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The Theoretical Debate.

An influential view in contemporary academic wrgirs that the radical transformation of the
economic systems of ECE, and the ensuing integrafithose countries into the market based system
of the European Union, provide evidence in suppbtheories of globalisation that stress how
modernising countries have to conform to the tresfdbe global economy. Moreover, the experience
of ECE is taken to show that the modern statelatively weak in the face of the tendencies towards
globalisation in the modern world economic systémvide-ranging debate has emerged around this
general question, within which at least three d#ffé arguments may be identified.

i) In one version of the globalisation thesis, itiigueed that the modern state has lost its
capacity to manage the economy in what has becarmeeeasingly ‘borderless world’
(Ohmae 1990).

i) By comparison with this view, the idea of the ‘cagtifion state’ accords a more active
role to national governments, but still one thassi¢in a subordinate role, as the agent of
globalising forces. In this view, although govermtseare very active, in terms of
executive decision making and perhaps also neguwtiaf policy outcomes with other
actors, this only provides the means by which dlfdraes have their effect at the
national or local level. The state, it is arguezhiaves success by becoming the
‘competition state’, competing for investmentshe global market and adopting neo-
liberal economic policies in order to make its aa#il economy competitive (Stopford
and Strange 1992; Cerny 1993).

iii) In contrast to both of these two views howevehialtview argues that governments
actually still exercise more freedom of actionhayse institutions and make policy than is
allowed for by the ‘competition state’ approachthea the state should be seen as a
‘developmental state’. In this view national govaants do not simply take their cue
from international organisations or accept neoribarguments; instead they play a
central role in making domestic policy, sometimesvays which depart from the

prescriptions of neo-liberal principles (Wade 1980ans 1995).

On the whole, the ‘developmental state’ approachritd been supported by many researchers working
post-communist transformations in Eastern Euromavéver, a recent article by Hanley, King and

Toth (2002), focusing on privatisation in Hungasynotable for the way it draws on and adapts the
‘developmental state’ approach of, for examplegPEw/ans. They argue on the basis of their case
study that governments play a significant roledoremic policy making in the context of a contest

with international agencies and organisations. Wituch competition national governments



sometimes ‘concede’ to international interestsatuither times they support the development of
domestic companies and create the conditions foredtic capital accumulation. Hanley et al. argue
that Hungarian governments after 1989 were payrtsaltcessful in promoting the ‘domestic
accumulation of capital by subsidising the salstafe enterprises to private parties’ (2002: 145).
However, this brought them into conflict with int@tional agencies who demanded the opening up of
Hungarian companies to foreign investment. Theauwas the making of a new capitalist economy
based on a mix including enterprises sold to farényestors and Hungarian domestically owned
businesses. In some cases the Hungarian govertaénd back down in the face of international
pressure but government officials did not playrble of ‘suitors’ to foreign capital. In other caséhe
privatisation process itself has provided stateraavith new means of shaping economic
developments’ (2002: 162).

Hanley et al. identify three stages to the Hungepiavatisation process.

1990-1992. In this early period, just after the ehthe communist regime, there was a need for
revenue to alleviate the very high internationdeibtedness the new Hungarian state had inherited.
However, at this stage there was relatively lititienestic investment capital available. In these
circumstances therefore, the priority for the goveent was to sell state enterprises to foreign talye
thus contributing to Hungary’s position as the lagccountry in attracting foreign direct investment
(FDI) in the early years of the transformation BGE

1993-1994. Following the initial wave of sales ¢odign companies there was mounting criticism in
Hungary, not least from supporters of the goverrimdro drew their electoral support from
conservative and nationalist voters, especiallynftbe provinces. In this context government policy
swung away from favouring international investand éowards the subsidised sale of enterprises to
domestic interests.

1995-1997. The swing towards policies favouring dsetit investors produced an inevitable backlash
from international agencies and foreign investi@ading to a suspension of aid from international
agencies and a lowering of Hungary’s internatianadit rating. This coincided with the 1994 general
election which brought a coalition of the Socialsirty and the Free Democrats to power, both gartie
favouring a more liberal economic policy than thegming government. This led to a return to poficie

favouring international investors.

The outcome of these policy swings was that, duttiegcrucial period of the economic transformation
in Hungary, a new capitalist economy was built aniathat included both enterprises sold to foreign
investors and native Hungarian owned businessass, Tinterms of the debate about the role of the
state in relation to globalising processes, theddwian state could be seen as playing a more cample
role than one described simply as a weak state arcmmpetition state. For Hanley and colleagues it
was closer to the model of the developmental stdtéle the Hungarian state had had to back down to
international pressure, government officials did generally play the role of ‘suitor’ to foreignpital.

The ‘privatisation process also provided stateraototh the means of shaping economic
developments’ (p.162).



A major significance of the approach of Hanleyletsathat it challenges us to explore in greattad
the role of national governments in economic chahgthis sense it has much in common with
approaches that attempt to understand policy makiteyrms of ‘state effectiveness’. In this vieve th
state is seen as a dynamic actor and the keyaeligtibetween the state and other influences, asich
globalising influences or domestic institutionajdeies from the past. Dynamism stems from
leadership choices within the state in plottingparse between global and local influences. A good
example of this approach, specifically in relatiorielecom development in Hungary, is offered by
Ngrgaard and Maller (2002). They argue that telederelopment should be seen as an important
success story in post-communist economic transfeoma moving from a situation where the
telecom infrastructure was quite inadequate aetiteof the 1980s to a situation where it is nowe‘on
of the most advanced in the region’. In order tplaix this development they argue, the main quastio
is whether Hungary’s new telecom institutional stame answered ‘a universal standard of telecom
institutions that provide superior outcomes in aagtext (the globalist-institutionalist argumerdy’
whether it had more to do with the developmenimsdtitutions designed in such a way that they “fit”
into the local context (the localist-institutiorslargument)’. On the basis of their analysis thaygest
that both arguments are relevant for explainingdduy’'s development but that legacies and leadership

choices must also be recognised as important infe®

These approaches offer important insights in thsteiad of referring to abstract trends or evolatign
processes, or the impersonal influence of globiEdisan international organisations, they introduce
the idea that policy change was carried out thraegdtions between actors (albeit collective agtors
a situation of contest in which neither side iscessful if achieving all their aims. However, these
views are still pitched at a high level of abstiatin terms of relations between only two key
collective actors — the state and internationahags. While these approaches generate some
important insights respectively into the procesdgwivatisation and modernisation in Hungarysit i
argued in this paper that they are still too alest@mad miss important aspects of the way transfooma
took place and in the way policy was made. In otdeake this further we need first to deconsttbet
state and international agencies into differentriponent’ policy actors that make up these largecdl
of interests, and also to understand them ahéir tinter-relations with a wider range of sociatia
local business actors. Transformation has not mmglved the changing relations of national states
international environments and institutions, bitas also involved the changing relations between

state and society at the national level.

Secondly, we need to take account of the changintegt within which the wide range of potential

policy actors operate and compete as the procedsansformation unfolds. As the processes of
privatisation, liberalisation and new institutionilding gathered pace they changed the institutiona
environment within which politics was conductede$h processes also enabled the entry of new actors
into the arena, just as it undermined the effeatss of others. In particular, as will be arguelde

privatisation and foreign direct investment, bodly laspects of the transformation process, brought



foreign and international policy actors into théimaal political arena. After the first stages of

transformation, their interests were pursued witidational politics alongside those of domestic exto

In this paper these themes will be explored by $oayon one area of economic policy making within
Hungary’s broader post-communist economic transéion: the case of telecom reform, and within
that on policy regarding landline services. Thigyides an interesting case because of the impatanc
of telecom reform for international market competitess and the active role of multi-national
companies and international agencies in promotéwg ideas in this area. As will be noted below,
policy making in this area was characterised bigaificant amount of pressure politics from diffate
interests within Hungarian government, the busimessmunity and wider social interests. Significant
policy actors included different international firtdal organisations, international companies, i
government ministries, different EU institutionisettransformed former state institutions in the
industry, Hungarian small business investors, itrtaisnanagers, professionals whether as individual
experts, advisors or in consultancy companiestipaliparties and factions within them, successive

government politicians, civil servants and locaygmment authorities.

In the following sections of this paper, after &baccount of the politics of post-communist
privatisation in the Hungarian telecoms landlinetse we will attempt to trace the development of
telecom reform in Hungary over time as mediatedugh the relations of many of the above-listed
actors. In each case there were contests betwHeredt policy actors for influence over the reform
process and its outcomes, and these different stsnpeoduced different outcomes that provided the
context for the next set of contests. Also of gaittir relevance for the story of Hungarian telecom
reform was the changing context created by Hungatgtision to apply for EU membership. This
shifted the terms of the contests from simply ecoiedransformation to create a new telecoms sector
compatible with a market economy, to a concerrottfarm with a complex set of requirement
regarding regulation and competition policy thateverought into consideration by the accession

process.

2. Palicy Changein the Hungarian telecom sector, 1989-2001.

As in many countries until the 1980s, the telecepttor in Hungary was administered along with
broadcasting and postal services under a singlergoent ministry. In Hungary's case however, the
first administrative change came in 198fen the three different functions were distriloute three
separate service providers: the Hungarian Telecompgany (Matév), the Hungarian Broadcasting
Company, and The Hungarian Postal Service. Aftel®00 election, responsibility for telecoms was
transferred to the Ministry for Transport, Telecoumtations and Water Management (MTTWM).
The corporatisation of Matav was completed undeffitlst post-communist government led by Jézsef
Antall’'s Hungarian Democratic Forum in July 199 heTcompany became a joint-stock company, at
this stage still wholly owned by the state. Howewsrnew organisational form now made it available
for privatisation as Hungary’s first post-commurgsivernment began to consider which companies to

transfer into private hands.



It quickly became clear that there was a wide degfeconsensus that telecoms should be a priority
area for privatisation and that this would reqairgegree of foreign investment. Telecoms had been
starved of investment under the old regime’s piydor heavy industry. The requirements of the
development of commerce and a market economy, bhasvithe development of an effective state
infrastructure, now meant that the modernisatiotetgfcom was a priority. Furthermore, it was a@ect
that was easy to sell for good money with an oliligaon the new owners to invest more in order to
carry out really expensive technological developtaenhe scale of such investment would have been
beyond the scope of domestic investors and thergmant’s budget. Domestic investment resources
had shrunk as a result of the post-transition m@oasand Hungary had high levels of foreign
indebtedness and had to pay rather heavy debtssrvihe groundwork for a partial privatization of
Matav was laid by embarking on a programme of ndtw@velopment, for which funding was raised
in the form of the issue of commercial bonds, asd through development loans, especially from the
World Bank and the EBRD. As a result, by 1993 dwaf a million new telephone lines had been
installed. At this stage Matav also set up someislidries and joint ventures to carry out such
activities as further network construction, intaio@al links, and in summer 1991, with the foundofg
Westel, a joint venture with US West, it establistiee first (analogue) mobile telephone service in
ECE. Meanwhile, further legislation had paved tlayior the partial privatisation of telecoms in
1993. In 1991, a new Act on Concessions set thad tegms by which operating rights could be
granted to non-state companies. This was followed policy document setting out the government's

strategy on granting concessions for the provisiotelecom landline services.

The initial privatisation of telecoms was introdddesy the Telecommunications Act, which was passed
in November 1992, and became law in July 1993. Biele invited for a minority stake in Matav and
14 different companies applied. Four of these wieea short-listed for a second round. The outcome
was that a German-US consortium, MagyarCom (mads @rutsche Telekom and Ameritech)
acquired a 30.1 per cent share, along with operaltiand financial control of Matav, for the sum of
USD 875 million. In the same year licences weretge to private companies for the newly expanding
mobile phone sector to Westel 900 (43% owned byéMand 49% by US West) and to Pannon,
owned by a number of Scandinavian and Hungariarpenies. By the end of 1996 Hungary was fully

covered. In 1999 a third provider, Primatel, waanged the right to provide digital mobile services.

According to the new law, Matav retained its mongmyer the national network for long-distance
and the international landline markets. There wsisang incentive for the government in this siitce
would enhance eventual privatization prospectstaaceby the likely revenue to the government from
privatization. However, (uniquely in the region) téa's monopoly in the provision of local services
was removed. Local concessions were put out teeteihd majority (50%-+1) in a local authority so
decided, and/latav was allowed to bid on equal terms with comtpet Hungary was divided 54
‘primary’ districts as regards the concessionsofaerating telecom. Districts where no rival appima

was received remained in the hands of Matav. Bieleweceived for 23 of the eligible districts, 8 of



which were awarded to Matav and 15 to independg@ataiors, predominantly US and French-led
consortia, some to local government companies finraber of cases with a foreign partner). In the
end Matav gained control over 39 local networksesenting an estimated 80% of Hungary's local
telephone market (Canning, 1996). Usually, accgrtiinone respondent, a representative of the
alternative providers, these were in the most fable areas.The concessions were granted to the

successful companies for 25 years, the first 8li€lwentailed exclusive rights.

Under the new law different general functions wgiken to two different bodies, each of
which was responsible in turn to the Ministry whitdelf had overall regulatory responsibility for
formulating and implementing policy and regulatprices.

a) the Communications Supervisory Authority (Hi¥s a regulatory body responsible for issuing
licences for the provision of telecommunications/ges; and

b) the Telecommunications Conciliation Forum (THBY the function of protecting consumer
interests and liaising between national and looakgnment bodies, industry representatives and
consumers, and arbitrating in case of disputesdsivthem.

After the 1994 elections a Socialist-Free Democoatition government came to power,
bringing new approaches to privatisation policyd #ns resulted in further debates about the
privatisation of telecoms. The main argument comedrthe question of whether MagyarCom should
be encouraged to increase its share in Matav, etheh there should be a public offer of shares or a
stock market flotation to allow smaller (and perh#gral) investors a share. Opinions were divided
both within the government and outside. Within fingt option, there were also differences between
MagyarCom and some in government about the termshich MagyarCom might take on a majority
shareholding in Matav. In the end, reflecting migyoopinion within the new government in favour of
sales to large foreign investors, it was decidealltov MagyarCom to buy a further 37 percent of
Matav shares. With the detailed running of telecomms lying outside the state sector the government
then moved to improve the advice available to itedlacoms and to strengthen the regulatory body. In
1996 theNational Council for Communications and Informat{biHIT) was set up as an advisory
body to the Government, and in 1997 a governmetregeextended the scope and independence of the
HIF. Also in 1997, the story of the privatisatiohMatav was brought to a close with the sale of the
state’s remaining shares to private investors erstbck exchange. Finally, in 2000, Deutche Telecom
bought Ameritech's (now SBC Communications) 50 @etrtiolding in MagyarCom to become its sole
owner. The government continued to hold a ‘goldeara’ which enabled it to intervene where
necessary for national economic, political and ggcteasons. The ‘golden share’ also gave the
government the right of approval if the Matav boaste to decide to sell or transfer more than 1% o
its stake’

! Interview with a representative of an alternaivevider company, Budapest, 2005.
2 Since this was against EU regulations, Hungaryg (ae other new member states) were later
compelled to abolish their golden share arrangesnent



Meanwhile, although the privatisation of Matav veasnplete by the end of the 1990s, and it might be
assumed that issues of the capitalist transformaticghe Hungarian telecoms sector had all been
resolved, new issues arose in the late 1990s aningethe extent to which the privately owned
telecom sector had been fully liberalised. The nfiaitor that brought this question onto the policy
agenda was the EU’s telecom directive of 1998 whalled for the breaking up or limitation of
national telecom monopolies within EU member states the encouragement of competition between
providers. (At that time Hungary was expected topdd similar legislation, but it was not necesgary
introduce all provisions well before joining the BWs a candidate country for EU membership,
Hungary was advised to adopt the EU directive alsqiats preparations for membership and the

European Commission allocated some funding and éegeertise to assist the ministry.

Under the Fidesz-led government that was electd®®8, a working group was set up within the
MTTWM. Much debate followed and numerous draftaafew act were produced before a new
Unified Telecommunications Act was passed by Pasiat in 2001. The Act replaced previous
legislation on broadcasting and telecommunicatiurher increasing the independence of HIF as a
regulatory body and created the framework for iheralisation of the telecom market. As part oéthi
new framework, local area monopolies were brouglatrt end ahead of the previously agreed
schedule, newcomers were allowed to compete withoh area and the main service provider in each
area was obliged to give newcomers access to lgghtene network. In compensation for
this,incumbent providers were allowed to chargefertion fees’ for making network space available.
In the course of the debates and preparatory wotk® new act three institutional changes tookeplac
concerning the place of telecoms within the stngctif the government. In particular, in July 2000,
responsibility for telecommunications was transdrirom the MTTWM to the Prime Minister’s

Office.

The 2001 Act was not the end of the story. After 2002 elections a new Socialist-Free Democrat
government set up a separate Ministry of Teleconications and, in response to a new EU directive,
decided further legislation was necessary. The aitise new act, which was passed in 2003, were to
further harmonise Hungarian regulations with newrggulations, to further promote competition, to
maintain the growth of internet usage, to improseviges, to create free choice of provider, number
mobility (portability?), to gradually decrease thwst of internet services, and in the long term to

reduce telecom prices as well. The act also cremtezlv regulatory body, the NHH to replace HIF.

Thus, during a the period between 1990 and 2003)atyrtransformed its telecom sector from one
regulated, administered and owned by the states&ztor in private ownership that encompasses the
institutions necessary for a liberalised market atebal framework compatible with EU standards. At
the same time however, it still bears the markhefinitial strategy of market transformation tiats
adopted in the early 1990s, which involved postpgtiull liberalisation until after privatisation tifie

main incumbent service provider and the awardingesferous concession conditions that maintained a

heavily monopolised market. As will be shown belthrese initial conditions provided the context in



which further policy changes pursued by the goveminmet challenges from powerful interests in the

sector that the initial reform strategy had donelmto create.

3. Competing interestsin the making of Hungarian telecom policy.

The outline above seems to tell the story of a smowremental process. However, in fact it was
characterised by a number of controversies andréifices of interest. These arose over a range of
issues including the design of regulatory institng for the telecom sector, the development of the
mobile telephone sector, as well as more techigsaks. Competing interests were at work and
pressure was exerted from various directions imthking of each of the main pieces of legislation
affecting the telecom sector, in the 1992, 200120@8 acts. However, in this section discussioh wil
be confined to some examples concerning issueswatisation and liberalisation, especially relgtin

to issues of privatisation in the 1990s and issididiberalisation in the preparation of the 2001t.Ac

3.1 The 1992 Telecommunications Act.

The final version of this act was the outcome obmpromise on the key question of Matav's
monopoly as the national services provider. Eardftd, reflecting the influence of the Matav lobhyg,
well as significant interchange of staff betweentétaand the ministry, envisaged very little market
competition within Hungarian telecoms and granteatds a monopoly as the service provider.
(Competition, it was assumed, would occur onlyubhsidiary value-added services.) However a debate
then arose and continued for several months asrengis for greater liberalisation and competition
between different providers of telecoms servicesevpeirsued. Among those lobbying for greater
competition were various neo-liberal economic citasits and advisors, some representing
international organisations including the World Baand opposition politicians in the Free Democgrats
as well as some Socialist party membes. far as national and international telecom sEwiwere
concerned, these arguments were unsuccessful,rateaeffective lobby emerged for the provision of
competition for local services. This could be saprearly sign of the swing against a focus on dales
international investors that got under way morersity in 1993 as the government came under the
influence of nationalist and populist views froneithown main constituency in the countryside.
According to Proéssdorf (1997), the emphasis inattgeiments for granting concessions to smaller
companies and local authorities probably had tevidlo pressures from interest groups formed by
companies and inhabitants of rural areas wheredsiemunication infrastructures were extremely
underdeveloped. However, another influence cama frsiders in the telecom industry who had
begun to go for training in the USA in the late @88some of whom had been influenced by the idea

of the ‘baby bell’ companies.

In the larger scheme of things the decision tovaltacal concessions did not lead to the emergefice o

any significant rivals to Matav, but for an undarsting of the politics of telecom reform, the demis

® Interview with a leading businessman and consyl&udapest, 6 June, 2006.
* Interview with academic expert on telecom poliog dormer Matav employee, Budapest, April,
2005.



to allow any competition was important. Privatisatand the attraction of investment income from
abroad were higher priorities for the first postreounist government than the creation of conditions
for competition within particular sectors of theoaomy. While liberalisation was recognised as an
important aspect of economic transformation, ala@egprivatisation and the withdrawal of the state
from direct management of the economy, the mainh&sig was on achieving the framework to
promote competition within the economy as a whateer than necessarily within particular sectors
(Cox & Mason 1998). (Within the telecoms sector itiebile companies presented the real competition
to landline providers, most notably to Matav.) lRerimore, at this stage, although eventual
membership of the European Union was already udidetssion, the conditions for meeting EU
criteria for membership were not as clearly defjradas high on the policy agenda as they were to
become later in the 1990s. In the telecom sectomnthin European influence came from Germany
which was the primary investor in Hungary, reinfdy Hungary's traditional economic and political
German orientation) and this was exemplified by Seloe Telekom taking a half share of
MagyarCom’s stake in Matav. However, the privatmagnd liberalisation of the German telecom
sector were scarcely more advanced than the situastiHungary in the 1990s: Telekom, later to be
renamed Deutsche Telekom, was created as a sepanapany in 1989-1990 and the majority of its
shares were only sold off between 1996 and 200semi-independent regulatory authority for
telecoms was only created in 1998 (Thatcher 200476 this context therefore, the decision to
encourage competition for local concessions, glbaibmpetition to then operate local monopolies,
was a significant departure from the norms of imet and it was a development that was unique in
East Central Europe. Most significantly for thewargent of this paper, it was not a development that

could be predicted from the perspectives of thekvetate or the competition state.

3.2The further privatisation of Matav in 1995.

As noted above, a decision was taken in late 193 new Socialist-Free Democrat government to
reduce the stake held by the state in Matav to 28040te. However, a number of issues relating more
generally to their privatisation policy had to lesolved before the next round of the sale of Matav
shares could proceed. In particular, a numbersofes arose between, on the one hand, the government
and its newly formed State Privatisation and HajdBompany (APV Rf)and on the other hand,

MagyarCom as the incumbent stakeholder in Matav.

In particular, two issues arose on which opinioesendivided. First, there was the question of who
should be encouraged to buy a further issue oesharMatav: whether to sell further shares in Mata
to large investors; whether such investors shadthde any company other than MagyarCom; or
whether to sell off the shares through a publiemfiy and/or a stock market flotation. Secondlydhe
was the issue of the timing of the sell-off. Madgyam let it be known that it had an interest renraini

as the only large investor and therefore, in ingirggits stake to at least just over 50%, butdtrbt

® This was created by merging two existing authesitthe State Property Agency and the State
Holding Company. It had taken over the functionsnafnaging the privatisation process after the
passing of the new Privatization Act in the sumi@95.



feel that it was in a strong position to make d@hfeirinvestment at that stage in the development of
Matéav. Therefore its preference was for the postptant of any share issue or flotation until the
company was in a stronger financial position. Hogrethe priority for the SPHC was to move ahead
quickly with further privatisation in order to meiet target for income from privatisation and cesat
more revenue, before the end of 1995 if possibiemRhe government’s point of view, at a time of
severe pressure on the Hungarian economy, a fuséiherof Matav shares would be very important as a
contribution to keeping the budget deficit undenteol.®

In the circumstances there was insufficient supfoora public offering or flotation of shares arldm

the government had relatively little time to brinmga second large investor in Matav.
Matav/MagyarCom was able to lobby strongly agagiister of these options and take advantage of the
government’s relatively weak position. As a resthie SPHC put its support behind increasing the
stake of MagyarCom , and argued for it to takeaagd an increased stake as possible. However,
MagyarCom was initially reluctant because the asitjan of a majority holding would not

significantly strengthen its control over the compand it regarded further investment at this stge
premature. In addition, the Germans had spente@nltituying the mobile licence for Westel in 1994.
Their preference would have been to wait untitlitgselopment strategy for Matav had put the

company on a sounder footing.

Nevertheless, it was finally agreed in late Decanii®®5, that MagyarCom would buy a further 37 per
cent stake in Matav for the sum of USD 852 millidwys giving it a total stake of just over 67 pentc
(Canning & Hare 1996). Behind the scenes the gowerm and MagyarCom had been able to strike a
deal. Of the different episodes in the story oftth@sformation of telecom in Hungary this one
probably comes closest to the kind of scenariowhatld be predicted by the competition state
approach. However, even here the story is complichy rival proposals representing rival interelsts.
could be argued that those arguing for a sharatftat to small investors lost the argument becafise
the specific weakness of the Hungarian economigaémtid-1990s rather than because of more general
trends arising from globalisation. Indeed, thissege fits quite well into the general picture of
Hungarian privatisation presented by Hanley evfadwings in government policy as they weave
between the competing goals of attracting foreigrestment and promoting the development of

domestic capital accumulation.

3.3 The 2001 Unified Telecommunications Act

As noted above a major aim of the new legislatias ¥ bring the Hungarian telecom sector closer
into line with EU competition policy and the EUdebms directive. This not only required the
government to persuade existing stakeholders, Matéwvthe local telecom operators, that they could
not expect any extension of their existing monaglbut that they should accept a premature ending

of the exclusive rights granted them in the eattgislation. The new legislation also promised the

©1994 was an election year which deteriorated &urthe fiscal (budgetary) situation; this
unfavourable situation was ended by the Bokros ggelof 1995.



establishment of a new regulatory framework thatilbdbe both more independent of the government

and more proactive in ensuring competition in #ledoms market.

Thus, at a general level, we can identify a rarfggifterent interests, each with different prefefre
outcomes, including Matav, Deutsche Telekom (novwtsasole large strategic owner), the EU through
its conditions for membership, the local telecorerapors, and the Hungarian government. Since the
opening of the market to wider competition wasdbal of the legislation there were also other
potential players among companies who might wiskrtier the landline market. The different political
parties also had their own positions on differesptescts of the proposed new legislation. Of the main
players, Matav and the government were the maporeps. Matav was particularly strong because of
its economic strength in the market, its technieaburces and know-how, its strong lobbying and
policy formulation expertise, and its relative yrif purpose compared with other actors. While the
smaller companies scarcely managed to employ éesinlytime lobbyist, Matav had a whole
department working on preparations for the neweatn to the point of offering drafts to the
government, or when the bill came before parliaminselected politicians in different parties. e
necessary, they could also call on the experti€@enftsche Telekom, and through them, even the

German government.

By contrast the government had a more diffuse fSiet@rests to keep in view as it launched the
drafting process of the new act. The drafting vealse carried out by a group of about 12-13 offgial
within the Ministry under the leadership of stateretary Imre Bolcskei. They were responsible & th
Minister, Kalman Katona but he took little activarpin the drafting. The drafting group had foust n
completely complementary aims:

0] to meet EU expectations that it would achieve atgredegree of competition;

(i) to respect the value of the existing investmenthefincumbent telecom

operators and not to alienate them from the letiyglgrocess;

(iii) to seek political compromise by consulting représtares of all the parties
involved,;
(iv) to strengthen the position of the ministry withire tgovernment by inviting them

for consultations.
The drafting group had produced 7 different drbftshe beginning of 2000. According to most
interview respondents who saw them, the draftsgse@ moderate liberalising changes but were
mainly sympathetic to the incumbent telecom prossdeaking a gradual approach to the opening up of
the market. At this point however, for reasons #ratnot entirely clear, the whole drafting proosas
thrown into disarray by the sacking of Minister &a&, the break-up of the large multi-function
ministry and the dissolving of the drafting gro&or an interim period of a few months drafting
continued under the supervision of members of tifereigulatory agency but in October 2000 it was
taken over by the Prime Minister's Office under tiverall supervision of the Minister of the Prime

Minister’s Office, Istvan Stumpf.



A number of different reasons were offered for Rristinister Orban’s decision to sack Katona, and it
is likely that there was no single reason but alwoation of several. The two men did not enjoy an
easy personal relationship and Katona came frorjuthier coalition partner party, the Hungarian
Democratic Forum. He was also more market-orietitad Orban: the latter wanted to see more
regulations than Katona. He was a very popularsteéniwho was regarded by the public as having
done a good job in overseeing flood relief in thevipus year — but this may have drawn attention to
him as a possible rival to the main Fidesz coaliparty. There were also inter-ministry rivalries
within the government as other ministries jealowsfgd the many responsibilities of the Ministry for
Transport, Telecommunications and Water Managerievi. versions emerged from the interviews:
1. Stumpf wanted the area for himself.; 2. Orbantea to have it under his — more or less — direct
control. However, there is probably a further factdich relates more closely to the subject maifer
the draft legislation. Although Katona did not harey day-to-day involvement in the drafting process
he did have a reputation of being more of an ecantiberal than Prime Minister Orban, especially
over issues of price regulation, and he may haea Been as a threat to the general gradualist
consensus that was emerging on competition issutke idrafting group. He was also thought to
support provisions within the drafts that favoutieel local telecom providers at the expense of Matav
It was strongly rumoured that Matav had seriousceoms about Katona and the likely outcome of the
drafting process and that Matav were supportihetransfer of responsibility to the Prime Mini&e
Office.” As a result of the reorganisation a former Mat@ider, Tamas Fellegi, was appointed to a
position within the PM’s Office in a chain of resibility between Minister Stumpf and a new

committee dealing with detailed issues codificaticimaired by lawyer Anna Dessewffy.

The new team produced a series of further drafaréa bill was finally presented to Parliament in
2001. All interested parties were consulted andeadvto comment on various drafts and most parties
also lobbied the Dessewffy’s committee. The exeeptvas Matav who, according to respondents
involved in the drafting process, were able to maeroaches directly at ministerial leVehccording

to some observers an approach was also made at genernment level by Otto von Lamsdorf, the
CEO of Deutsche TelekoM.The final stages of the preparation of the biltevearried out with great
haste in order to secure the passage of the kiltéordance with the government’s legislative
timetable. As a result, many details were leftéawegnment decrees instead of being incorporated int
the act itself. In general this was considereddspondents to favour incumbent telecom operatives

because they were in a better position to influegmernment regulations.

The final version of the act was generally regaraedreating a legal environment that made it

possible to open up the telecom market in Hungamrgl,thus meet EU guidelines on liberalisation of

" Interview with former ministry official, Budapest] November 2005.

& This was not strictly a drafting committee butdgularly invited policy experts from companies for
consultations.

® Interview with former ministry official, Budapet1 October 2005.

19 Interview with manager of a telecom company, Beap28 October 2005; and interview with
consultant, Budapest, April 2005.



landline services. However, by also taking intocatt the concerns of Matav and other smaller
service providers, the effect of the act was tedtall any acceleration of liberalisation. On tHeoie
the incumbent providers had secured provisionsttieat found acceptable. Matav and the local
companies had lobbied hard for market conditiortstanhnical regulations that made it relatively
expensive for newcomers to enter the market. Itiquéar, calls from a number in one network to a
number in another were subject to cross-financhayges which benefited the incumbent providers.
Also, the new regulatory arrangements still leé thcumbent companies with considerable leeway.
The Telecom Arbitration Committee (HDB), the susmso the HIF, lacked sufficient expertise to
adjudicate on some disputes with authority, witn tesult that if companies received an unfavourable
ruling from the HDB they would resort to the couxsseek redress.These were to be important
issues for the next government, the Socialist-Eremocrat coalition elected in 2002 which quickly
introduced a further telecom act in 2003, with iagiple aim of establishing a new regulatory

framework due to a new EU directive.

It could be argued that the passage of the 200teAetaled that a new policy making structure had
emerged in the telecom sector as a result of tviqurs privatisation process. Something resemtaling
policy community had emerged, consisting of sudeesgovernments irrespective of party
composition, Matav, the smaller incumbent telecemganies, and various professionals and
consultants in the telecom industry who nearlshéred a background and training with Matav
employees. By the late 1990s it was relativelyidift for new actors and new ideas to break into th
existing policy community and policy change thereftended to occur only in the direction and to the
extent that consensus could be reached betweénfthmal partners in the community. New ideas did
enter the policy agenda, including especially iafitial ones from the EU, and new actors were able t
lobby for changes that would benefit them, butrteéfiects were limited by the consensus within the
established community. The specific outcome, aa$ahe 2001 Act was concerned, was that new
ideas about competition policy were accepted, @vdeconomic actors were able to enter the market,

but only in ways that were acceptable to the inoeimiservice providers.

4. Conclusion

The evidence discussed in this paper suggestthth&tungarian state has played a rather activeimole
economic policy making in the telecoms sector amlhade a significant impact on the character and
direction of policy. Its role seems far from whatwld be expected of a weak state in a ‘borderless
world’. Moreover, although the initial policy ch&ién the privatisation of telecoms was to sell to a
foreign-owned strategic investor, and policy sihas been subject to the influence of this now
incumbent main service provider, the state alsgpttbmeasures to provide for competition for local

area concessions to smaller companies, and todlpatt of the assets of Matav on the stock exahang

™ Interview with consultant on telecoms, Budape®tMay, 2005. See also Papai (2002).

'21n the new government the minority partner, théSZ had responsibility for this area. They were
under time pressure: they had fought for and woawa ministry in 2002, but as it was not part of the
2002 budget, they had to fight for an additionaddpet and they had to legitimise the existence ®f th
new ministry.



In 2001 and 2003 governments of different politimamplexions adopted measures to introduce
competition and terminate the local monopolieshefincumbent providers. This tends to support the
conclusions reached by Hanley et al. that the Huagatate has acted more like a developmenta stat

than a competition state.

However, the model of the developmental state doeseem adequate in itself to grasp the
complexity of the politics of telecom reform in Hyary. It assumes that the national state is the sol
domestic policy actor, behaving in a mixture of g&tition and cooperation with international
companies and organisations. The evidence sudgastsver that there is a lot more significant
‘politics going on’ within the national arena aridht the state is obliged to interact not only with
international actors but with a range of domestios as well. It has been seen that the specific
character of policy change in the Hungarian telezsattor cannot be understood without taking into
account the actions and views of the governmentatahe local service providers, new alternative
providers seeking to enter the market, and a rahgelividual government officials, politicians,

policy advisors and consultants.

Finally, it is clear that the category of ‘interimattal’ or ‘globalising’ influences also has to be
disaggregated. By the late 1990s it was clearttigae were competing international influences, with
Deutsche Telekom and the EU having different irsisrand supporting different policy positions in
the reform of the telecom sector in Hungary. Rathan seeing foreign-owned companies and
international organisations solely in terms of glliding influences, they can also be understood as
actors within the national policy framework, andtp the complexity of national politics on which

policy making outcomes are ultimately contingent.

References

Canning A., 1996, ‘Privatization and CompetitiorHangarian Telecommunications’, in Ryan, D.
(ed.),Telecommunications: Privatization and Competitidvestport, CT: Greenwood Publishing.
Canning A. & Hare P., 1994, ‘The privatization pees - economic and political aspects of the
Hungarian approach’, in Estrin, S. (edP)ijvatization in Central and Eastern Eurgpdarlow:
Longman, pp.176-217.

Canning A. & Hare P., 199&olitical Economy of Privatization in Hungary: A &gress Repot
Centre for Economic Reform and Transformation, Depant of Economics, Heriot-Watt University,
Edinburgh

Cave, M. & Valentiny P., 1994, ‘Privatization arejulation of utilities in economies in transitio,
Estrin, S. (ed.)Privatization in Central and Eastern Eurgpdarlow: Longman, pp.69-82.

Cerny, Philip G., ed. 199Finance and World Politics: Markets, Regimes aratest

in the Post-Hegemonic Er8rookfield, Ver.: Edward Elgar.

Cox T. & Mason B., 199%ocial and Economic Transformation in East Ceniatope Cheltenham:
Edward Elgar.

Evans, P., 199 mbedded Autonomy: States and Industrial TransfoomaPrinceton N.J.: Princeton
University Press

Hanley, E., King L. and Téth I, 2002, ‘The statgernational agencies and property transfer in-post
communist Hungary’American Journal of Sociologyol. 108, no. 1.

Hunya, G., 1995, ‘Transport and Telecommunicatiofi®structure in Transition’,

Communist Economies and Economic Transformatioh7, no. 3, pp.369-384.

Ngrgaard O. & Mgller L., 2001, ‘Telecom and Stasp@city in Transition Countries.

A framework for analysesDEMSTAR Research Repdtbd. 5, Aarhus: Department of Political
Science, University of Aarhusiww.demstar.dk



Ngrgaard O. & Mgller L., 2002, ‘Beyond Committmehelecom Development in Hungary in the
1990s’, paper to the ECPR Joint Sessions, TurimcMa2-27 www.demstar.dk

Ohmae K., 1990The Borderless WorldNew York: Harper.

Papai, Zoltan, 2002, ‘Térvényhozas utan — piaceyalétt: az Uj hirkozlési torvény (After legislation —
before market opening: the new Act on telecom)’Kartan S., Sandor P., & Vass L. (eds.)
Magyarorszag politikai évkényve 20@KMKA, Budapest, pp. 422-437

Prossdorf H., 1997, ‘Options and reforms in a paiteconomic perspective’, in

K.-E. Schenkk, J. Kruse and J. Miller (ed®lecommunications take-off in transition countries
Aldershot: Avebury.

Stern J., 1994, ‘Economic regulation in Central Bagtern EuropeEconomics of

Transition vol.2, no.3, Oxford: Oxford University Press, p1-398.

Stopford, J., and Strange S., 19B#al States, Rival Firms: Competition

for World Market SharesCambridge: Cambridge University Press.

Thatcher M., 2004, ‘Varieties of Capitalism in amernationalized World: Domestic Institutional
Change in European Telecommunicatio@mparative Political Studiesol. 37, no. 7.

Wade R., 1990Governing the Market: Economic Theory and the Rble

Government in East Asian Industrializatid®rinceton, N.J.: Princeton U.P.



