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In the Copenhagen declaration of June 1993 the European Union offered
membership of the Union to those former communist European countries
that wished to join and that fulfilled certain political and economic criteria.
This enlalgemem is the biggest challenge facing both the Lumpoau Union
and countries of Central and Eastern I“urope. The goal of integrating the
associated countries is widely shared, the question is when and how.

The accession conditions should ensure that the candidates share the
same ohjectives as the EU members. that they have similar democratic and
market-oriented institutions, they converge to Western European income
tevel. The conditionality can introduce some competition between candi-
dates on how to satisfy best the conditions. These conditions can be di-
vided into four tvpes: institutional or legal conditions, macroeconomic and
microeconomic management conditions, and performance conditions

*This is an extended version of our paper presented at the 45th International Atlantic
Economic Conference in Rome. The participation of Erzsébet Kovédcs was supported by

the SOROS Foundation.
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The EU will review the fulfilment of the criteria before the accession
of a first group of countries. It seems to be vitally important for countries
in transition to measure their performance. to compare themselves to the
EU members and to other candidates.

Hungary intends to join to the European Union. This decision un-
derlines comparison with well-developed European countries. At the same
time the Hungarian GNP per capita income level fits to the upper-middle-
income group. This group contains several countries from Latin-America
(e.g. Mexico). and Korea (Republic) is at the same income level. Hungary
became member of the OECD in 1995 and intends to catch up the developed
Western couuntries.

The process of transition means development in certain aspects. There
are positive results in stabilising the economy, in significant reduction of the
government deficit, etc.

On the other hand. there is a widely uced cliché in Hungary: Our
country faces the danger of “latinamericanization’, which means coexistence
of dual economy and wide black economy, deep ~’0(‘1al deviancy, and corrup-
tion, extreme differences in income, }Ileﬂ\ the possibility ol peripherization
i mentioned this way. The possibility and the intensity of these twofold
tendencies are under investigation.

Hungary ended the 19505 with a stagnant eConomy. The stabilisation
and transformation process started in 1939 and the first democratic elections
were held in the next vear. The change in the political regime allowed to
change the economic pm\o\ogh\ The transition process | red with
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reduction of the budget deficit and inflation

on the progress of economic reforms.

s Microeconomic management conditions {increasing share of private
sector. subsidv level close to the EU average, effective competition,
etc.t play necessary but not sufficient role in integration.

® \Ied\urable performance conditions, like per capita "GDPD. ex port growth
and employment rate, etc. could play a useful role in _]udgmg applicant
countries taking into account the ability to sustain economic growth.




There are numerous aspects of analysing the Hungarian transition pro-
. Instead of comparin g the situation with the previous one, comparison
o‘z figures to the results of the EU members is preferred. Qur previous re-
search? focused on taxation and governmenv‘ @‘x;pﬂndi‘i'ure structure. This
paper deals with other selected characteristic features connected te the ac-
cession Cond'iiOI 15, In most cases “16—1‘9 are no exact criteria which ha,ve to
be fultilled. Therefore the difference between ho real performance and
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v consumer prices are taken into account. ',["he labour market is
sed using the unemplovment rate together wi ,_plow':cn
mi female participation rate. Health expenditure, :n~pa,uuu care day, life
xpectations of men and women are taken into account to describe those
differences which are influenced not only by economic indicators.

Our data base contains limited amount of data of Oth@l transition
countries. Comparison of transition countries would be interesting but data
from the yvears of transition are extremely variable and in some cases missing.
The speed of transition and the pattern followed by the Central-Furopean

economies are not the same. Changes are introduced in different years, the
result would be influenced by the time period, not only by the measures.
There are no clear-cut solutions to many of the data-problems g0 we do
not use time series data for comparison. Data not merely subject to sta-
tistical manipulations are used to classify 9 countries from Central-Fastern
Europe. The working hours necessary to buy the basket of goods and ser-
\1(0&3 are analysed and compared to the geographically close EU member
state, Austria.

Our earlier international comparison® indicates that Hungarian econ-
omy is similar to Latin American countries and several EU countries (the
‘less-developed” economies). The question is: what is the tendency of the
Hungarian economy towards European integration. Hungarian economy
faces a dilemma: “westernization’ or ‘latinamericanization’. The Hungarian
economic policy has special functions at this stage of economic and political
transition:

*Erzsébet Kovécs — Zoltan Kollar (1997a)

“Source of data: Hetj Vildggazdasag {1998} p. 24. Prices and wages are from Decem-
ber 1997.

*Erzséber Kovacs - Zoltdn Kollar (1997b)
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o The new economic system has 1o support the economic stabilisation
and growth.

o It must comply with the requirements of the Maastricht treatyv. It
has to adapt Europe’s impulses to form and orient the Hungarian
modernisation and reintegration into European ‘society’

e It must lighten the contradictions of Hungarian transition or liquidate
the occasional tendencies of ‘latinamericanization’.

(A) Stabilisation and Growth — Measurable Performan
Indicators

The accession conditions include explicitly measurable performance condi-
tions like per capita GDP. Three countries in transition, Czech Republic
Hungary and Poland are members of the OECD, so their figures can be
easily compared to the other 25 member states’ data.

According to the GDP per capita at current exchange rate in 1993
Turkey had the lowest level of income (32747) within the OECD members.
Mexico was the next one with $2946, and transition countries followed them.
After these 5 countries a big income gap is noticed, Portugal and Greece had
higher than 10000 dollar per capita UDP (310060 and 510()36 The average
GDP per capita level for the 28 members was '/21?}]1 , le range is wd
enough (840186). Poland with S3057 reached 14%
had 34273 (20%) and Czech Repubhc presented
cited accession condition is that living \wnd“m\
bﬂ equa at least 75

ECD level. Eligibility for st ta income
below 75% of the EU average. Ou il the new Central Buropean
members would be eligible.

The tendency towards convergence in living standard can be com DI@Mw"
with struc .nra] convergernce 1n othe" asy

[}
=

/
Pt
-4
I~
o
&y
A
[
o
|
'3"
for
,\

zion \< etermined not only |

¢
Dowez parities and changes in comume pri(:es. average of the per capita
GDP 11\mg current PPPY is only 3893, the average difference is $4508. 16
countries have higher per Ld‘)ltd{ DPu rent exchange rate. and peo-

ple from R countries are in better financial position on the basis of PPPs.
Four of them {Greece, Mexico, Portugal and Turkey) could increase sigmh—
cantly their el tive position. The difference between the maximum and the
minimum is $25612, only 63% of the range at exchange rate.

According to our previous results concerning taxation and government
expenditures Ponuoal is very similar to Hungary in structural sense. Por-
tugal entered the EC in 1986 with a GDP per capita equal to 32% of the

[

See Annex 1
Purchasing power parities were not published for new OECD members in 1995.
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- EU average. Portugal reached 47% of the OECD average in 1995, and 66%
according to the GDP using PPP. The membership in the EU underpins
very rapid economic growth as it is experienced in Portugal. The expected
membership could give strong impetus to Hungarian economic stabilisation
and growth.
Comparison of OECD countries according to changes in consumer
prices (Dec. 1996/Dec. 1995} combined with the unemployment rate gives
wo-dimensional classification of members concerning the stability of their
onomy. Ti ese Two mdicalor are not linearly correlated. There is no tvpi-
cal combine 1 vith high rate on one side and }o er rate on Lhe od side.
gome coun wizh Sx:ablf:» econon’l}* could pms
- prices. 23 countrie
heiz’ mne_m)m\ ment

Table 1. Consumner prices and unemployvment in the OECD

Consumer prices change Dec. 1996/Dec. 1995 (%)

Unemp-
loyment —-04-2 21-50 51-99 10-20 20-30 70—
rate(%)
2-5 Japan horea Czech Mexico
Switzerl. Austria
Luxemb.
5.1-7.5  Norway Iceland
USA
Netherl.
Portugal
7.6-9.9  Australia New Zeal Greece Turkey
Germany  Denmark
Sweden UK
10-15 France Canada Hungary Poland
Treland Belgium
[talv

15-20 Finland
20-25 Spain




Further analvsis of this classification seems to be necessary to identify
those economic efforts which could i improve p position of Hungary in reducing
unemplovment rate and,/or changes of consumer prices.

As it was e\DeCud significant differences can be noticed between Hun-

gary and other OECD members. Because of the outlier position of Turkev
and Mexico. H mgan and Poland seem to be similar from the output of
cluster analys 1 Czech Republic has unique position. It is worth to ver-
ifv this sir 11mn <"lau ifving 9 countries from Central-Eastern Europe on

1

differences in ‘\011\1110 hours necessary to buy [a;hew of goods
and services. Transition countries are compared to geographically close EU
member state. Aus

Working time for 1. selected 'to ms were compared and total working
hours for basket of goods and services was estimated by multiple regression.

The total working hours are in >1gm;1cam positive linear relationship
with minutes for 7 goods and services {bread, pmmo bus. restaurant, beer.

milk and Marlboro can be mentioned according to (1QL[C:l\U10 (/OIFC]dIIOH}

I
of

a.

B \ only one
variable into the regres 1 of
goods aud services {y) can be estimated as * r funciion of minutes for
bread {z):
y=3918¢+79.5

Student f-values are 5043 and 4.266. corvelation is 0.357) and Durbin-
Watson test=1.85,

Table 7 shows thie average ’\.‘\:or‘zi;ng time for 14 gouds or services. Ten

N 5 )

the ooslo\ ing pairs of couniries:

Croatia and Poland {201)
Hungary and Poland (464},

Croatia and Hungary (579).

Annex 2
“Calculated on the base of the data of Heu Vilaggazdasag {199%1: p. 24
g | or

See Annex 3
Squared Euclidean Distance was calculated.
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Table 2. Working time for basket of goods and services

Name and unit Minimum” Maximum
Bread. 1 kg Austria. Poland Russia
Potato. 1 kg Austria, Poland Russia, Ukraine
Beef, 1 kg Austria, Croatia
Milk, 1] Austria, Croatia
Marlboro Austria, Poland

Railway 100 km

Hun‘lama, Austria
Rumama

cond COUnLTY s

Croatia s the ¢
Poland. Hungar‘u' and
The rwo groups ¢

easur

I by cluster analysis underpin our conclusion.

n ng time are in accordance with those differ-
ences measured in the first part of the analvsis. The geographical clozeness
does not mean St_nctuzckl similarity. There are basic differences in prices
which indicate differences is consumption and in 11\ ing standard of coun-
iries in transition. This kind of inhomogeneity sees

Dissimilarities 1

s 1o be consequence of
different social and economic development.

. (B) Reintegration or Peripherization? Dilemmas of
Hungarian Transition

There are several direct and indirect indicators of economic and social de-
velopment to complete information gained from the basic performance mea-
sures. In this part of the analysis we would like to compare Hungary to the
other OECD members on the basis of so called ‘social” characteristics. 12
indicators were selected from the OECD in Figures (1997 Edition) covering
demography, employment. health and education. Cluster analysis formed
2 big groups with 10-11 members, and other 2-3-3 countries were sepa-
rated from each other. Hungary, Czech Republic, Poland were members of
the first group together with 8 countries: Austria, Belgium, France. Ger-
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many, Korea, Luxembourg, Portugal and Switzerland. Which variables are
responsible for this classification? Mainly female participation rate and in-
patient care days cause significant differences among clusters. These twe
variables are in linear correlation with the others. To avoid interactions
smaller groups of variables were selected.

The unemployment rate is analysed together with the self-employment
(% of total employment) and the female participation rate!.

The total fertility rate, health expenditure (as % of GDP}, in-patient
care day, man and woman life expectancy at birth are used for classifving
countries.

2.1. Employment

From the employment characteristics 5 clusters can be identified using Com-
plete Linkage Clustering.

e Greece, Mexico and Turkey have traditionally low rate of female em-
plovmient rate (40%) with very high self-employment proportion
(30%). Because of these two results their unemployment rate is close
to the OECD average.

e Spain. ltaly, and Ireland have higher

female participation rate and lover seif-emplovment.

® Korea. New Zealand. Poland and Portugal are similar 1o each oiher
with relatively high self-employvment (24%) and female participation
{60%), which helps 1o reach lower unemployment rate.

e Similar female participation and unemployment rates are
with low self-emplovment in ti
and Czech Republic, Austra
Japan. Luxembourg and the N

s 9 countrie

ayetd b |
up with 1

Each group contains countries from the EU. Thelr social development is

determined by their tradition. urbanization and agriculiural structure.
the high rate of female participation, nor the low rate of seli-employmeni
can be mentioned as source of development.

Hungary faces the problem of high unemplovment rate. The process
of privatisation was quick and effective. More than 70 per cent of the GDP
was produced by the private sector in 1997, The number of small businesses
has increased during the privatisation, but many small firms were founded
to avold unempleyment. they can be mentioned as self-employment. The

Nor

11
hee Annex 4
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changing structure of business sector and the decreasing involvement of the
> in the Hungarian economy are impressive 1e~111‘5_ of transition period.
The position of Hung has to be preserved by reducing the unemployment
the self-employment proportion.

and in-
O

The other 2

I -
e Countrie
where the

F 2
-

St
s
=
=
o
=

r of in-patient care dav { 2 dayvs) are those
i T

s Lower health e\'pez‘_ditnre lower life expectancy, relatively low in-
putlem care day and somewhat higher fertility rate are de ribing clus-
ter of Czech Republic, Hungary, Korea, . Mexico. Poland and Turkey.

Taking into account this kind of demog

ra phic and health characteris-
tics. the European periphery seems to be realisti

¢ from the data of 1095.

The processes in Hungarian economy of the last two vears indicate pos-
itive changes: perceptible economic growth, stabilisation of market economy,
moderating inflation, ete. Suppo»mg continuation of these processes inter-

national position of Hungary can become more stable with less contradiction
in {developed} Europe.

2See Annex 5
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GDP PER CAPITA OF THE OECD COUNTRIES

Country

GDP per  GDP per

capita capita

at current using
exchange current
rate PPP

Australia
Austria
Belgium
Canada
Denmark
Finland

Luxembourg

Ja

Mexico

New Zea

Norway

197 19354.00
28 20772.00
2 20792.00
18 21031.00
33
244
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Beer Bread us E
Petrol  Phone Potatc Railway Repairer Restaur

DF  Sum of Squares Mean Square

Regression 1 20386.76183
Residual 8 9G1.91726

F =7

(3]
Nej

62622 Signif F = 0.0006

Variables in the Equation
Variable B SE B 95% Intzvl B Beta

Bread 3.91
(Constant) 79.5:

n
Variable
Bread

{constant])

—

SIGT
0.0006
0.0027
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Equation 1
Number 1

Variable

Beer

Bus
Electric
Gas
Marlboro
Milk

total working
hours - consum

Beta In Partial
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Female participation rate. self-employment and unemployment in the OECD

Annex 4

Country

Australia
Canada
Czech
Hungary
Iceland
Japan
Korea
Mexico
New Zealand
Norway
Poland
Switzerland
Turkey
USA
Austria
Belgium
Denmark
Finland
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Final Cluster Centers

Cases  Cluster Healthex  Manlife Hlday  Womlife
i 7.2000
2 5.8000
3 i 7.9257
1. 28000
i B i R.6

—
[N
o

1 0.

2 38.06 0.0000
3 36.0 8.7227
13,1477  25.3008
5 30.5063  11.5333
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