDP in 2008 to 2.7% of GDP in 2009. For 2010, the current account deficit is expected to slightly fall back again to around 3% of GDP.

Falling employment, rising unemployment
As a consequence of the economic crisis, the number of employed people was in Hungary significantly lower, while that of unemployed people considerably higher in 2009 than in the previous year when disadvantageous labour market trends characterized only the last quarter of the year. Though both the decrease of employment rate and the increase in unemployment rate was lower than the ones characteristic of the majority of EU member states, the relative labour market position of Hungary did not change essentially. In terms of employment rate, except Malta, Hungary took the last place among EU member states, while considering unemployment rate we could improve four places in ranking (19th place) of EU countries over the year. 

In 2009, the number of employed people aged 15–74 was on annual average 3,782 thousand, 98 thousand fewer, than a year earlier. In the age-group 15–64, 3,751 thousand people were employed, the employment rate in this age-group amounted to 55.4%, 9.4 percentage points lower than the average published for EU–27. Among EU member states, the level of employment was lower only in Malta (54.9%), while it was the nearest to the Hungarian value in Italy (57.9%) and in Romania (59.2%). In Hungary, 61.1% of men and 49.9% of women aged 15–64 were employed, but even so, the lagging behind the EU average was larger in male employment.

One of the reasons of the very disadvantageous Hungarian employment rate in EU terms is the extremely low presence of people with primary educational attainment in the labour market. In Hungary, only 25.7% of 15–64 year-old people with primary education were employed in 2009, while the average rate of EU–27 was 46.2%. 61.6% of 15–64 year-olds having attained secondary education had a job which was nearly 8 percentage points down on the average of the 27 EU member states. At the same time, the employment rate of people with college or university degree (78.1%) was closer to the EU average than that of the former groups.

Due to the shutdown of factories and headcount decrease originating from the economic crisis evolved in the autumn of 2008, the number of unemployed people grew significantly. According to the labour force survey, the number of unemployed people aged 15–64 was in 2009 on annual average 420 thousand, by 92 thousand (27.8%) more than one year earlier. Unemployment rate rose from 7.9% (in 2008) to 10.1% which has been the highest value since 1995. According to data of Q2 2009, Hungary was among the countries characterized by unemployment higher than the EU average. Similar level of unemployment was characteristic of Sweden, Portugal and Finland. In respect of unemployment rate, the difference among EU member states was still very large.

Banking sector 

The banking sector in Hungary is dominated by foreign banks, mostly from Western Europe. Hungarian banks are reliant on external sources. The intra-company loans with foreign parents are the main source of funding. Since end 2008, the banking sector is facing a trend of rising non-performing loans (NPLs). Most losses occur in the SME sector, especially associated with transport and export-related industries. The number of bad loans in the mortgage portfolio is slowly increasing due to rising unemployment. Currency mismatches is another major issue in the Hungarian banking sector. About two thirds of all private sector loans are in foreign currency, which is among the highest in Eastern Europe. The depreciation of the forint in early 2009 put significant pressure of the repayment capacity of borrowers. The combination of sensitivity to exchange rate fluctuations and already rising NPLs makes the financial sector a significant potential liability for Hungary. 

Impacts of the crisis and strengthening racism

To meet the conditionality of the IMF and the European Union, the Hungarian government introduced severe austerity measures in April 2009: 

· in the public sector the nominal gross wages were frozen for two years, 

· the 13th month wage was cancelled as well as the 13th month pension, 

· the retiring age will gradually be raised from 62 to 65 years from 2012, 

· sickness benefit was reduced by ten percentage points, 

· the amount of family allowance was frozen for two years, 

· the housing support system was suspended, 

· VAT was raised from 20 to 25 percent, accession tax was also increased and

· the gas and heating support of the poor will be cancelled. 

· The amended social act does not warrant the preservation of the real value of the subsidies any more. 

All these measures primarily hit the poorest.  

The growth in unemployment and the policy of social restriction undermined the living of great number of groups. At the beginning of 2010 1.7 million public service and housing instalment debts exceeding 90 days were registered (1/4 of the Hungarian families were concerned!). At the moment 90 thousand families are directly threatened by the possibility of being evicted. It’s impossible that so many people are faulty. It is the society not providing enough jobs and income for them that is guilty.  

Other labour market legal amendments introduced owing to the crisis, in spring 2009, are also unfavourable for most of the unemployed and the poor, sometimes even for the municipalities. According to Zsuzsa Ferge’s summary, “except for the fifteen-day public employment obligatory every three months all other supports of integration are cancelled; unemployment insurance benefit almost disappears; minor offences (e.g. black work) may bring exclusion from the subsidy system for good; in case a municipality is unable to organize public work (which can easily happen in small and poor villages), they will not be given backing for the subsidies from the budget…” 

Public opinion is moving right, and this is indicated by the fact that, a program of hidden racism was introduced at the governmental level. Instead of the former social benefit paid by subjective right those considered capable of work get “availability support” for which they have to do 90 days of public work a year, in principle. However, the municipalities can offer little work and have very little money. It is decided upon by the mayor’s subjective opinion whether a member of a family deserves – e.g. owing to his/her life style – the work possibility. There are settlements where the Roma and not Roma people seriously compete for the public works and the supports. 

Also, the name of the new system “A Way to Work Program” is misleading. According to well-known sociologists it is not aimed at leading those supported back to the labour market. For example J. Szalai says: this program “institutionalized and legalized a, roughly saying, ‘slavery-like relation’ between the subjects of the program and the municipalities which violates basic citizen rights in a democratic state. (…) The text of the act is almost openly directed at the Romas, it is almost a racist text”. In addition, only one member of each family can be given the availability support, so 30-35 thousand people are excluded from earlier received social support.  

Another sign of the preconceptual and racist way of thinking is the so called social card already used by many municipalities. The beneficiaries are paid the support through electronic cards, and they are allowed to spend it only in certain shops and for certain products. Activists of human rights protection keep this also unconstitutional because it restricts freedom and handles the alcoholic and non-alcoholic families alike. 

Alternative proposals to the crises

1. The global crisis proves the fact that the (neo-liberal) IMPERIALIST model (IMF/EU): reducing the welfare system, increasing social differences and destroying our natural environment is unsustainable. The economy must serve the human race! Capitalist  interests must be ousted from public services. The Hungarian Capitalist State is serving EU/US IMPERIALIST and Local Capitalist Interests only : Not the Living Standards of the great majority! Alternative labour market, social economy, social cooperation, community production, workers cooperatives and marketing and the possibilities of reasonable public employment must be supported. All these can increase the budget proceeds and decrease the social and other budget expenditures. Let us work 35 hours a week, and have more work places! 

2. Building Democratic Mass Movements in our workplaces and communities AND DEMOCRATISING THE STATE should be the strategy for combating the IMPERIALIST economic crisis and advancing revolutionary struggle. 

3. The global IMPERIALIST crisis has thrown down stark challenges for the workers’ movement. Firstly, there is the duty to defend existing living standards, something that can only be done by determined struggle. But, such is the depth and seriousness of this crisis, that governments and bosses will immediately seek to undermine and reverse any successes that workers win. This is why, alongside and as part of current issues, the workers’ movement has to put forward the idea of ending the **Dictatorship and Chaos of “The Imperialist Markets**and argue the case for a Socialist Transformation of Society.

4. BESIDE THE RULES SERVING IMPERIALIST INTERESTS, THE SO CALLED ECONOMIC AND SOCIAL RIGHTS OF THE POPULATION SHOULD ALSO BE RAISED TO A EUROPEAN LEVEL. WE DEMAND PEOPLES' DEMOCRATISATION OF THE EU, SOCIAL POLITICS AND A EUROPEAN SOCIAL MINIMUM (including the rights to get minimum catering, housing, minimal public utility services, free education, health care and old-age pension)! Those really deprived must get most of the support by right. 

5. To end social and local segregation, which is particularly strong in Eastern Europe, and the ghettos, the creation of workplaces, regional and local development, the formation of community-solidarity production cooperatives built on local resources and the reduction of inequalities and segregation in education are necessary. 

6. All tools must be used to fight the Imperial Populist and anti-Roma Racist Trends of “Divide and Rule”, the lack of solidarity offending the poor and spreading at a frightening pace. 
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