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1. Introduction

At the beginning of the 1980-s, the substantialgetary deficit and the growing indebtedness
of the government in proportion to the GDP madealissustainability the most pressing
guestion of the economy of the country. It becanxteeenely important both for economists
and politicians to determine whether the fiscaliqyols sustainable or not. It is not without
any reason that a host of expert economists atangeeith this issue even in our days.

In my essay, | analyse this topic in detail anceed\the relevant factors by presenting
first the relevant ways of development and mairrattaristics of the Hungarian, the Austrian
and the Dutch economic system (economic status @igeSecond World War, changes and
roles of the three countries’ social partnershipday’s Netherland’s, Austria and Hungary
from the point of view of the sustainable balandaatget, focusing on the financial
circumstances of the state) and budget systemr Alfigt, | analyse the fiscal regulatory
practice applied in each country. Finally, | try poove that fiscal consolidation does not
necessarily mean the end of the welfare state.

When comparing the Hungarian, the Austrian and Gh#ch budget, the major
differences seen are not the ones naturally arisorg the differing forms of state (as these
may rather be perceived as interesting featureshhieuconsequences of the difference in the
degree of establishment and stability of democr&fycourse, the difference between the
different (the Hungarian republican, the Austriaddral and the Dutch (parliamentary)
constitutional monarchical) forms of state basicaltedestines the state system, but the
exercise of power by the Parliament is a commotufean all of them. The parliamentary
system and the responsibility of the head of gawemt result in similarities and parallel
features in the budgets of the compared countgesddl. It may be taken as a starting point
that institutions aimed at the efficient and coliitde management of public funds are of
constitutional significance in each of the threeldmt systems, while the extent of their
significance also reflects the concept on the oblde state.

As a result of the revolution of 1848, the budgétthe Hungarian Kingdom was
placed under parliamentary control ahead of thetrfusimperial (which it was necessarily
closely linked to) and the Dutch royal court budgeArticle 37. of Act No. Ill. of 1848
declared that the lower house of the Parliamentilgshieave the right to approve and review
the state budget. During the era of absolutism Athgtrian and the Hungarian budgets were
prepared jointly by the Austrian government. Follogvthe conciliation, Act No. XXVIII. of
1868 enabled again the preparation of an indepénbledget under the control of the



Hungarian Parliament already for the year 186%ds at this time that a customary system
of norms pertaining to budgeting began to evolvectvwas to be made effective by Act No.
XX. of 1897 (Foldes 2000:64).

The common development of the Austrian and the lduag budgeting was broken
by the change of the regime after the World War e budgetary development following the
political changes almost 50 years later was chariged already by building on a wider basis
of experience, as well as momentary political latdns in opportunities. A major
achievement of the dissimilar Austrian developmenthat from 1948 on the financial
relations of the state (the federal state andndevidual member states) were (and still are)
managed by a separate Financial ConstitutiBmanz-Verfassungsgesgtalongside the
Austrian Federal ConstitutioB(ndes-Verfassungsgegefkhe constitutional level regulation
of financial relations is nailed down in the conttenal acts on public finance, on the
municipalities etc., and thus, with a system ofnm®rallowing more frequent and easier
modifications, it constitutes a solid basis for flmancial system of the state. A particularity
of the system is that these regulations of the rigi@h Constitution are fixed at all times by
the regulations of the Financial Equalisation AeinGnzausgleichgesgtawhich is effective
for several years. In fact, the Financial Equalisafct is to be understood as a pact between
the federal state, the individual member stateg] #re associations of municipalities
(Bundesministerium fur Finanzé.

During the period that has passed since the demmwocthange, the Hungarian
economic and legal regulations have more or lesterop for the lag accumulated in the state
party system. Therefore, the development of thegdtian and Austrian budgeting, which
have common roots, may be similar again in theréutwhat is more, in view of the political
events of these days, the Hungarian regulatorgsystay even surpass the Austrian one.

However, the development of the Dutch budgetimgaacompletely different course.
It has no common roots either with the Austriawgh the Hungarian system. But while the
Hungarian and the Austrian systems ran on parakelrses at the beginning of their
development, the Dutch and the Austrian systemw smilarities in the later phases of their
development (apart from fundamental differenceg)wNeach of these three EU Member
States prepare their budgets subject to EU regukatiand based on their respective
experience gathered in the course of their previlayelopment. Despite similar opportunities
for development in Austria and the Netherlands, Alustrian budget system shows much
more similarities with the Hungarian than with etch system, which may be explained by

its geographical location, its heritage and metytalr its earlier concept of state.



In the Netherlands the expression “budget” laloeilee budget of the Royal Family for
a long time, which was not accessible to the aweigtch citizen. The change occurred in
the year 1849, but for a completely different reatdwan in the history of Hungary. It was in
this year that King William Il. died bestowing abstiantial amount of debt behind, which
exceeded the assets of the Royal Family (Dutch Régase). The Royal Family was in need
of internal and external support, which obviousdgulted in the loss of their privileges and
the surrendering of every controlling role. In esse from this time on the monarch resorted
to the support of the state. Although the privatalkh of the Royal Family has increased in
the meantime, they still receive regular allowarsze that they can comply with their
obligations arising from their royal duties, baseda separate act. By now the role of the
Queen in the fiscal policy and in the proceduréhefadoption of the budget has been limited
to her speech delivered on the so-callBdrisjesdag, i.e. the & Tuesday of September in
each year, in which she outlines the budget for ribgt year, as well as the budgetary
memorandum containing the guidelines of the govemtnon the budget of the subsequent
year (Dutch Ministry of Finance 1). EU membershipught for the Netherlands, among
others, a long-term and pre-planning approach tigéting and a fiscal policy complying
with EU requirements.

The direct consequence of the parliamentary syateeach of the three countries is
that the budget must be adopted by the ParlianBemtwhile this is obvious in the case of the
Hungarian unicameral Parliament, in Austria onky National CouncilNationalrad has this

right, and in the Netherlands the budget must lbed/tor by both houses to take effect.
2. The fiscal rules

Economic literature has two main arguments to supih@ necessity of fiscal restrictions.
One of them is to insure fiscal sustainability, tb#her one is to optimally equilibrate
monetary and fiscal policy (Fatds — Mihov 2003) niduical fiscal rules determinated by law,
rules of procedures referring fiscal decision-mgkamd general budgetary principles can be
distinguished. Fiscal rules of the first group ¢ake different forms, such as restrictions of
deficit-financing, determination of upper expensritl numerical aims in reference to the
balance, rules of borrowing and restraints in catioe with the rate of debts. In the second
group, rules of procedures are in connection with instruments and enforcement of fiscal

policy each. As to the third group, it contains g principles.



In the economy-specialized literature some standbupules of procedure and some
for fiscal rules. According to practical experieaceimple numerical rules are mainly
preferred, maybe due to the fact that neither ip@its, nor the society are convinced that
procedural reforms can create the same degreesoipline as simple numerical targets.
Setting numerical targets is thought to be moredible than a simple government
announcement about its commitment to reduce ddfniizen 2004). Others emphasize the
significance of the institutions instead of theesubf procedure or the numerical and fiscal
politics rules (Schick 2004). The main point of itheeasoning is that fiscal problems are
rooted in the deficiencies of the institutions. &etl theories are based on the point that fiscal
rules can only partially solve fiscal problems,figsal institutions have a stronger effect on
budget expenditures. These findings inspired iatiional organizations and national
governments to seek solutions to the problem ehgthening the budgetary discipline and

attaining fiscal sustainability.
3. The effect of the fiscal consolidation on the welfa state

The roots of the institution of welfare state, whiedefined civil rights and completed them
with the rights to welfare services, date backhe end of 18 century. Welfare states in
Western Europe created social peace and reachaticsigt results in the field of health-care,
education and employment. They managed to repredeuinition and several diseases,
literacy became general, and life expectancy irsgeéa Welfare states basically tried to
decrease social inequality with high taxation amel ftedistribution of incomes. The level of
public expenditure increased parallel to the insirganumber of laws and economic rules. It
cannot be denied, however, that the welfare stiste @ut burdens on the citizens, such as
high taxes.

So, welfare states after the World War Il. wereutjit to be responsible for the
citizens’ well-being. This idea led to an increasedount of responsibility, functions and
tasks on the part of the public sector until thgitweing of 70’s. From the beginning of 70’s
(not only due to decreasing financial sources lad due to the appearance of the welfare
state’s significant disadvantages) the disputesutaltbe government’s basic tasks and
liabilities urged changes in the field of publicck®’s tasks. On the other hand, the
expectation of the citizens and the whole societyehnot decreased at the same rate.
Consequently, the aim of the government is not donlycomplete more tasks with less

expenditure, but solutions have to be found to detagghe public tasks on a higher level with



less expenditure. We cannot speak therefore o€iiises of the welfare state in general, just
only of new problems, which draw attention to thecessity of reforms of welfare
expenditures. The changes of the past decadesifield of the economy and the society
require the reconsideration and reform of sevdehents of the welfare institutions, but it
does not mean that welfare institutions are infiexior are not viable. Welfare states in the
21% century are characterised by restructuring. Theigj among other things, to stop the rise
of the rate of public expenditures compared toGBd#> or perhaps to cut them.

In the transitional countries of Central Europe finst generation tasks (stabilisation,
liberalisation, institutional reform, privatisatiprnvere necessary conditions for the market
economy to come into existence. In these counthissperiod ended by the middle of the
90’s. By now, in the second generation period, tfust important question is how the state
can speed up welfare and administration reforres hiow the state can redefine its own role
in the economy. However, social consensus and @ufable public opinion are required for
performing these tasks of transformation, becautsseis might easily dismiss or obstruct
reforms. The fundamental purpose of this secontbgdboth for developing and developed
countries) was to bring a sustainable welfare sysi@ fruition (Csaba 2006:114-122 and
189-197). The necessary arrangements in this casmare difficult to execute than in the
case of SLIP tasks, as political mechanisms hadbetoput in practice in order to start
decisions. Additionally, the questions are divéesifand are dependent upon cultural values,
and there is no uniform cure. Reforms may changesthtus quo in fields where relations
have been consolidated for decades, so the ggmdrtit may question the inevitability of the
modifications, the necessity of which seems evidenéxperts.

The second generation tasks include the reformublic finances primarily, i.e. to
make public finances sustainable. For the time dosimme elementary conditions of fiscal
sustainability are not being observed in countities joined the EU in 2004 (the Ten), where
mass parties and coalitions have a temptation éadspnore and the discretionary fashion is
on the increase. For that very reason, the econmtef the state needs to be constrained in
the constitution to restrain the discretionary spending and over-taxation.

The reform of public finances is, however, hardniplement without a reform of the

public administration. It would be difficult to fiha general cookbook to use everywhere,



because the potential solutions are determinedftgreht historical and cultural factors. The
size of public sector in the Ten is very far frdme bptimun).

The following component of reforms to be implemenitethe restructuring of welfare
services. This element of the reforms is the saatk for the old and the new EU Member
States, because they are in the same situationresgect to falling birth rates, low labour
market activity and the increasing number of sewitzens. Moreover, second generation
tasks include the development of rural areas, tiamcement of social cohesion as well, as
without shared values the institutions of democi@ay hardly function effectively.

Second generation reforms have been launchedhbytace of their implementation
was set back in the period between 1997 and 20G8! iemerging European econonfies
Pension reforms were slowed down, or occasionalhensed. The privatisation of utility and
other network industries were started but not ffiats anywhere. But the completion of these
tasks is indispensable to achieve higher econonomwty and to establish fiscal sustainability
(Csaba 2006:189-197).

An important element of the reforms in Hungary whas renewing of the pension
scheme in 1997, which allowed the establishmenhefprivate retirement insurance pillar.
Obviously, the reform has not yet led to the sigaiit improvement of the budget balance,
because significant extra resources (2% of GDR\ fitee general budget are needed over the
paid up pension contribution to cover the pensiqreaditure. Another area of reforms is the
reorganisation of the government’s activities, vheould decrease the expenditure of the
government. To this end, the numbers in the pudictor were reduced from 2004 on,
however, the institution system has not been tiggde so as a result the extent of public
expenditure has not changed considerably. But aniemg®® generation tasks it is just the
public administration reform that could yield theegtest amount of savings corresponding to
2-3% of the GDP. In 2006 the government set itdedfgoal of restructuring the health-care
fund, and the implementation of the reform couldwala deficit decrease of 1,5%. Another
objective of the present government is the reatrugj of the education system. The abolition
of the free higher education system is estimatetesaolt in a gradual improvement of the
public finance balance by nearly 1%. The aforenoertil reforms could collectively lead to a

5-7% improvement in the budgetary balance {Er2006).

! The reform of the territorial administration o\asb only in part with the government reform. Thedamental
aim of this reform is to provide equal opporturstier people living at long distances from the taities and
major centres.

2 Except Slovakia and Estonia.



Public social expenditure/GDP ratios are often usedhe international comparison
of welfare states. However, the comparison of btatgeallocations with a social purpose
does not provide a full picture of social effotgcause this information does not capture
private social arrangement to which the populasohscribes on a compulsory or voluntary
basis. We should emphasize that public and prigat@al expenditure may widely vary.
Between 1960 and 1980, public social expenditungblbal in nearly all OECD countries,
since then, however, the level of public socialengiture has been fluctuating in line with
the economic cycles. Private social spending trearésdifferent, as private spending has
increased since 1980 in nearly every OECD country.

In most European countries there were slight irsgeaexcept in the Netherlands and
the United States. In most countries, the shangubfic social expenditure in the total social
expenditure is around 90%, while this proportioraisund 80% in the Netherlands and the
United Kingdom. The gross public social expenditundicator reveals that the public social
expenditure in the Northern countries (30%) ané&umope in general (28%) is much higher
than in non-European OECD countries (18%) (Aderhadaigue 2005 and OECD 2007).

Public social expenditure increased from 16% to 2déthveen in 1980 and 2003 in
OECD countries, but the rate of growth is differenéach country. In the Netherlands, where
fiscal consolidation has been successfully accahetl, public social expenditure decreased
only by several percentages in the period of 192004. Now its rate is around 20% of the
GDP, but, at the same time, the rate of compulaadyvoluntary private expenditure has also

been steadily growing.

4. Thesis

The European Union tries to generate the balandridfet by using fiscal rules, which has

become a key political mean of observing and eirigrthe financial discipline.

Thesis (1)fiscal rules are needed but not sufficient foregating balanced and maintainable

state budget, as democracy has a tendency to ddistvidution.

| unequivocally disprove the “expectations of aaule” related to using merely fiscal rules.
By the help of these rules balanced and maintagnatate budget is attainable, but in this

relation they can only be regarded as the basidittons of reaching a higher aim. Thus | do



not agree with the opinions accentuating the agptio of fiscal rules alone can be the

solution for everything.

Thesis (2)the European Union did not provide the observimg) @nforcing of its fiscal rules,
so we can speak about the crisis of enforcemeatdeyy the period between 2001 and 2007.
But, according to the experiences, those who btiokeules had to sacrifice their growth.

Thesis (3):in the transition countries the transformationesipe reasons and overtaking

cannot be the explanation for the higher deficit bavel of debt.

My previous statement also suggests that refetongansformation-specific reasons is only
an attempt of an unsuccessful economic policy nd f scapegoat. Alluding to a general
reason which is easily comprehensible for the wgteups of society is simpler than facing
the mistakes and find the real reasons of the pral

After comparing the three small countries in thespnt dissertation we can make the
conspicuous conclusion that a consensus basedctal sonversation is requisite. In my point
of view it is harder getting the reforms througltisty than introducing fiscal rules. That is
why | think that separate application of fiscalesilcan be effective only in dictatorial

countries, but it is not enough in democracies.

Thesis (4):enforcing the economic laws has political and walt conditions (keeping the
rules, confidence), that cannot be derived fromneouc theories, but the latter is a

precondition.

The key of success is in the ability of changirgg proper evaluation and adaptation of the

local circumstances, such as in the suitable cuzadimn of the fiscal rules.

Thesis (5):introducing fiscal rules does not interfere witke tinterests and purpose of a
traditional welfare state. Financial consolidatdwes not make an end to the welfare state, it

merely converts that.



Actually my statement is a reply for those who $seal consolidation as restraint and
restrictive measures for society. Proper applicatd fiscal rules can be a complementary

idea, a guarantee for the welfare state, it cathiea different quality.

Thesis (6):the conditions of the balanced and maintainaldée dbudget can be generated
between democratic bounds, but they do not conzelhiaing by themselves, because neither

globalization nor the EU of its own is enough fiist

From the studied connections clearly follows — whizan solve the puzzle made at the
beginning of the present dissertation — that tis#itutions, the internal power relations, the
political set-up, such as the culture of financs#bility form the financial performance
together. This is the reason of the so differeatlts of the restrictive strength of the global
monetary market and the European Union’s commogulaged fiscal policy in the three
examined, equally little and open countries, in egrariods. In my opinion that is why no
deterministic, model-like examination can give iga answers. Financial result is formed by
internal and external effects intensifying (in tRetherlands) or deteriorating (in Hungary)
each other. We can lay down again that fiscal poig a necessary but not sufficient
condition of effectuating the balanced, maintaieadihte budget.

Continuing my inquiries we could find out how thecial and political conditions of
financial consolidation can be created, how denwcan operate more efficiently, such as

what the European Union needs to be able to malaih rules executed and kept.
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