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n 1989, while the Berlin
Wall crumbled, CIPE wa s
quietly laying the gro u n d-

work for a modest program in Hun-
gary designed to encourage legal
and regulatory reform. CIPE's pro-
gram in Hungary was part of a re-
gional initiative that included a
small grants pro g ram and support
to indigenous business org a n i z a-
tions in Hungary and Central and
Eastern Europe. With cautious sup-
port ex p ressed by the gove r n m e n t
of Hungary, CIPE and its Hungari-
an partners took the first steps to-
wa rd building a sound, long-term
relationship. 

To d ay, a decade later, CIPE's
p ro g rams in Hungary are seen as
an unqualified success and a model
of cooperation in Central and East-
ern Euro p e. Attila Chikan, Hun-
gary's former Minister of Economy,
s ays he is "convinced that among
the institutions which pro m o t e d
Hungary's transition, CIPE has def-
initely been playing a major ro l e
f rom the very beginning. CIPE
managed to find the key are a s
w h e re important debates and dis-
cussions could be held."

Peter Medgye s sy, a former Min-
ister of Finance and current Chair-
man of the Hungarian Economic
Association, agrees: "The studies
and related discussions prepared by
CIPE we re a tremendous contribu-
tion to Hungary's efforts to tra n s-

form its economy and ove rc o m e
the economic crisis."

Since 1989, CIPE has prov i d e d
funding to more than 20 Hungarian
o rg a n i z a t i o n s, enabling CIPE and
its partners in Hungary to under-
take over 35 projects in that coun-
t r y. These pro g rams have affected
thousands of decision-make rs in
H u n g a r y, slowly but surely chang-
ing perceptions and policies in
ways that will be felt there for
decades to come.

CIPE's work in Hungary came to
a conclusion in 1999, and it is in-
structive to look back on a remark-
ably productive decade. This period
can be divided into three basic
phases, each of which is highlight-
ed below. 

Phase I: Legal and Regulatory
R e form (1989-94)

With funding from the National
Endowment for Democracy and the
US Agency for International Devel-
opment (USAID), CIPE initiated the
Legal and Regulatory Reform in
Hungary (LRRH) project) in the
late 1980s and early 1990s. Wo r k-
ing with six partner org a n i z a t i o n s
in Hungary, the initial focus of the
reform effort concentrated on the
financial sector, the informal sector,
the real estate market, priva t i z a-
tion, tax policies, local gove r n-
ment's role in private sector devel-
opment, and the impact of public

opinion on reform.
The major objectives of the

LRRH project included: 

➤ f raming the economic debate in
Hungary by promoting re f o r m s
based on sound research and the
c o u n t r y ’s principal economic
policy requirements; 

➤ accelerating the pace, focus, and
d i rection of reforms through a
c o o rdinated advo c a cy effort led
by indigenous institutions; and

➤ developing the skills of indepen-
dent business organizations and
public policy groups and,
t h rough greater coopera t i o n
among these institutions, en-
couraging advocacy for legal and
regulatory reforms.

By 1993, with the Hungary pro-
g rams solidly on track, CIPE
opened an office in Budapest, its
f i rst office ove rs e a s. CIPE's Bu-
dapest office played an instrumen-
tal role in helping to coalesce Hun-
gary's disparate analysts and poli-
cy m a ke rs into a single voice for
economic reform. Opening a CIPE
office in Hungary was a critical
step in three ways: it brought CIPE
and Hungary's re f o r m e rs into di-
rect, first-hand contact on a regular
basis; it stimulated the formation of
a solid policy community for eco-
nomic reform; and it reinforced the
d evelopment of new advo c a cy
techniques suitable for Hungary.

CIPE in Hungary: 
Paving the Road to Re f o r m

I

P ROJECT REPORTP ROJECT REPORT



The following ye a r, CIPE and its
Hungarian partners produced a
g ro u n d b reaking report, C ro s s e d
Paths: Straightening the Road to Pri-
vate Sector Gro w t h. The re p o r t
s e r ved as a "road map" for Hun-
gary's leading decision-make rs in
the public and private sectors as
t h ey sought to achieve meaningful
economic reform. To d ay, five ye a rs
after the report was issued, the Hun-
garian government has adopted
nearly two - t h i rds of the report's 41
re c o m m e n d a t i o n s. Equally impor-
tant, these reforms have proved to
be successful and sustainable ove r

t i m e, with no indication that Hun-
gary's leadership has any interest in
rolling back the reforms.

P roviding ove rall guidance for
C I P E ’s Hungary pro g ram was an
advisory board comprising Hungar-
ian business luminaries and leading
economic ex p e r t s, who assisted
CIPE in identifying issues, steering
it to potential gra n t e e s, and helping
to design confere n c e s, ro u n d t a b l e s,
and publications. As intera c t i o n s
b e t ween CIPE and its board intensi-
fied over time, listening to the
b o a rd became a key ingredient of
C I P E ’s success. One board member,
connected to seve ral advisory
b o a rds in Hungary and internation-

a l l y, said, "none has made as good
use of my time and expertise as
CIPE has." More ove r, CIPE’s associ-
ation with seve ral of Hungary’s top
t h i n ke rs and opinion-make rs con-
f e r red credibility to the activities
and projects it sponsored. Fo r m e r
b o a rd members now become effec-
t i ve agents to carry forwa rd the
basic concepts and appro a c h e s
CIPE has intro d u c e d .

One of the biggest success sto-
ries to grow out of the LRRH pro-
g ram has been the role CIPE and its
p a r t n e rs played in bringing about
pension reform in Hungary. The

pension reform pro g ram drew on
CIPE's experiences in Chile and Ar-
gentina, where partner org a n i z a-
tions we re instrumental in re f o r m-
ing outmoded pension sys t e m s.
This positioned CIPE as a re s o u rc e
and facilitator for pension re f o r m
in Hungary. In particular, with sup-
port from USAID and the Wo r l d
Bank, CIPE was able to prov i d e
technical guidance, foreign ex p e r-
t i s e, and advice on mobilizing pub-
lic support for such reform. To d ay,
key pension reform laws are in
place in Hungary and their imple-
mentation is proceeding accord i n g
to schedule.

Phase II: Small Business 
D eve l o p m e n t ( 1 9 9 4 - 9 6 )

In October 1994, with the LRRH
program firmly in place, CIPE began
d eveloping the second phase of its
work in Hungary. With grow i n g
recognition among Hungarian poli-
cy m a ke rs that it was important to
shift away from large state-ow n e d
companies toward small- and medi-
um-sized enterprises (SMEs), CIPE
once again was in a position to pro-
vide business development ex p e r-
t i s e. Unlike the LRRH pro g ra m ,
which focused on the macroeconom-
ic picture in Hungary, CIPE's Small

Business Development Pro j e c t
(SBDP) concentrated on stre n g t h e n-
ing the microeconomic environment
in that nation.

Hungary's banking system has
t raditionally catered to low - r i s k ,
s t a t e - owned enterprises, which put
SMEs at a great disadvantage be-
cause they could not access badly
needed credit and capital. Financial
Re s e a rch, an indigenous non-parti-
san research institute and CIPE part-
ner organization, played an instru-
mental role in helping to turn this
situation around via a series of pro-
jects advocating banking and capital
market reforms that would facilitate
the private sector’s access to capital.
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By 1996, some two - t h i rds of the
SMEs working with CIPE and its
other partner organizations we re
able to secure loans.

The Institute for Small Business
D eve l o p m e n t ’s Market-Based Model
for Small Loan Pro j e c t s, s p o n s o re d
by CIPE, contributed further in this
a rea by creating in 1998 a pra c t i c a l
model for small businesses to access
loans on a fully commercial basis.
That plan has good prospects for ad-
ministrative backing.

T h rough wide-ranging economic
policy reforms as well as one-to-one
counseling of aspiring entrepreneurs,
CIPE's SBDP activities have has
helped to build a better informed en-
trepreneurial base and enhanced the
ability of SMEs to provide services
within the Hungarian economy. 

Another success in CIPE's efforts
to assist SMEs in Hungary was the
establishment of the Carpathian Bor-
der Region Economic Deve l o p m e n t
Association. This project, initiated in
January 1995, concentrated on unit-
ing entrepreneurs in bordering areas
of Hungary, Slovakia, and Ukra i n e.
Public and private sector leaders in
the Carpathian region recognized the
importance of transborder communi-
cations and trade flows, and the
Zemplen Regional Development As-
sociation re p resented a major step
f o r wa rd in inter-regional coopera-
tion.

CIPE funds were used to create a
database of regional entre p re n e u rs,
p rovide commercial ex p e r t i s e, hold
regional meetings to discuss tra d e
opportunities and impediments, gen-
e rate ex p o s u re for the re g i o n
t h rough a range of media outlets,
and take important steps toward es-
tablishing a regional free trade zone.
In Hungary, the area has been desig-
nated until 2008 as a Special Enter-
prise Zone, a status that brings criti-
cal investment incentives to this eco-
nomically depressed area.

Phase III: P romoting Public Po l i-
cy Debate and Institutionalizing
B u s i n e s s A s s o c i a t i o n s ( 1 9 9 6 - 9 9 )

In the third phase, CIPE took a
b roader range of approaches to im-
proving the performance of SMEs. A
series of economic policy ro u n d t a-
bles we re developed to stre n g t h e n
the sector’s clout with policymakers
and enhance its position in the Hun-
garian economy. SMEs we re the
prime beneficiaries of highly effec-
t i ve management training pro g ra m s
for independent business associa-
t i o n s, and seve ral projects devo t e d
to franchising and commerc i a l i z a-
tion of innovations sought to spur
the entre p reneurial spirit of smaller
companies. 

R o u n d t a b l e s. Economic policy
roundtables have been the highlight
of CIPE's third and final phase of
p ro g rams in Hungary. During the
past three ye a rs, 19 ro u n d t a b l e s
we re held as forums for high-leve l
debate among public and priva t e
sector leaders. These discussions
re p resent a re m a r kable contribution
to Hungary's economic development
and policy reform pro c e s s. (see the
box on the next page for a list). Of
these roundtables, 16 were aimed at
s t rengthening the SMEs, there by re-
i n f o rcing the focus of the second
phase of CIPE’s Hungarian projects. 

CIPE’s approach to its roundtable
p ro g ram became increasingly so-
phisticated over time. Topics nar-
rowed from large legal and regulato-
ry concerns to targeted aspects of re-
form implementation and modifica-
tion. By 1996, a winning events for-
mula had evo l ved that included
keeping the language of the confer-
ence in Hungarian (unless fore i g n
experts participated); inviting speak-
ers able to provide alternative view-
points; establishing a ro u n d t a b l e
image by designing a special logo;
and issuing press releases in two
languages (sometimes the same
d ay). This recipe generated stro n g
interest in the roundtables, widened
recognition of their con-tribution to
decision-making, and enhanced
CIPE’s reputation in Hungary. 

The final roundtable confere n c e,
held in June 1999, concentrated on

growth and investment. It traced the
re m a r kable journey that CIPE and
Hungary have made during the p a s t
d e c a d e, with particular emphasis on
p a r t n e rs h i p s, tra n s p a re n cy, the de-
velopment of SMEs and business as-
s o c i a t i o n s, financial marke t s, and re-
gional deve l o p m e n t .

Well over 100 people attended the
roundtable, including top policymak-
e rs, Hungarian government re p re-
s e n t a t i ve s, re p re s e n t a t i ves from in-
ternational org a n i z a t i o n s, business
l e a d e rs, and journalists. Dr. John
S u l l i van, CIPE's Exe c u t i ve Dire c t o r,
attended the final roundtable, deliv-
ering an address on "Investing in
Pa r t n e rships for Po l i cy." The open-
ing address was delivered by Arpad
Goncz, the President of Hungary,
and Economics Minister At t i l a
Chikan kicked off the second day of
sessions with a speech on "Econom-
ic Strategies and Pro s - p e c t s." In his
welcoming address, President Goncz
s t ressed that creating an adequate
regulatory framework for the econo-
my takes many years and must con-
tinuously be fine-tuned. He also ac-
k n owledged CIPE's efforts to sup-
port Hungary's pro g ress towa rd a
market economy.

Institutionalizing Business Associ-
a t i o n s. Business association man-
agement training has become a hall-
mark of CIPE's programs around the
world, and few have been more suc-
cessful than the four sessions held in
Hungary in 1996 and 1998. The ob-
jectives of the training programs in-
cluded: 

➤ d eveloping a broader awa re n e s s
throughout Hungary of the poten-
tial that independent, vo l u n t a r y
business organizations have in
p romoting democratic pra c t i c e s
and open-market economic princi-
ples; 

➤ s t rengthening the capability of
these business groups to play a
m o re active role in policy m a k i n g
through the development of effec-
t i ve public policy pro g rams and
member services; 
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➤ d eveloping skills and ex p e r t i s e
necessary for the effective man-
agement, administration, and
o p e ration of membership ser-
vices for local business associa-
tions; and

➤ facilitating a national network of
business associations for the ex-
change of information, expertise,
and experiences.
One participant enumerated the

m a ny useful skills he acquired in
managing associations effective l y :
" recognizing the importance of
maintaining continuous communi-
cations with our members; forming
committees and organizing their
activities; using mechanisms for in-
terest coordination and conflict res-
olution; and seeking consensus and
the techniques to attain it." 

In Hungary and around the re-
gion, there is growing re c o g n i t i o n
of the important role played by
women in business. At the busi-
ness association management train-
ing pro g ram held in Hungary in
1998, more than one-third of the
participants were women entrepre-
n e u rs and/or association leaders.
Another positive outgrowth of
CIPE's training pro g ram was the
i n i t i a t i ve shown by the tra i n i n g
participants in forming their ow n
"Club of Association Leaders."

An even better example of the
g rowing role that Hungarian
women play in business was the
June 1999 workshop in Budapest of
the Central European Business
Women Ac a d e my. CEBAW wa s
founded in September 1997 in con-
junction with CIPE's "Org a n i z i n g

for Success: Strengthening Wo -
men's Business Org a n i z a t i o n s "
conference in Washington, DC.

The 1999 Hungarian wo r k s h o p
b rought together women from six
countries: Hungary, Poland, Slova-
kia, Czech Re p u b l i c, Croatia, and
U k ra i n e. Each nation was re p re-
sented by a non-governmental or-
ganization (NGO) leader, a tra d e
expert, a media representative, and
at least one businesswoman. 

The gathering, coordinated by
the Business Basics Foundation, fo-
cused on three core activities: es-
tablishing linkages for market ex-
pansion, exchanging commerc i a l
data on each nation, and network-
ing. The workshop was highly 
successful, prompting one partici-
pant to note, "This has been a
wonderful experience and an im-

An important component of CIPE’s work 
in Hungary included the Economic Policy
Roundtables. Each session consisted of a
background paper presented by one 
expert, a presentation of an alternative
viewpoint, and then a moderated discus-
sion. Held throughout the year, these
meetings gave experts, policymakers and
the business community a chance to dis-
cuss, debate and find consensus on a 
myriad of complex economic issues.

For a report on each of these roundtable
sessions, see CIPE’s Web page at
www.cipe.org/pub/cee/epr.html

Legal Security in the Economy of 
Hungary
Gábor Papanek
GKI Economic Research Company

A l t e r n a t i ve Methods in Micro - F i n a n c i n g
László Kállay
Institute for Small Business 
Development

Public Procurement: Lessons from
Three Years' Experience
György Várday
Technical University of Budapest

Venture Capital Legislation and 
Economic Development
Péter Osman

Financial and Investment Services in a
Changing Environment
Éva Várhegyi 
Financial Research Ltd.

Hungarian Corporate Law
Gábor Gadó

How Heading to the European Union 
is Expected to Affect Small and 
Medium Sized Enterprises (SMEs) in
Hungary: The Role of Such Enterprises
in the Division of Labor
Adám Török
Hungarian Academy of Science

The Concept and the Scope of the 
Act on Small Businesses
Endre Ferenczy
Hungarian Academy of Science 

Local Government and Enterprises:
Intensifying Regional Development
Ferenc Csefkó 

The Role of Mortgage Finance in 
Stimulating the Real Estate Market
Eva Várhegyi 
Financial Research Ltd.

The Role of Transparency in Political
Decision Making and Its Effect on
the Economy
Tibor Vidos
GJW Politconsult 

Some Major Issues in the 
Transformation of the Tax System
Pál Gáspár
Financial Research Ltd.

The Hidden Economy in Hungary
András Vértes
GKI Economic Research Co.

Policy Issues of the New Acts on 
Credit Institutions and Securities
Éva Várhegyi
Financial Research Limited

The Role of the Non-Profit Oriented
Sector in the Reform of the Public 
Finance System and in the 
Development of Public Services
László Harsányi
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portant step for bringing Central Eu-
ropean businesswomen into ongoing
contact with one another. CIPE has
helped us to plant the seeds. Now
it's up to us to make this institution
grow."

Towa rd the end of its Hungary
p ro g ram, CIPE moved into larg e l y
uncharted territory with projects to
directly support the private sector by
e n c o u raging commercial innova t i o n
and protection of technology and
p roperty rights. Two studies in the
franchise area led directly to legisla-
t i ve action. The first, "Improv i n g
Conditions for Franchisees," mapped
out the state of franchising in Hun-
gary and conducted public education
and advo c a cy campaigns targ e t e d
at policymakers. A 1996 study by
the Hungarian Franchise Associ-
ation built on this fra m ewo r k
by promoting the introduction
of franchise laws appropriate
for Hungary and by expand-
ing the range of useful publi-
cations and services it pro-
vides to its growing member-
ship.

In 1996, the Technical Uni-
versity of Budapest’s Commer-
cializing Innovations pro j e c t
created a model for how acade-
mic institutions can bring their in-
novations to the marketplace by ce-
menting working relationships with
the business community, including
f o reign multinationals operating in
Hungary. 

Along these same lines, GKI Eco-
nomic Re s e a rch Company, one of
Hungary’s leading business research
firms, identified obstacles to improv-
ing the enforcement of pro p e r t y
rights and contractual obligations—
one of Hungary’s most important
and least tractable economic pro b-
l e m s. A roundtable presentation of
the results recommended re m e d i e s
for the legal and institutional con-
s t raints that block fair competition
in Hungary.

Boding well for Hungary’s private
businesses on the government policy
side is a 1996-97 study of the Macro-

economic Fa c t o rs of Competitive-
ness, which examined a range issues
that put Hungarian firms at a com-
p e t i t i ve disadvantage vis-à-vis pro-
d u c e rs in the European Union and
o f f e red specific solutions. That pro-
ject’s principle investigator was Atti-
la Chikan, who was then connected
with Budapest Unive rsity of Eco-
n o m i c s, a CIPE gra n t e e, and wa s
H u n g a r y ’s Minister of Economics at
that time. 

Combating corruption became a
g rowing focus for CIPE activities in
H u n g a r y. Presentations at its final

c o n f e rence in June 1999 under-
s c o red that greater tra n s p a re n cy in
g overnmental decision-making and
improved business ethics are essen-
tial to Hungary’s continued econom-
ic advancement. Seve ral CIPE pro-
jects addressed this sensitive topic in
1999. Financial Re s e a rch Ltd. con-
ducted a "Survey on Corruption" to
examine its extent and nature, and
Prolegamena’s "Transparency versus
Corruption" study looked into spe-
cific areas like public pro c u re m e n t ,
the media and access to information.
Financial Re s e a rc h ’s Istvan Csillag
called the growing focus on corrup-
tion "a healthy development, reflect-

ing less tolerance for bad pra c t i c e s
and more understanding that in a
democratic market economy corrup-
tion and bargaining with influence is
obsolete." 

CIPE's partnership with Hungary
over the past decade has helped to
bring about some re m a r ka b l e
c h a n g e s. Funding for CIPE's activi-
ties in Hungary is d rawing to a close,
but CIPE's partner organizations will
continue to work on behalf of mar-
ket-oriented economic reforms and
enduring democra cy.

The June 1999 conference wra p-
ping up CIPE activities in Hungary
identified what is still needed to
consolidate the transition to a mar-
ket-based economy. Looming larg e
on the confere n c e ’s list of "Re c o m-
mendations for the Fu t u re" we re
m e a s u res to ensure open debate
among the private sector and pol-
i cy m a ke rs on economic matters.
The recommendations also call
for more opportunities for pub-
lic commentary on potential leg-
islation. Among those vo i c e s
should be the policy thinktanks,
business associations, and others

in a position to provide sound
recommendations and to dissemi-

nate intelligible summaries for the
media and public. 

Continued support for small busi-
ness also featured strongly as an
area that needs additional work. En-
c o u raging flex i b l e, marke t - b a s e d
structures for small business financ-
ing, for example, would build on the
many programs CIPE has funded to
ease SME access to capital. Simplify-
ing and increasing the predictability
of the gove r n m e n t ’s remaining sup-
port pro g rams for business wo u l d
similarly help small businesses. 

Other areas that will present key
challenges for Hungary in the com-
ing ye a rs include the adoption of
sound corporate governance princi-
ples, not only within the boardroom
but within its capital markets and fi-
nancial services. While Hungarian
business has made great strides in
d eveloping a competitive edge, the
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key to maintaining that position—
and attracting further international
and domestic investment—will be
i n vestor confidence in the gove r-
nance of companies, and the ability
to easily exercise and transfer own-
e rship rights. As Hungary move s
t owa rds EU entry and a more ac-
t i ve role in the global economy, a
transparent, predictable, and stable
c o r p o rate governance enviro n m e n t
will be key to its ability to remain
competitive.

EU entry also remains an eco-
nomic policy priority. Harmoniza-
tion with EU trade, labor, environ-
mental, and curre n cy policy will
place renewed strains on the Hun-
garian economy and test the ability
of its reform-oriented leadership to
n avigate the difficult wa t e rs of ac-
cession. Economic and technical
support from the EU for this
p rocess will be critical to ensure
that Hungary’s entry places as little
b u rden as possible on both Hun-
garian and European resources.

D evelopments in the business
community continue to be of inter-
est, with the prospect of a change
in the status of the Chamber of
Commerce away from a mandatory
membership "public law" model to
a "private law" voluntary model 
of membership. The Hungarian
Chamber will face a myriad of is-
sues to insure its re l evance to the
Hungarian business community and
its long-term viability and sustain-
a b i l i t y. CIPE will track this deve l o p-

ment carefully and strive to offer as-
sistance to the Hungarian Chamber
should this transition occur.

CIPE expects the emerging busi-
ness associations that it has helped
to train, the many policy think
tanks with which it has wo r ke d ,
and former members of its Adviso-
ry Board to lead the charge in cre-
ating the new Hungarian economy
and making it a potent force in the
global marketplace. It placed a spe-
cial responsibility on the indepen-
dent business associations to advo-
cate for change, exhorting them to
turn to their members for practical
advice and input re g a rding deve l-
opment stra t e g i e s. Teaching the
vital importance of effective politi-
cal advo c a cy of policies that
s t rengthen the market mechanism
and advance legitimate business in-
terests will be one of CIPE’s lasting
contributions to democra cy build-
ing and economic tra n s f o r m a t i o n
in Hungary. 

Perhaps one of the most impor-
tant legacies of Hungary's transfor-
mation is the wealth of reform ex-
perience garnered by its policy ex-
perts and economic deve l o p m e n t
p ro f e s s i o n a l s. Lessons learned in
Hungary over the past ten ye a rs
h ave direct re l evance for other
economies still struggling with
t ransition. CIPE is actively using
this knowledge to enhance its pro-
g rams throughout the re g i o n ,
t h rough face to face contacts be-
tween Hungarians and their region-

al counterparts, and through Inter-
net exc h a n g e s. CIPE's partners
t h roughout Central and Eastern 
E u rope are sure to reap the divi-
dends of the Hungarian ex p e r -
ience as they seek their own paths
of transition. 

CIPE's Hungary program recently underwent
a full, independent evaluation by Pa u l
M a re r. The resulting assessment summa-
rized the pro g ram as "surprisingly impre s-
sive and highly effective" at building democ-
racy and creating an economic tra n s f o r m a-
tion in the country. The program was so ef-
fective because the groups it supported de-
vised sound legislative and policy
recommendations and lobbied hard and ef-
fectively to have them implemented. This
certainly constitutes a lasting contribu-
tion to democracy-building and economic 
transformation. The full text of this evalua-
tion is available on CIPE's Web site at
www.cipe.org.


