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J-turn of Hungary™

Hiroshi Tanaka™*

1. Introduction: Setting Up Problems and Issues

Hungary was a leading runner in the systemic transformation in Central and Eastern
Europe. The aim of this paper is to examine the Hungarian “J-turn” phenomenon, especially
the renationalization phenomenon. Before this examination, it is important to confirm the
contents and significance of China’s state-owned enterprise reform, related to the theme of
today's Experts Meeting. According to Kai Kajitani (2018), China’'s state-owned enterprise
reform can be understood as follows.

China’s state-owned enterprise reform, which began in the late 1980’s, reached ownership
reform in the late 90's; but since around 2008, stagnation of state-owned enterprise reform
has been pointed out. The term “the state advances, the private sector retreats” (FE#EER)
which describes this stagnation, is widely circulated, and such a critical view is that China's
economic system has transformed into “state capitalism”, which is different from western
capitalism.

It is observed that the maintenance of high wages of state-owned enterprises relative to
private-sector companies, and the fixing of disparities such as the labor distribution rate
due to differences in ownership systems are progressing. This observation has reached
such criticism that it is desirable for “zombie” companies to “drop out and leave” one after
another so that state-owned enterprises with policy distortions and delayed reforms do not
slow down private enterprises with the potential for dynamic productivity improvement.

Although most economists agree with such perceptions, such directions are not well

reflected in the central government's policy scenarios. Rather, what China is aiming for is

* The original paper is one for my presentation on Ritsumeikan University, Kinugasa Campus; The
Institute of International Relations and Area Studies (IIRAS), Priority Research Project “Phases of
Great Power of China” in the Experts Meeting on Theme “The Experience of Chinese State-owned
Enterprise Reform vs. European and Japanese Public Enterprises”, Saturday, December 1, 2018.

*3k Ritsumeikan University, School of Economics, Senior Fellow Professor
Email: hirotana@ec.ritsumei.ac.jp
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the system in which the state does not manage companies directly, but manages capitals,
including the private sector.

In other words, the state-owned enterprise reform is not a trap of “zombie” company,
but the state aims to promote the investment of foreign capitals in state-owned enterprises
with the aim of strengthening the international competitiveness of the state-owned
enterprises; and finally, to create huge state-run companies attractive to foreign capitals.
Therefore, this reform aims to intensify state and party interventions to prevent the
outflow of state capitals. This is one of the aims and significance of state-owned enterprise
reform in China.

With the above-mentioned Chinese state-owned enterprise reform in mind, it is important
here to elucidate how progress of state-owned enterprise reform in Hungary, strengthening
of their international competitiveness, their relationship with foreign capitals, and
interventions by the state and political parties, etc. have been progressed in a complex

manner.

2. Hungary's systemic transformation (Part 1): From state-owned

enterprise reform to privatization

Looking back at the history of the socialist economic system, we can see the following.
One of the countries and cases that have provided important references and lessons in the
early stages of China's economic reform and state-owned enterprise reform was Hungary
and its economic and state-owned enterprise reform. Hungary had led the Eastern
European region in economic reform and state-owned enterprise reform in the socialist
system: next, systemic transformation; then, market economic transition and privatization;
and finally EU membership. However, the U-turn started in the late 2000s, when Hungary
became a member of the EU.

Not only did Hungary not succeed in introducing the euro (joining to the Economic and
Monetary Union; EMU), Hungary reversed its political and economic system, strengthened
the illiberal and authoritarian political system, policies of anti-refugee & immigration and
others. Hungary is pushing for denial of the EU values and ideas, strengthening of the
state sector, and renationalization. This is a phenomenon called Hungarian “U-turn”.

Therefore, it is important to look back a little more on the Hungarian systemic
transformation (Tanaka 2005). Hungary's economic reform, state-owned enterprise reform
began in 1968. It used to be marketization of goods and decentralization.

As a result, state-owned enterprises became “fictitious” owners, and the state ownership
system became partially “fictional”. In 1985 the reform was conducted in which the director
of the enterprise could be elected by the Enterprise Council. Two years before the full-
fledged systemic transformation began in the 1990s, the Company Law was enacted,
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starting conversions of state-owned enterprises into private companies.

In the academic communities, as the next step of state-owned enterprise reform, there
discussed a variety of models were discussed; like leasing model, which meant lending
state-owned assets to entrepreneurs by auction; joint-stock company model; self-
management model; and cross-ownership model based on holding shares with each other.

In the debate on state-owned enterprise reform, ownership pluralism and mutual
competition were also agreed upon by many economists. However, there were some
economists who were completely against these models. It is Janos Kornai who had been
invited to China as an adviser to economic reforms.

Kornai argued as follows: bureaucrats and state-owned firms’ incumbent managers
cannot take risks and cannot become true private owners; it does not matter whether the
controlling shareholder is a Hungarian or a foreigner; state-owned enterprises should be
kept under a relatively long-term, democratically controlled national management and
supervision system in order to foster enterprises. And institutional financial institutions will
be able to foster new enterprises. However, there was little debate and discussion about
know-how and knowledge, manufacturing capabilities, and manufacturing technologies
accumulated by workers and engineers in the factories and manufacturing sites of the
state-owned enterprises in Hungary should and could be upgraded and evolved under the
new conditions of opening the domestic market and entering the global market.

In the meantime, privatization, which would overthrow the course of state-owned
enterprise reform, progressed beyond the academic debates. Actual selection of theories
concerning state-owned enterprise reform disappeared because the opposition party
(Hungarian Democratic Forum), who claimed to transfer the privatized companies to the
hands of true owners (capitalists), won the first 1990 General Election. This was the real
start of fullfledged systemic changes, in which various ways of privatization became its
main pillars.

Unlike distribution types of privatization in Russia and the Czech Republic, privatization
in Hungary was based on market-based sale type. It was almost completed through the
preparatory phase (1988-1990 spring); the full implementation phase (1990-1994); and the
acceleration and termination of “large-scale privatization” (1995-1999).

The purposes of privatization (formation of the new political classes, fairness, efficiency,
fundraising, stabilization) had been pursued under the complicated mixture of the interests
and stakes of all stakeholders related to state-owned enterprises. Within these, the purpose
and way to focus depended on the historical situations of each country.

Each main motivation was the following: Russia had strong social and political motives;
Poland pursued equity and tried to maintain social consensus; Czech Republic had political
objectives, fostering of new bourgeoisie; and Hungary had potentials for funding (repayment
of accumulated foreign debts). The structure of organization (the privatization system)
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followed the strategy (the purposes of privatization).

So, what kind of ownership structure had newly emerged in Hungary ? Meanwhile,
major former state-owned enterprises were integrated into multinational enterprises’
production-supply network and value chain, and became part of foreign capitals. While, on
the other hand, Hungarian SMEs that were not integrated into multinationals were
reorganized into centralized ownership of personal capitals, characterized by the neglect of
non-financial stakeholders, and the neglect of communication with employees under the
secrecy of information. However, the new ownership structures had appeared as follows:
these privatizations used to be “organized theft” (Morita 2010, Szanyi 2016), and the
implementation of the actual privatizations were not based on the principles and ideas of
institutional systemic transformations but carried out under the main currents of “economic
patriotism”. The changes of the concrete privatization methods were only something like
pragmatic shifts (Naszyk 2014, Szanyi 2016).

3. Hungary's Systemic Transformation (Part 2): From privatization to

renationalization

Hungary’s accession to the EU in 2004, the 2008 global/EU crisis and the 2010 General
Election in Hungary marked the important circumstances and epoch-making shift for the
Hungarian systemic transformation to the second phase. The result of this election
completely denied two consecutive coalition governments of the Hungarian Socialist Party
and SZDSZ, which had implemented liberal regime change policies. Their defeat, therefore,
meant a landslide victory so that Fides, who had pursued nationalism and authoritarianism
since 2006, could freely revise the Constitution/Fundamental Law of Hungary.

The Orban administration of Fides (Orban Regime) was then born. This administration
continues to dominate the 2014 and 2018 General Elections. Not only did Hungary practice
its own unconventional and unorthodox economic policy measures (Orbanomics), but now
it has been promulgated as a populist, an anti-Brussels, a Eurosceptic country, and finally a
“U-turn” country. (Tanaka 2015, 2018).

Although we do not address the various measures of unconventional economic policy
here (see Tanaka 2015, pp.34-35), there is no doubt that renationalization is an important
part of these measures. Behind such changes in policy measures more attention should be
paid to the following perception by Prime Minister Victor Orban: since the 2008 crisis,
historical global trends are characterized by the transition to a worldwide-competitive
state; rising weight of emerging market economies in the global economy; transition from
a liberal welfare state to a work-based state; and transition to an almighty state that
protects its national assets rather than selling them out.

Therefore, how had the relationships between companies changed with the privatization

(70 )



T AR ] AT (H) 71

mentioned above ? (1) The privatization had weakened networks of human-economic relations,
and technology-industry relations among domestic companies, and had strengthened networks
of domestic companies with foreign-affiliated companies and among foreign-affiliated companies.
(2)Moreover, this decline or that reinforcement not only tapers the managements and owners
of industrial sectors in Hungary, but also increases the thickness of layers of unskilled
workers both in the industrial sectors and post-industrial sectors, and, in contrast, makes
the layer of knowledge-related-engineers and experts in the post-industrial sectors thinner
than in Europe. (3)Moreover, political-business economic partnerships have been clearer based
on the partisan color (Fides or Hungarian Socialist Party). (4)In this course, the state sector
is expanding; its fixed asset stock in 2015 amounts to 243,721 billion Hungarian forints, but
Hungarian National Asset Management Inc. (HNAM) based on Act CXCVI of 2011,
exercises ownership rights over state assets of over 16 trillion forints, representing almost
50 percent of the annual GDP of Hungary. HNAM exercises ownership supervision over
more than 350 state-owned business associations, of which it directly exercises ownership
rights over about 95% of the companieg (5)Renationalization (from 2010 to August 2013)
expanded into the private pension fund, strategic sectors (oil and gas, public enterprises,
banks, telecommunications), and non-strategic sectors (Voszka 2017). However, according to
the 2010-2016 data (Mihaly 2015), the overwhelming part of funds spent for renationalization
was for energy (48.9%), financial institutions (20.4%), real estate (10.9%), information and
communications (4.9%), and pension nationalization-related stocks (11.0%). The 83.6% of
renationalization cost was spent on foreign companies (45.7% in case of Russia), and 16.4
% on domestic companies.

This process of renationalization was not accompanied by severe political clashes but
realized on the basis of commercial transactions that provided adequate compensation for
them even though there were attacks on foreign-owned companies (especially in the
service and finance sectors) and special tax discrimination. Compared with the waves of
nationalization in the late 1940s, Hungary’'s renationalization is not an overwhelming
repression on the private sectors, but it has some dimension of re-establishing the
communality, collectiveness and economic stability of society lost in the process of
privatization and marketization. It can be also considered as the desire that domestic
entrepreneurs and capitalists are seeking to expand the economic role of the state and to
strengthen protectionism and nationalism (Tanaka 2018).

The evaluation of this Orban regime, including the renationalization, is extremely
polarized; According to economists close to the Orban administration, this regime can be
characterized as a powerful and great developmental state that could realize the balance of
five important social values (ethnic security, order, justice, freedom, welfare). It is believed
to be the first administration to succeed in reducing external accumulated debts and
realizing the macroeconomic internal and external balances not by the privatization of
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national assets to foreign capitals, (Gydérgy 2017). On the contrary, the critics have graded
this regime in various tones; from illiberal democratic states to crony capitalist state; clan
state and mafia states (Magyar and Vasarhelyi 2017).

Bohle and Greskovits (2018), standing at a distance from this polarization, analyze that
this embedded neo-liberal capitalism is under transformation, based on estimating and
categorizing the performances of this Orban regime from the viewpoint of “development
policy” and “development ideology” to catch-up to Europeanization. According to Bohle et.
al., the functioning and fluctuating of the embedded neoliberal capitalism from 2008 has
compromised between receding social welfare and cohesion, and diminishing people’s
expectation for an affluent life. This receding and diminishing were substituted by
movements that ethnic identity, solidarity and sovereignty were called out loudly.
Concurrently with this calling out, the coordination capabilities of the state, which had
made it possible to compromise in conflict, has been altered and become closed to such
features, like illiberalism, destruction of democratic rules, and populism. the aggressive re-
politicization loudly voiced by Mr. Victor Orban. This is a “U-turn” of development
ideology.

By contrast, the development policy has remained in the quiet “J-turn”. Even for foreign
capitals, they distinguish good FDI from bad FDI. For the latter, some restrictions and
oppression (some renationalization, strengthening of taxation, forced conversion of foreign
currency-based loans to forint-based loans) have been compelled, but for the former, there
has been no significant change: maintenance of an open market, preserving the foreign
capital-led production systems; and realization of preferential treatment policies to foreign
investments (the establishing of Hungarian Investment Promotion Agency (HIPA) in 2011
and the formation of strategic partnerships with export-oriented manufacturing firms). No
massive withdrawal and disinvestment of foreign capitals has begun. However, there has
been some movement to reduce overwhelming influences by foreign capitals, and to create
and open business opportunities for domestic entrepreneurs. However, Bohle et. al. estimate
that Hungary’'s dependence on the EU market and foreign capitals is rather deepening.
Therefore, Hungary remains in “J-turn”, not in “U-turn”. This “J-turn” seems to be sustainable
because Hungary has supporters in the global financial markets, multinational companies

and their home governments, and the EU.

4. Conclusion: Overcoming “shortage of economics”

The important points clarified in Sections 2 and 3 are as follows: The current focus in
Hungary is put not on the state-owned enterprise reform but on the survival and
development of Hungarian national/local companies (and those newly born) created by the
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privatization process of state-owned companies. In the open economic system and
integration of Hungary in the EU market, those companies have not always succeeded in
strengthening their international competitiveness while competing against foreign companies
or snuggling up to them. There and at the same time, Hungary is exploring new and
multiple ways of intervention of the state, including renationalization.

What lessons do Hungarian state-owned enterprise reform and the transformation bring
to us through this study ? It can be summarized as follows.

First, the legacy of old socialist systems has been underestimated by official statistics,
transition economic advisors of international organizations and institutes, policy makers of
the new transition governments, and their economists. They have been paying the huge
costs of deep economic downturn; massive unemployment, population outflows, destruction
of social capitals, and “unemployment” of politicians, bureaucrats and researchers.

Second, the neo-classical economic growth theory and the neo-functionalist integration
theory do not help economic recovery in the economies under transformation. Since 2008
the EU and Western Europe have ceased to be high-economic growth poles.

Third, the Washington Consensus and SLIP (Stabilization, Liberalization, Institutionalization,
Privatization) agenda have always caused serious political economic and social conflicts;
and the stagnation and recession has become desperate.

Fourth, initially systemic transformation started out with thinking and the idea of partial
reforms; but then neo-liberal reforms were in full swing; and finally, neo-conservatism and
illiberal authoritarianism emerged. In the aftermath gaps became obvious between the
transition theories and the transition environments, in which lack of human capitals and
making little of power and redistribution issues became crucial ones. Divergences appeared
between the general comprehensive approach and the partial approach to transformation;
and thereby the people came to seek distribution type of politics. It has become more
important to educate and train their own specialists at home.

Fifth, there was no cookbook and no recipe for systemic transformation. Historically,
good luck does not last for a long time. Early alliances among political parties and political
powers in the initial stage of transformation surely break down. However, although it is
important to embed transition countries in international communities, aids from international
society seem not to be always useful, where the management capabilities of the state are
crucial. In addition, these require social and psychological management of patience
necessary for transformation.

Sixth, integration with neighboring countries and the world economy covers the lack of
human capital. These difficulties can be alleviated by the export competitiveness of one
sector or anothe?.>

Seventh, Hungarian “J-turn” shows us that this alleviation was not necessarily realized
by failure to upgrade the know-how and knowledge of manufacturing industries,
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manufacturing technologies, organizational capabilities accumulated by workers and
engineers in the manufacturing sites/plants of state-owned enterprises in Hungary under
the conditions of European integration and incorporation into multinational value chains.

Next, the change in ownership relations can be observed in developed countries after
the 2008 global financial and economic crisis, in which the Chinese term “the state
advances, the private sector retreats” began to circulate. Voszka (2015) observes the
waves of privatization and renationalization both from a comparison of international aspects
and in the historical context. In connection with the global economic and financial crisis
since 2008, such changes have occurred that banks and companies facing a crisis of
survival were quickly transferred to the hands of the state in a short time, and then
immediately re-privatization converted their ownerships.

In other words, the changes in ownership related to the crisis almost inherits the
characteristics of the historical past trends, but the following new basic features can be
observed.

First, privatization and nationalization took place almost simultaneously. Second, such
parallel phenomena were also observed within the EU; while Poland and Portugal
implemented large-scale privatization, Hungary, Germany and France chose nationalization.
Third, the expansion and contraction of public ownership is taking place almost
simultaneously even in Germany and France.

The above can be understood that the conceptual division between privatization and
nationalization is becoming increasingly vague. Such hybridization has been intensified in
recent years; and thereby the governments are trying to benefit from both sides. “Silent
privatization” is supported by “quiet nationalization”, and therein such cases are taking
place where subsidiaries supported and financed by the national state funds have been
established. Nationalization is not a remedy for businesses and employment, but a means of
relief for business elites. Such “quiet” changes in ownership may indicate the uncertainty of
the decision-makers.

From the above, how can we understand the relationship between state-owned enterprise
reform and the economics of institutional systemic transformation ? Connection of no recipe
for transformation and the above parallelism may be a sign that there is no means to
support a firm comprehensive policy, and no economic theory to give a theoretical
foundation on them. The lessons of the state-owned enterprise reforms and transformations
in Hungary may also make it possible to recognize the “shortage of economics” that can
illuminate revitalization of national capitals and enterprises. Researches on experiments of
China’s state-owned enterprise reform may provide a promising opportunity to fill in gaps

in the “shortage of economics”.
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Notes
1)  http://www.mnvzrt.hu
2) The above refers to Csaba (2018)
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