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INTRODUCTION

The regional (structural) funding policy of the EdJdecisively significant for the member
states of the European Union. The possibility ofedi@ment and cohesion of regions with
various levels of development (the so-called NUTE\2I regional units within specific
states) primarily depends on it, which is also ohdhe most important objective and
essence of EU funding policy in the ,Europe of Reg’. The stake is enormous
especially for the underdeveloped regions of Hupgavhich can expect significant
dvelopment funds as a result of EU regional funginticy, since currently about 40% of
the European Union’s budget is aimed at eliminatumglerdevelopment. The various
development funds, first and foremost the Struttttands and the Cohesion Fund are
already supporting the regional funding system ftbis year.

During the development of my dissertation | relimarily on professional publications,
various written sources about history of the Euappenion and the issues of funding policies,
library and press releases, official documentdjsstal databases and extensive internet
resources as well as my recent practical expesdrganed while working in Brussels.

More than a year after the EU accession we canhséyan important period has started for
agriculture, villages and rural areas. The commgmcatural policy of the EU considers
sustainable development and environmental protettidoe the most important. Hungary is
poor in minerals which set back significant indastdevelopment. The conditions of
agricultural development are good, but great difiees can be detected in the natural soil
fertility, soil water cycles and climatic condit®nn various geographic regions. After the
structural change in ownership, land use and ptadustructure only partly fits growing site
conditions. Natural conditions allow the productajrunique, Hungarian products in a number
of agricultural regions.

Agriculture plays an important role in preservihg values of the country, in the sustainable
development of rural areas, in shaping rural sesieand reducing social problems and
regional differences. Economic development ancctmesolidation of market conditions after
the regime change in Hungary took place differeintlihe specific regions, therefore regional
differences increased. The North Great Plain refymm the seven regions in Hungary is one
of the most underdeveloped regions on the basiaraus statistical data. In my dissertation |
am going to examine the condition of the regiom@lwith development possibilities from the
aspect of reducing underdevelopment and ensuistgisable development.

| am going to review regional policy objectivesttoé European Union and Hungary as well as
some of the early results, while providing a suraag evaluation of regional peculiarities in
the second year of Hungary's EU accession. | gt analyse regional disparities in Hungary
and especially in the North Great Plain regioretarsh ways of sustaining development.

| wish to examine whether the objectives outlinedagulation XXI of 1996 about Regional
development and management, aimed at balancingnadgilevelopment differences, have
been fulfiled and whether the social and econooaicditions of the region has improved
based on the regional statistics of the Hungaremtr@l Statistical Office.

It is my objective to reveal development possikbiitand methods by assessing the conditions,
agricultural land use and regional development episcof the North Great Plain region,
especially in Hajda-Bihar county. | consider it ionfant to examine whether the regional
development and other fundings allocated to thgiore have contributed to economic
development.



1.BIBLIOGRAPHICAL REVIEW
1.1. Historical review and major milestones of thé&uropean Union

After the WWII, in Zurich in 1946 the seed was p&h by W. Churchill that it is
necessary to integrate Germany as well as to haedigation for France and Germany,
therefore to set up the European United States.

The next step of the integration was the MarshddnPin 1948 when the U.S.
administration declared that European Co-operadimh Economic Integration should be a
precondition and openly spoke about the politicalgf establishing the European United
States against the communist danger.

The foundation documents as the first steps afellasvs:

- Setting up the Coal and Steel Agreement (1952)
- Treaty of Rome (1958) Community of European Ecomoanid Euratom Treaty.

The signed EEC agreement played the most importdetin the process of the emerging
EU that was the most comprehensive document ointlegration process to be signed by
Belgium, France, the Netherlands, Luxemburg, Geynaand Italy on ¥ January 1957 and
became legal®iJanuary 1958. The Mastricht Treaty, having begnesi on ¥ February
1992 in a town in the south of the Netherlands) thecame legal orfINovember 1993.
The above listed documents with their modificatiendJnification Agreement (1967),
agreements on budget (1970, 1975), Single Europedan(1987), Amsterdam Treaty
(1999) and the Accession Agreement of the new MesfE973, 1981, 1986, 1995) -
formulate the EU priority law.

One of the modifications of the Single European f&EA) is to be emphasised that it
developed the previous Treaties on a large scalasaconsidered to be the priority source
of law. It was signed in 1986 and enforcetl January 1987. “Single” means that it
provides regulations for EC as well as the framéwafr the political cooperation since
1969. For the implementation of the SEA in 1993 shmgle internal market started to be
operational as well as the four major principleshsas the free movement of capital,
labour force, goods and services, out of whichftee movement of labour force has not
been achieved so far.

Having said that, regional policy had been ideatifas a community policy on the basis of
the SEA which declared economic and social cohesidse common Community goals.
New dimensions of Community Structural Support &oWwas developing in this direction.
The treaty of Schengen demolished the obstacleth@fCommunity border. It was
enforced in May 1995.

Milestones for Hungary:

- 1991: EC Joint Agreement with Czechoslovakia, Ribkamd Hungary.

- 1997: Luxemburg Council meeting made a decision tle start of accession
discussions in 1998 with Cyprus and five Easterrogean counties (Hungary, Czech
Republic, Poland, Estonia and Slovenia). $(3flarch 1998 Hungary started the
discussions which closed at the end of 2002).

- 2002: The number of countries to join the EU hadréased and the Accession
Document was signed in May 2004.

- 31°'May 2003: Submission of the National DevelopmdahRo Brussels.

- 1%'2004 May: Hungary joined the EU.



1.2. Strategic goals and principals of EU regiondktructural) policy

Fundamental EU principles such as solidarity, aguahd justice cover the major goals:
reducing differences in development of its membates, regions, and settlements against
regional inequalities as well as the underdeveldpedtories catching up, so developing
the regions.

Goals related to the establishment of EC (1958vieicoming even more important with
the start of enlargement as most of the newly pbiteuntries were less developed
compared to the EU average. For the same reasdeCheached heterogeneity of its own
when Ireland and Great Britain (1973), Greece (1J$fhin and Portugal (1986) joined:

- Average GDP per capita of the above countries vims @0% of the Member States’
average in the second half of the 1980s.

- Differences between the ten most developed andetist developed regions of the
community reached the ratio of one to five.

- The unemployment rate ranged from 4% to 25%.

- The population increased by 18%, but unemploymenteased by 30% and the
population living from agriculture increased by 36%

- The population of the underdeveloped areas douldedry fifth person lived in a
region where the GDP did not reach the 75% of tbe@unity average (nowhere in
Ireland and in the Mediterranean countries).

This situation was applicable at the accessionthag expected compensation from the
Community to be able to reduce their disadvantag@s$he removing of major inequalities
and catching up with the most developed had tonbeBor this purpose a major
community support policy was implemented and 40%heftotal EC budget was spent on
Structural FundgAllen 2000) Structural Funds are important tools for regigralicy as it

is the most important common policy to reduce ddfees between the regions
(Rechnitzer 1993) Preliminaries 1975. European Regional Development Funds +
European Social Fundvocational training, retraining, support employm)eEuropean
Agricultural Orientation and GuaranteEBunds namely its orientation “section” (support
agricultural policy through rationalisation andtrasturing),Regional Development Fund
Funds for Orientation of Fisheriesre called Structural Funds. The Cohesion Fumbis
included.

Major supports:in the least developed areas the GDP per capiteased from 55% in
1988 to 91% of the EU average in 1998. Greek, Badse, Irish and Spanish regions used
100-200 M€ for developing their economies. Struadtiunds helped to create and retain 2
M jobs in the EU.

Increased Foreign Direct InvestmeniBouble of the EU support was received by Greece
while Ireland received three times more. This was satisfactory so in 1991 another
programme was introduced to encourage more suificatching up. The other source of
this process is the Cohesion Fund (1993). In thky 4890s the GDP of Ireland, Greece,
Spain and Portugal had not reached 90% of the Edage. As it became clear that the
regional supports were not sufficient for the psbreountries, the Cohesion Fund of 15
bilion ECU was set up to allow huge investmentsinfrastructure and environmental
protection at the national level. In the new budgfe1994-1999 it was increased to 155.1
billion ECU. Therefore development support reacB@d % of the total budget.



In 1993 the Structural Funds-based support polidyld included a new sourc€g¢hesion
Fund) which was set up for the economically least deetl countries (Greece, Ireland,
Portugal, Spain) in order to support their prepanator Monetary UnionCohesion Fund
(1993):is the fund set up by the Maastricht Treaty (19%8)objectives are to support the
investment in environment protection and trans-peam networksOnly the four poorest
countries (Greece, Ireland, Portugal, Spaiaje entitled to receive this suppoffhe
Cohesion Policy objective is strengthening the eamn and social cohesion of the
Community with a view to harmonized developmenttiodé Community as a whole,
moderating the regional differences and minimizingderdevelopment in the least
advantageous regiongHooghe 1996, Krugman and Anthony 1990, Martin 1999
Rechnitzer 1998)rhese are the goals of the Community Cohesiom Fun

The increasing importance of the structural andesmmn policy is shown through the
following: 5% of the budget was spent on regiongdport policy in the 1970s, 10% in the
1980s, and approximately one third in the late $99During the financial period 1993-
1999 the Member States spent 0.46% of their GDPthi; objective. Fundamental
principles such as subsidiarity, decentralizataaditionality, concentration, programming,
partnership, transparency as serving implementabbnStructural Policy forced to
modernize the organisational structure at the natioegional policy level. In Member
States the efficiency of regional development amengthening cohesion were supported
by the systematically applied principlékovacs 2002, Midelfart et al. 2002, Sutcliffe
2000, Ziegler 2003)New Structural Policy objectives having been dlemlentified lately

as well as supporting competitiveness are goirggtoe sustainable regional development.
Structural and Cohesion Policy was undoubtedly icened to become the EU’s most
important achievement: through strengthening angnekng financial tools of support
policy at the turn of the eighties and nineties filearkoztatasi policy became successful
(Boldrin and Canova 2001, Bolyan 2002, Daniel 200an 2001)

While the Member States had increased their GDPcapita by 50% since 1973 to the
turn of the millennium, Ireland had increased iadyy 300% and was catching up with
the EU average, starting from 57% at accessionnSpal Portugal have reached 75% of
the EU average since the mid 1980s and it will &ehing up with the most developed
soon. In the 1990s the EU's least developed camfproduced extra growth by 10%.
Meanwhile the EU haa been becoming a major econtanior partly for the globalisation
(15 states, 370 million inhabitants, 7 billion USI&r of GDP).

Europe has become economic superpower so:

- Equal partner to the USA,

- 60% of USA Foreign Direct Investments are ownedbyopean interest groups while
only 50% of EU FDI are owned by USA

- 39% of FDI world-wide owned by the EU while only%Iof those owned by USA

- EU has the same weight as USA in the world biggesting multinational companies

Hungary and other CCE countries will join such gagitic European power.



1.3. What to expect after the Eastern enlargement?

As a starting point the conditions of support ppheill be more rigid after the second
enlargement and the financial resources are decgea® from 2004 the enlargement
creates a completely new situation in many respblet& situation to be described

- Difference in level of development of the new anld &ember States is huge
compared to the earlier stage. At the accessidanideand the Mediterranean countries
reached 60% of the EC Member States’ income levelevat present the new states
have only the 40% of the old Member States.

- Their economic productivity is about half of the B2 GDP per capita will be
decreasing by 13% because of the newly joined cesnwith low efficiency.

- Average salary is just a small part of the EU leaglCzech, Polish and Hungarian
income levels are 15-18% of the Austrian and Gerorees.

- EU does not undertake the responsibility of givthg same level of agricultural and
development funds as was given to the underdeetigagons earlier.

- For seven years they do not give a green lightwostates’ free movement of labour force.

- The least developed half of the integrated Euraffers from globalisation for many aspects
so the newly joined Eastern countries’ catchingvith the most developed could be a long
process and may last a few decades.

More new Members States, less supploris well known that the plan was for six new
countries to join from 2002 and they would haveereed cohesion support and the total
structural funds would have been 39.58 billion€.akehile the Member States decided to
admit ten new countries but in 2004. Supports @22P003 have not been restructured so
the originally planned structural funds for enlargmt had to be shared between ten
countries instead of six. Meanwhile there was sdea that the newly joined poor
countries will need even more financial support #r&net paying states will have spend
too much for the enlargement so ttentral budget had to be maximized at 1.27% of GDP
The EU can spend 0.46% of its GDP on economic anlscatching up while this kind of
support cannot exceed 4% of the nation’s GDP. Teamgosupport is given to those
regions which have fallen out of the eligible catgg Parallel to this another 3.2 billion
Euro have been allocated for the pre-accessionsf(RHARE, ISPA, SAPARD) for the
candidate countriesn the new Member Statéise total support funds reached 22 billion
Euro thereforethe structural supports per capita are only 68%tef EU Member States
The size of the supports clearly show that the nenskates are entitled to receive 213
billion Euro in the financial programming period@B2006 while the new members will
receive only 21.8 billion Euro from 20@€sébfalvy, 1998, Nicolaides 200Besides they
are entitled to spend 5.1 billion Euro of the Agiiaral Funds on regional development. It
Is true that the original budget did not include airect agricultural support for the new
member state@~orman 2003)Nevertheless the new Member States’ farmers reaane
quarter of the present Member States’ farmers stgpan the coming three years thew
member states can receive a total of 41 billionddihe new member states are involved
in the finalisation of the 2007-2013 financial petitherefore the ratio may alter.



1.4. The European Union is the ,Europe of Regions”

The most important regional policy endeavour of Bueopean Union, and of Hungary as
full a member state, is to reduce disparities. Ebhsopean Union, based on the principles of
solidarity, fairness and justice, has dedicatedigpattention to reducing differences among
member states, regions and settlements and unéésged areas in general. The
termination of underdevelopment and developmenegibns is the most important strategic
objective of the Community and it dedicates alndiisper cent of its common budget to this
depending on the development level of member statdsegiongHorvath 1998, lllés 1997,
Keating 1997, Rechnitzer 1998)

The application of community principles, subsidigridecentralisation, additionality,
concentration, programming, partnership, transgafemn the member states of the
European Union has increased the efficiency oforeg)i developments and strengthened
cohesion, which was an essential precondition oflenasing the national regional
political organisation systenfHorvath 2000, Illés 2002)Lately, the new assistance
objective is becoming clearer which is aimed atedigying competitiveness and the
sustainability of regions. The success of the commegional and structural policy is
highlighted by the fact that differences in econommcome and supply indicators between
underdeveloped and developed regions of EuropeaanUsre becoming smaller. The
previously underdeveloped regions are showing sighslevelopment, the decaying
industrial regions are revitalising and villages @rogressingHorvath 2003, Rechnitzer
1997, Richardson 1969)

With the accession of new countries with weak potigtity, such as Hungary, the GDP per
capita has immediately decreased by 13 per centhwis important from a regional
development policy point of view. According to tlwehesion report published by the
European Commission in January 2003, countries avithnsumer power parity below 75%
can still apply for regional development funds. #iis implies for accessing countries that
regional concepts and practice have to be implezdeand applied. A basic principle of
accession to the European Union is to strengthenirhtitutional system of regional
development, organise the programming (planningsstal) regions. The regional and
county development councils prepare their prograsnare their implementation, as well
developing central coordination making the respalityi attached to accessing EU funds
clear.

The regional units in the European Union have duattions: on the one hand they
promote the reduction of regional differences, ba tther they ensure communication
among public administration tasks, the organisatdnregional tasks while reducing
differences among local territorial units. The reftlon of regional differences was defined
as an objective in the 1987 European Treaty Ad®ahe which was signed in Maastricht
on 7" February 1992 and came into effect after its icatifon on ' November 1993.
Known as Treaty of Maastricht, it strengthened ehgwinciples and defined a
recommendation for infrastructural development tiedtment of environmental problems
to reinforce the cohesion of the European Commuenity to organise the new, regional
financial fund for these objectives. AccordingliigtEuropean Union, by considering the
expectations of Eurostat, has established the Noleateine of Territorial Statistical Units —
NUTS, which is the most suitable classificationtegs for examining the regional problem
of the Community and regional economic capacitye Blystem developed by Eurostat,
distinguishes among three regional (NUTS 1-3) avallocal (NUTS 4-5) levels, which
do not have direct legal basis, but it is used &mhto identify target areas in the Council



decree 2052/88 about the distribution of structfwads and these provide the basis for
regional social-economic evaluations and statistieda collection. (Based on the decree
by the Council of the EC, the NUTS 2 level is apglifor evaluating the social and
economic situation of EU regions.)

The Nomenclature of Territorial Statistical UnitdUWTS) was originally established by
Eurostat to provide a unified regional classifioatfor statistical purposes in the EU. The
continuous expansion of the EU highlighted the ingoace of reducing differences in
development through harmonising economic policied &nancial funds(Inotai 2004,
Horvath 2001).Therefore, a unified regional statistical systeasvessential to establish
the background for regional policies at a commulatel.

1.5. Regionalism in Hungary — Hungarian regions ithe European Union

Parallel with Euroatlantic accession processes,otiganisation of regions as renewing
economic units has begun in the mid-1990s. Dedgpite the majority of the public
remains unclear about the concept as they aretaseg@ublic administration system based
on counties. So far, regions only existed as piignganning-statistical units but the
methodology is becoming attached to the regiona¢ld@ment standards of the EU, and is
gaining importance in regional policy. The timeaproaching when they can gain public
administrative roles and become local governmegions according to EU expectations.
The decree of XXI in 1996 about Hungarian Regidbalelopment and the regulation
35/1998 (lll 20) about the National Regional Deyelent Concept has established the
planning-statistical units according to NUTS whighs accepted by Eurostat on the basis
of the recommendation by the HCSO. On the basighi 3,145 local settlement
governments (NUTS 5) and 150 small regions (NUT,Saddl an additional 19 county and
capital regions (NUTS 3), 7 planning-statisticagjioms (NUTS 2) and national level
(NUTS 1) were establishethple ).

Table 1.Regional levels in Hungary according to the NUT/Stem

Level Name Number of units
NUTS 1 country 1
NUTS 2 planning-statistical regior] 7
NUTS 3 county (capital) 20
NUTS 4 statistical small region 150
NUTS 5 settlement 3,145

The 19 counties of Hungary and Budapest, accortlintpe regulation 1996/XXI which

provided the foundation for the 1998 National RegioDevelopment Concept, are
classified into seven regions so that the regideaklopment policy can be implemented
according to the system of the European Union. Thgonal regional development
programme was prepared according to this regigealgraphical classification. The tasks
are carried out by specific regional developmeninoids and their operative organisations,
such as regional development agencies, which coatelifunds, projects and small
regional operationfHarsanyi et al. 2003, Kiss 1997, Kovacs 199He specific counties

were classified according to population and segl@imnumber. Another important
organisation rule was to classify counties accaydotevelopment level, and their
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connections and ties among each other from economiudtural, touristic and
infrastructural aspec{&urthy and Sics 1999, Palné 1999, Ranky and Jobbagy 2003)
Upon evaluating social-economic processes we caltfiat regions (NUTS 2) or so-called
meso-levels have an outstanding role in influencsogial processes. Two important
principles dominated in the 35/1998 National Dedtest accepted the National Regional
Development Concept that established seven regiontd: (a) the borders of regions are
in accordance with county borders; (b) the popoiatf regions is almost identical in scale
(except for the Transdanubian region, where theuladipn is almost three times the
average). The planning-statistical regions, the SUZX levels, as outstanding funding
objectives, are regarded as the most important fibtdining categories in the regional
funding system of the EU, especially from strudtduads. None of the seven planning-
statistical regions covers totally homogeneoussar@athe same time it is clear that all of
them have distinctive profiles, the counties making the regions are similar in
development and almost identical in geographicasttaristic§Enyedi 1993)

The basic principle of establishing individual mgal roles and functions is to create a
sufficient contact system among regions and th&alajghe regional role is only effective
if it is complemented by outward social and ecoroties (Horvath 1997, Nemes Nagy
1998, Palankai 1998, Palné 1996egional borders in the European Union are staile
the same time, regions are open to any collaberatmong each other, which is in the
interest of mutual development. Regional units bardlers are primarily based on public
administration distribution and normative aspettse established regions are the result of
compromises in accordance with regional policy gples of the Community.

The regulation of 1999/XCII based on the XXI regola of 1996 has reinforced the grounds
on which the seven planning-statistical regionsewestablished which was approved in
National Regional Development Concept of 1998, ttien Government decree 3102/2000
(X11.19), according to which the sustainabilitytbke current regional classification is justified.
Consensus was reached among professionals reg#indingince most agree that a possible
revision and restructuring could harm ongoing piagroperations, as a result of which the
development concept of regions has begun as witlkadevelopment of strategic programmes
based on theg®upcsak et al. 2000, Enyedi and Horvath 2002, ¥#édi 1997, Hehér 1998,
Nemes Nagy 1991)These have to be emphasised because regiomalsitha much debated
issue. We can expect certain changes though theirsnog of the seven regions is also
supported along with its related public adminigtrateform. Many still favour counties as the
standard level of regional development u(ilisrgai et al. 1998, Faragd 1994, Zongor 1998)

The changing alternatives can be expected in these directions:

- The NUTS system would establish according to teeneoffer by the European Union
the following: NUTS 1. 3.000.000-7.000.000 millioNUTS 2. 800.000-3.000.000;
NUTS 3. 150.000-800.000. This classification wos&parate three major NUTS 1
(parts of the country) levels, Transdanubia, Eastdéry, Central Hungary and
Budapest (the latter is only close to the minineakl).

- Regarding the NUTS 2 regions (province level), thajority of professionals are
suggesting the sustaining of the current sevenomeglassification, but there is a
concept which would separate Budapest from Peshtgoand thus establish eight
medium levels. Many people are also in favour afijig the Central Transdanubian
and Western Transdanubian region thus classifymgegional levels.
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- Finally, the concept with the most reality wouldiease the number of small regions
from 150 to 168 and that would correct current pgots and debated issues of small
regional classifications, by creating a few smadgions. A general agreement
regarding this already exists and the governmeopgsal has been prepared for the
new small regional classification.

Debates can be expected regarding the above medtmmncepts and these will probably
be settled years from now, along with the much-tlebassue of establishing real local

government regions and realising a public admiaigtn reform. It looks certain that the

current seven planning-statistical regions will a@ma decisive level in Hungarian

regionalism, according to which NUTS 2 level is #retual regional level which covers

21.000 square kilometres on average in the Europeson and includes about 1.7 million

inhabitants, while in Hungary this is around 13w®usand square kilometres and 1.45
million people similarly to data of Portugaable 2.

Table 2. The main characteristics of NUTS 2 type regionslumgary in 2001

Population| Counties | Number of EU
Region Area (1000) (capital) | small regions Settlements GDP %
(k) NUTS 4

Central 6.919 2.829 2 15 185 77
Hungarian
Central
Transdanubian 11.236 1.121 3 23 405 47
Western 11209 |  1.003 3 21 648 58
Transdanubian
South
Transdanubian 14.169 993 3 22 653 39
Northern 13.429 1.297 3 23 603 34
Hungary
North Great Plain 17.729 1.559 3 23 387 33
South Great Plain 18.339 1.373 3 23 254 38
Hungary 93.030 10.175 20 150 3.135 51
Regional average  13.290 1.454 3 21 447 51

Source:HCSO Regional Statistical Yearbook 2002.
Notes:GDP data of 2000.

The HCSO reported this regional classification magef seven units to Eurostat, as well
as calculating GDP for these regions since 1996 hais been publishing a large amount of
information since then, based on data collectiaganised for this specific classification
(table 3, figure L
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Table 3.Regional classification (NUTS 2) and county (NU3)Xclassification in the
NUTS system of Hungary

Regions Counties making up the regionp
Central Hungary Budapest and Pest county
Fejér, Komarom-Esztergom and
Veszprém county
Gyér-Moson-Sopron, Vas and Zalg
county
Southern Transdanubia Baranya, Somogy and Tolmatya
Borsod-Abauj-Zemplén, Heves anf
Nogréad county
Hajdu-Bihar, Jasz-Nagykun-Szolnpk
and Szabolcs-Szatmar-Bereg coufty
Béacs-Kiskun, Békés and Csongréa
county r

Central Transdanubia

Western Transdanubian

Northern Hungary

North Great Plain

South Great Plain

Borsod-Abauj-Zemplén

Szabolcs-Szatmar-Bereg

Noégrad

Westgrn Transthanybi
Gy6r-Moson-
Sopron

Hajdu-Bihar

Jasz-Nagykun-
Szolnok

South Great Blair

Bacs-Kiskun Csongrad

Figure 1. Statistical regions in Hunga(}NUTS 2)
Source:HAS RKK Debrecen Department

The increasing importance of regions in the redigettuctural) funding system of the

European Union is highlighted by the fact that #6©®/99 decree of the European Union
connects the identification of underdeveloped negiand the preparation of programmes
to the NUTS 2 level. According to the Agenda 20@8jch serves the transformation and
reform of EU structural and cohesion policy, regibdevelopment programmes have to be
developed for NUTS 2 level units where structuraliqy objectives and regional actions

have to be integrated to ensure the foundatiordéwelopments. All these increase the
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roles of regions, not just during the planning ghhat also during the implementation of
development programmes. According to the joint Edifon, all Hungarian regions can
be classified into no. 1 (underdeveloped) fundiogez

It is a different issue that until actual, localvgonment type regions are established,
Hungary is considered as one region similarly teeptcountries in their pre-accession
phase. The National Development Plan that has lweempleted recently contains a
Regional Operative Programme for the seven redgiooggh development concepts have
already been included in the National Developméa fHorvath and lllés 1997, Horvath
and Szalé 2003)The efficient implementation of the regional pragme will determine
whether the Hungarian regions can submit their owerative programmes for the new
financial period starting in 20Q@&16rcherné 1998, lllés 1996).

1.6. Areal units within Hungarian regions

The NUTS system in the European Union has beehlissiiad upon the public administration
structure of individual member states for practrealsons, considering the borders of existing,
institutional units based on normative criteriar poe-accession countries however, this is a
task for the future. At NUTS 2 regional levelsabisub-regional levels the two local levels are
small region (NUTS 4) and the settlement itself 8.b).

The small regional system, established by the Hisga&Central Statistical Office in 1992-
1193 and initiated on*1January 1994, was required for the extensive dnedjidifferences,
infrastructure, employment, unemployment, popufatisupply etc), regular statistical
evaluation of regional units. The HCSO defined $megions as follows: The system of
statistical small regions is the comprehensiveegsystovering the whole country that does not
extend over county borde(€satari 1996, Szalé and Miklossy 1998)small region is the
joint system of settlements based on actual lab@sigdence, transportation and secondary
service (education, healthcare, commerce etclaeships. Settlements in a small regional
system are connected to one or more central settigm

The small regional system in Hungary, currently sisting of 150 units, is not yet
organised on a public administration basis buteratin local regional levels determined
statistically. The previous system was based oniradirative and organisation functions.
These units were suitable for daily contact amoettjesnents. The number of these so-
called settlement units was between 90 and150héncurrently used statistical small
region system, 148 out of 150 statistical smallaeg have a city as a centre. In 57 small
regions, there are 1, 2, 3 or 4 cities beside ¢émral city as co-centres.

The fact that the statistical small region systeas wnade a basic unit by the regional
development regulation lead to changes in the dsghdan of local government. The
chairmen of county assemblies and regional devedoproouncils were asked to develop
the initiatives for modification, where the prin@p used for establishing the statistical
small regions were taken into consideration. TheSBGnodified the system of statistical
small regions based on the submitted proposals prafkssional requirements by*1
August 1997.

The local government regulation accepted in 1998¢8 on the full, equal rights of local
governments, did not distinguish regional levelthimi counties. As a result, small regional
units cannot be defined from a public administrapoint of view. In recent years however,
certain public administration, service and in gah#re ,manager” type activities have been
established according to statistical small regionkis includes the establishment of
administrative offices, the network of small regimanagers, banks and insurance offices,

14



information and communication service offices. Tiedification proposal of the XXI
decree of 1996 about small regions is aimed atldpwvg the small region structure and
correcting the previous problems by establishingl mblic service and administration
functions to small regions and decentralising thsteg system.

Most debates regarding regional levels surroundetigected role of counties. Current
European Union concepts are relying less on cosintigh actual public administration
functions (NUTS 4) beside regions with actual logavernment authority (NUTS 2),
though in Hungary they are more accepted and hasteoag roots and traditions not to
mention their practice in public administration.eTFuture reinforcement of regions is
fundamentally affecting the county level and thigises questions about county
developments. According to a widely acknowledgethpmmise among professionals,
levels 2 and 3, or regions as well as countiesbath needed in the NUTS system. The
two do not exclude one another and reasonableiaivisf labour and authority can be
established between the two levels, acknowleddwegfact that regions have a priority in
the accession to the European Union, in the dewsdop of programmes and in obtaining
development funds while small regions also havegalighted role. It is still possible
though that counties, due to their great tradifiod strong identity, will have a sustained
role in Hungarian regional development, such asrd¢ihee of Hajdu-Bihar in coordinating
and serving the North Great Plain region and thieosading small regions. Naturally, the
above mentioned does not affect the great degreedependence and authority of the
currently operating 3,145 local governments ensbsethe local government regulation of
1990.

1.7. The development of EU regional assistance poji

Regional assistance poliayas not included as a community objective in Tmeaty of
Rome (1958), the treaty only defined the requirement lermonious economic
development of member states. The Treaty of Rorhe, tteaties of theEuropean
Economic Communitgnd European Atomic Energy Communitiere signed on the 95
March 1957 and came into effect ohJanuary 1958The treaty that established the EEC
is far more importantThe European Economic Community, EEC, is an asgdion that
began its operation ori'Danuary 1958 and its primary objective is to prmmoperation
among member states thus contributing to the ingm®@nt of living standards and the
unification of Europe. The introductory sectiontbé treaty includes the most important
objectives of European integration (e.g.: the irdégn of European people, the economic
and social progress of countries, increasing enmpéoyt and welfare, preserving peace and
freedom).

Regional assistance policys not included in theTreaty of Romeand this was
understandable since the then establighawpean Economic Communigxcluding parts
of southern ltaly, was quite homogeneous in econodavelopment. The community
support of underdeveloped regions in the 1960s amhs expressed in loan schemes and
agricultural support policy of theuropean Investment Bafthe joint bank of EU member
states, with the objective to support importanestments).

The financial union concept in the beginning of 19¥0s was defined in th&erner Plan
(the first plan of European economic and financrabo — 1970), however the effects of
the first expansion and the consequences of anoedoncrisis called the attention to
underdeveloped regions and the importance of #ssistance.
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As a result, the&curopean Regional Development Fuwds established in 1975, with the
task to reduce economic and social differencesimvttie European Economic Community
(1958).

The objectives of the Fund:

- reducing differences in development on a geneval Je

- complement the twagpreviously establishetlinds; theEuropean Social Fun¢L960)
and the activities of th®rientation sectiorof the European Agricultural Orientation
and Guarantee Fund

- the latter three and the Regional Development Hi8d5) jointly are referred to as
Structural Funds.

The change was significant regarding the importaanog impact of regional assistance
policy among community policies with tlaecession of Mediterranean countrigi981 —
Greece, 1986 — Portugal, Spain). The reason far wWas that economic differences
increased considerably with the southern expansiadhe EC.The population of the EC
increased by 22% with the accession of the threenttes, however its GDP only
increased by 10%table 4. As a result, the EC became a relatively hetereges area,
where the ten most developed regions had threestithe GDP than the ten most
underdeveloped. However, the underdeveloped sousiiates have emphasised that they
expect compensation from the Community to redue& #tonomic disadvantages.

Table 4. GDP per capita according to member states inéheeptage of the community
average 1995.
Member states, GDP % per capita

Austria 109.3
Belgium 110.4
Denmark 112.0
United Kingdom 98.2
Finland 92.5
Greece 60.0
The Netherlands 100.4
Ireland 85.3
Luxemburg 106.7
Italy 101.7
Portugal 67.9
Spain 76.1
Sweden 95.3
France 107.2
EU-15 total 100.0

Source:Court of Auditors

The tight resources of tHeuropean Regional Development Fumbng with the funding

mechanisms that were not really suitable for widales activities have narrowed down
regional development possibilities in the EC evaargo the expansion. This initiated the
regional assistance reforin 1985, resulting in th8ingle Acta year later, which created a
new foundation for the regional development syst@imthe community. The Single
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European Act which further developed the existiegties of the EQs one of thgrimary
legislative sources of the Ei@ itself. It was signed in 1986 and came intceetffon 1
June 1987. The word ,single” refers to the factt thaegulates both the framework of
European political cooperation as well as the ECesiL969.

Essentially since the Single Act complemented the Treaty@hR and declared economic
and social cohesion as the objective of the Comiyuihis meant that regional assistance
policy was acknowledged as a community polidyus, the new dimensions of Structural
Funding System were formed.

Certain effects of integration also justify the yisbon ofregional structural transfers

- The individual community policies, objectives inethselves can induce regional
differences, which will occur as justified competisa claims.

- Transferring to higher integration level is ofteone problematic for underdeveloped
countries (therefore they are eligible for struatdunds to assist their preparation).

- In connection with the aforementioned, structuraids are very much focused on
infrastructural developments (this can contributeeafly to establishing equal
conditions in the specific member states).

- Balancing infrastructural conditions also contrémitto the stronger cohesion of the
integration and to homogenisation (which is ultiehatthe interest of all member
states, since it allows the better exploitatiomggégration advantages).

The most important result of regional, structutadding policy initiated in the mid 1980s:

- the coordination possibilities of different fundiagtivities were established,

- the gradual transfer from independent project foma@gnto a more complex, programme
oriented funding system was implemented,

- more concise objective systems were identified wlit transformation of structural
funds.

In 1993 a new fund (Cohesion Fund) was added t@s$kestance policy which was based

on structural funds and was originally created &yphunderdeveloped member states

(Greece, Ireland, Portugal and Spain) to preparentmetary union. The Cohesion Fund is

a fund established by the Treaty of Maastricht.oligective is to support environmental

protection and trans-European network investm@@ashtler 2003, Bauer 2001pnly the

four poorest member states (Greece, Ireland, Pattuand Spain) can receive fundshe

budget for the 2000 and 2006 period was determimeld billion Euro(Stahl and Lluna

2003, Miklossy 1997)The objective of cohesion policy is to strengthie® economic and

social ties within the Community, promoting harnmms development and especially

reducing differences among the various regions. Chhesion Fund was established to

serve this purpose.

The importance of structural and cohesion polichighlighted by the fact its impact on

community expenditures and its place in the comigumnidget has increased dynamically

from the mid 1980s:

- about 5 percent of the budget in the 1970s,

- about 10 percent of the budget in the 1980s,

- 33% of community expenditures from the second biathe 1990s.

- 0.46% of the total GDP of member states betweerl#83-1999 financial period is
dedicated to this objective annually.
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As a result, structural and cohesion policy became of the biggest achievements of the
European Union by the 1990s and by strengtheniadittancial instruments of funding
policies by the turn of the 1990s it prevented tezpening of regional differences.
Programmes implemented by the European Union hantilbuted to the development of
regions; the formation and revitalisation of crbssder regions; the closer cooperation of
compatible regions; and bringing together the d#fifié nationalities of the European Union
(Kengyel 2003, Madari 2001, Moussis 2003)

The biggest result of regional funding policy: iasvproven that the European Union can
operate similarlyederal state unionsand distribute significant funds for regions thaed

it the most. All this strengthened solidarity ar tcohesion of integration even more.
Federalismis the principle where member states in a unionndb give up all their
jurisdictions. One of the advocates of federaligmhe Federal Republic of Germany,
which is also based on federalism.

Results of structural and cohesion policy:

- the advantages of EU membership were revalued, foottountries in the inner and
outer peripheries of the E(@ttaviano and Puga 1998).

- The accessible funds for poorer regions and merstses are very appealing to
central, eastern and southern European countriat dhe already considering
accession.

- The accession of the latter states is a greatesigal for the structural and cohesion
policy of the EU, since the accession of underdgpead states does not only require a
significant increase in funds but also endangees léneficiaries of current funds
especially regarding the amounts of accessible SRdga 2001, Tarschys 2003,
Winnett et al. 1997).

1.8. Agenda 2000 - the latest transformation of sictural and cohesion policy

The latest expansion and the maintenance of thenagassistance policy was targeted in
March 1999 in Berlin with the approved Agenda 208fbrm package, specifically with
the regulations affecting structural and cohesiamd§, which restructured the financing
system of structural and cohesion policy.

Eastern expansion(s): the upcoming expansion ofEtlm®pean Union with central and
eastern European countries, as well as with M@lyarus and Turkey. This will probably
be carried out in several stag&uthern expansiorthe southern expansion of the EC
which made Greece 1981, Spain and Portugal in ffg8hember of the Community.

Reasons of the transformation:

- the eastern and southern expansion of the Union 1899

- the average of EU development level will decreaseelveryone wants to get a share
from EU funds

- three challenges: reinforcement of the Union, mafof community policy, initiation of
accession discussions, financing the accession wa that is favourable for the
development of domestic Union policy

- Institutional reform: the status of the Committeetsirman was strengthened; at the
same time the instruments of European Parliamenedi at monitoring the
Commission were developed
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- the objective of domestic policy development wasdoelerate economic growth and
to improve the quality of life
- altogether this means the reform of structural @tesion policy

The community structural and cohesion policy isieadd through the so-called Structural
Funds and the independent Cohesion Fund which s@bleshed in 1993. Probably the
biggest results of Agenda 2000 are the decisiogardéng the reform of structural and
cohesion policy, since they did not only wish tokeadhe utilisation of community funds
more effective based on previous experiences bey fbrovide an opportunity for
expansion by not reducing the available funds toremt member states.

With the accession of Mediterranean countries, djective systems along with the
instruments for implementation had to be defineatdysidering the new circumstances of
the Community.

The most important objective in the interest oésgthening economic and social cohesion
is supporting efforts through Structural Funds:

- the harmonious and sustainable development of Carityneconomic activities,
- ensuring competitiveness,

- sustaining the high level of employment,

- equal opportunities for men and women,

- high level of environmental protection and consgova.

The integration of these objectives has to be earrout with the planning and
implementation of Structural Fund programmes.

Structural Fundss the collective name of four EU financial funds:

- European Regional Development Fund (ERDH)e first financial fund, which
contributes to the support of developing regionshwstructural problems due to
economic and social transformation.

- European Social Fund (ESFwhich is aimed at implementing the employment
strategy of the Union.

- Orientation Section of the Financial Instrumentdheries Guidance (FIFGwhich
assists the development of agricultural and fislsémyctures but also has an active role
in financing rural development tasks.

- Orientation Section of European Agricultural Guidanand Guarantee Fund (EAGGF)
which contributes to the implementation of the CammAgricultural Policy through
improving the efficiency of production, the marketiof the sector and improving the
potency of local agricultural regions.

The identification of supported regions and arsalased on the classification system of

the Community, the Nomenclature of Regional StaastUnits (NUTS), which was
established by the Statistical Office of the EUnjlyi with national offices.
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The NUTS classification is the following (compamsds only approximate, since the
Hungarian equivalents have not yet been finalised):

- NUTS 0 — member state, irrespectively of size (gwn@ny and Luxemburg are both
NUTS 0)

- NUTS | — province, or region groups excluding Gemsnavhere this the province level

- NUTS Il — province level or regions (this was absatven planning statistical regions
in Hungary in 1998)

- NUTS lll. — county

- NUTS IV — about the district level (this was 158tstical small regions in Hungary in
1998)

The efficient concentration of funds has to be smrlion those underdeveloped regions,
where the GDP per capita is below 75% of the Comtyigsnaverage. The definition of
areas in economic and social transformation cotlerse countries where the industrial
and service sector has gone through a transformaticthe agricultural regions with a
decreasing population; or problematic urban regiarsdepressed areas with a strong
dependency on fishing.

The Community focused on those regions in the msesere condition that have been
recommended by member states. Annually, two thafdall accessible funds had to be
concentrated on underdeveloped regions.

With the integrated approach of developments, astltad to be concentrated on regional
levels, in accordance with:

- the operation regulation of different funds,

- the priorities of the Community,

- the economic and social policy of member states,

- with employment strategies and most importantiyhviite regional policy of member
states.
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2.MATERIALS AND METHOD OF RESEARCH
2.1. Principles of structural fund utilization

Since the beginning of their operation, the sigrohthe Treaty of Rome, Structural Funds
have been utilized according to the following mogiortant principles

Principle of utilization according to comprehenspigiective system

This means, that structural policy aims to reduceblems in specific priority areas
according to a comprehensive objective system basethe coordination of different
funds. The five principles that have to be followsring the utilization of EU funding
programs are:

- partnership

- programming

- additionality (co-financing)
- concentration

- and project monitoring

Principle of complimentarity and partnership

Partnership is the institutional coordination of decisions thHave an impact on the

regional development of organisations from différeectors, ownership and activity

backgrounds. Partnership includes also includesptiorantarity and contribution by the

Community to the success of national action prograRegional and local governments,
other competent organisations, economic and speeghers as well as other interested
organisations participate in the partnership betweember states and the Community.
Partners cooperate in all phases of programmirgnpohg, financing, implementation and
monitoring. The recipients of funds are usually governments of member states, but
regions, local governments with the ability to iemplent programs through institutional
system.

Principle of programming and coordination

Programming is a bottom-up strategic and operailaaning, development priorities and
funds conformed to legitimized strategies wheraviddal project financing was replaced
by the funding of complex programs. Programmingrisorganising, decision making and
financing process which contains the implementapbases throughout many years of
cooperation between member states and the CommulNgmber states prepare
Comprehensive Development Plans according to abgsct This is a documentation
which contains development strategies, prioriti€planned actions as well as related
objectives and planned financial sources through ekaluation of current situations,
considering community objectives and priorities.e3& are submitted to the European
Commission, that decides about the Community Fuvitsh is the approved version of
the development plan proposed by the member statentains strategies and priorities of
the action programs, along with special objectigad the contribution from Structural
Funds. The Operation Program, which is approvedhbyCommunity Fund Committee,
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contains those actions which are to be implemeotethe basis of accepted priorities and
programs of many years, as well as the finance doomfunds provided by Structural
Funds. The Community Funds and the Operation Pmograre published jointly in the
Simple Programming Document, which is also apprdwethe Commission.

Principle of additionality (co-financing)

Concentration and additionalityclearly distinguished development categories, coetbi
funding and not community finance assigned to sattpriorities serving economic
growth and structural transformation. Additionaglitwithin this means that applying
organisations and individuals also have to be awseEU programs do not provide full
financing for any type of project. A significantition of the expenses have to be financed
from own sources, bank loan or other resourceshef lteneficiary state, end user
organisation or private entrepreneur. In other wpfdndings from the European Union
are additional. They are aimed at helping those atgwilling to help themselves and
make efforts expected from them. Additional sourcethe EU mean ,own contribution”
beside the funding from the European Union.

This principle means, that Structural Funds canngplace the structural policy
expenditures of member states. The community anchbee states have to concentrate
their resources to regions that belong to objectiveuring the whole programming period.
In the case of regions that belong to objectivean?l 3., expenditures have to be directed
to active workforce market policy. Member statesnmd reduce their expenditures from
previous fiscal periods on structural operationsecking of additionality happens three
times during the fiscal period. First during the4ewvaluation of programming documents,
secondly during mid-term until December'32003 and finally at the end of 2005 within
the framework of the final evaluation and conttbhas to be mentioned that according to
the principle of compatibility, Structural Fundsvieao be in accordance with the founding
document of the EU and the applied instrumentslogroEU institutions.

The principle of concentration

During the compilation of complex sectoral and oegil plans, a large number of various
problems and possible development objectives hanmettaken into consideration. Some
of the objectives are going to be in conflict wiach other and often various alternatives
occur to solve the problem. It is quite common tihat available development funds in a
given period only cover a part of the requirements.

Therefore, it is necessary to concentrate our sffaggionally according to sectors. The
complex development programs always have to bebledtad on a clear objective
hierarchy. The order of importance among differanjectives have to be reflected in the
sequence of actions and size of allocated fuhks.principle of concentration refers to the
assignment of objectives, instruments, activitied gesources to each other including the
setting of priorities and the ability of efficietecision making
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2.2 Obligations of monitoring and supervision

The preparation and implementation of EU prograsnstrictly monitored all along by the
government and the authorised organisations (@ifftemonitoring committees, National
Monitoring Office, National Audit Office, the Eurepn Committee, the European Audit
Office and external auditors on the basis of addmugagement agreement) of the EU. The
method of program implementation is precisely dafiin the financial memorandum. The
strict regulations of fund utilization are definedinternational agreements and laws set by
the EU. Governments are fully accountable for tbe and expenditure of funds as well as
for the program implementation according to origioljectives. The additional principle
from 2000 is therinciple of efficiency

The establishment of monitoring system for theizgtion of specific financial funds by
the European Union is defined in the governmentredecl24/2003. (VII.15.). It
determined the monitoring organisations for EU dstieefunds. TheCentral Monitoring
Committee(CMC) was established to track and evaluate iatéwnal aids and to initiate
actions in the interest of coordinated and efficiamplementation. It is the global
monitoring, coordination and evaluation organisatad complex funding systemgdoint
Monitoring Committeeorganisation established for joint monitoringiates to be carried
out by European Union and Hungarian experts, wisigpervises and coordinates the
implementing processes of objectives within fundanggrams financed by the European
Union (PHARE, ISPA, SAPARD). Th&uiding authorityin the case of SAPARD is the
Ministry of Agricultural and Rural Development, wiin the case of Structural and
Cohesion Funds these are organisations appointethdyGovernment. The guiding
authority appointed by the member state is a putnliprivate organisation, regional or
local authority that manages funds provided byEbepean Union.

2.3. Databases of the research and methods of arsly

The data and information base of my research cdroas annual agricultural reports, the
regional development regulation of 1996, the relatarliamentary Decisions and
implementation decrees, the National Developmeaut Bhd Operative programs. The data
have been collected from Regional Statistical Amgwd Hungarian Central Statistical
Office (HCSO), Agricultural Statistic Annuals anther publications about land use and
regional data. The general agricultural censushda (AMO 2000) compiled by HCSO
containing data up to March 31., 2000. on the bafstee XLVI. regulation of 1999. also
played an important role in my evaluations. Thisvles a detailed survey about the
number of farms, structure of plots, average silze, method of land use according to
planning-statistical regions and counties as areiis and statistical small regions.

| have also used surveys by Agricultural Reseanshitute (ARI) and studies of DU CAS
Department of Land Use and Regional Developmenbiythe statistical publications
when evaluating agricultural results and charasitegi the North Plain region.
Parliamentary decisions and evaluations by the HQGSOvided assistance when
examining regional development differences. On Hasis of the region’s regional
development concept, | wanted to find out whethee warious, utilized regional
development funds served the interest of sociah@coc, agricultural and rural
development endeavours according to the data prdviRegional Agencies and county
Development Agencies. | used different statistice@thods during the analysis of the
database. The data of areal sequences were andlysedmparative figures, while the
inner structure of various multitudes were evaldatéth the help of distribution analysis
and used statistical figures to display the results
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3. UTILIZATION OF EUROPEAN FINANCIAL FUNDS

3.1. Financing of the structural policy

The strategic importance of structural policy ifleeted by the fact that community

expenditures for this purpose made up 4.8% ofdted budget in 1975, 8.1% in 1998 and
representing a third of the total budget by the ehdhe nineties. The differences in

agricultural supports and regional policy fundirdgcreased from 10:1 to 1.3:1 over the
course of twenty yearsaple 5.

Table 5. EU funding expenditures

Task 1994-1999 2000-2006 Annual averags
billion billion billion
ECU % ECU 7 ECU 7
Agricultural policy 220,3 47,8 329,2 44,1 42,3 45,6
Structural operations 1551 33,7 275,0 36,9 33,1 35,7
Domestic policy 27,6 6,0 51,0 6,8 6,1 6,6
Foreign policy 28,5 6,2 49,9 6,7 6,0 6,5
Administration 22,2 4.8 35,6 4.8 4.4 4,7
Reserves 6,7 1,5 4.8 0,7 0,9 0,9
Total 460,4/ 100,0 745,5 100,0 92,8 100,0

Source:Annual Report of the CEC Agenda 2000.

Main sources of funding (table 6):
- Structural Funds
- European regional Development Fund
o- European Social Fund
o- European Agricultural Guidance and Guarantee Fgadiance section)
- Financial Instrument for Fisheries Guidance
- Cohesion Fund
- Community Initiatives

Table 6. The distribution of regional development funds, 49999

Amount, Billion Distribution, %
Source ECU

European Regional Development Fund 67.6 43.6
European Social Fund 39.0 25.1
European Agricultural Guidance and Guarantee Fungd 20.5 13.2
Financial Instrument for Fisheries Guidance 2.5 6 1.
Structural Funds 129.6 83.5
Cohesion Fund 12.7 8.2
Community Initiatives 12.8 8.3
Total 155.1 100.0

Source: The Impact of Structural Policies on Economic amati® Cohesion in the Union, 1989-1999.
Brussels, European Commission, 1997.
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Recipient regiongtable 7:
- Target group 1.underdeveloped regions

- Regions, where the GDP per capita is less than @b#tte community average, their
economies are weak, the unemployment rate is high;

- Target group 2.:industrially underdeveloped (depressed) regions

- The number of people employed in the industry e@sing for a long period of time,
high rate of unemployment;

- Target group 3.high ratio of young population;

- Target group 4.industrial region transforming over a longer peraddime;

- Target group 5a.agricultural regions forced to modernise their prcitbn structure;
- Target group 5b.rural regions

- Low level of development, high ratio of employment agriculture, demographic
erosion, unfavourable location, poor city network;

- Target group 6.Regions with low population levels

- Population density is below 8 peoplefkn®nly Scandinavian regions belong to this
category.

Table 7.Population in the recipient regions of the EU &nttling expenditures from
Structural Funds, 1994-1999

Population Funding
Recipient region Million people % Million ECU %
Target group 1. 92.16 2.50 93.9 72.5
Target group 2. 60.47 16.4 8.7 6.7
Target group 3. 13.9 10.7
Target group 4.
Target group 5. 32.75 8.8 12.0 9.3
Target group 6. 1.29 0.4 1.1 0.8
Total 186.67 50.6 129.6 100.0

Source:First Report on Economic and Social Cohesion. Bilgs&uropean Commision. 1996.
3.2. Recipient regions and the comprehensive objeat system

The Council has outlined those objectives, on theidof a comprehensive objective
system, that can be financed from Structural Fuinds given financial period. The
objectives that made up the utilization system toficGural Funds were determined during
the 1988 Structural Fund reform, which were in dffentil Agenda 2000. was launched.
These six objectives were the following:

Objective no. |.: Supporting underdeveloped regions

The regions where the ratio of GDP per capita measan spending power parity does
not reach 75% of the community average in thetlaste years belong to this group. This
essentially includes Greece, Spain, Ireland, mdésPartugal, Italy, Northern Ireland,
Belgium, Austria, France, and few provinces of Netherlands naturally the eastern part
of Germany. About 73% of the funds were used far dbjective until 1999.
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The Commission has classified a total 62 regionsbfjective no. 1 since January 1. 2000,
which remains in place for seven years. An addaidr2 regions received the classification
which temporarily qualifies them to access the agjfunding until the end of 2005. It is

typical that the Community still insisted on keepthe threshold limit at 75%.

Objective no. 2: Funding for regions especially affected by declining industrial
production

Regions with underdeveloped industrial structuemegally with traditional heavy industry
belong in this category. The funding was aimedcanemic and structural transformation.
7 — 9% of the funds were spent on these objectivdis the end 1999. The Community,
even following the reforms, is still making tremend efforts to concentrate funding on
the most severe problems and smallest geographieas. During selection, in the
assessment of structural problems, the total uneym@nt and long term unemployment
rate are the most important factors. The activé@pation of member states in compiling
the list of severely affected regions is also rdgdras essential.

The basic criteria of identification is that onlyJJNIS Il Level regions can belong in this
objective, furthermore the population of regiorsédd under objective no. 2 cannot exceed
18% of the EU'’s total population. The objective f@t 2006 is to have 8.5 - 9% of the
population in the current 15 member states livingeigions listed under objective no. 2.
Naturally, there are exceptions here too. Neighgpregions can also be included in this
list if the economic and social problems of thejrieultural areas are increasing due to the
ageing population, or the rate of unemploymentdrasicreasing tendency due to ongoing
or planned transformations in crucially importamdustrial, agricultural, or service sectors.
A region can only belong to either objective norlobjective no. 2. Progressing regions
that belonged to this category in 1999 were elegibl receive this temporary funding until
2003.

Objective no. 3: Funding programmes for fighting long term and youth unemployment
About 5-6% of the funds were used for this purpasel 1999. Currently, one criterion is
set for this objective, namely that only those d¢dea can be listed in this category that do
not belong to objective no. 1.

Objective no. 4: Funding for retraining employees, assisting adaptation to changes

Made up 5-6% of the funds, clearly directly fundirsgtions aimed at avoiding
unemployment.

Objective no. 5: Modernising various sectors of agricultural production and fishery

Aimed at assisting structural adaptation of agtioel, in parallel with the development of
areas where employment in agriculture is high. 4&§%he funds were devoted to these
target groups until 1999.

Objective no. 6: Funding for areas with low population density

Mostly aimed developing low population density are& Finland and Sweden, making up
0.5-1% of the fundings.
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3.3. Changes after 2000 — AGENDA 2000

A new situation occured in EU integration proces3é® reasonthe eastern and southern
expansion of European Union targeted the accessfostates that were well below the
development standard of the Unidrhe expected expansion has a number of effectiseon
future of structural and cohesion policy. The cahteastern and southern European
countries in their pre-accession phase would b éligible to access community regional
funds with the current, most important criteria @fhwould have important consequences
1. all of them would wish to get a share from thends of Union,
2., the average of community development level deitrease significantly, and as a result
the current beneficiary regions will be excludeahirthe funding schemes.

The large number of pre-accession countries ancetpected increasing need for funds
would result in the drastic increase of common citnal and cohesion budget
expenditures. This is not possible though, espgchen member states, partly due to
efforts made by the main contributors, are strivimgut down budget expenditures, in fact
the main contributors (Germany, France, Italy andl&nd) are considering the reduction
of payments into the common budget.

The solution for this complex problem have to benfd before the expected eastern
expansion of the EU between 2000-2006, prior tontwe financial period. The answer was
provided by theAgenda 2000 programme packagehich initiated reforms aimed at
preserving the financing of community budget forrent member and candidate countries.
The main principles ofiew reform packageere outlined in the document entitled Agenda
2000 of the European Commission, published in 1$97ally, the ministers of member
states accepted the budget and reform package exidag2000 on 24-25 March, 1999 in
Berlin along with the framework of the structuraldacohesion policy that included the
budget of financial instruments for this purposenaen 2000-2006.

Agenda 2000defined the strategy of the Union to reinforce remuoic growth and
strengthen global economic competitiveness, impraraployment and education
conditions along with the eastern expansion of biiorders. The Community also had to
face the situation that certain reforms of commummblicies were inevitable and that
financial limitations cannot be disregarded.

The programme package evaluated the preparednel3 aéntral and eastern European
countries in their pre-accession phase. The Doctimecommended the launch of
accession discussions with the five most prepaeatral and eastern European countries:
Hungary, Poland, Estonia, the Czech Republid Sloveniawith the addition of Cyprus.
The Documentoutlined the costs of the expansion for the EU%tillion ECU for the
period of 2000-20061&ble §.

Agenda 2000 has outlined three important challerigeghe Union:

- The reinforcement of the Union and the reform ahownity policies, which enables
expansion and fulfill the requirements of sustaleabevelopment, high level of
employment and ensure the improvement of livingcaads.

- The launch of action discussions with the most g@reg countries,

- How to solve the problem of financing the expansionbenefit and improve the
domestic policy of the Community.
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Table 8.Occurring expenses in the common budget due tadbession of new member
states (million euro)

2002 2003 2004 2005 2006
Agriculture 1600 2030 2450 2930 3400
Structural Funds 3750 5830 7920 10000 1208(
Domestic Policies 730 760 790 820 850
Administration 370 410 450 450 450
Total 6450 9030 11610 14200 16780

Source:www.europa.com/eu/inz/comm/council

The reinforcement of the EU is primarily based be teform of community institutions.
The key elements of institutional reform:

- the concept of citizens’ Europgeas to be strengthenesith the democratisation of
decisions, with subsidiarity and increasing thditgtto influence decisions.

- The Treaty of Amsterdam has reinforced the stans authority of Chairman in
Commission in the interest of increasing efficiency

- As a counterbalancing action, the instruments aathoaities of the European
Parliament that served the monitoring of the Corsiarswere expanded.

The aim of developing domestic policies:
- accelerating economic growth,

- expansion of employment

- improving quality of life.

Four important priorities were defined in connegtwith this

- Establishing conditions of sustainable growth amghHevel of employmenthe task
of the Community, as it approaches economic andetaoy union, to support stability,
market efficiency and investments. The objectivaéoidully exploit the possibilities
provided by the common market to promote economevth and the creation work
places. To achieve this goal, the most importaetqnditions are the improvement of
operation conditions for small and medium size rmiges, the establishment of trans
European networks, primarily towards Central Europe

- Supporting knowledge based policies boost research and technical developments in
the Community, as well as supporting education\awhtional training. Ensuring the
mobility of young people and the development obinfation society have all been in
the interest of the aforementioned.

- The modernisation of employment systembjch ensures economic growth, the
improvement of competitiveness and the establishnoénnew workplaces. This
includes the reform of pension and health careegyst

- The improvement of living conditiongcludes the endeavor to increase the number of
beneficiaries of economic growth. Public health ecabetter implementation of
environmental protection regulations are more ersigkd. The aim of improving
living conditions is to expand the freedom of miubjl domestic security and the
institutional background of the justice system
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The improvement of Structural Fund utilisation prdes economic-social cohesion, as this
will become one of the greatest challenges of thet following the eastern expansion
since the GDP per capita in the pre-accessingsstsiteurrently 30% of the Community’s
average.

The concentration of resources and increasingiefioy is displayed in the reduction of
objectives.

The new no. 1 objective is still the assistanceuafierdeveloped regions in their
development efforts and the structural transforomatiConsidering its objectives, the
previous no. 1 and no. 6 objectives are representebjective no. 5. Therefore, the budget
dedicated to objective no. 1, which makes up 690f%he funds, can be accessed by
regions where the GDP per capita is below 75% @ftctmmunity’s average, including the
overseas regions and the less populated areas notth.

The new no. 2 objective assists economic and sd@alsformation is regions where
structural change has been problematic. It covech sreas, where significant economic
and social processes have been taking place asawelteas struggling with a decaying
agriculture, underdeveloped urban regions depenalinfishing. Essentially, it unifies and
complements the previous no. 2 and no. 5 objectivaemployment is a highlighted area,
especially the support of actions aimed at terrmgabng-term unemployment. 11.5% of
the funds are dedicated to objective no. 2, in & weat payments can only affect
maximum 18% of the Union’s population.

The new objective no. 3, which joins the previoos 3 and no. 4 objectives, supports the
adaptation and modernisation of education, traiming employment systems but only in
areas not included in objective no. 1. Dependinghenpopulation size, all member states
receive a specific portion from the funds of olbjeeno. 3. The significance of this is that
all member states, even the richest ones, can ibé&mah Structural Funds. 12.3% of the
funds are spent on objective no. 3.

The tasks deriving from the objectives are stilpparted through Structural Funds and
Cohesion Funds and support forms provided by conitynimitiatives.

Structural Funds remained unchanged in contenbviatly Agenda 2000, however
community initiatives were concentrated similanty dbjectives and only the previously
listed interregional, rural development and othexgpammes created to fight disparities
remained out of 13 operating programmes of 1999. .

5% of the commitments from structural funds havbaspent on community initiatives.

An important task regarding structural funds, wasfihd a solution for managing the
effects of expansion on Union member states. Stheeexpenditures of funds were
previously concentrated around the first objectttie, biggest beneficiaries are the regions
where the GDP per capita is below 75% of the comtyisraverage.

As a result of expansion, indicators in many ofstheegions went beyond the threshold
limit and were not eligible for funds any longerad®d on the recommendations of
Commission, transition funds were launched for ¢hemgions from 2000 to reduce the
financial and social consequences of the drasticThe level of transition funds in areas
where the justification of supports ceased in 1988 lower in 2000 than in 1999 and it
gradually ceased by 2005.

After long debates, Agenda 2000 preserved the Gamé&sind unchanged for the financial
period of 2000-2006.

The fund was originally established for the preparaof the monetary union for states
where the GNP is below 90% of the community’s ager&o support environmental
protection, transportation and infrastructural stweents. Since the three latter out of the
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four affected member states, from Greece, Irel&@umitugal and Spain became a part of
the group of countries that launched the monetaigruin 1999, many countries have
suggested that these three countries are no |lahigésle for accessing the Funds. Due to
pressure from affected governments, the Europeaundiofinally decided that the
significance of objectives outlined in the Cohestamds still has not decreased. On the
basis of these, the budget of the Cohesion Fumthapity to Spanish pressure, was raised
to 18 billion Euros from the previous 15 billion B®etween 1993-1999.

Respectively to the achieved developments andhtaeged macro-economic environment,
funds were distributed among the euro zone statebstantly taking the developments
of the previous period into account and the ellgibof states was decided on the basis of
this. This was first revised in 2003 on the ba$i9@ GNP condition. If the eligibility of

a member state ceases, funds will be reduced angbyd

Agenda 2000 also regulates the threshold limitsatbs for community co-financing for
structural and cohesion funds. On the basis of thes maximum community funding ratio
from 2000 in a given project is 75% of total cqstighe case of Cohesion Fund beneficiaries it
Is 80-85%) in objective no. 1, and maximum 50% hfectives no. 2 and 3. The community
support provided by Cohesion Fund, similarly thevimus period, remained 80-85%.

In order to limit community funds per member staenew regulation was passed that
limited the annual income from structural fund€l% of the GDP in the affected state.
Altogether,it has to be emphasised that probably the biggest\aahents of Agenda 2000
were the decisions regarding the reforms of strat@nd cohesion policy, since these were
not simply aimed at making the utilisation of commty funds more efficient based on
previous experiences but they provide opportunitisexpansion by not preserving the
available funds of current member states.

3.4. The Structural Funds
3.4.1. The European Regional Development Fund

The plan of the establishing the European RegiDealelopment Fund was brought up at
the 1972 summit in Paris. After this, agreement weaached in 1973 about the
establishment of the European Regional DeveloprRand (ERDF), then a year later the
summit in Paris brought a decision regarding tlevigron of financial instruments and the
fund began its operation in 1975. Within the budgie¢ fund has separate resources for
many years, so that provided financial tools arly spent on the planned objectives and
priorities. The need for safe programme financieguires the a financing method tied to
the funds.

Between 1975-1978, the community policy only sufgmbrnational regional policies.
Throughout this time, the fund was the most impdreand the only financer of community
policy. For the first three years of the fund a@3@illion E.U.A budget was accepted. This
amount was used to support 4747 projects in teethree years of the programme with a
total investment value of 11.711 million E.U.A. Beedata indicate that community supports
funded 11% of investment expenditures on averaghatr274 thousand E.U.A. fund was
granted on average per project. This is partlytdube passive role of the fund. The concept
of additionality was validated from the beginninf tbe project. If the mixed financing
includes infrastructural investments, then 10-3@%the financed costs could be paid through
the ERDF, depending on project scale, but in tise cd total public funding the ratio could
reach half of total costs.
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The community that time did not have its own regiogpolicy and priorities and only co-
financed projects funded by member states. Onhyrd of the funded projects were direct
production investments. Then the most importané tgpinfrastructural investments were
industrial plants and the connected roads, telepm&tworks, energy distribution systems
and harbours. However, the priorities and suppopegects were selected by member
states.

The independence of community regional policy iasedl from 1984, since 5% of
structural fund expenditures were programmes tetidoy the community. Member states
were obliged to develop their own regional develeptrpolicies. In 1985, the regulation
of the ERDF was redefined which was introduced986L With the introduction of lower
and upper limits, its flexibility and decision maki competency was increased. As a result
of these changes, regional policy changed its fiaen being the passive financer of
regional policies and became the active participhnégional programming.

In 1988, the regulation of the fund was reformediaglts operation was harmonized with
the European Social Fund and the Orientation Seotib the European Agricultural
Orientation and Guarantee Fund. The three funaglydnave been referred to as Structural
Funds since then. Their joint objectives and pples of their operation were determined
by no. 2052/88 and no. 4253/88 community regulatidine own activity of the European
Regional Development Fund became regulated by 264/88 community decree. This
was modified in 1993. Six years later however, ¢hégcame invalidated. The most
important elements, that are still in effect todafythe community regulation accepted in
1999 are the following:

The task of the European Regional Development Fsind support economic and social
cohesion through eliminating regional disparities the development of regions and
through involvement in the transformation. On tlaesib of Article 130/c of the founding
document it supports:

- investments creating permanent workplaces,

- development of infrastructure in regions that bglaa objective no.1, as long as it
increases the economic potential, development andtgral adaptation of the region.
It promotes the sustainability of employment andtdbutes to the development of
Trans-European networks in the fields of energylecmmunications and
transportation, as well as infrastructural develepta in regions that belong to
objective category no. 1 and 2 as long as it couateis to the revitalisation of depressed
urban regions, development of rural areas, improaesess in order to facilitate
investments,

- development of inner growth potentials through suwppg local developments,
motivating employment, small- and medium size qnises,

- financing technology transfers and the applicatibmnovative solutions,

- assisting capital access of enterprises,

- participating in the investments of enterprises,

- developing local infrastructure,

- services creating new workplaces,

- investments in health care and education in regibas belong to objective category
no.1.
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The support priorites of the fund include the foliog areas:

- the production infrastructure, which contributes #ocreasing competitiveness
especially in the case of small and medium sizerprises and contributes to making
the region more attractive, thus improving the déad of infrastructure,

| - research-development, which supports the introdoctf new technologies and
innovations, and which contributes to the developinoé the region through increasing
research and development capacities,

| - development of information society, - the protectiand rehabilitation of the
environment, considering the principle of precautiand prevention in economic
developments, increasing the efficiency of energg through the development of
renewing energy sources.

| - equal opportunities among sexes in the labour nbagkel in enterprises and
reconciling this with family life.
- international, cross border and interregional coajp@n in regional developments.

The budget of the fund between 1975-1988 was 2HidnbECU, between 1989-1993 35.4

billion ECU, and between 1994-1999 was 80.5 billB&U. 41 thousand community

investments were realized through its contributishere 900 thousand workplaces were
created. 84% of the developments were infrastralctumtil 1984. It can be seen that they
significantly increased the provided funds in tlegibning of each financial period. About

45% of all structural interventions were financeahf the European Regional Development
Fund.

3.4.2. The European Social Fund

In 1957, the establishment of the fund (ESF) watuged in article no. 123 of the Rome
Treaty. Finally it was set up in 1960, with thenpary Community aim of effectively
contributing to the professional and spatial mopibf employees, such as professional
retraining, transfer and relocation. They wishedetsure the adaptability of the labour
market through this within the changed frameworkh&f Community. It was also part of
the developing community institutional system thvats to ensure the free flow of factors.
This objective however could not have been realisgtout the active participation of
member state institutions. Such a support on bealfathember states was to permit the
transfer of needs for social security and socig@psut from one country to the other in
order to increase the social security of employees their family members. So on the
basis of pension eligibility obtained in one membete of the Community, pensions can
be obtained in another member state. This objettasebeen complemented with others
during the past decades.

So the activity of the fund began in 1960. Originahcepts were base on the belief that
regional problems occur primarily in the form ofeumployment and the objective was to
eliminate this through labour force mobility. Inasing professional mobility wished to
cure structural problems of local labour marketsshipporting vocational trainings and
retraining. Spatial mobility and supporting relaoatwas aimed at solving the efficient
allocation of labour force.
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However, the Birkelbach report made the concludiost the activity of the fund in
preferred regions only increases the overflow amply of labour markets but it is unable
to cure these regional problems. A reason forithihat regional policies are not strictly
related unemployment. The Elsner report in 1966tioeed that the operation of the Fund
according to the originally defined functions does solve the problems of labour markets
in itself. Therefore, it recommended that the iatrey of labour force and the application
of new technologies should be included among thkstaf the Fund in regions struggling
with structural transformation.

Adaptation to accelerating economic and technoldgibhanges became the central issue of
the reformed Fund implemented in 1971. The follgvobjectives were defined at the
1971 November meeting of the European CouncillferESF:

- supporting people participating in retraining,

- supporting people who move away from their homebsratocate in hope of employment
opportunity,

- ensuring a specific income level for people whodoee unemployed not out of their
own fault,

- achieving the best possible work conditions in lsgeloped regions,

- eliminating obstacles of certain groups to acdestabour market.

At the same time, the objectives of funds were #&lansformed. Instead of the previous
objectives that ensured spatial and professionabilityy the emphasis was placed on
supporting undertrained, unemployed young peoptk eanployees who were negatively
affected by industrial structural change in regiostsuggling with a high level of
unemployment.

At the time of its establishment, the scale of uplxyyment was not regarded as chronic
problem in the Community. Over the course of tiies has changed significantly, so
through gradual reforms the fund already suppdttsueh human resource development
programmes, which results in even the short otdhg term reduction of unemployment.
The concept of additionality was introduced witte tfund, according to which the
Community only financed 50% of the costs. In thgibeing there were not separate
budgets for the member states, thus proportionatelye funds became accessible for
countries that applied funds the most efficientintil 1971 this was the GFR.

Following the 1971 reform, funded projects were selected on basis of national but
rather based on community aspects and quotas ¢braaintry. Assisting women and the
handicapped in fitting in became a main objective.

In 1983, anew reform took place: emphasis was glaceintroducing young unemployed
into work. Most of the funds were spent on thisecbye between 1983 and 1988. The
change in the principle of additionality also aféztthe European Social Fund, according to
which it will not replace but rather complementioaal funds. The ratio of regional
concentration increased. 40% of the whole budgst reeeived by Greece, Ireland and few
provinces of France.

In 1988, during the comprehensive reform of Stmatt&unds, the activity of the ESF was
integrated into the operation of other funds. tereed the task of participating in all human
resource development programmes supported by tmerDaity.
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Its intervention authority includes:

promoting the professional integration of peopleuggling with long term
unemployment,

supports the development of such vocational, pret basic training system that
enables the sustainability of mobility, employmemtd integration into the labour
market through continuous learning,

provides consultancy for people who return to #imlur market,

increases the role of human resource in reseanablajanent,

develops appropriate training, employment and sdpptiuctures to enhance the
acceptance and adaptation of innovation at ens&gri

ensures equal opportunities for accessing the laiawket,

improves the participation of women in labour méskeéncluding career building and
reducing the horizontal and vertical segregatiotheflabour market.

The fund contributes to local developments, ingigdiocal employment programmes. It
also contributes to adaptation to challenges afrmétion society. Funding schemes for
individuals and organisations are distinguished ragreupported activities.

Supports for individuals are the following:

two or more years of basic vocational training, atamnal training equivalent of

compulsory education,

support for employment and business start up,

developments in research, development and develugrrethe field of science which

include postgraduate training and the educatiormahagers working in research
institutes and enterprises,

developing the new resources of employment.

Supports for various organisations are the follgwin

development and improving quality in educationafcational and classification
systems, including the further training of teachéugther improving the opportunities
of employees,

improving the efficiency and modernisation of labearvices,

strengthening relationships between education, tieoeh and research systems and the
labour market,

forecasting labour force trends and vocational ireguents, especially according to
new work labour organisation forms.

Supplementary actions eligible for support:

increasing consciousness, publicity of information,

development of capacities to promote integrati@ao the labour market, including such
services like patient support, providing and impngv legal representation to
employees, and the integration people endangereblation.

Supports aimed at improving the equal employmepbdpnities of women and man
especially where women are only represented to al sxrtent, or in the case of the
unskilled or people re-entering the labour markiera long absence,
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- activities for employees endangered by unemployntenpromote adaptation to
industrial and production structure change, comsidethe special needs of small
enterprises.

The transformation of funding system objectivesuigid significant changes after the
closure of the 1999 financial period. The followiagpects were highlighted after the
objectives were reevaluated:

- increasing the multiplication effect in educatidficeency rather than the increasing
the funding for employment,

- quality assurance for programmes, this means that utilization of educational
funding is most efficient when the knowledge ofineal employees fits the
requirements of national economy and the community,

- increasing cost efficiency, which means that sudgm@mmmes should be compiled that
are most likely to produce the highest output mlting run.

Beyond these, the European Social Fund is alsarigndirious experimental programmes,
which are focused on the following areas:

- experimental programmes in the field of employmeotational training and labour
market,

- studies, consultation activities, exchanging exgeres with multiplication effects,

- consultation in the fields of preparation, monmgriand evaluation related to the
activities of the Fund,

- supporting the transfers of special skills and kieolge for the institutions of social
dialogue,

- informing the various beneficiary partners andphélic.

Through the changes in objectives and the fundingire it can be seen that problems of
deteriorated heavy industry dominated crisis areasthing of the past. Presently, funds
have to be targeted at modernisation, the developofenformation society and training
employees to receive the required qualifications.

3.4.3. The Orientation Section of the European @dtural and Guarantee Fund

In accordance with objectives outlined in artic 8f the Rome Treaty, the Orientation
Section of the European Agricultural and Guararfiead (EAGGF OS) is suitable for
supporting the following objectives:

- Accelerating the adaptation of agricultural struetuwithin the framework of common
agricultural policy reform,

- Supporting the structural adaptation of rural depmient and economically
underdeveloped regions.

The European Agricultural Guarantee and Orientakand was established in 1962, to
increase agricultural productivity and to incredéise incomes of people working in the
sector as well as stabilising the market of agtizal products.

Since 1968, such actions were introduced that atm@domote employment opportunities
outside agriculture, support retraining and finafigiassisted the retirement of agricultural
workers.
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Prior to 1972, the Community did not have an admeal structural policy. That year

though, agricultural funds were complemented, amdsalt instruments were focused on
the foundations of developing agricultural entesgsi and introduced the upper limit of
animal husbandry quotes, as well as covering tirig costs of workers in the sector.

In 1985, new reforms were launched to further iaseethe efficiency of agriculture, new
supports were given to young farmers, reduced gpemulimit of animal husbandry, and
supported production with less environmental impact

During the 1988 reform of the Structural Fundsgecbyes related to changing agricultural
structures and rural development, listed in obyestino.1, 5 and 6 were included among
the priorities. The Orientation section of the EAG@akes up 15% of the total EAGGF
budget, which funds the following objectives:

- diversification, transformation, reorganisation africultural production, quality
improvement in the agricultural sector includingguction and processing activities,

- strengthening structure in forestry, forest develept,

- reducing the agricultural effects of unfavourabkgumal conditions through income
supports,

- restructuring plots for improving the efficiency ofvnership structure, - developing
consultation service,

- improving vocational training,

- research-development, innovation in agriculture,

- local or regional product quality labelling andateld investments,

- financial tools and consultation for companies imed in processing agricultural and
forestry products,

- supporting beginner farmers,

- transforming production potential, diversificatia®direction, modification including
the production of non-food agricultural products

If the European Regional Development Fund doesanotannot provide funding for
sectoral development, the EAGGF GS can contriboténancing developments in the
fields:

- developing and improving rural infrastructure forgriaultural and forestry
developments,

- actions promoting diversification, especially ifetfe provide alternative activities or
income for those employed in agriculture,

- restoration and development of villages, protectind preservation of rural heritage,

- individual or group ploughland or pasture meliavati

- establishment, restoration and development of atiog, irrigation networks, small
reserves and water drainage systems,

- rational utilization of water, preventing naturatastrophes, protection of rural areas
and environment,

- development of rural tourism, stimulating investtsen tourism and handicraft.
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3.4.4. Financial Instruments of the Fishery Oridita

The FIFG as a Structural Fund was created to salvery unique problem in regions
where structural changes in fishery is requireds butstanding not because of its budget
size but rather because of its objective and metlbd basic problem was essentially the
rate of overfishing in the coastal waters of then@Guunity. The situation was complicated
by the fact that the Treaty of Rome declared jomhership of the coastal waters of the
member states in the Community, including the ertiorth Sea. Interestingly, Austria and
Luxemburg can also receive funds, even though taes@ot coastal countries, which can
be promising for Hungary as far as activities eao fishery at Balaton are concerned.

3. 5. The Cohesion Fund

The Balladur and Schauble plans introduced in #ggnning of the 1990’s were strongly
opposed by the underdeveloped regions of the Contynasthe European Union declared
gradual, multistep integration.

These countries opposed multiphase integrationnhmgahat there are leading and left
behind states. The developed countries voted feeldping the poorer regions. The
Cohesion Fund was intended to be a compensatiocdontries that were left out of
European Monetary Union (EMU) according to thetfpkans of the European Council.
The objective was to speed up development in dodezountries to meet requirements set
by the EMU and to become members of the finanaiamn

Since then we know that following the 1998 decisidrthe European Council that from
the four countries, Ireland, Spain, Portugal andeGe, receiving funds from the Cohesion
Fund all have become members of the monetary themexcept for the last.

The establishment of the Fund was ordered by aytreede in Maastricht in 1991.
According to its objective, the convergence of rgatheres in the poorest countries in the
Community have to be supported in the period oparation to the monetary union. It
had to strengthen economic and social cohesiomaddo reduce development differences
among the various regions.

The Maastricht convergence criteria of thenetary uniononly regulate the fulfillment of
financial conditions, and this urges countries étag projects with long term return. The
objective of the Cohesion Fund is to solve thisbfgm without increasing the budget
deficit and through preventing further decay of éin@ironment

Those two areas were selected where the averagerperiod of specific projects is the
longest. Namely, environmental protection and tpam&ation. Beside the finance
difficulties of these two sectarsvo other reasons have to mentioned as well, ierotal
understand selection.

First, the catastrophic environmental condition @oetlution of Mediterranean countries.
The environmental condition of these countries dmt allow the delay of certain
environmental investments, since in some areas, thie water supply of Spain, the air
pollution of Athens and Madrid, it would have letdirreversible processes. The other
important circumstance is that all four Mediterrameountries are locate donate periphery
of the Community with rather bad infrastructuradlicators compared to the Community
average. With the absence of suitable infrastrecttive integration of these countries to
the common market would have been in danger.
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Due to the dragging of ratification debates regaydhe Maastricht treaty, coming into
force was delayed with the process of establistiiegund and launch of its operation. At
the EC summit of 1992, decision was brought abbeattemporary establishment of the
Cohesion Financial Instrument, which began its afpen in 1993. Following this, on the
1% April, 1994 the activity of the Cohesion Fund (@Gfgan.

Those countries could access this fund, where B @er capita measured on consumer
parity is below 90% of the community average. Arotbondition was the fulfillment of
the convergence criteria, or the submission andoajpp of tendencies and endeavors in
the direction.

Until 1999, the above mentioned four poorest mensketies could access it. At the Berlin
meeting of the European Council, it was decided tbgardless of GNP indicators these
four countries could access funds of the CohesiondFrom 2000. It also regulates
eligibility beyond the evaluation of GNP betweee tieriod of 2000-2006 and 2000-2002
in 2003.

The budget deficit, expressed in the ratio of GhiFthe beneficiary member state cannot
exceed the limit set by the Community igecondition for accessing these fundibe
investment sources of financed projects have tadrapiled in a way that it prevents
budget deficit increase. This means that ongoingdéd projects have to be completed
according to plan, however the member state cdanath new projects from the Fund.

Basic principles of the Fund:

- aimed at a sustainable development,

- applies the principle oho pollutes pays

- emphasis on environmentally friendly transportateystem based on sustainable
development,

- expenditures of environmental protection activiaéso have to be included,

- environmental impact examinations have to be cdwid with all projects.

During its activity, the Fund adapts to the trantgon development policy,
environmental protection action programme and $taband Growth Pact of the
Community.

The allocation of fundings from the Cohesion Fumibag member states is determined on
the basis of population number, GNP per capita eizdry land and other economic and
social factors. 15.150 million ECU funding was apjad between 1994-1999, 55% of
which was received by Spain, 18% by Greece andigal;t9% by Ireland.

The total budget provided by the Cohesion Fundher2000-2006 period was 21 billion
Euros. 3 billion Euros can be used annually. Ewagr, the commission evaluates the
utilization of funds and the fulfillment conditions

45% of the expenditures is spent on funding enwiremtal protection and 55% on
transportation projects.

In the field of environmental protection such potgecan be funded that fit into the
environmental protection policy of the Communitydare in accordance with the existing
priorities of the environmental protection actiaogramme

In the field of transportation, those projects banfunded that are part of the development
directives of regulation no. 199611692. of the Paan Council about Trans-European
networks. Due to the lack of eligible projects, firevided funding was not always fully
exploited, despite the large ratio of communitydungs. The ratio of funds through the
Cohesion Fund can reach 80% of the sources prowigethe public sector, and 85%
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within the investment expenditures of projects. Seh&unding ratios can be reduced where
income is produced as a result of investments. dhewestments can be such
infrastructural projects where direct payment iguieed upon use, or production
investments in the environmental protection sect@here the "who pollutes pays"
principle is applied.

The coordination of community sources, Structutahds and European Investment Bank,
has to be ensured in the case of funded projebts.ratio of community fundings, in the
case of Cohesion Fund projects can reach 90% ointhestment expenses. The funded
projects have to be significant enough to produeasurable improvement, therefore the
lower limit of the funded projects is 10 million E€x$. The submitted projects have to
include the following information:

- name of the implementing organisation,

- nature, description, expenses and location ofrthestment,

- introduction of common European interests,

- schedule of task implementation,

- cost-profit evaluation, including direct and inditeosts,

- direct and indirect effects on employment,

- examination of possible environmental impacts,

- information about public procurement,

- financial plan, which includes the economic indacatand variables of the project,
- introduction of expected medium term economic audas effects.

The most important criteria of submitted projects:

- the medium term economic and social benefit ofpifegect should be commensurable
with the utilised resources by applying the costfipevaluation,

- the priorities set by the beneficiary member sstieuld be reflected in the project,

- the project should contribute to the policies oé tEBommunity, with regards to
environmental protection and Trans-European netsyork

- the project should be compatible with the policddshe Community and consistent
with its actions,

- the balance of transportation infrastructure andirenmental protection should be
ensured in the planned actions.

A decision by the Commission has to be made withree months after submission
regarding the submitted projects, which should bblished inthe official paper of the
Community the Official Journal of the European Communiti@hie Commission decides
about the full support of the project with its d#on, the schedule for each year has to
made following this. If the project is longer thawo years, the scheduling of fund
payments depends on the annual schedule of filamethimplementation plans. If the
project covers less than two years, or its budg&tss than 50 million Euros, then 80% of
the fund can be granted in the beginning of thestment.

Forms of funds:

- cofinancing of accepted programmes, complementatigmal funds,

- supporting direct users through a managing entitghe basis of agreement between
the Community and the beneficiary state,

- co-financing suitable projects,

- supporting consultants.
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The financial monitoring has to guarantdee orderly fashion of financial activities, the
prevention of irregularities and its sources anctading possible losses. The member state
has to inform the Commission about the action takbout the structure of managing and
monitoring system, which guarantee the efficierlisation of programmes.

3.6. Pre-accession Funds for EU enlargement

Pre-Accession Funds — community fundings for caatgiccountries, aimed at supporting
preparation for the accession: Phare, ISPA and FXPAre-accession Strategyt was
created at the Assembly of the European Councll9®d, in Essen to provide assistance
for the preparation of candidate countries. ComptmeEuropean Agreements, structured
dialogue, the Phare and the White Book given taicktes at the Cannes summit in 1995
about the tasks of internal market regulations.

PHARE
(Poland Hungary Assistance for the Reconstructidh@Economy)

The Phare programme is the initiative of the Euamp®&nion, in which the EU provides
financial support for the development central @adtern European partner countries, so
that they can undertake obligations attached tession and membership.

For Hungary so far, supports have been concentratedhe following main areas:
economy, infrastructure, human resources, enviromaherotection, developments with
public compatibility, cross-border cooperation, ItRgountry’-, and horizontal
programmes. The Phare programme supported anauitil candidate countries beside
Hungary and Poland.

| SPA
(Instrument for Structural Policies for Pre-Accessi

The task of ISPA is the preparation of pre-accesstuntries to accept Structural Funds.
It provides assistance in the fields of infrasttuetand environmental protection to solve
specific problems delaying accession. Sustaingbifit an emphasised area in project
selection and they have to fit into relevant enwinental protection and transportation
strategies.

SAPARD
(Special Action Programme for Pre-Accession Aid fégricultural and Rural
Development)

Its task:

The task of SAPARD is the development of agric@tand rural areas. Its funds are
essentially serving preparation for common agrialt policy in the pre-accession period
in candidate countries. The programme is for the02Q006 period. Hungary can expect
an annual 38 million Euros. Candidate countriesehavprepare an agricultural and rural
development programme, which outlines eligibleaibased on one or two strategically
important priorities. The projects that are in ademce with the national SAPARD are
selected for funding.
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The PHARE, ISPA and SAPARD programmes of the Euaoggnion were created for the
following main objectives: strengthening regionaboperation, introduction of EU
Structural funds, preparation of target regionglementation of planning, introduction of
monitoring system, constructing partnership amormmgvegimental, local and civil
organisations, practice of decision making mechasido be applied when receiving
various funds, implementing decentralised decismaking and complex testing of the
entire planning-financing-monitoring processhle 9.

All this with the declared objective to ensure #wual basis for new member states to
participate in the available funding programmeduifjiling the expected criteria.

Table 9. The budget of Pre-Accession Funds 2000—-2006i¢miEEuros)

Funds 2000 2001 2002 2003 2004 2005 2006
SAPARD 520 520 520 520 520 520 520
ISPA 1040 1040 1040 1040 1040 1040 1049
PHARE 1560 1560 1560 1560 1560 156(0 156p
Total: 3120 3120 3120 3120 3120 3120 312(

Source:www.europa/eu/int/comm/council

3.7. The PHARE Programme

The Council of European Communities launched thegmamme entitled the Poland
Hungary Assistance for the Reconstruction of thenemy at the end of 1989, which wa
aimed at contributing to the economic rebuilding tafo leading countries in their
transformation phase. Later, the programme expandethe entire eastern European
region. The regulation of the programme was accepteSeptember, 1990, then it as
modified several times. So the European Commuuityméhed the programme with the
objective to support the economic and politicabrefs of eastern Europe. The European
Community assisted the change of regimes and tedtienodernisation processes through
catalyst type funds provided for complex develophpmgogrammes.

Hungary signed the agreement on September 23, 1886h regulates issues related to
eligibility and general legal, financial and adnstnative issues as well as the obligations
and rights of the beneficiary country.

Decisions on funding are made by the EU Commisb@ased on the suggestions by the
beneficiary country and the PHARE Management Cotemitn Brussels. Funding and
other commitments regarding the launch of speedsistance programmes are made in the
so-called financial memorandums of the Commissiimese memorandums contain the
programme budgets, name of implementing organisapoogramme objectives, content
of specific development programmes, detailed expares and regulations on
implementation, monitoring and evaluation.

Accordingly, the new objective system of the PHARIBgramme set the centralisation of
decision making, fund concentration and the impnoset of project preparation as
objectives.

Professional tasks of the programme, such as progea planning, issuing tenders,
became the tasks of beneficiary organisations. @mbge beneficiary organisations are
involved in administrative tasks that essentiadigjuire the establishment and maintenance
of these functions in order to request and manageuws pre- and post-accession funds.
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A few outstanding programmes are:

- The SPP programme for the preparation of Structbtadds, with a budget of 60
million ECU for seven years,

- The horizontal fund, that can be accessed throygblication for infrastructural
developments, with an annual budget of 150 milk&@2iJ,

- The horizontal fund for small enterprises, with @gmately 50 million ECU per year.

- Hungary received 798.5 million ECU of non-refunaabinding through the PHARE
Programme until 1998.

When examining the distribution of funding objeesvaccording to objectives and sectors,
the following important data can be found:

- Privatisation and related company structure transhdion are priority areas of
economic development and structural transformatwth a sum of 81 million ECU.
Consultation and assistance are the most commandbisupport, but there were also
examples of investments through supported finamoaktructions.

- The development of small- and medium size entexmector also received 69 million
ECU, partly in the form of information and constilta services and partly through
complemented and supported loans.

- The 78.5 million ECU of funding for agricultural vedopment was aimed at assisting
the reform of the agricultural sector, institutibdavelopment required for transition to
market economy, modernisation of the monitoringteays and expanding the loan
sources of agricultural producers.

- The 25 million ECU provided for regional developrhemas used for establishing
development policies, the institutional and regalat system as well as for
complementing the local and central budget of dgwekent programmes in specific
regions.

- Funding for infrastructural development and enunental protection includes
consultancy and assistance for establishing deseap policies for the energy sector,
transportation, water management and environmenmédéction as well as providing
co-financing for energy saving programmes and waritbansportation, waste water
management and border control investments.

- The 68 milion ECU funding for environmental praiea complemented the
investments by local governments and enterprises.

- 105.5 million ECU of funding was provided for thevg&lopment of social and health
care systems, but support granted for human resoutevelopment, public
administration, education and vocational trainireg\valso significant.

-  PHARE funding in the service sector primarily sugged the modernisation of the
sector, improvement of research and developmerdittons and development of the
customs and statistical systems.

Out of the 104 million ECU annual budget of 1997e tEuropean integration chapter
received 14 million, where essential training pesgmes for integration preparation were
funded, especially those institutional developmerdgrammes that aimed to serve the
adaptation of community regulation. Regional depeient that year also received
significant funds, which complements the investmeetsources of development

programmes in 2 regions in Hungary, contributingridustrial structure transformation,

and the realisation of rural development and hureanurce development objectives. A 30
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million Euro fund was granted to financing the Harign-Slovenian railway rebuilding,
and 14 million ECU complemented the resources ohdduan-Austrian cross-border
cooperation.

The 1998 funding budget was 87 million ECU. Thearatl programme of 1998 funded 17
projects in six highlighted areas beyond the ongdiEMPUS and Hungarian—Austrian
cross border funds. The six highlighted areas keeféllowing: harmonization of laws,
border control, agriculture, environmental protectiregional development, community
programmes.

The implementation of cross-border programmeas made possible fro@®95. The target
areas of programmes in Hungary wereéGgopron-Moson, Vas and Zala counties, and
the province of Burgerland in Austria. The fundiwgs primarily aimed at developing
cross-border relationships of provinces along tledérs of Austria and Hungary,
improving conditions of economic cooperation andeaii@ping local infrastructure beside
social and health care systems. Such cross-bordgrgmmes were implemented later,
based on the example of Hungarian compatibilityo @long the Hungarian-Romanian and
Hungarian-Slovenian border regions.

3.7.1. Principles and objectives of the regionalelepment PHARE programme

The development objectives defined in the regiaeaklopement PHARE Programme are
the following:

- Industrial structural changeThe regions affected by the crisis of traditionadustry
were funded through this programme.

- Human resource developmenithe programme was aimed at handling long-term
unemployment, as well as the development of vogatitraining and higher education
in accordance with economic requirements.

- Rural developmentThe aim of the programme is to promote the diveaiion of
agricultural activities in underdeveloped regiopspmoting the development and
growth of rural areas (in accordance with objecideclared in the rural development
policy of the Community, which will also be intnacked in sub-chapter).

The principles required by the PHARE Programmetheefollowing:

- Subsidiarity which means that decisions have to brought ioraence with
representing various interests.

- Programming which means that regional development projectge ha fit into
strategic plans and have to be based on partneasitipcan only be funded with
appropriate cofinancing.

- Additionality: the majority of the financing cannot be of pub$icurces, so the
government can only ensure supplementary resodocethe implementation of
programmes.

- Concentration:development funds have to be concentrated on those areas and
objectives, which are likely to produce the besurts.

- Strategic approach:the funded projects have to be in accordance wii t
development priorities of the region.

- Partnership: the project proposals express the willingness afaoisation to
cooperate in the development along with the relatdjations.
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Innovation: As a result of cooperation among organisationsipiag role in the
developement of the region, such projects haventplamented that provide
innovative solutions to problems.

- Measurable resultsThe expected results of the programmes should lasunable.

- Cost efficiencythe provided funds should be utilised most effidien

- Regional effectThe projects have possess regional effects.

- Implementation: The project proposals have to prove that conditiafs
development have been met, resources are provided tlaus there are no
limitations of implementation.

3.7.2. The PHARE Rural Development Programme

The EU PHARE Regional Experimental Programme Fumahsato promote the
establishment of practical skills primarily througégional, county and small regional
development projects.

The objectives of the rural development programme:

accelerating the economic transformation of agthical and rural areas in the selected
region,

assisting quality product output,

increasing the management capacity of authoritiealimy with rural areas and
agriculture,

promoting the establishment and development of meal and agricultural enterprises,
assisting the market accession of quality, expartlyct,

assisting regional cooperation,

supporting the activities of rural population toegethem in their location, improving
rural living conditions.

Primarily those projects can expect funds where partnershiglgarly displayed, along
with local, regional cooperation and integratiorhet innovative feature and regional
effect, along with the ones that contribute todkgelopment of rural areas and fulfillment
of accession requirements

Elements of the rural development programme:

Product development, promoting alternative incocte/gies.

Development of tourism in rural areas, developirajtsmanship in rural areas.
Adoptation of new forms of cooperation in the feelof production and retail.
Forestation activities.

Innovative community development.

Implementation of investments based on regionapewaiion for water drainage.
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Eligible organisations:

- County Regional Development Councils,

- Small regional organisations,

- Private and joint enterprises,

- Local governments, their organisations and instifig,

- Universities, colleges and other educational faes|

- Research institutes,

- Economic chambers, enterprise and sectoral orgamsa
- Registered civil organisations, foundations,

- Individuals with agricultural production certific,

- Cooperates with any organisation mentioned above.

In specific cases, a maximum of 90% funding canob&ined. The upper limit of
investments is 80%, and 50% depending on whetleeotganisation concerned is non-
profit or profit oriented. The budget is not lindtentil the own contribution is provided. In
the case of investments carried out by profit dedrorganisations the funding ratio cannot
exceed 50% of the total cost. In the case of imeest, the applicant has provide at least
20% of own contribution. In non investment type graimme elements (eg.: education,
consultancy), funding can reach 90% but at lea%t d@/n contribution has to be provided
in the form of cash. The ratio of funding is detered on the basis of eligible costs.

Eligible costs can be the following:

- purchase price of equipment,

- expansion of existing equipment, in the case ofisfia@mation the cost of those
activities that can be connected specifically ®elquipment,

- though general income tax cannot be funded buteétxn can be requested for the
applicant,

- training costs which occur with the education otessary workforce required for
launching the development,

- service costs related project objectives,

- training related to the programme, marketing, PRvi#g, cost of market research
publication etc.

The following elements are not eligible for funding

- salary and salary type costs,

- leasing fees,

- costs of real estate,

- costs of continuing or completing initiated investits.

Instead of the detailed introduction of rural dey@inent programme elementgre is a

list of their titles

- Product development, support for alternative incatevities,

- Development of tourism in rural regions, thermald aspa tourism, development of
rural craftsmanship, preserving cultural heritage,

- New forms of cooperation in the field of productiamd retail,

- Forestation activities,

- Innovative community development,

- Water drainage infrastructural developments basedgional cooperation.
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3.8. ISPA

The PHARE Programme was complemented with the I$IRstrument for Structural
Policies for Pre-Accession) and SAPARD (Special idkct Programme for Aid to
Agricultural and Rural Development) funds in 1999.

The task of ISPA is identical with that of ti@hesion Fundorovided for EU member
states. So its objective is to assist the impleatemt of pre-accession strategies for
countries participating in accession partnershithenfields of transportation development
and environmental protection. It applies to Bulgathe Czech Republic, Estonia, Poland,
Latvia, Lithuania, Hungary, Romania, Slovakia ahav&nia (able 10).

Table 10.The allocation of ISPA funds among the countries

Country Minimum rate Maximum rate
Bulgaria 8.0% 12.0%
Czech Republic 5.5% 8.0%
Estonia 2.0% 3.5%
Poland 30.0% 37.0%
Latvia 3.5% 5.5%
Lithuania 4.0% 6.0%
Hungary 7.0% 10.0%
Romania 20.0% 26.0%
Slovakia 3.5% 5.5%
Slovenia 1.0% 2.0%

Source:CEC: Inforegio News

Principles of fund operation:

- supports sustainable development,

- supports the implementation of a transportatiortesgsthat is more environmentally
friendly than current ones,

- enforce environmental protection costs in the espares of infrastructural
developments,

- compulsory environmental impact assessment witprajects.

During its activity, the Fund adapts to thensportation development policy of the
Community and itsenvironmental action programmeRegarding the finance of Fund

activities, accordance with other financial toofsUmnion, and planned activities of the

European Investment Bank and the European Recatistiiand Investment Bank and the
World Bank is constantly monitored. The allocatafrfunds from ISPA is determined on

the basis of population, the GNP per capita, tke sf dry land and other economic and
social factors. The implemented ISPA projects fribia previous year are also evaluated,
as well as the deficiencies in transportation stiécture and environmental protection.
The total budget of ISPA for the 2000-2006 finahpriod was set for 7.28 billion Euros,

calculated with the rates of 1999, with an accéssit04 billion Euro for each year. The

Commission evaluates the experiences of fund atibn each year, after it made a
decision on the allocation of ISPA among the cdaston 28 July, 1999.
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45% of the funds are devoted to environmental ptmte and 55% to finance
transportation projects. Funds are aimed at fimancprojects that fit into the
environmental protection policy of the Communitydaare in accordance with the current
priorities of the environmental protection actiomgramme while serving the adoptation
and implementation of the EU’s environmental prttec regulations in beneficiary
countries.

In the field of transportation those projects canfonded, which are concerned in the
European transportation passages outlined in Helsincontribute to the interconnection
of national transportation networks with Trans-Eagan networks and provide access.
This means, that national transportation netwotkgeho be suitable for integration into
European networks.

The Programme supports:

- preparation of preliminary studies, until they death the need of planned action
implementation,

- technical type actions, including information nesggy for different actions and
dissemination,

- preparation of comparative studies about the estsnal community fund effects,

- those actions and preparation of studies, whichtribmte to the development,
monitoring and evaluation of projects, strengthgrand coordinating their accordance
with Accession Partnership

- the establishment of those actions and preparafigtudies which ensure the efficient
management and implementation of projects.

Since the ratio of support through the fund carchieB5% of resources provided by the
public sector within the investment costs of prtgethe funding ratio is partly determined
on the basis of government co-financing capacitychSinvestments can be those
infrastructural projects, where use has to be tyear production investments in the
environmental protection sector where the princgfléwho pollutes, pays" is applied.

Funding forms:

- co-financing of approved programmes,

- supporting direct users through a transferringtgmin the basis of agreement between
the Community and the beneficiary state,

- co-financing of approved projects,

- support for consultants.

The lower limit of funded projects is 5 million Es. The projects have to reach the
critical scale, which results in measurable, sigaift improvement in the supported field.

The project proposals have to include the followimfigrmation upon submission:

- name of implementing organisation,

- the nature of investment, description, costs, looatincluding actions made in the
interest of providing access to transportation ek

- introduction of European interests,

- work implementation schedule,

- cost-profit evaluation, including direct and inditeffect on employment,
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examining possible environmental impacts,

introducing the priorities and situation of the Natl Environmental Protection
Strategy

information about public procurement regulationformation about competition
regulations,

financial plan that includes the economic indicatofrthe project,

accordance of actions to Community policies,

those information, which ensure the efficient gétion of future investments.

The most important criteria of selection:

the medium term economic and social benefit ofpitogect should be measurable with
used resources,

the efficient management of planned actions shbealdnsured,

the project should be in accordance with prioritiestlined in the Accession

Partnership,

the project should contribute to Community policythwregards to environmental

protection and Trans-European network compatibility

the project should be compatible with Communityigoland it should be consistent
with their actions,

transportation infrastructure and the balance ofirenmental protection should be
ensured in the planned actions.

The following database has to be compiled withpllhe proposals:
Economic evaluation:

Name, type, category and location of the projecamid of fitting transportation
channel,

Project description,

Expected benefits,

Investment costs,

Change in money transaction,

Internal return rate,

Net current value,

Return time,

Planned finance.

Planned scheduling:

Project implementation period,
Preparation period,

Planning,

Delivering tender documentation,
Tendering period,

Execution period.

Preliminary report:

Country report: Name, objective and total develophoests of the project,
Description of the project, level of preparednd3slitical decisions, administrative
approvals. Preparation documents,
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- Accession effect. Display of Helsinki channels. é&iance with EU transportation and
environmental protection policy, competition polayd standard systems,

- Financial plan. Instruments, funding ratio, co-fineng, approval implementation,

- SWOT analysis and risk assessment.

The Commission has to reach a decision regardiagstibmitted proposals within three
months of the submission which has to be publishredhe official paper of the
Community, the Official Journal of the European Qoumities. The Commission decides
about the total amount of funds to be granted to gloject, annual breakdown of the
schedule has to be made following this. If the gxbjis longer than two years, the
scheduling of fund payments depends on the annuohkdsle of financial and
implementation plans. If he project covers lessittvao years, or its total budget is less
than 20 million Euros, then 80% of the fund cantiamsferred in the beginning of the
investment.

Beneficiary countries, belonging to the authorifythe Programme, have to set up bodies
dealing with programme management and monitoringzas an important criteria for the
EU that these two functions should be separate &aah other. The monitoring performed
by the monitoring body has to guarantee the ordemplementation of financial
operations, prevention of irregularities and rewvgplosses. The beneficiary state has to
inform the Commission about these actions andttiuetsre of monitoring systems, which
have to guarantee the efficient utilisation of peasgmes.

Following the completion of the projects, six mantre provided for the beneficiary state
to prepare the final report and submit it to ther@aossion.

The final report has to include the following:

- Description of perormedtasks, accompanying physicalicators, expenditures
according to categories, and decisions regardiagrémsfer of funs.

- Information about all public decisions.

- Proof about the accordance of performed task wabisions about the payment of
funds.

- Original estimates, forecasted results, which ideluthe actual data about the
beginning of the project, steps of project managemeerification of financial
forecasts, prognosis of economic and social effdarshermore the indicators and
costs of environmental protection actions.

A separate commission has to be established foitanong wheremembers include the
beneficiary country, the Commission, the Europaarestment Bank and representatives
of local and regional governments where neces$dopitoring is aimed at determining
the suitable physical and financial indicators teasure the efficiency and results of
projects. The comparative analysis of indicatorgarding the implemented actions and
original plans and objectives has to be carried iouall cases. The process of project
implementation has to be examined from the aspeearous problems and management
as well. The aim of the evaluation is to examine éfficiency and effects of applied
resources from the aspect of implementation andagement including those factors that
could result in the deficiency of results
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The beneficiary countries of the programme can dement ISPA funds with resources
from international financial institutions such 4 tWorld bank, the EBRD, or the EIB.
The central and eastern European countries havadarable experiences in the utilisation
of these supplementary funds in the years followwirggchange of regime. For example the
EBRD in itself has funded 28 transportation prggeantil the end of 1995, with its 924
million ECU loans which contributed to investmentgh a total cost of 3657 million
ECU.

Hungary expect an annual 72.8 — 100.4 million Eupased on the decision by the
Commission. The utilisation of these funds is ongoithe electricity supply of the Boba—
Bajansenye railway line along with the renewaliné Ibetween Boba—ZalaléyBudapest—
Cegléd and Budapest—Kelebia have been funded fiesetfunds. ISPA funds will have a
greatrole in the construction of Hungarian motorsvaty country borders, as well as in the
construction of waste water management facilitteBudapest, G§r and Sopron.

3.9. The agricultural and rural development policy of the EU, the SAPARD
programme

There are a number of regulations and publicationshe European Union that deal
directly or indirectly with rural development. Ti@ork Declaration, as the founder of a
new aspect, is considered to be decisive.

The European Rural Development Conference in Caltedt the attention to the
importance of rural areas and sustainable ruraéldement, while it also defined those
principles, objectives and methods that could mteva basis for rural development.
"Sustainable rural development must be put at dpetlte agenda of the European Union
and become the fundamental principle which underpih rural policy in the immediate
future and after enlargement.”

The objectives of rural development according eo@ork Declaration:

- preventing migration from rural areas,

- combating poverty,

- stimulating employment,

- providing equal opportunities and

- responding to growing requests for more qualityltie safety, personal development,
leisure and improving rural well-being.

The need to preserve and improve the quality ofraih@l environment must be integrated
into all Community policies that relate to ruralvéopment. There must be a fairer
balance of public spending, infrastructure investtse and educational, health and
communications services between rural and urbaasar& growing share of available

resources should be used for promoting rural deveémt and securing environmental

objectives. During the later refinement of the objective system in the Common
Agricultural Policy market policy, trade policieadasocial policies received an increased
emphasis.
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Prior to the 1999 Berlin summit of the CommissionNlarch, rural development was
implemented indirectly within the framework of tlE8J Common Agricultural Policy
(CAP). Article 39 of the Rome Treaty outlined thagriculture and commerce with
agricultural products has to be included in the @mn Market and that the establishment
of internal market conditions has to be accompabiethe development of the Common
Agricultural Policy (CAP).

On the basis of these, objectives of the CAP additowing:

- increasing agricultural productivity through thepmvement of technical development
and the rationalisation of agricultural productiemd the best utilisation of production
factors, especially labour force,

- establishing favourable income and living standamdditions of population employed
in agriculture,

- protection of agricultural producers and consunies external effects through the
stabilisation agricultural markets,

- ensuring the safety of food supply in order to émabember states to produce basic
products an thus be relieved from fluctuationshef global market, furthermore,

- increase endeavors to satisfy consumer demandasanable price.

Following the creation of the Rome Treaty, agrictdt ministers of the EEC developed
the cornerstones of CAP in Stresa in 1958, whiclrewle following:

- agriculture is an essential element of nationaheowy and society,

- the central regulatory element of agricultural nediik price,

- close relationship is essential between the dewsdop of agricultural strategy and
market policy,

- the improvement of agricultural structure enablesihtegration of agriculture into the
overall development of national economy,

- the production and competitiveness of family fatrase to be increased.

With the development of CAP, the regulation of egitural markets gradually became
part of community authority. Common agriculturalrket organisations were established,
which included price regulation, funds, actionsargiing storage and balancing, as well as
actions to stabilise export and import.

Beyond the establishment of joint organisations agfricultural markets, the other
significantly important element of CAP is structuplicy. In the beginning, the basic
objective was to assist in the establishment ohéathat could provide socially acceptable
incomes for families through the development ofdmadivity. In order to implement this
objective, the created objective and instrumentesyswas expanded and became more
focused on the integrated development of rural lsregions over the course of time.

With the gradual liberalisation of the global marked due to general overproduction,
agriculture was losing its role as an increasirtgpraf funds was spent on ensuring the
livelihood of European producers. Another featufeagricultural market funds is that
direct support of products promoted the developroétarger farms, while smaller farms
were loosing the ability to meet the main objedivestablishing the possibility of
providing livelihood on family farms. This lead pwoperty concentration at a significant
scale in France, the United Kingdom and Germanyichvildid not only have direct
economic consequences, ,but also induced socia¢vidonmental problems through the
population loss of rural areas.

51



During the laterrefinement of the objective system in the Commonicdtural Policy
market policy, trade policies and social policiesaived an increased emphasis. All these
external and internal factors lead to the outlindiga new, comply agricultural policy in
the Union from the end of the eighties. A signifitanilestone of this was the 1999 reform
of CAP, which defined a new direction. It outlindte transformation of market support
systems to a complex rural development policy aswa objective. This, accompanied by
the gradual elimination of market supports, introeth the system of structural and
environmental protection actions with an increasngphasis. It was recorded as a basic
principle, that direct product funds have to berdased gradually but continuously until
2010 and have to switch to the more differentisgadport of producers. Currently, the
primary instruments of handling basic, existingremuic differences, as we have seen, are
found not in agricultural but rather in StructuRalnd systems. Though the objectives of
these two systems are identical, their nature asttument system differs and as a result
they can only express reinforcing effects if theg awell coordinated.

While the aim of Structural funds is to reduce stual differences among regions with
different development levels, to strengthen thermati cohesion of specific regions
establishing equal opportunities in economic-socidevelopment through the
establishment of basic infrastructural and insiaal conditions, regional development is
aimed at developing a complex development policat ttakes economic-social-
environmental factors into consideration.

So Agenda 2000 brought to life the first comprehaensural development policy of the
Community, which was based on multifunctional agjtiere, targeting the whole economy
beyond producers and the wider rural society. Tdwcaltural sector still remained the
basis of rural economy, but it was declared thatcaljure in itself cannot ensure the
economic and social viability of rural communitiesd create such a cultural and
economic environment that can stop the migratiorucdl population.

Based on the approach by Agenda 2000, the intejceeelopment requirements of rural
areas has to be considered increasingly besidentagket regulation actions and
requirements of competitive European agriculturainends along with the social and
environmental needs of today’s society.

Items included in Agenda 2000 partly support thet that agriculture has a number of
functions beyond production, which includes thespreation of rural values and heritage,
on the other hand recognizes that income opporgndutside of the agricultural sector
also have to receive an important role in ruraled@ment policy.

The principles of rural development policies carshenmarised as follows:

- The multifunctionality of agriculture, its divergfl role in food production and
beyond. This includes the development of servicesiged to farmers

- The integrated and comprehensive approach of egs@omy in the interest of creating
new income sources and preserving rural culturalage.

- Flexible support system based on subsidiarity, Wwipcomotes decentralisation and
communication at a regional and local level, ad aglbetween the member state and
the Community.

- Transparency in the planning of the programes andnanagement, based on a
simplified and accessible legal background.
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The most important step of Agenda 2000 in the agraknt of rural development was to
combine the existing actions of rural developmernd ione comprehensive package and
increased the degree of integration among therdifteypes of funds.

3.10. Three main directions of rural development

1. Strengthening field and forest management

This objective is primarily supported by actionsad at the modernisation of agricultural
plants and quality agricultural product processiiige viability of agricultural plants
plants is achieved through supports to young fasnaed the early retirement of farmers.
Forestry became professionally acknowledged as raportant element of rural
development. The objective of the action is to mikestry eligible for funding where it
plays significant ecologic roles as well.

2. Improving the competitiveness of rural regions

The most important objective is improving the Idenditions of rural societies through

diversifying economic activities and supporting thetablishment of new economic

activities. These actions are aimed at creatirgyradtive income sources for farmers, their
families and the wider rural society. The supportgroducing non-food products is anew
element in rural development.

3. Preserving the environment and other unique Irbesitages of Europe

Agricultural environmental protection actions sugpihe application of environmentally
sound agricultural methods. This action providdegal frame for the recognition, that the
role of agriculture is not only production but atbe preservation of the environment. It is
complemented by the action, which extends traddi@ompensation payments to those
areas where farming is strictly regulated due sarenmental protection reasons.

The decisive principle of the new rural developmeualicy is decentralisation and
flexibility. Member states can establish rural depenent recommendations on the basis
of this for the most suitable geographical unithieyl can construct the list of rural
development actions to be implemented naturallyhiwithe regulative framework. The
distribution of funds aimed at rural developmerdlso in the authority of member states.
The creation of the 1257/1999/EK regulation wasgaiicant step in the administrative
and financial management of rural development, @/libe recommendations of Agenda
2000 were reflected in the field of related Comnyminds. Accordingly, in the case of
regions belonging to objective no. 1 or no. 2 paogmes are prepared within the
framework of Structural Funds and are financed ughothe Orientation or Guarantee
Section of EAGF depending on the region.

The regulation defines the community fund framessaétainable agriculture. Other
instruments of Common Agricultural Policy and stuwral Funds are attached to rural
development actions contributing to the implemeotatof CAP objectives. Rural
development actions integrate into actions affgctthe development and structural
transformation of underdeveloped regions. The msti@f rural development are
inseparable elements of programme like regiona¢idgment.
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So, the new direction places the emphasis moreuppasting the producer instead of
products, gradually promoting the implementatiommufitifunctional agricultural interests.
Funds are primarily aimed at achieving the abovatimeed rural development objectives
through farming activities and their transformation

3.11. Actions for achieving the objectives or ruratievelopment policy

The regulation includes all actions regarding tliread development of agriculture and
rural development, along with agricultural enviremtal protection and forest

management. It can be seen that a part of thenactiee identical in nature and scale with
that of the SAPARD regulation, other elements arespecial accordance with the
development level of member states and requiremdiiis average ratio of community

fund with specific actions is 40%, in unfavourahteas 50%.

Agricultural investments

The objective of the action can be production cesluction, increasing productivity or
regrouping, improving quality, improving naturaMmenment, hygiene conditions and the
life conditions of animals or the diversificatiot activities. Funds for investments can
only be given to farms that are economically viabtensider regulations regarding
hygiene and animal protection and where the fatmasrappropriate professional expertise
and proficiency. The rate of support is maximum 40%the eligible costs, 50% in
unfavourable areas, plus 5-5 percent in the chgeumg farmers, so 45 or 55%.

Funding for the start up of young farmers

Farmers younger than 40 years old, if they possesppropriate expertise and are starting
up an agricultural enterprises for the first tiraad consider the basic regulations of farms
are eligible. The fund can be paid either in ongaltment, or interest rate support for
covering the costs of the loan.

Vocational training

Funds for professional training are mostly aimemgtiementing the quality regrouping of
production with the application of production mealkothat are in accordance with
landscape conservation requirements, or it astnstacial support for retrainings to serve
economic or ecologic functions in forest management

Early retirement

This action provides perpetuity for those oldernfars who give up their farming
activities. This action assists the change of olié@mers to younger, more prepared
farmers, promoting the viability of farms, and thtdisation of non-agricultural areas.

Support for regions with unfavourable conditions

Compensation type funds can be provided to areapegial condition or under specific
regulation to ensure ongoing land use, protectargl$cape, and preserving sustainable
farming systems. An isolation is necessary for, thispared by the member state about the
unfavourable region. This has a determined regulasiystem, but the latest regulation
changes provide a wider range of movement for mestages.
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Agricultural environmental protection

Funding can be provided to those farmers who wishuptake the fulfilment of
requirements regarding agricultural and environm@leptotection for at least a five year
period. In businesses beyond the application oflugnod farming practises, they are
obliged to provide such additional services, that ot outlined by market support or
compensation type funding forms. The form of furah de direct motivating, income
complementary or surplus cost refund.

Improving the processing and retail of agricultupabducts

This investment support promotes the improvememnt @tionalisation of agricultural
product processing and retail to improve the coitipgy of products and added value
creation. The fund can be given to the personerhighest position of the enterprise.

Forest management

Funds to forest management have to contributedgthservation of economic, ecologic
and social roles of forestry. Accordingly, fundsnclhe provided to local individuals,
governments, and organisations to support invedsnianforestry and related areas or to
the establishment of forestry organisations forestation purposes on land used for
agricultural activities.

Development of rural regions
This is the funding form that can be given to ats that are not in accordance with any
of the previously mentioned activities in rural ase

Rural development actions can be classified togronips:

- Accompanying actions of 1992: agricultural-envir@mtal protection, forestation,
early retirement. Complementing it with funds fareas that are environmentally
vulnerable, which will be applied horizontally, all regions of the Community. The
EU funds these activities through the Guaranteé@eof EAGF.

- Actions serving modernisation and diversificatiamzestments related to agricultural
plants, start up fund for young farmers, food pssoeg and marketing support,
forestry fund, rural development. These funds aeatéd separately according to
regions. In the case of regions belonging to ohjeato. 1 and 2. (so in Hungarian
regions as well) these actions are included inorei programmes, thus contribute to
the realisation of objectives in the Economic andi&l Cohesion Policy. In this case,
the rural development regulation is a part of tegal framework about Structural
funds. In the case of regions belonging to objectiv. 1, the finance of modernisation
and diversification activities is funded from theiéhtation Section of EAGF. In the
case of regions belonging to objective no. 2 fuaksprovided from Guarantee Fund
of EAGF. In the case of areas outside of objectiee 1 and 2 rural development
regulations for modernisation and diversificatiore goart of the supplementary
administrative and financial regulation to be agglihorizontally. These actions are
launched through member state initiatives in a digabsed manneitgble 11).
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Table 11.Expenditures of the Common Agricultural Policy 268006
(billion euro, price level of 1999)

Name 2000 2001 2002 2003 2004 2005 20b6
Total CAP expenditures 40.9 42.4 43.9 43/8 42.8 941 417
Market regulation actions 36.6 38.5 39.6 39(4 38.4 37.6 37.3
Rural development 4.30 4.32 4.338 4.34 4.35 4386 374

Source:EC Directorate-general of Agriculture NewsletterMarch 1999.

The rural development regulation includes the ragouhs of rural development
programmes covering many years, including monitpamd evaluatio(Romany 1998,
Sarudi 2003) These regulation follow and adapt appropriateulsgns of Structural
Funds, in some cases refer to them as well. Aldlrdevelopment initiatives are co-
financed by the Orientation and Guarantee Sectid&Gs-.

Rural development through the funds making up thar@ntee Section of EAGF for the
2000-2006 period and is a pert of the CAP budgekage accepted at the Berlin Summit.
Form the table below it can be seen that amouniedat rural development are more than
10% of the CAP.

Priorities of the Hungarian SAPARD plan:

- increasing the competitiveness of agriculture,
- focusing on agricultural-environmental protection,
- promoting the adaptation of rural regions.

The eligible actions of the plan are:

- investments of agricultural enterprise,

- developing the processing and marketing of agucaltand fishery products,

- vocational training,

- supporting methods serving agricultural-environrakntf landscape conservation
methods,

- establishing and operating producer groups,

- village development and renewal, protection of Iraraterial and intellectual heritage,

- diversification of activities, developing economartivities ensuring alternative
incomes,

- development of rural infrastructure.

Agricultural strategic objectives defined in theupi

- stabilising competitive production standard andcefhtly improving it in areas with
good condition,

- supplying high standard of food and materials fmmdstic markets and the processing
industry,

- efficiently increasing the incomes from agriculiugaport,

- establishing appropriate income standard and engwsafety for the entrepreneurs of
food industry,

- extending environmentally sound farming,

- increasing the population retainingability of rusaéas,

- appropriate preparation for European union accessio
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The rural development objectives of the plan:

- reinforcing the economic basis of rural areas, @ify@ng economic activities,

- increasing the efficiency of agricultural producticdevelopment of processing and
retail sector in areas with good agricultural ctiodis,

- property settlement,

- changing to extensive farming forms in areas witlfiauourable condition according
the requirements of sustainable development,

- utilisation of areas suitable for agricultural puation by introducing ecologic farming
forms, considering natural and environmental pitadaaegulation,

- preserving landscape, economic and cultural hex#tag historical wine regions,

- establishing funding system for regions develogiageco-regions”,

- support for biofarming, assisting the productiod agtail of bioproducts,

- promoting compley economic development programnesedb on environmental and
health culture,

- development of rural infrastructure, considerinfediyle and production culture
requirements,

- preserving rural societies, professional and @ixgianisations and cultural values,

- renewal of villages,

- development of tourism, rural and agricultural teor based on the diversity of
landscape tradition,

- development of complex ecotouristic programmes

The programme places emphasis on the developmergemwice sectors, which are
targeting the improvement of living standards tiglouhe adaptation of supplementary
activities. It can be seen that domestic prioriiad funding forms are in accordance with
the strategic tasks outlined in the SAPARD pre-asios programme. Certain elements are
in accordance with funding areas outlined by thePSRD Plan, others enable the
efficiency of supplementary activities. These tdsitge to have the necessary domestic co-
financing background beside the Community fundinddet.

In parallel with the preparation for the SAPARD gramme, the year 2000 was the first
year when the Budget Regulation ordered a sepaaatece for rural development tasks,
the Rural Development Directive, which gained apamant role for the years 2001 and
2002.

Another important element in Hungarian rural depeatent is the subsectors of tourism
(eg.: village, health and eco-tourism, etc.) is tBeonomic Development Directive
complementing the tourism development programm#efSzéchenyi Plan. The project
schemes of directives allow application for requrgsgovernment contribution to finance
projects according to the above mentioned criteria.

The SAPARD programme is made up of the followagters:

- Introducing the situation of the region,

- Describing the regions participating in the prognaen

- Comparing the typical data of the region with sanidata of the Union. SWOT
analysis of strengths and weaknesses. Introdusipgreences of previous funds,

- Objectives, strategy of the Development Plan,
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- Introducing the objectives and related strategfdb@plan, including the evaluation of
economic, social and environmental effects bothamtigg costs and profits.
Accordance with other community institutions alss o be included,

- Evaluation and selection of SAPARD funds,

- Evaluating SAPARD funds according to the prioritiéghe plan,

- Introducing planned actions of the Development Raogne,

- Introducing regulation regarding competition regiola and public procurement,

- Selection criteria of eligible activities, projects

- Financial plan,

- Institutions responsible for implementation,

- Process of monitoring, evaluation and responsilarmisations.

Out of the 8834 projects submitted for the Augu¥ifdeadline, 4176 was rejected due to
lack of resources (in this case it is possiblegphafor other Union funds), while 1908
were rejected due to formal errors. The 2750 fundegjects were accepted with the
following structure and funding amountatfle 13.

Table 12.The structure of funded SAPARD projects and tis¢ridution of funds

Amount of | Total value of
Number of .
: fund investment
Actions funded
roiects (thousand (thousand
pro) HUF) HUF)

Suppor_tlng investments  of  agricultural 1502 25 132 430 59 061 010
enterprise
Development of agncul'tural and fishery product 342 19 616 684 50 345 745
processing and marketing
Village development and renewal, preserving
the material and intellectual heritage of rural 232 5 707 255 7939873
areas
Diversification of the activity, developing
economic  activities ensuring alternative 52 460 543 952 634
incomes
Development and improvement of rural 611 14 631 094 20 209 836
infrastructure
Technical assistance 11 36 306 36 306
Total 2750 65584 320 138 545 404
Source:MVH

The scale and amount of funds differs significamtih each action, but at least 25% own
contribution is always required. In income gen@&gtprojects, public financing can only
be a maximum of fifty percent of total costs, ELhds can be 75%. In the case of
SAPARD payments, the 75-25% distribution is gemergpical. The original budget was

54 billion HUF, but due increased demands it inseelato 65 billion HUF, partly through

regrouping (5 billion from the National Rural Dewspiment Plan) and partly from

supplementary national funds (6 billion). The tofahding request compared to the
sources was 217 billion.
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3.12. Opportunities and prospects of Hungary followng the accession

An important change that occurred in regional fagdpolicy was the reduction of target
areas and objectives in structural funds from sixtiiree since 2000. These are the
following:

- Objective 1: aimed at supporting underdevelopetbreg where the GDP is below 75
percent of the community average.

- Objective 2: assists the economic and social toandtion of regions struggling with
structural change (decaying agriculture, fishegy)et

- Objective 3: supports the establishment and mosiation of education, training and
employment systems.

Presently themost importantarget areafor Hungaryis the1® objective Regions where
the GDP is below 75% of the EU average. For theetlming, Brussels accepted this
classification for the Central region of Budapestl #est county until 2007, although the
region can already produce 98 percent.

Parts of Pest county can still be classified intjeative 2 and receive funds, as these
areas are struggling with structural changésible 13).

Table 13.GDP per capita in the Hungarian regions, 2000

_ Thousand In percentage of In percentage of| In percentage of
Regions HUFE the national EU 15 average| EU 25 average
average

Central Hungary 1998 155 77 83
Central Transdanubia| 1303 101 47 55
Western Transdanubip 1462 114 58 62
South Transdanubia 956 74 39 41
Northern Hungary 823 64 34 36
North Great Plain 809 63 33 35
South Great Plain 913 71 38 40
Hungary 1288 100 51 55

Source:Horvath, Gy. — Szalé, P.: Regional Statistical AaintHCSO 2002.

The proof of EU trust in the Hungarian regional teys, irrespectively of federal or
unitarian developments, is that accessible fund® Wwed30 billion Euro for 2004, 1.180
billion for 2005 and 1.464 billion for 2006. Hungas treated as a single region by the EU
for this transitional period.

The regional differences are well indicated in thiele, the difference between the North
Great Plain and the most developed Central Hungaggion is well over twofold.
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3.12.1. Results of accession discussion

Hungary accepted the implementation of economicsactl cohesion policy and the
utilization of funds according to EU regulations.

The EU appraised the preparation of the Nationalel@ment Plan, social discussions
and the fact that Hungary had a brief but focusetiteansparent programme from the
accession to 2006.

The single national regional operative programnse &lad a favourable reception as
Hungary, after considering the EU proposal, decided implement regional
development tasks through this programme. The sscotthe regional programme
will also determine whether Hungarian regions canst individual operative
programmes in the new financial period starting@96.

The favourable opinion was reinforced by the fdwattHungary had an established
regional-statistical (NUTS) system.

According to the joint decision, all Hungarian @ are classified into support
category 1 (underdeveloped) until the end of 2006.

Hungary, on the basis of development and othecatdrs, can expect 12.2 percent of the
structural funds allocated for the ten accessinmtiees between 2004 and 2006, and 13
percent from the Cohesion Fund. Hungary will beedblaccess 690 billion HUF of new
development funds, which makes up about 1.2 pexfehe gross annual domestic
product able 19.

Table 14.Funds to be allocated for Hungary
(2004-2006, million euro at price levels of 1999)

Source 2004 2005 2006 Total
Structural Funds 448 620 786 1854
Cohesion Funds 340 280 374 994
Total 788 900 1159 2847

Source: Horvath, Gy. — Szal6, P.: Information by European Commission 2003.

The amount of funds has decreased due to the ewpanith ten members states,
though we have consider that pre-accession fundse wpeovided to candidate
countries. In the past ten years tR&IARE, ISPA and SAPARD-programmes
provided?2 billion euros (490 billion HUFYo Hungary and only ten percent of these
were spent on regional development programmes.

The accession treaty guarantees the payment o funtl the end of 2006. In 2007,
Hungary will participate as a full member in defigithe objectives for the seven year
financial period. The country can receive more i$icgmt funds in the new period.
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3.12.2. Regional policy and future opportunitiesHinngary

Since the most important objective of European bmgional policy is the development
of underdeveloped regions, the 2004 méyadcession of Hungary opened a new chapter
in the development of undeveloped regions.

Beneficiary regions, distribution among regions aagdplicable funding rates are
determined for a seven year period ahead withinfrdmmework of EU regional funding
policy and development programming. The new finaingeriod starts at 1 January, 2007,
but newly accessing states can receive funds fwritris, in fact they can benefit from the
so-called pre-accession funds (PHARE, ISPA, SAPARR) will ,run out” by the end of
2006. The seven year cycle is highly important framplanning aspect, since the affected
regions can calculate with the entitlement and ifugpdate well ahead and, therefore
development plans and concepts can be worked odtimaplemented with relative
certainty.

The opportunities of newly accessing countriediety to improve even further since the
future of structural policy after 2006 is still foing, while the European Commission can
count on the opinions and recommendations of nemivee states.

The region and the settlements are part of thdeadhiEuropean regional and settlement
system following May 1, 2004 and can exploit the advantages of cooperastablishing
intensive cooperation with other regions.

The North Great Plain region, as the most undetdped Hungarian region, can still
continually access increasing development fundsnédke economic and infrastructure
developments and to facilitate new, innovativewdtotis. The economic organisation of the
region will strengthen, all-round relationships bk established with European regions
and this will ultimately attract knowledge, techogy and workplaces to the regions.

The competitiveness of cities, in the beginningmanily county seats (Doreen,
Nyiregyhaza, Szolnok) will improve as new sectérsgwledge centres and interregional
relationships strengthen. Intensive relationshas €stablish along the inner borders of the
EU, historical ties of regions and settlements gltme border can renew and revitalize
which will affect cultural and social life as a whoCross border relationships are also
likely to strengthen.

The efficient utilization of funds, according torist community regulations and the
requirements of sustainable development, will dyea¢éduce environmental impacts,
positively affecting environmental conditions andirectly improving living conditions of
habitants. This new, post-accession situation kedt to a more decentralised way of life
and, with active local governments regions, inalgdihe North Great Plain region, will be
able to implement development concepts that areenfitted to their conditions and
environment. Ultimately, this could reduce diffecea between the specific region and the
capital, diminishing cultural and income differeace

Over the long term, as a result of EU structurdicgoand regional funding system,
cohesion will strengthen along with local patriotijsregional identity and initiatives from
various regiongGabor et al. 2001).
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4. REGIONAL DIFFERENCES IN HUNGARY AND THE NORTH GREAT PLAIN
REGION

Regional differences in the nineties were domindtganarket processes, which typically
resulted in increasing regional differences. Regjialifferences are connected to economic
processes: social processes did not essentiallyfynexisting disparities. Differences are
most apparent between the capital and rural aleds/ieen western and eastern Hungary
and along the border.

4.1 Regional differences

The difference between the capital and rural aiseagnificant, which is partly justified by
the historical role role of Budapest. The econotraasformation of the capital is lead by
business service and the development of commertiehvis accompanied by a changed
organisation and employment structure. Its tiesdarainated by world economic centers.
The dependency on direct, central leadership lemxbewhich was present in the
relationship of the capital and rural areas. Thetra¢ Hungarian region dominates in
modern, added value type sectors, such as busswmssces, research-development,
tourism, and economic output (GDP/capita). Thigpastly due to its business leading
function and innovation transfer (gateway functioipe capital, with its service and
typical big city feature, is the most importantrigstiattraction center of the country.

When examining economic development, public incomasd unemployment
characteristics we find that the western-easterision is very significant. The contrast is
especially sharp between the efficient structurbbnge of western and central
Transdanubia and the dragging stabilization ofmartd east Hungary. This is apparent in
the increased entrepreneurial activity, more sigaift presence of foreign capital and
concentration of machine industry providing expavest of the Balassagyarmat-
Békéscsaba line.

Being located along the border meant a periphéuadtgon in the country, which was re-
evaluated after the political regime change andneesuc system transformation. The
western border region of the country became a adndynamic change, while South
Transdanubia and the border regions North Hungamng &haracterised by
underdevelopment. The existence of underdevelopedsacan be explained partly by
historical and settlement structural (small villatypes) reasons. The consequences of
social degradation due to migration and the inengasumber of elderly people were
aggravated by infrastructural deficiencies.

The dimensions of the above mentioned disparitessilted in the formation of small
regions with different levels of social and econondievelopment with a mosaic like
structure. The economic map shows a number of grewes with spectacular activity but
also indicates a number of stagnating, "grey" aréhe elements of development are also
present in the eastern part of the country in thfof large industrial plants, representing
up-to-date technology. At the same time, even theeldped Transdanubian regions have
so-called inner peripheries. It can be concluded the least developed regions are more
proportioned and show greater regional differentes. ratio of foreign capital is typically
high in dynamically developing regions along withtrepreneurial activity and usually
have a low rate of unemployment. Regions with ada&ble geographical situation such
as the western border region and the dynamic ce(ttne capital and its surroundings, the
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larger cities), dynamic axes along motorways haveriarity advantage in the new
economic structure.

Developing regions had mostly agricultural featudast with the infiltration of foreign
capital and the increased entrepreneurial actiotyal economy transformed and showed
signs of improvement. Revitalised regions, whichreverisis areas but their industry
renewed by now, represented a separate group.

Regions that are considered stagnating and undaapmd from a social-economic point
of view are characterised by worse than averagenpleyment and income conditions
with a low ratio of foreign capital and entreprenaluactivity. The agricultural features,
being located at country or regional borders, dabeareasons for this along with lack of a
dominant regional centre.

Social-cultural differences originating from geqggnecal location, proximity to borders
and central-periphery, have a decisive impact @ dtate of human resources, living
conditions of the population while the historicadsp can provide explanations to the
underdevelopment or development of specific regitmeugh transportation, settlement
and geographical features. Natural conditions amdan resources collectively determine
development differences within regions, regionarelteristics and future prospects.

4.2 Features of the North Great Plain region

In the north east part of Hungary, most of theaegilong the Tisza river, bordering three
countries is perfect floodplain, with slightly urdte sandy surface. It has an outstanding
natural resource, the Hortobagy National Park (p&wtorld heritage) and thermal water.
Considering the inner conditions of the North GrB#in, almost half of the region’s
population lives in stagnating or underdevelopeshsr where unemployment and income
conditions are worse than average and activityoodifn capital and entrepreneurs is very
low. Again, the agricultural feature of the regidocation at country and county borders
and lack of a dominant centre can explain these. tYpical settlement structure of the
Great Plain is mixed with small village structuk@rge settlements with a large number of
population are typical mainly in the central andthern part of the region, however in the
eastern, border parts of the region a small villgge settlement structure dominates.

It population is reducing at lower rate than théareal average, the ratio of live-births is
the highest in the nation. The ratio of sociallgadivantaged groups (people with reduced
ability to work, Roma) is high, their social-econonreintegration is dragging. The
mortality rate is better than the national averdde quality of outpatient treatment shows
great differences in the various small regionsgasdo health care is limited in the villages
of the region due to deficiencies transportatioftastructure. Migration, which mostly
affects the more educated groups, is the greatdisinally therefore the level of education
is the lowest in the country.

As the economy of the region is relatively undesdeped, only 32.7% of the total
population is employed which is the lowest raticoagnthe regions. The income per capita
is also the lowest here. Entrepreneurial willingnés low and the cooperation among
companies is not satisfactory either. Market, pobidn, financing and supply relationships
are weak.

Compared to other regions of the country, thiscadfural region plays an important role
in national agriculture, providing a third of therdestic fruit production and half of the
apple production.
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It is remote from important economic centres dudtgotransportation conditions and
geographical location, therefore the economic igigilon of foreign capital is insignificant.
A few larger industrial plants are present in tegion, the dynamic development of the
industry has not started yet (the processing imguiiod industry, machinery and textile
industry are dominant in the region, the role afhhtech is relatively insignificant). The
ratio of enterprises is still below the nationakege but the development of business
services corresponds with the Hungarian average.

Access to the region, due to a long, single trdifie and lack of freeways is the worst in
the country. The outward relationships of its wastreas, due to the economic impact of
the Central Hungarian region, are stronger thamttes directed towards Debrecen.
Tourism is diverse but, with a few exceptions, doesrepresent competitive magnetism
in an international context: it has more of a domsesttraction. The most dominant tourist
attractions of the region are the Hortobagy Natiétaak, The river Tisza and Tisza-lake as
well as health tourism.

The university and college institutions, offerinigtnlevel training, are also important. The
IT higher education and R+D can be a break-outtpafithe region. An existing problem
is that education (both secondary and higher edwahas not yet adapted to changing
market demands. After the Central Hungarian redioe,North Great Plain region has the
most significant R+D institutional network, whicls ian important basis for higher
education institutes. A serious problem is thaatrehship of R+D and the economy is still
not sufficient. The most severe environmental potd of the region are the deficiencies
in waste water and waste management, along witkébaying soil quality in the form of
salination. Floodwaters and excess waters have tmesing severe damages in expansive
areas of the North Great Plain.

4.3 Assessing the situation of the North Great Plairegion

The region is relatively poor in natural resourd@®ughland can be regarded as the most
important natural resource, with significant nakgas reserves, carbon dioxide, thermal
water and clay resources. The economic structurth@fregion shows a few peculiar
features. Industry contributes the GDP to the gstagxtent, this followed by agriculture
with its 11.2% contribution to GDP which is twice anuch as the national average.
Agriculture is the most dominant in rural areasjlevimdustrial production is concentrated
in the larger cities. Agriculture has a strong itiad in the region; the conditions of
agricultural production and processing are outstan(there are a number of high quality
agricultural products).

The population retaining role of agriculture in tHerth Great Plain is more powerful than
in other regions and this can be maintained overlding term. In fact, considering EU
tendencies, it could even gain strength. Howevasteiasing employment in agriculture
cannot be expected. The development of knowledddadour intensive sectoral structure
depends primarily on external sources and the csgHnisation of employees in the
agricultural sector.

The North Great Plain is a significant processing aroduction base in Hungary, with
well developed food processing capacities and gpadity agricultural products typical of
this region.

The agriculture of the region represents about ii%e total GDP of the region, while
11.5% of the active working population is employedhe sector. The GDP in forest and
game management is somewhat higher than the nbtieeage.
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4.3.1. Population

15% of the hungarian population lives in the regndrich is significant. According to the
latest data the population of the North Great Plamained unchanged between 1993 and
1998. This is the only region where population dimt decrease. The region displays
positive demography compared to the national aeerdge number of schoolchildren is
higher in the North Great Plain region that theamatl average. The number of pensioners
is also higher. The number of active workers howesgefar less than the national average.
This indicates that a great number of active warkpopulation migrates from the region
(especially the highly qualified) in the hope afding work and higher living standards.
The region is dominated by rural features, sincpufaion density is relatively low
(86 people/kr, compared to the 108 people/kmational average). It is typical of this
region that a part of the population lives in sexatl villages.

4.3.2. Education, R+D, employment, unemploymentamour market

Over 40 000 people, or 19% of the students in mighkication instutions are located in
this region. Nationally, following the Central Regithe North Great Plain region has the
second most important R+D network. Higher educatom the most decisive basis of
research-development potency of the region. The Baddor is also very concentrated: its
capacity is mostly tied to Debrecen, and only tvileeo county centers have significant
R+D activities. This concentration cannot be regdrds unfavourable. The main task in
this area is improving cooperation among the R+dditutions of the region.

The decrease in active population can be explamiéd the increasing ratio of inactive
population. At the end of 80’s and beginning of 8®s, the number of handicapped
pensioners increased significantly. A reason far ihithat at the time of surplus labourers
many employees chose to become handicapped perssione

Employment decreased primarily in the industry. @kerease is true in almost all sectors,
except for public administration (which is the begg employer of the region). In the last
five years, every fourth workplace ceased in thgiore four out of five in the
transportation and communication sector.

The ratio of unemployment (16,3%) is significardlyove the national average. (9,6%). In
Szabolcs-Szatmar-Bereg county this number reacgddand in some small regions this
number is far beyond the national average. In Szak8zatmar-Bereg county one out of
ten unemployed is starting his or her career.

The problem of long term unemployment is more digant in the North Great Plain
region than in other regions of Hungary, it is E@es problem in Szabolcs-Szatmar-Bereg
county, since this county is in a peripheral positi

4.3.3. Equal opportunities

Promoting equal opportunities will be implementedotigh the activities funded by the

government and the EU at the level of prioritied appropriate actions. It is known that
equal opportunities have to be approached from rsales.

Discrimination among sexes is general in Hungargluiding the North Great Plain region,

women make 17-20% less than men. Employees in 8aBaatmar-Bereg county earn a
lot less than their peers in the two other countiespecially disadvantaged groups in the
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region: long term unemployed, unemployed gradudbesyoma minority and pensioners
below the accepted age.

The perspectives of the roma minority in the Nd®&freat Plain region are significantly

worse than those of other citizens of the same.aRrabably, they will become

unemployed, and those who do are not likely to findb again. Those who do find a job
must work for a very low salary.

One of the main challenges of the North Great Plagional program is to improve the
employment perspectives of the roma minority anbeotdisadvantage groups. The
limitations of establishing equal opportunities #ne following: restricted transportation

possibilities, discrimination against the roma nnityp disadvantage groups are left out of
professional development opportunities, includingnven returing to work and the

restrictive attitude of employers to disadvantagealips, including the handicapped and
the permanently unemployed.

4.3.4. Business size and business infrastructure

The economy of the North Great Plain region is datad by small and medium sized
enterprises, although there are significantly fe&#&IEs, compared to the national average.
Obviously, many things are needed to motivate thteepreneurial culture of the region
and to support the establishment of new, dynamicroenterprises. The number of
enterprises per 10,000 people is far below theonatiaverage in all three counties of the
region; therefore, two main actions are requiratstFincreasing the number of SMEs in
the region. Second, increasing the efficiency efdboperation among SMEs.

However, there is a well-established bank systetherregion, and industrial parks, along
with a network of technological centers, is beieggp. The developed telecommunication
infrastructure allows rapid information flow, botbr economic organizations and public
institutions. Therefore, the development of commation infrastructure is of significant
importance in the North Great Plain region. Thé latprofessional consultation networks
and the quality of business services are obstaclesntrepreneurs. The poor foreign
language skills limit foreign investment opportigst

The infrastructure of the North Great Plain regisriar below the national average. The
public sewage system has only reached 25% of egsletesize and, as a result, sewage
water endangers ground and surface waters. Thiglisbtaent of waste water management
facilities and regional waste management faciliiesa target of regional development
programs. The most important environmental watenagament problems of the North
Great Plain region are caused by the floods ofTisea and its tributaries. The water
quality of the Tisza is greatly influenced by intfied pollution, originating from other
countries. An important task is to establish argnated monitoring system.

4.3.5. Tourism

The Great Plain is one of the most unique regionklungary from a touristic point of
view, but values that have attraction for an indééional market are not developed enough
to serve as a tourist product. From a tourism poinview, the difficult access of the
region is a primary problem. The favorable naturahditions are outstanding. The
coordinated development and expansion of toursgiwices is an essential environmental
condition for exploiting opportunities in tourisi@pecial attention has to be focused on the
geographical elements of the region [the Tiszarrarel Lake, Hortobagy, thermal baths].
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The protection of natural resources and fauna énpiotected areas is important, along
with preserving architectural cultural elements &maditions.

4.3.6. Agriculture

The population retaining role of agriculture in therth Great Plain region is more
significant and this function, considering EU tencies, can strengthen gradually.
Significant increase in agricultural employment mainbe expected. The development of
the needs of the knowledge and labor segments dapeexternal resources and the self-
organization of employees in agriculture.

The North Great Plain region of Hungary is a siigatifit processing and raw material base,
with highly developed food processing capacities laigh quality of agricultural products.
The agriculture of the region represents about bi%e total GDP of the region, while
11.5% of active laborers work in the sector. Thielgoown value in the region, along with
forests and game management GDP, is somewhat htgherthe national average.

4.3.7. Peripheral and transportation conditions

The region’s peripheral location is primarily due its eastern location. Beyond this, a
number of small settlements within the region ara difficult situation [accessibility].

The quality of the road network and the densityuwaiblic roads is significantly below the
national average. The region has no highway comrecand this limits the economic
development of the region. By Hungarian standattus,peripheral location of the North
Greta Plain region increases transportation calgisys and the negative experiences of
entrepreneurs/investors, which further aggravab@@mic problems.

Within the entire region, only the Budapest-Szohmbrecen-Zahony [Ukrainian border]
and Budapest [Keleti]-Szolnok-Bekescsaba rail lireee double tracked, and lack
electricity. This lengthens traveling times by maithin the region.

Also, the region is also an important border crugdbcation, since 12% of the entire
Hungarian border traffic goes through here. Thedroatwork, which is suitable for
transportation, is not sufficient for the region itdegrate into Western Hungarian and
European road network8aranyi 2001).In Hungary, only the North Great Plain region
has a joint border with the Ukraine. The North Grelain region, due to its geographical
location, can be the basis of developing relatigpsstowards Eastern EurofgEarsanyi
2004).
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5. THEMOST IMPORTANT FEATURES OF EU AND HUNGARIAN
AGRICULTURE

The share of Hungarian agriculturalproduction in gross domestic product is low
(Beluszky 1993, Benet 1997, Buday-Santha 2001, B&26, Popp 2000)This ratio
fluctuated significantly between 1998 and 2004, 8% and 4.4% value stayed low
constantly(Horn and St 2000, Kapronczai 2002, Varga 2002)f course, the role of
agriculture in the national economy and society list more significant.

The economic growth in Hungary, which was more a@pathan in the previous year, can
partly be explained by the favourabel formationesfport and investments. Consumer
demand increased slower, opposed to the previoes #ears, than the GDP in 2004. The
slow growth was related to the income policy airaeteestablishing the balance.

Investments grew by 8% compared to the previous. yElae growth dynamics were
primarily determined by the three dominant sectqm@ocessing industry and
transportation: 15-15%, real estate business aadoaaic services: 13%). Developments
in the processing industry, which play a decisioke 1in export growth, increased above
average (17%) even in 2003. Processing enterpiisggased their investments in
developments significantly (35%) over the course twb years, establishing those
production capacities that allowed the exploitatdreconomic prosperity. Investments of
the transportation sector were primarily motivateyl road constructions, real estate
businesses while economic services were motivatdtbbsing developments. Agricultural
investments decreased significantly, by 25% in 20@4marily due to changes in the
support system.

The number oémployedpeople at agricultural businesses employing &t [Bgeople was
107,600 in 2003, showing a constant small-scaleedsing tendencgBoday et al. 2001,
Burgerné 2002, Foti and Lakatos 1998, Toth 200lhe number of employed people
indicated by workforce balances was 241.000. lfityea lot more people were employed
in agricultural production therefore, it is better accept the statistical method that
calculates the so-called workforce utilization. Thasis of the calculation is the total
working time demand of agricultural production, whean annual 1.800 hours are
considered as one work unit or one person. The dgbom of this is indicated by the
following numbers, which show that, although themiwer decreased, there are about
561.000 people working in agriculture. The role agfriculture in our society is more
apparent from this aspedigure 2).
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Figure 2. Calculated workforce utilisation of agricultureptisand people (2000 - 2004)

5.1. Agricultural assistance

Agricultural production received a significant amowf funds (Jankunéet al. 2001,
Kovacs 2004) The two basic method of assistance provided ftoenbudget until 2003
were the so-called market accession and agrictlfpn@duction assistance. The total
budget of these increased from the annual 74.®miHUF in 1998 to 115.2 billion HUF
in 2003 {igure 3.

Five entitled target areas in 2004 were funded fswycalled directives: forestry tasks,
quality protection of soils, animal husbandry, és)h and game management. The
directives were financed from own sources (subs&baadministrative fees, membership
fees, fines etc.) which cover these expenditures.

The original funding directives of the five targgbups were raised in the beginning of the
year. This increase was possible due to remaininds from 2003téble 15.

69



billion HUF

billion HUF

1998 1999 2000 2001 2002 2003

Market accession assistance

1998 1999 2000 2001 2002 2003

Agricultural production assistance

Figure 3. The basic funding budget of agriculture, billioWH (1998-2003)

70



Table 15.Funds financed from directives in 2004 (million AU

Title Funding directives
Forestry 5014
Quality protection, utilization of soll 1611
Animal husbandry, support for breeding organisation 967
Funds for fisheries 204
Funds for game management 791
Total 8587

Source:MAR Finance Department

However, agricultural support is not limited to thending mentioned above, but it is
significantly complemented by other types of furdifined in the agricultural budget
section.

The total funding directive was 217.020 million HUW# 2003, which also means that
381.900 HUF per capita was the share for an agui@llproducer (calculated in workforce
balance) bringing thdirect funding to 890.000 HUF. The rate of funding compared to
the value of agricultural output (production) is-16%. As a result of the EU accession,
the funding system has totally transformed in 200#e so-called running budget funding
and the national funding that included developnfenting replaced market accession and
production funding. Professional assistance shtan&n insignificant rate an the role of
fundings planned in the National Development Plamé complemented with EU funds
and funds in the framework of separate agricultwsattor budgetgAlvincz 2000,
Antaléczy 1999, Kirthy Jankuné et al. 2001, Ne2@di3, Sipos 1998)he total amount
of funds in the budget excluding the EU funds wa5.2 billion HUF.

A typical tendency of the past years in Hungaryhat the slow decrease of agricultural
land area continued. Cultivated land area was 6.193 thouswutiares in 1998 and this
reduced to 5.867 thousand hectares or by 5.3% éyetid of 2002. Ploughland also
reduced to 4.516 thousand hectares from 4.710 @indusectares; the rate of decrease was
4,1 %. According to 2004 statistical data the areeupied by forest favourably increased
to 19% and unfortunately the ratio uncultivatedaanmecreased to 17%figure 4). An
important and severe problem in our agriculturthéscatterednature of agricultural land.

Fortunately, the number of legal entity and noralegntity organisations increased
between 1998-2002, and accordingly the numberiglfg enterprises has decreased. This
is a movement towards production concentraffddagda 2000, Alvincz and Varga 2000,
Baranyi and Sdli-Zakar 1997, Molnar 2000, Toth 198t the same time, this is not
reflected in the ratio of land areas, since ingame period the area of land cultivated by
economic organizations has decreased consideralite size of land owned by private
farmers also decreased but to a smaller extent.
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Figure 4. Land use in Hungary, % (2004)*
*total land in 2004: 9,303 thousand ha

As for ploughland, 60% of it is cultivated by priegdarmers in underdeveloped conditions
(figure 5)

5.2. Agricultural investments and production

We cannot be satisfied with the formation of adtimal investmentsby any means. The
ratio between agricultural investments and totaestments in the national economy has
fluctuated significantly throughout the years, géther the volume increase of investments
was 39.4% between 1998-2003, which also means ithat below the price index,
therefore the real value of investments has cledetreaseddble 16).

The actual directive for development funds in 2Q@ds 26.767 billion HUF, 80% of
which, 21.6 billion HUF is the determination. Thetual determination according to data
of September 30, 2004 was greater than estimatedeirbeginning of the year, 24.027
billion HUF were paid based on previous entitlersent
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Figure 5. Land use and utilisation forms of agriculturaas according to farming types, %
(2004)
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Table 16.Agricultural investments, billion HUF (1998 — 2003

Year Billion HUF Ratio %
1998 76.7 3.6
1999 79.4 3.3
2000 76.8 2.7
2001 92.5 3.0
2002 96.5 2.9
2003 106.9 2.6

Source:MAR Finance Department

The development type funds of 2004 were almosis®ld to fulfill determinations and this
situation will still remain in unchanged in 2005n&e pervasive obligations can be
estimated at 18,9 bilion HUF. The main funded ardacluded: funds for the
establishment of plantations and construction itnaests (for the expenditures of
construction and food industry investments relatedanimal husbandry and plant
production launched in the previous year for thagghof 2005), funds for machinery (for
financing leasing fees, interest subsidies of maatyi procurements of previous years and
for technological equipment), for the reconstructad water damage prevention facilities,
for melioration and funds for irrigation system d®pments. Funds for new developments
can be accessed by applying through SAPARD, theoh&tRural Development Plan and
AVOP in 2005(table 17)

Table 17.The formation of development funds in 2004 (milidUF)

Funds Directive
Determinations: Funds for agricultural machinery 9139
Construction, establishment of plantation 13849.0
Young agricultural entrepreneurs 500.0
Melioration and irrigation development 800.0
Technical development 100.0
Other 438.0
Total determinations 21599.9
Interest subsidy of agricultural development loans 50.0
Establishment of plantations 1800.0
Establishment of forests 3317.0
Total development funds 26766.9

Source:MAR Finance Department
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The financial department switched to so-called zbesed planning regarding the
professional directives and central investment2005. This means that a sixth of total
budget expenditures, about 1000 billion HUF, is dattributed on basis aspects but
through ,applications”. The change was made in ititerest of reducing demands for
surplus expenditurgggardi and Bauer 2000, Madarasz 2000, Marton 1998)ks were
re-evaluated, so that unnecessary activities cbelceliminated and parallels could be
avoided and through inside regrouping savings cd@dnade. Altogether the objective
was to ensure economic development according todéwelopment plan of the 2004
convergence programme.

The agricultural budget proposal of 2005 contaiaiomal funds, the domestic and EU
payments to finance the NVT and AVOP, the spreagiagments of SAPARD contracts
for the next year (new contracts cannot be madeledl as SAPS and market supports of
the EU guaranteed by the Hungarian National Trgasur

According to the bill presented to the parliamené central budget provides 158.4 billion
HUF for the agriculture which will be complementieg 169.3 billion HUF from the EU
(table 1§. The provided total funds is 327.8 billion HUFh& increase compared to the
2004 directive is 13%figure 6. The surplus affects mainly the EU funds, therease
originating from the Hungarian budget is very madés3 billion HUF.

Table 18.Agricultural and rural development funds
(million HUF, exchange rate of 254,5 HUF/€)

Directive Central budget Funds of European Union
In the budget section of MAR 154445.7 50459.8
In the budget section of EU integration 3982.7 9411.9
In the budget of MAR and EU integration sectior 8428.4 59871.7
Indirect funds by the EU guaranteed by the Hungaxiational Treasury
Market funds 20178.3
Unified land based fund 89278.6
Total 158428.4 169328.6

75



350

300+

250+

200+

150+

billion HUF

100

50

2004 2005

l EU-!UI’IHS l Naflonal Buagef

Figure 6. The fund structure of agricultural and rural depeh@nt
(directives for 2004-2005, billion HUF)

The greatest increase occurred in the agricultarad rural development directives,
financed jointly by the EU, with a 43% surplus. Habased funds increased by almost
17% originating from EU budget. According to ex@dittns, 13% more will be spent on
so-called market actions (intervention, dry foraggport, starch refund, wine market
regulation etc.) compared to this year

The unfavourable shift in investments also conteduto the fluctuation oégricultural
production and the fluctuation in outputs in previous years.

The annual fluctuation of wheat production was atrtavofold figure 7) but significant
yield differences were also present in maize prbdadDobos et al. 2000, Drimba et al.
2003, Harsanyi et al. 2003Naturally, this significant fluctuation in prodimn is related
to changes in growing area size but can also lmedréack to the technical standard of
agriculture(Harsanyi et al. 2003)

The fluctuation of production had a relatively lompact on the annual fluctuation of
import, of course this is more apparent in #gort volumes of specific yeard@alogh
and Papp 1998, Juhasz et al. 2008)ontrary to relatively large agricultural funds,
international relationships inthe field of agrieutll trade cannot be regarded as
satisfactory (Lokos 1996, Szab6é and Juhasz 2000he import of agricultural goods
increased by 49% between 1999 and 2003, while @tgrral export increased only by
23% if expressed in USD. The increase was espgaaihificant in the case of meat,
dairy, vegetable-fruit and drink products. The expaf forage and crops significantly
expanded however, vegetable-fruit and drink expatnot increase and meat export also
increased minimally.
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Figure 7. Crop production data, 1000 tonnes (1998-2004)
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The price level of agricultural goods was low, ddesng both acquisition and retail
prices, and the gap had and increasing tendentyhidlbacklashes at profitability, which
is partly due to the unfavourable formation of paand expenditures. Incomes made in
agriculture, which includes the incomes of privdéemers and entrepreneurs, varies
greatly and has a decreasing tendency.

The gross average monthly income at an agriculemtgrprises with at least 5 employees
was 89.273 HUF in 2003. This means that this sest@ignificantly underdeveloped,
reaching only 65% of the 137.187 HUF national ecoyp@average.

In conclusion, we can detect a very low technical standard nicafjure and this is partly
due to the high ratio of small land properties wh@annot produce competitively along
with the relative decrease of investme(@sete 1995, Harsanyi and Nagy 2001, Juhasz
1997) Kapronczai 2003, Kartali 2001l this leads to extreme yield fluctuation and
ultimately to the gradual decay of agriculturalefign trade positior{Szics 1990, Sics
and Tanka 1994)The solution is tassist the EU competitiveness of farms at viable
levelsand we cannot ignore the fact that individual $iplaits are a thing of the past.

5.3. Assessment of the North Great Plain region ahe basis of agricultural results

The region produces a fifth of the gross domestacipct in national agriculture, it is one
of the greatest producers of eared crops and namgethe food industry represents a
significant ratio in the industriBaranyi 2002, 2004, Harsanyi et al. 2008% share from
the GDP and operating economic organisations ibdaind the national avera@@aranyi
1994) The lack of capital is typical feature of entésps. The region does not attract
foreign capital, the region ranks fifth in the isw#ed foreign capital per capita. The
indicators of employment, average income and uneympént are less favourable than the
national average.

Its area is crossed by a common traffic axis frast €0 west, and the Szolnok and Zahony
rail- and motor-road that has a significant capacikhis is the only region where
motorway has not been completed. The existing r@adsovercrowded and sometimes
there are gaps among the settlements. The devehtpnoé the coming years include,
motorways from the east to west and north to sai river Tisza as a potential traffic
opportunity, and airports of county centres. Thgioe has 389 settlements with 55 city
status. The settlement density is relatively lo® s2ttlements per 1000 square kilometres.
Cross border relationships are also significantrrezuly cultural and educational
relationships are typical.

The most important natural resource of the reg®msdil (Dorka et al. 2003, Harsanyi
2001, Nagy and Dobos 1999)he most favourable being loess of Szolnok anpllt$zg
and chernozem in the Jaszsag. Different sandy doitsinate the Nyirség, with scattered
forest, meadow and moorish soils. The Hortobaggharacterised by saline soils. The
climate has extremes, with frequent drought ancesexavater(Nagy 1999, Nagy et al.
2002)

At the general census of 2000, farmers were udagital million 250 thousand hectares
of land. 95% of this growing area, which is 18%tbé national average. 55% of the
growing area is cultivated by private farms. Thesrage size of growing area is 5.5
hectares, economic organisations have 591 heaarkprivate farms 2.9 hectares.
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The area of ploughland decreased to 54%, fore$1% and the uncultivated area to 11%
in 2002 compared to 69% ploughland area, 4% faadt 7% uncultivated area in 1950
(figure 8, 9. The agricultural land 35-35% of which can berfdun Hajdu-Bihar and Jasz-
Nagykun-Szolnok counties, 30% of it in Szabolcst®&#a-Bereg county. 77% of the
agricultural area is ploughland, 19% grasslandoféhard, and a small ratio of vigEagy

et al. 1999, Nagy et al. 2000, Németh et al. 20R&tonyi et al. 2004)33% of the
ploughland is occupied by eared crops, which is 3g#tonally. A reason for this is low
profitability and the greater volume of traditionénts typical of regiorfigure 10.
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H Ploughland B Garden, orchard EVineyard
E Grassland O Forest E Reed, fishpond
B Uncultivated area

*The total land area in 1950: 1,782 thousand heesar

Figure 8. Land use in the North Great Plain region, % (1950)
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*The total land area in 2002: 1,816 thousand heetar

Figure 9. Land use in the North Great Plain region, % (2002)*
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Figure 10.The utilisation of ploughland according to mainrit % (2004)

The area occupied by the most important arable Eogs (wheat, maize, sunflower,
potato, vegetables) is dominantly (59-88%) cultddaby private farms. The role large
agricultural enterprises is only more significamthe case of sugarbeet (56%) and lucerne
(58%). 37% of vegetable, 35% of sugarbeet and 2D%tal potato growing area can be
found in the region(Nagy and Kovacs 1999, Nagy et al. 2002, Sulyokl.ef004)
Sugarbeet is a typical plant of Hajda-Bihar, potetdypical in Szabolcs-Szatmar-Bereg
while the growing area of vegetables is signifidantboth counties.

The dominance of large plants in agriculture enthethe nineties, new farm types were
established and their number has doubled in themedhe number of private farms
increased by four times. There are 220 thousangerifarms in the region, 23% of the
national total. The 1550 economic organisationsengk 18% of the total.

A third of the private farms are very small, cudiing less than a hectare. Thratio of
farmers cultivating 1-10 hectares is 27% and o8tydEcupy larger land. Less than a third
of economic organisations cultivates maximum 50tdres, 34% 50.1-500 hectares. 31%
of them owns land larger than this.

The agricultural nature of the region is reflectgdthe fact 23% of those employed in
agricultural live in the region out of the 15% 1ota100 people are private entrepreneurs.
The ratio of private entrepreneurs increased bysit¥ée 1995 in the sector. The role of
those employed in agriculture has decreased. Theuof employees between 1995 and
2002 decreased to two third (20 thousand) whict4sof the national average compared
to the 10% of 1995.

The region’s agriculture produced 115 billion gr@skled value in 2001, a fifth of the
national product. The role of the sector is deengasLack of capital is typical in
agriculture. Only 2% of foreign interest enterpsisgperate in this sector and only 25 of
their investments are directed here.
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Strengths:

- The geographical location of the region favouraldege consumer markets to the east
are easily accessible.

- Climatic and growing site conditions are especiédlyourable for the production of
specific vegetable and fruit types, and the necggs@duction experiences are also
present.

- Rich thermal water resources, its utilisation 8oakn important factor in tourism.

- Large number of cheap and comparatively well trchiamed capable workforce.

- Favourable age distribution of the population, e of youth is larger than average.

- Accessible areas with favourable conditions foegfeld investments.

- Debrecen University, located in the region, is gnicant national basis of research
and development.

Weaknesses:

- Uneven regional development; high ratio of undeetigyed settlements is a serious
problem.

- Low capacity public road network compared to tladfic. Some of the settlements are
difficult to access.

- The standard of investments is constantly lowen tha national average.

- Transformation of industrial product structure atite introduction of modern
production technologies is slowly progressing. Tago of export quality industrial
goods is lower than the average. Opportunities igeal by industrial parks are still
unexploited.

- The local small and medium size enterprises afack of capital; lack of interest from
foreign investors.

- Relatively few workplaces are created; unemploymatibs are unfavourable.

- The education level of the population and foreigmguage skills are below the
national average.

5.4. Assessment of the agricultural sector in Hajd®ihar county

Considering the natural conditions, a number oficatjural sectors have excellent
conditions in Hajdu-Bihar count§Baranyi and Dancs 2001).he wet continental climate
(the amount of precipitation generally decreasesnfithe west to the east, but relief
conditions sometimes have an opposite effect) efaffiected euroregion, its diverse soil
conditions have allowed the establishment of défferagricultural culture@Baranyi et al.
1998, 2002 Lang et al. 1983yhe number of employees in the sector has a dsiog
tendency but agriculture is still of key importaneehe region.

The dominance of state ownership has decreasér ipast decades and the dominance of
private ownership is typical in the sector. Typicdl structural change in Hajdu-Bihar
county that while there were 41 state farms and@speratives in 1990, there were 2546
enterprises (930 were joint enterprises) in 2001tha sector of agriculture, forest
management and fishery.

After the transformation, agriculture functionedts employer of workforce that became
redundant in the industry, therefore in the begignof 1990 the ratio of those were
employed in this sector increased. The wage otalural employees, compared to other
sectors, is low so it is not surprising that i@ considered as a ,trendy profession”. The
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solution would be the spread of the concept thatlvoegards agriculture as more of a
lifestyle rather than an economic sector.

Ecologic conditions are suitable for the cultivatiof almost all plants, but there are plants
which are typical of this region, in fact speciatisproduction forms have also evolved. An
outstanding cultivation form of plant productionnche found in the region (ploughland,
pastures-grassland, gardens, orchards) and thignates from the traditions of the
population, while they are also open to possibt@uations(figure 11)

B ploughland

1%

B garden
O orchard

O vine

] gra*land
20%
O forest
@ reed

O fishpond

W uncultivated

Figure 11.The land area of Hajdu-Bihar county according tibivation sectors in, %
(2004)

There is a mixed picture regarding the average ok industry plant size in the region;
prior to 1991, large industry plant sizes dominatetlowing the change of regime the
number small, private plots has increased. Promrtycture became extremely scattered,
which limits the improvement of productivity andetmodernisation of agriculture. Small
plot production cannot be regarded as market confanly in the case of intensive
cultivation sectors (vine-orchard, vegetable, wialkplastic tunnel). In less intensive
cultivation forms the renewed concentration of lgmbperty is necessary to achieve
profitable farm size. Small and micro size famiyrhs can be a source of complementing
incomes but its real future can only be imaginethwiral tourism.
In the 1990’s the distribution of land area accoegdio cultivation sectors only changed to
a small extent. The size of uncultivated areaseased by a small extent.
The dominance of ploughland can be detected framtdtal agricultural area, their ratio
has stayed constant throughout the past decaderakive of pasture-grassland is also
significant. The ratio of vine, gardens, orchardsmuch lower than these and its is
gradually decreasing. However, these subsectoysgplamportant role in the economy of
the region due to greater added value.
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6.ASSESSMENT OF REGIONAL DEVELOPMENT FUNDS IN HAJDU B IHAR

An important element of XXI. decree of 1996 aboegional development and regional
regulation is the establishment of decentralisgibreal development funds. There was an
expansion in funds in 1998: the modification of thgulation regarding the objective and
recipient (CXXXI. Regulation of 1997) establisheecdntralised funds, the utilization of
which was transferred to the authority of Countygieeal Development Councils. The
distribution of financial instruments is determinbg the level of underdevelopment:
according to regulations accepted by the parliani@®1997., 24/2001.), population the
GDP/capita, the number of habitants in the berafyciregion, the number of local
governments and the personal income tax per cap@all considered. On the basis of
these, Téth and Kozma (2004) studied in details régults and ratios of awarded
decentralised funds in the sectors and and smglbme. GDP/capita in Hajdu-Bihar
county, as indicated, is one of the lowest amoregdbuntry’s regiongfigure 12. The
county received considerable amounts from decésgxhlregional development funds in
the examined yeaf$igure 13).Hajdu-Bihar county, on the basis of GDP/capitddatbrs,
ranks fourth among the counties, ninth in 1994thten 1996, 1997, 1998 and twelfth in
2000, and thirteenth in 1995, 1999 and 2001.

The Regional Development Council of Hajdu-Bihar miyuawarded more than 6.6 billion
HUF, calculated at prices of 1996, for applicatiGubmitted from the county between
1996 and 2002tdble19), that resulted in 30 billion HUF of investment.
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Figure 12.The economic development of Hajdu-Bihar countylmnltasis of
GDP/capita indicators in the percentage of natienarage
(1994-2001)
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Figure 13.Decentralised regional development funds of HajiiaBcounty (million

HUF)

Table 19.Decentralised regional development funds in Hdgithar county 1996-2002

Regional Development fund Decentralised|
development for regional objective type
directive balance fund
LTJeF;:lmount of awarded funds (millign 1.929 3.700 967
The number of funded projects 418 595 23]
Amount of funding per projecgt
(thousand HUF) 4.615 6.219 4.187
The value of implemented
investments through fundsmlion 12074 15695 2264
HUF)
Ratio of funds (%) 16 24 43

The amount of fund per project was similar in thsecof Regional development directive
and the Decentralised objective type fund, whilethe case of Development fund for

regional balance an applicant received greatersund

Economic organisations received mostly from the i&e development directive, they
had to provide larger portion of own contributi@evelopment fund for regional balance
also funded waste water management investmentgipdst years and these investments
require great expenditures. Regarding the Regideatlopment directive we can say the
it supported food industry and agricultural invesihts in the examined perigble 20).
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Table 20.Funds from regional development directives in Hagihar county 1996-2002
(%, calculated at 1996 prices)

Funds According to sectors Rate of funds in the
sectors
Development of production infrastructure 10 11
Agricultural developments 23 17
Food industry developments 14 11
Prepartion of development plans 6 66
Commerce-service 9 23
Industrial developments excluding food industry 26 19
Tourism 10 15
Human infrastructure 2 28
Total 100 16

When examining the size of funds, we can say thaét than average funds were awarded
for the preparation of development plans and coraiservice, while larger than average
funds were awarded for the development of produociifrastructure, food industry
developments and tourism.

In the case of development funds for regional b=dafigure 14, road construction,
development of waste water infrastructure and serf@ater drainage received the greatest
amount of fund, the ratio of awarded funds was highest in the case of gas line
investments, public work and social programmes. $ize of funds were lower than
average in the case of gas and water line netwevieldpments, public work and other
investments, while education and waste water ndétva@mvelopments were higher than
average. When evaluating the decentralised obgedtipe fundsfigure 15, we can see
that the highest funds were awarded to educatieesiments, while the role of health care,
public lighting and public administration developmeis about equal

When examining the size of funds, we can mentiorettsuch areas where funds were
lower than average: health care, cultural and puatiministration investments, while
higher than average funds were awarded for theldgwent of public lighting.

When comparing the rate of funds and awarded fumdke specific sectors we can see
that where the rate of funds was lower (productimfrastructure development,
development of tourism, waste water utility deveh@mt, education) the amount of fund
was greater than average. While in the case obiseathere funds were higher than
average (preparation of development plans, commsaogce, gas and water utility
development, public work and social programmeskelofunds dominated.

The development programmes defined in the RegiDeaklopment Concept of Hajdu-
Bihar county (HAS RKK, 1997): complex rural devetognt, village-water-forest tourism,
the economic diversification of the county, cregtiwork places, quality agricultural
development, development of transit channels, dgweént of business zones and logistic
centres, communication and infrastructural develeptsy connected small region
development, stabilising basic health care servileyelopment of regional innovation
centre, higher education and research developnmartnership and development of
institutional system, culture, education and taurgdevelopments.

In conclusion, we can establish that the awardediduby the Regional Development
Council were in accordance with the objectivesrdsdiin the development documents of
the county and were aimed at promoting the efficisrplementation of tasks defined in
the document.
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Figure 14.Development funds for regional balance in HajdhaBicounty 1996-2002
(%, calculated at prices of 1996)

Figure 15. Objective type decentralised funds in Hajdu-Bibaunty 1998-2002
(%, calculated at prices of 1996)
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7. SUMMARY

In my Ph.D. dissertation, | have introduced theeotiyes of European Union and

Hungarian regional policy and | have evaluatedrdgonal peculiarities of our country. |

examined and evaluated the regional disparitieh®fNorth Great Plain, the reasons of
underdevelopment, | made suggestions for the dpuedat of the region and increasing
the efficiency of funds.

Our accession to the European Union is the re$atomg, historical process. On May, 1
2004 Hungary became a full member state of the figa Union with other states. An
important endeavor of EU regional policy is redgcidisparities. The objective is to
eliminate underdevelopment of regions through engwsolidarity, fairness and justice.

After long debates, Agenda 2000 preserved the Gaminé&aind unchanged for the financial
period of 2000-2006. The fund was originally estdi#d for the preparation of the
monetary union for states where the GNP is belo% @ the community’s average to
support environmental protection, transportatiod mufrastructural investments.

Agenda 2000 also regulates the threshold limitsatibs for community co-financing for
structural and cohesion funds. On the basis of thes maximum community funding ratio
from 2000 in a given project is 75% of total cdstshe case of Cohesion Fund beneficiaries it
is 80-85%) in objective no. 1, and maximum 50% hjeoctives no. 2 and 3. The community
support provided by Cohesion Fund, similarly thevipus period, remained 80-85%.

In order to limit community funds per member staenew regulation was passed that
limited the annual income from structural fundgl® of the GDP in the affected state.

Altogether,it has to be emphasised that probably the biggest\ashents of Agenda 2000

were the decisions regarding the reforms of strat@nd cohesion policy, since these were
not simply aimed at making the utilisation of commty funds more efficient based on

previous experiences but they provide opportunit@sexpansion by not preserving the
available funds of current member states.

Pre-Accession Funds community fundings for candidate countries, almaé supporting
preparation for the accession: Phare, ISPA and SAPA

The Phare programme is the initiative of the Euapp®&nion, in which the EU provides
financial support for the development central aadtern European partner countries, so
that they can undertake obligations attached tession and membership.

For Hungary so far, supports have been concentratedhe following main areas:
economy, infrastructure, human resources, envirotahgrotection, developments with
public compatibility, cross-border cooperation, Itirgountry’-, and horizontal
programmes.

The task of ISPA is the preparation of pre-accessmuntries to accept Structural Funds.
It provides assistance in the fields of infrastimetand environmental protection to solve
specific problems delaying accession. Sustaingbit an emphasised area in project
selection and they have to fit into relevant enwin@ntal protection and transportation
strategies.

The task of SAPARD is the development of agric@tand rural areas. Its funds are
essentially serving preparation for common agrigalt policy in the pre-accession period
in candidate countries. The programme is for the022006 period. Hungary can expect
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an annual 38 million Euros. Candidate countrieseh@vprepare an agricultural and rural
development programme, which outlines eligible@wibased on one or two strategically
important priorities. The projects that are in ademce with the national SAPARD are
selected for funding.

There is an annual budget of 3 billion 120 milliearos in EU budget for financing Pre-
Accession Funds in the budget of the EU for 2008 2006, 17% of which is for the
objectives of SAPARD, 33% for ISPA and 50% for PHABbjectives.

An important change that occurred in regional fagdpolicy was the reduction of target
areas and objectives in structural funds from sixtiree since 2000. These are the
following: objective 1: aimed at supporting undereleped regions, where the GDP is
below 75 percent of the community average, objecivassists the economic and social
transformation of regions struggling with structuchange (decaying agriculture, fishery
etc.), objective 3: supports the establishmentrandernisation of education, training and
employment systems.

The proof of EU trust in the Hungarian regional teys, irrespectively of federal or
unitarian developments, is that accessible funds wed30 billion Euro for 2004, 1.180
billion for 2005 and 1.464 billion for 2006. Hungas treated as a single region by the EU
for this transitional period.

Hungary accepted the implementation of economic smoclal cohesion policy and the
utilization of funds according to EU regulationdieTEU appraised the preparation of the
National Development Plan, social discussions &edfact that Hungary had a brief but
focused and transparent programme from the acecessia2006. The single national
regional operative programme also had a favourakleeption as Hungary, after
considering the EU proposal, decided to implemegional development tasks through
this programme. The success of the regional programwill also determine whether
Hungarian regions can submit individual operativ@gpammes in the new financial period
starting in 2006. The favourable opinion was reioéd by the fact that Hungary had an
established regional-statistical (NUTS) system. gkdong to the joint decision, all
Hungarian regions are classified into support aated (underdeveloped) until the end of
2006. Hungary, on the basis of development andr atlgécators, can expect 12.2 percent
of the structural funds allocated for the ten asiteps countries between 2004 and 2006,
and 13 percent from the Cohesion Fund. Hungarybeilble to access 690 billion HUF of
new development funds, which makes up about 1.2epérof the gross annual domestic
product.

In the past ten years tHRHARE, ISPA and SAPARD-programmegrovided 2 billion
euros (490 billion HUFXo Hungary and only ten percent of these were spentgional
development programmes. The accession treaty geasithe payment of funds until the
end of 2006. In 2007, Hungary will participate afsldmember in defining the objectives
for the seven year financial period. The country oeceive more significant funds in the
new period.

The opportunities of newly accessing countriesliaedy to improve even further since the
future of structural policy after 2006 is still fomg, while the European Commission can
count on the opinions and recommendations of nemimee states.
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Beneficiary regions, distribution among regions aagplicable funding rates are
determined for a seven year period ahead withinfrdga@ework of EU regional funding
policy and development programming. The new finanperiod starts at 1 January, 2007,
but newly accessing states can receive funds fwidris, in fact they can benefit from the
so-called pre-accession funds (PHARE, ISPA, SAPARR} will ,run out” by the end of
2006. The seven year cycle is highly important framplanning aspect, since the affected
regions can calculate with the entitlement and ifgpdate well ahead and, therefore
development plans and concepts can be worked odtimplemented with relative
certainty.

The efficient utilization of funds, according torist community regulations and the
requirements of sustainable development, will dyea¢éduce environmental impacts,
positively affecting environmental conditions andirectly improving living conditions of
habitants.

Considering the inner conditions of the North GrB#in, almost half of the region’s
population lives in stagnating or underdevelopeshsr where unemployment and income
conditions are worse than average and activityocdifin capital and entrepreneurs is very
low. Again, the agricultural feature of the regidogation at country and county borders
and lack of a dominant centre can explain these. fJpical settlement structure of the
Great Plain is mixed with small village structuk@rge settlements with a large number of
population are typical mainly in the central andthern part of the region, however in the
eastern, border parts of the region a small villgge settlement structure dominates. It
population is reducing at lower rate than the mati@verage, the ratio of live-births is the
highest in the nation.

As the economy of the region is relatively undersdeped, only 32.7% of the total
population is employed which is the lowest raticoag the regions. The income per capita
is also the lowest here. Entrepreneurial willingnés low and the cooperation among
companies is not satisfactory either. Market, potidn, financing and supply relationships
are weak.

Compared to other regions of the country, thiscdfural region plays an important role
in national agriculture, providing a third of therdestic fruit production and half of the
apple production. The ratio of enterprises is dtidlow the national average but the
development of business services corresponds wéhHtngarian average. The university
and college institutions, offering high level trag, are also important. The IT higher
education and R+D can be a break-out point of #ggon. An existing problem is that
education (both secondary and higher educationnbayet adapted to changing market
demands. After the Central Hungarian region, thetiNGreat Plain region has the most
significant R+D institutional network, which is amportant basis for higher education
institutes. A serious problem is that relationsbipR+D and the economy is still not
sufficient.

The most severe environmental problems of the regie the deficiencies in waste water
and waste management, along with the decayinggsaility in the form of salination.
Floodwaters and excess waters have been causiegeséamages in expansive areas of
the North Great Plain.
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The economic structure of the region shows a fevulps features. Industry contributes
the GDP to the greatest extent, this followed biycagure with its 11.2% contribution to
GDP which is twice as much as the national averAgeculture is the most dominant in
rural areas, while industrial production is concet&d in the larger cities. Agriculture has
a strong tradition in the region; the conditionsagficultural production and processing are
outstanding (there are a number of high qualitycagfural products).

The ratio of unemployment (16,3%) is significardlyove the national average. (9,6%). In
Szabolcs-Szatmar-Bereg county this number reacgddand in some small regions this
number is far beyond the national average. In Szakezatmar-Bereg county one out of
ten unemployed is starting his or her career.

The problem of long term unemployment is more digant in the North Great Plain
region than in other regions of Hungary, it is e@es problem in Szabolcs-Szatmar-Bereg
county, since this county is in a peripheral positi

The infrastructure of the North Great Plain regisriar below the national average. The
public sewage system has only reached 25% of islet size and, as a result, sewage
water endangers ground and surface waters. Thielisbtaent of waste water management
facilities and regional waste management faciliiesa target of regional development
programs. The most important environmental watenagament problems of the North
Great Plain region are caused by the floods ofTisza and its tributaries. The water
quality of the Tisza is greatly influenced by inttied pollution, originating from other
countries. An important task is to establish aegnated monitoring system.

The population retaining role of agriculture in thrth Great Plain region is more

significant and this function, considering EU tendies, can strengthen gradually.
Significant increase in agricultural employment mainbe expected. The development of
the needs of the knowledge and labor segments depeexternal resources and the self-
organization of employees in agriculture.

The North Great Plain region of Hungary is a sigatifit processing and raw material base,
with highly developed food processing capacities laigh quality of agricultural products.

The agriculture of the region represents about bi%he total GDP of the region, while
11.5% of active laborers work in the sector. Thielgoown value in the region, along with
forests and game management GDP, is somewhat htgherthe national average.

The most important natural resource of the regsosoil. The most favourable being loess
of Szolnok and Hajdusag and chernozem in the JgsBsiierent sandy soils dominate the
Nyirség, with scattered forest, meadow and moa@ls. The Hortobagy is characterised
by saline soils. The climate has extremes, witueant drought and excess water.

At the general census of 2000, farmers were usbayt 1 million 250 thousand hectares
of land. 95% of this growing area, which is 18%tbé national average. 55% of the
growing area is cultivated by private farms. Theerage size of growing area is 5.5
hectares, economic organisations have 591 heaarkprivate farms 2.9 hectares.

The area occupied by the most important arable Eogs (wheat, maize, sunflower,
potato, vegetables) is dominantly (59-88%) cultxdaby private farms. The role large
agricultural enterprises is only more significamthe case of sugarbeet (56%) and lucerne
(58%). 37% of vegetable, 35% of sugarbeet and 2B%tal potato growing area can be
found in the region. There are 220 thousand prifatens in the region, 23% of the
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national total. The 1550 economic organisationsengik 18% of the total. A third of the

private farms are very small, cultivating less tlaahectare. Thratio of farmers cultivating
1-10 hectares is 27% and only 6% occupy larger.lamds than a third of economic

organisations cultivates maximum 50 hectares, 38%-500 hectares. 31% of them owns
land larger than this.

The region’s agriculture produced 115 billion gr@skied value in 2001, a fifth of the
national product. The role of the sector is dedéngasLack of capital is typical in
agriculture. Only 2% of foreign interest enterpsisgperate in this sector and only 25 of
their investments are directed here. Problems d&;luneven regional development; high
ratio of underdeveloped settlements is a serioablem, low capacity public road network
compared to the traffic. Some of the settlemenés difficult to access, the standard of
investments is constantly lower than the nationvarage. Relatively few workplaces are
created; unemployment ratios are unfavourable.

When evaluating the condition of agriculture in lgary it can be detected that the EU
preparedness and preparation of individuals withra@rest in agriculture is below the
possible standard. Deficiencies are displayed in-eéxasting institutions, infrastructure
(storages, cold storages, transportation systehes)ow technical standard and in the form
of inefficient plantation. The cooperation and aboation of farmers started late and slow.
The fact that the increase in income supports amescover the increase in production
costs creates a difficult situation. Stabilisingstcof labour, services and land lease fees
will take a few more years. As a result incomesisigid with input price change (deflated)
will decrease by 2.8% according to expectations. vdanot be satisfied with the
exploitation of Hungarian ago-ecologic conditiomgth the integration into international
division of labour. With current market and econoraonditions the entire agricultural
area can be utilised. Naturally considering diffeti@ed technologies, more intensive
farming and different environmentally sound fornssazell.

The effects of EU accession became visible in tieparation phase. The loss of private
and joint enterprises that were not competitiveebated. Just in the period between
2000-2003, animal husbandry lost 10% of its productvalue. 4-5% of dairy producers,

11-12% of poultry producers and 23-25% of hog poedsi were forced to cease operation.
The number of private farms below 10 hectares imdgdmy over the three years between
2000-2003 decreased by 210 thousand, the numbms faith a size between 10-300

hectares remained unchanged, while the numberedfatigest farms decreased from 1800
to 1700. Land use concentration increased. Accgrthrexpectations, farms with an area
less than 1 hectare will decrease by another 30-Bb%e next 5-10 years, the ones
between 1-10 hectares will decrease by 20-25%.e@tlyr almost 1.4 million people are

active in some sort of agricultural work. Only 1286 them are dealing with regular

production.

The agricultural-rural development programmes @gtagon, agricultural-environmental
protection, support for areas with unfavourable ditton, early retirement etc.) can
contribute to increasing the potency of areas tovige livelihood and can increase
incomes. If the EU and domestic budget will providesources to the wide-spread
application of Natura 2000 or compensates econataimages due to restrictions then
micro-economic indicators can naturally modify.
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In conclusion it can be said that the process gforalisation is slowly progressing in

Hungary today. The regional institutional backgrdus young, institutional experiences
are limited. Hungarian regional development agenaie operating with few employees
with a budget that is the fraction of organisatitimst are active in similar size EU regions.
There is no division of labour among regional depelent agencies and county
development agencies. Due to the lack of thesecties of regional strategies cannot be
coordinated and the application of developmentgyatannot be achieved.

The funds of EU Pre-accession Funds have contdbictehe development of the North
Great Plain region in the past five-six years as tiew instruments of regional
development policy. The Phare programmes had at gd@ changing the view of
individuals active in regional development as veslpromoting regional cooperation and
receiving EU structural funds. Prior to the May; 2004 accession of Hungary, the North
Great Plain region received 24-25% of direct regiaevelopment funds, and in the case
of the TFC, TEKI and CEDE it exceeded the natiomskrage. From the sectoral
development funds, the North Great Plain regioreikexd funds above the national
average, including the Employment Fund and TouriBtirective. Applicants from the
North Great Plain region received little in envineental protection, water management
and road development funds. Nationally 200 promosadre submitted for the SAPARD
programme, 32 of which came from the North GreatirPtegion. The efforts made by
people in the North Great Plain region is expressethe large number of submitted
proposals and the significant amount of own contrdn. However, the GDP of the North
Great Plain region did not increase and unemploymagas do not reflect sufficiently the
positive effects of funds. The Regional DevelopmBirective provided funds for the
development of many small and medium sized entgpribut the effect of these has not
increased economic development yet.

The biggest difficulty is the small number of deaded professionals, trained in regional
development, and advantages of European Union siocesan only be exploited if well
trained professional groups are formed at localntg regional and national level as well.
This why professionals with an extensive knowledgeut the European Union and EU
funds and most importantly about Structural and é3ain Funds are needed to establish
the institutional background for the professionanagement of EU funds and to prepare
the required professional documents while assisitinghe preparation of development
projects and building cooperation with EU organmad. Sufficient share from European
Union funds can only be accessed if the country,gbecific regions and counties along
with small regions can achieve fast results inabeve mentioned areas.
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8. NEW SCIENTIFIC RESULTS

8.1.

8.2.

8.3.

8.4.

| conclude that regional differences in Huygaave not changed fundamentally in
the past 15 years. When evaluating economic dewetapy public incomes and

unemployment we find that the west-east divisiostil significant. Development is

still the most important priority in regional degpiment plans and programmes.

When evaluating the situation of the Nortle& Plain, | have found that the region
is stagnating from an economic point of view. Bad use conditions are excellent.
Plant production results, especially in the casaioéat and maize, are outstanding.
The region provides a third of the country’s frpibduction and half of its apple

production. The population retaining capacity ofiagture exceeds the national

average. The GDP per gold crown value is highen tte national average. The
share of agriculture from total GDP is 11%.

On the basis of statistical sequences | hawmd that the share of Hungarian
agricultural production from gross domestic prodigctow and fluctuates annually
(3.6-4.4%). At the same time, its impact in natioeeonomy and society is a lot
more significant.

Based on the evaluation of the past five ydanave found that the funding of

agriculture increased by 59%, the consumer pridexrfor the same period increased
45%, so the real value of funds have increasedraits compared to agricultural

production is medium (15%). Fund increase from kumgarian budget in 2005 is

very modest, only 4.4 billion HUF. EU sources agngicantly increasing by about

33 billion HUF.

8.5. When evaluating the whole of agriculture | &d&ound that it is still characterised by

low technical standard, a large number of smalmfrmare not competitive, yield
fluctuation is extreme, its foreign trade positisrweak. The solution can only be the
support of competitiveness.

8.6. When evaluating the assistance system of Haijdar county, | have found that the

ratio of health care, social and cultural investtaas lower than average. Funds for
road construction and public lighting were sigrafit. It can be concluded that funds
awarded in the past five years were in accordanite @bjectives defined in the
development plans.
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1. Major milestones and events in the history of the E

European Union: the new organisational frame of European integnatichich, in the
spirit of theMaastricht Treaty(1992), rests on three ,pillars”. These are: theoean
Community, the Common Foreign and Security PoliC§¥$P), and the Justice and
Home Affairs (JHA).

Pan-European Movement: the movementimed propagating the Pan-European
concept. Founded by the Austrian Count Coudenh@lerti in 1922 ,who was also
responsible for resurrecting it following the Seddiorld War. Thecurrent leaderof
the movement i©tto von Habsburga member of the European Parliament.

Marshall Plan or European Recovery Program: the aid progrannamed after George
C. Marshall Unites States Secretary of Staieed at reconstructing Western Europe
after the Il. World War. The Soviet Union refuseattipation, and due to its pressure
the former socialist countries were also absemhftloe program.

Council of Europe: intergovernmental organisatiorestablished in 1949mainly
dealing with European political, human rights issuk is based in Strasbourg. (Not to
be confused with the European Council, which igart of the EC)

Council of Europe Parliamentary Assembly: the General Assembly of the Council of
Europe - the supreme organisation of the Council of Eurdget an institution of the
European Union, not to be confused with the Eurngealiament. Its members are the
national parliamentary delegates of member states.

Treaties: founding treaties of the European Coal and Steein@aonity (1952), the
European Economic Community (1958), the Europeaymit Energy Community
(1958) and of the European Union (199Bjyom the aspect of EU establishment the
EEC treaty was decisive, which is the most comprsive document of European
integration signed in Rome by Belgium, France, tletherlands, Luxembourg,
Germany and Italy on #5March, 1957.

The founding treaties are also called basic treatiéhich is somewhat inaccurate.
Together with the modifications they form the primndegislation of the EU. The
modificationsare the following: theMerger Treaty(1967), budget treaties(1970,
1975), Single European Actl1987), Treaty of Amsterdanil999) and theaccession
treaties of new members (1973, 1981, 1986, 1995). The yesask the time of
entering into force.

Treaties of Rome (1958): treaties settinghe European Economic Community and the
European Atomic Energy Communityhich were signed on 35March, 1957. and
entered into force on®Wanuary, 1958The treaty establishing the EEC is by far more
important The European Economic Community (EEC) is an asgdion that has been
active since T January, 1958., which aims to contribute to thprsmement of living
standards and welfare as well as to the unificatiburope through promoting the
interlocking of member states. The most importdnectives of European integration
were defined in the introductory section of the wloent (e.g.: the integration of
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European peoples, the economic and social develsipmi countries, increasing
employment, improving welfare, preserving peace fasgidom).

Treaty of Amsterdam (1999): The last modification of the Treaties signed dfi 2
October, 1997, that entered into force 6rMay, 1999.Its most important provisions:
transformation of joint foreign and security polisystem, as well as the home affairs
and justice cooperation, incorporating thequis of Schengen into the body of
community laws, elevating employment policy to ancounity level and making the
joint decision-making method comprehensive in gggdlative process.

European Defence Community: the plan ofestablishing an integrated European army
in 1954. The French National Assembly rejected la of French Prime Minister
René Pléverfearing the rearming of Germany. Instead, the Wedkiropean Union
comes into being.

Western European Union: an organisation established in 1954ich primarily
aimed to promote the joint defence as well as et@nomic, political and cultural
cooperation of member statdsounding membershe Benelux states, France, Great
Britain, Federal Republic of Germany and Italy; tegal and Spain joined in 1989.
The organisation has been ,resting” in the backgdofor decades in the shadow of
NATO and the European Economic Community and orérted reviving in the
beginning of the 1990s, since according to plaesstrurity policy of the EU will be
based on it.

Merger Treaty: also called the Unification Treaty (1965) that eaimto effect in 1967.

It merges Counciland Commissionsof the European Economic Communitthe
European Coal and Steel Communayd theEuropean Atomic Energy Community
(The European Parliament and the European Coudusfice has been a common
institution for all three communities since itsaddishment.)The Merger Treaty is one
of the primary legal sources of the EU

OECD: Organisation for Economic Cooperation and Developtmat has been
operating since 1961, it is the successor of thgafisation for European Economic
Cooperation which was established in 1948. It isnemic policy forum of the
developed countries. Hungary has been a member $B15.

European Conference: consultation forum established on"™®arch, 1998.1t was
established by the EU for the candidate counttles ten central- and eastern European
member states) Cyprus and Turkey. Once a year &#inged Prime Ministers and an
annual meeting of foreign ministers is held to cmaite security, justice, foreign and
domestic affairs. As a matter of fact, the forumsveatablished to compensate Turkey,
since the European Council did not react positivielythe Commission’s request
regarding Turkey's accession even after more th@ny&ars, in December 1997.
However, the Turkish government did not wish totipgrate in the conference
thereatfter.
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Accession Partnership: the documents of Accession Partnership about catelid
countries were developed by the European Commissinthe basis of the country
reports and were revealed to the candidates insgining of 1998. Individual and
customised programs were developed for all candidatuntries, with technical and
financial resources ensured by the EU. The shond enedium-term priorities
necessary for adopting tleequiswere determined in the Accession Partnership. As a
response, the candidates had to create the Natwsoglamme for the Adoption of the
Acquis The adoption of thacquis(except for an area receiving a delegation) haiketo
completed until the accession.

Southern expansion: the enlargement of the European Community to tlhehsaluring
which Greece (1981), Spain and Portugal (1986)rmedae members of Community.

Europe Agreements. association agreements made with central- andreaStgopean
countries. Their distinctive peculiarity from tréidnal association treaties is that the
future accession of associated countries is inadudse an objectiveThe breaking
down of various barriers limiting the trading ofagis is generally set for a period of 10
years. (This was shortened later on.) mportant peculiarityof the European
Agreements i@symmetrywhich in this case means that the EU first breddsn the
obstructions to central- and eastern European &xpehich is later requited by the
latter. European Agreements have been made with filewing countries:
Czechoslovakia, Poland, Hungary (1991), Bulgarid &omania (1993), Estonia,
Latvia, Lithuania, Slovenia (1995).

Single European Act: the document that substantially further develoges grevious
treaties of the EC. The document itself is onehefprimary legislative sources of the
EC. It was signed in 1986 and came into effect onifidune, 1987. The attributive
,single” refers to the fact that it regulates bdtie EC and the European political
cooperations since 1986.

Petersberg declaration: the joint declaration regarding the future of tiAéestern
European Union (1992). The WEU has to become thegean pillar of the NATO
and the defence dimension of the EU. Accordinchodeclaration, the units of WEU
member states can be deployed for humanitariampeaade keeping tasks.

Maastricht Treaty: the popular name of the treaty establishing theoan Union. It

was signed on"7February, 1992, in the town of Maastricht, in oeithern part of the
Netherlands. It came into effect following the fiatition in the member states, ofi 1
November, 1993.

Schengen Treaties: representatives of the Benelux states, France hedFederal
Republic of Germany agreed in the town of Schengerh,uxembourg togradually
eliminate controls at shared borderkater, all EC member states joined except for
Denmark, Ireland and Great Britain. The originahdlene was supposed to be the
beginning of 1990, but this was modified many tiraes it finally came into effect in
May, 1995. The Schengen Treaty is naturally accanepiaby the condition that the
signing countries (in a popular somewhat funny rdgéin: Schengenland) need to
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apply very strict control at the outer borders.n¢®i Hungary has such a border, the
consequences also affect us.)

Schengen Information System: SIS — computerisednformation systemwhich was
designed to support the action against cross-bordeme Without its effective
operation, the realization of the Schengen Treatmsd not have been possible.

2. A few more important milestones

1985:

1991:

1991:

1993:

1995:

1995:

1997:

2002:

2003:

2004:

Agreement on drawing up the Single Europeetn $chengen agreement on
the elimination of border controls among membetesta

the European Council reaches an agreemeheatraft Treaty on the
European Union in Maastricht, the Netherlands.

the EU signs accession agreements with Cskxmlakia, Poland and
Hungary.

as part of executing the Single EuropeanaAatified market, along with
the free flow of capital, workforce, goods and segs enters into force.
This is the realization of the so-call&ir fundamental freedomeut of
which the free flow of workforce has not been rzatdi yet.

the Brussels Commission accepts the direcfimethe acccession of
central- and eastern European countries and atlopi&/hite Paper
containing the preparation program.

the European Council accepts ,,Euro” as #maenof the new, single
currency.

decision is reached at the Luxembourg sunthat in addition to Cyprus
five eastern-European states (Hungary, the Czephlitie, Poland, Estonia
and Slovenia) are going to be invited to join astas negotiations.

the number of countries awaiting accessioreases to ten, the date marked
for signing the Accession Treaties SNay, 2004.

The Accession Treaty has been signed byriheeRMinister on behalf of
the government in Athens on"18pril.

Hungary joined the EU ofi' May.
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3. Brief summary of EU institutions

European Parliament: made up of representatives from EU member statess of a
legislative than an actual parliament. Its remitgradually expanding. Its members
have been directly elected by the citizens of mengiates since 1979. Plenary
sessions take place at Strasbourg but also hakregeetings at Brussels.

Assembly: the common representative body of the ECSC betw®&2 — 1962, also
for Euratom and EEC between 1958 — 1962. Since 19B6as been called European
Parliament.

European Council: the body of Prime Ministers from EU member statéh \at least
two annual meetings. The European Council doepassess formal legitimacy, it is
still the decisive body in the most important sgat issues regarding the integration.

European Commission: the most important organisation with actual ,exemut
power”. The wordCommissionmarks both the governing body with the current 20
members, as well as its enormous administrativié sta

The Council of Ministers. the most powerful law- and decision-making bodyhef
European Unionlts composition varies: general issues are dsalidy the so-called
General Affairs Counciwhich is composed of Foreign Ministers, while ipesial
issues (e.g.: agriculture, transportation) a Cdusiccompetent ministers decides. In
especially important issues the foreign ministersd ahe concerned competent
ministers all participate in the work of the Coun€This is called thdumbo Councjl

European Regional Development Fund: created in 1975, designed for the realization
of the EU’s regional policy.

European Bank for Reconstruction and Development (EBRD): was set up in 1990
with a callable capital of 10 billion ECUs, withreeadquarters in Londgmandated to
assist the transition to free markets of the fore@nmunist countries of central and
eastern Europe. The European Bank for Reconstrucia Development provides
credit to the private sector, outsources capitad asupports infrastructural
developments. It is a non-EU institution; the EW baly a 51% share.

European Social Fund: was set up in 1960 and it is the most important &dahe
EU’s social policy. The fund is designed for sugig vocational training, retraining
and to create workplaces. A portion of the fundised for reducing long-term and
youth unemployment. The sources of the fund weageifstantly increased after 1992
(Delors-Il. package), with an objective to promthe improved operation of labour
markets as well as assisting re-employment of tfeenployed. New objectives include
the strenghtening of equal opprtunities, assidtiregadaptation of workers affected by
industrial restructuring and supporting the develept of new production systems.
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Economic and Social Committee: the discussion forum for representatives of
employees and employers in the. g members are appointed for a four year tétsn.
main task is to provide institutional representatior economic and social groups

4. EU - lingo — encyclopedia of the most importadtterms

acquis communautaire: the entire body of laws, policies and practicesovhiave at
any given time evolved in the EU. As a broader tdraiso includes the whole order of
procedures practiced by the EU. New members staft@towing a transitional period -
have to take on and apply these measures.

four freedoms: provides the essence of the common market. Thesetlze free
movement of goods, persons, services and capitahgmrmember states. Since the
freedoms included in the Treaty of Rome were ndtiesed over the course thirty
years, the Commission developed a proposal toereainified, internal market. The
objectives regarding three freedoms were realizethb deadline set out earlier {31
December, 1992), but the free movement of pergmimsarily due to security reasons,
has not been achieved yet.

Treaty of Amsterdam (1999): The last modification of the Treaties signed dfi 2
October, 1997, that entered into force 6rMay, 1999.Its most important provisions:
transformation of joint foreign and security polisystem, as well as the home affairs
and justice cooperation, incorporating thequis of Schengen into the body of
community laws, elevating employment policy to ancounity level and making the
joint decision-making method comprehensive in gggdlative process.

commissioners. (commissionaire in frenchembers of the European Commission.
CAP: Common Agricultural Policy

Delors-plan: the three phase plan (1989) of establishing thefgan Monetary Union
(EMU). The first phase that liberalized the movemeh capital and defined closer
coordination in these areas for the future wasdhad on the %L July, 1990. The main
task of the second phase'(danuary, 1994. —"lJanuary, 1999.) was to establish the
Central European Bank. The third phase included gsi@blishment of the actual
economic and monetary Union, with a preconditioffistxdhe currency exchange rates
of member states.

derogation: exemption; a temporary or permanent exemption ffaifilling such
obligations that other member states approve.

EBRD: European Bank for Reconstruction and DevelopmEIRQ).

Single European Act: the document that substantially further develoges grevious
treaties of the EC. The document itself is onehefprimary legislative sources of the
EC. It was signed in 1986 and came into effect onifhdune, 1987. The attributive
,single” refers to the fact that it regulates bdbie EC and the European political
cooperations since 1986.
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European Monetary System (EMS): the monetary cooperation system of EU member
states. It was established in 1979. Its main olyjeds to minimize the fluctuation of
exchange rates. Its important components are tihepEan Currency Unit (ECU), the
Exchange Rate Mechanism (ERM) and the monetarysfsagporting its operation.

Social Charter: European Charter of Social Rights - the declaratibthe Council of
Europe accepted in 1989. Joining states acceptamgtee rights for workers, women,
the handicapped, the elderly and children. Théh&rtleveloped version of the Charter
is the Social Chapter, which was only signed bylulkein 1997 — thus it was finally
integrated into the acquis.

export subsidy: the export of agricultural products to countriegsade the Community
is promoted through export subsidies. It is aimeddmpensate differences between
higher domestic and lower foreign prices. Its ekiendetermined by the difference
between the two prices. The export subsidy comphesnthe income of farmers and
supports the decrease of the EU’s large quantiggatultural surplus.

White Paper: method adopted from the British law-making praeticddlocuments
containing comprehensive proposals for handlingpecific issue, which serves as
directive for future legislation.

sustainable development: the report entitled ,Our Common Future” — the Btand
report mentions the terrsustainable developmeniyvhich connects environmental
protection, social and economic problems. Accordmthe Brundtland report (named
after the Norwegian Prime Minister Gro Harlem Brtladd) ,sustainable development
is development that meets the needs of the presgut compromising the ability of
future generations to meet their own needs”.

federalism: the principle according to which the member statea confederation do
not give up all their jurisdiction. An advocate fefleralism is the Federal Republic of
Germany, which had a structure based on federalism.

Organisation for Economic Co-operation and Development: OECD

border control: in the framework of the common or internal mark®irder controls
ceased in the transport of goods within the Comtgubly ™ January, 1993. With the
development of the Schengen Information System ak valso applied to public
transport.

integration: the process during which national economies integralifferences
gradually vanish, economic (and later other) cotioes converge to characteristics
typical of domestic conditions.

INTERREG: one of the initiatives by the EU, which in partiauls the most important
from the aspect Hungary, fostering cross-bordeeriagional cooperation. Its primary
objective is to promote infrastructural developnserboperation among public service
companies and the cooperation of companies ini¢tee df environmental protection.
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harmonization of laws: the principle of harmonization

eastern expansion(s): the upcoming expansion of the European Union wéhtral -
and eastern — European countries also includingayl&@yprus and Turkey. It will
probably take place in several phases.

cohesion: the aim of the cohesion policy is to strenghtemecoaic and social cohesion
of the Community, in the interest of promoting arhanious development for the
whole of the Community and especially to reducdedéinces among the various
regions and underdeveloped areas. The Cohesionwasdreated for this purpose.

Cohesion Fund (1993): the fund established by the Treaty of Maastridistobjective

is to support developments in the fields of envinental protection and transeuropean
networks.Only the four poorest member stal€reece, Ireland, Portugal and Spain)
can receive supportfkesources for 2000 and 2006 period make up li8rbEuro.

Common Agricultural Policy: the subsidy system of agriculture was gradually
transferred to the authority and finance of the @amity by 1967. Its essence is
subsidized export and a community agricultural reaurotected by customs tariffs.
The system motivated farmers for overproductionsti went through several reforms
during the second half of the eighties. The CAPmeafis ongoing even in during the
2000 — 2006 fiscal period.

common market: the phase of integration when there are no olstngin the flow of
goods, services, workforce and capital among meistages.

Treaty of Maastricht: the popular name of the treaty establishing thepgean Union.

It was signed on"7 February, 1992, in the town of Maastricht, in ueithern part of
the Netherlands. It came into effect following tiaification in the member states, on
1°' November, 1993.

net contributor: the countries that contribute more to the commodgkt than what
they receive back. The biggest net contributorraslitionally Germany, followed by
Italy, Great Britain, the Netherlands and France.

NUTS: Nomeclature of Territorial Statistical Units. ThadJRS classification is the
following (the Hungarian equivalents have beenlisea yet):

NUTS 0 — member state, regardless of size (so Ggrmraad Luxembourg are both
NUTS 0)

NUTS | — province-, or region clusters, excludi@grmany, where this is province
level

NUTS Il — province level, or regions (in Hungarysthwvas about 7 planned statistical
regions in 1998)

NUTS Il — county
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NUTS IV — about district level (in Hungary this waSO0 statistical districts in 1998)

regional policy: one of the most important common policies of thewdtich is aimed
at reducing differences among regions. The Stratfwmnds are important tools of the
regional policy.

structural funds: important tools of the regional policy, since ragbpolicy is one of
the most important common policies of the EU, aimédeducing differences among
regions.

Antecedentjoint term used for th&uropean Regional Developmertnd in 1975 +
European Social Fundvocational training, retraining, supporting theeation of
workplaces), the orientation ,section” of th&uropean Agricultural Guidance and
Guarantee Fundmotivates the rationalization, modernisation atrdctural changes in
agriculture), theRegional Development Funthe Financial Instrument for Fisheries
Guidance. Jointly: Structural Funds.The Cohesion Fund is not included in this
classification.

subsidiarity: according to the principle of subsidiarity, decrsdave to be made at the
lowest possible level, where information is optinrasponsibilities associated with the
decision and consequences are the most transpmrdngéasier to enforce. Therefore,
only those authorities are transferred to the Conitputhat can be practiced more
efficiently at a community level than at the leeéimember states or regions.

co-financing: most community support forms require the additioome own
contribution on behalf of the supported organisatiastitution or member state. This
varies from ten to even ninety percent.

Werner report: the first plan of the European Economic and Finantinion. The
plan, which was accepted in 1970, which was to melythe convertability of EC
member state currencies, freedom of capital flow gradual ceasing of currency
instability. World economic developments in thesfihalf of the 1970s have made it
impossible to realize. It is still a very importagiement of developing the integration,
since the ,revised” version of this became the tation of the economic and
monetary Union.
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