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Preface

In Agenda 2000, the Commission said it would report regularly to the European Council on progress made by each of the candidate countries of Central and Eastern Europe with preparations for membership,
and that it would submit its first Report at the end of 1998.

The Luxembourg European Council decided that :
"From the end of 1998, the Commission will make Regular Reports to the Council, together with any necessary recommendations for opening bilateral intergovernmental conferences, reviewing the progress of
each Central and Eastern European applicant State towards accession in the light of the Copenhagen critetia, in particular the rate at which it is adopting the Union acguis [...] The Commission’s reports will
serve as the basis for taking, in the Council context, the cisions on the conduct of the accession negotiations or their extension to other applicants. In that context, the Commission will continue to follow the
method adopted by Agenda 2000 in evaluating applicant States’ ability to meet the economic criteria and fulfil the obligations deriving from accession."
On this basis, the Commission presented a first seties of Regular Reports in October 1998, a second in October 1999, a third in November 2000, and a fourth in November 2001.
In its 2001 Enlargement Strategy Paper, which accompanied the 2001 Regular Reports, the Commission indicated that, given the pace of negotiations and the progress made so far, the Commission should be
able to make recommendations on those candidate countries ready for accession on the basis of its 2002 Regular Reports. At its meeting in Seville in June 2002, the European Council concluded that "in order to
enable the European Council to be held in the coming autumn to decide which wi 1l be the candidate countries with which negotiations can be concluded at the end of 2002, [...] the Commission will have to
draft appropriate recommendations in the light of the Regular Reports." The Commission has prepared this fifth series of Regular Reports with a view to the Brussels European Council in autumn 2002.
. At its meeting in Seville in June 2002, the European Council concluded that "in order to enable the European Council to be held in the coming autumn to decide which wi
The structure followed for this Regular Report is largely the same as that used for the 2000 and 2001 Regular Reports. In line with previous Regular Reports, the present Report:

* describes the relations between Hungary and the Union, in particular in the framework of the Association Agreement;

* analyses the situation in respect of the political criteria set by the 1993 Copenhagen European Council (democracy, rule of law, human rights, protection of minorities);

* assesses Hungary’s situation and prospects in respect of the economic critetia defined by the Copenhagen European Council (a functioning market economy and the capacity to cope with competitive
pressures and market forces within the Union);

addresses the question of Hungary’s capacity to assume the obligations of membership, that is, the acguis as expressed in the Treaties, the secondary legislation, and the policies of the Union. In this part,
special attention is paid to nuclear safety standards, which were emphasised by the Cologne and Helsinki European Councils. This part includes not only the alignment of legislation, but also the
development of the judicial and administrative capacity necessary to impl and enforce the acguis. The European Council stressed the importance of this latter aspect at its meeting in Madrid in 1995 and on
a number of subsequent occasions, most recently at Seville in June 2002. At Madrid, the European Council stressed that the candidate countries must adjust their administrative structures, so as to create
the conditions for the harmonious integration of these States. The Seville European Council also stressed how important it was that candidate countries should continue to make progress with the
implementation and effective application of the acguis, and added that candidate countries must take all necessary measures to bring their administrative and judicial capacity up to the required level.

This Report takes into consideration progress since the 2001 Regular Report. It covers the period up to 15 September 2002. In some particular cases, however, measures taken after that date are mentioned. It
looks at whether planned reforms referred to in the 2001 Regular Report have been carried out, and examines new initiatives. In addition, this Report provides a global assessment of the overall situation for each
of the aspects under consideration, setting out for each of them the m ain steps still to be taken by Hungary in preparing for accession.

Furthermore, in view of the fact that the 2002 Regular Reports will provide the basis on which the Commission will formulate its recommendations as to which countries are ready to conclude negotiations, this
Report includes an evaluation of Hungaty’s track record since the 1997 Opinion. As regards the economic criteria, the report also provides a dynamic, forward-looking evaluation of Hungary’s economic
performance.



For each of the negotiating chapters, this Report provides a summary evaluation of the extent to which commitments made in the negotiations have been implemented, as well as an overview of transitional
arrangements that have been granted. The commitments made by each country reflect the result of the accession negotiations, and, in accordance with the principle of differentiation undetlying the negotiation
process, may differ between countries. Where negotiating countries have committed t hemselves to completing specific measures by the time of accession, the Commission assesses the relevant preparatory
processes. For chapters on which the accession negotiations continue, and final commitments remain to be defined, an indicative assessment is given of the state of implementation of the commitments that have
been made to date.

The Report contains a separate section examining the extent to which Hungaty has addressed the Accession Partnership priorities. This section also assesses the progress Hungary has made in implementing the
measures set out in the Action Plan for strengthening administrative and judicial capacity that the Commission developed with each negotiating country in the spring of 2002.

As has been the case in previous Reports, "progress" has been measured on the basis of decisions actually taken, legislation actually adopted, international conventions actually ratified (with due attention being
given to implementation), and measures actually implemented. As a matter of principle, legislation or measures, which are in vatious stages of either preparation or parliamentary approval, have not been taken
into account. This approach ensures equal treatment for all t he candidate countries and permits an objective assessment of each country in terms of their concrete progress in preparing for accession.

The Report draws on numerous sources of information. The candidate countries have been invited to provide information on progress made in preparations for membership since the publication of the last
Regular Report. The information each of the candidate countries has provided within the framework of the Association Agreement and the negotiations, the National Programmes for the Adoption of the
Acquis where they are available, as well as the process of developing the Action Plans, a nd various peer reviews that have taken place to assess candidate countries' administrative capacity in a number of areas,
have served as additional sources. Council deliberations and European Parliament reports and resolutions have been taken into account in the preparations. The Commission has also drawn on assessments made
by various international organisations, and in particular the contributions of the Council of Europe, the OSCE and the international financial institutions, as well as those of non-gov ernmental organisations.

Relations between the European Union and Hungary

< dir="">

Recent developments under the Europe Agreement, including bilateral trade
Hungary continued to implement the Europe Agreement and has contributed to the smooth functioning of the various joint institutions.

The Association Committee held its tenth meeting in May 2002, when it reviewed progress in Hungary’s preparations for accession, notably in the light of the Accession Partnership priorities, and in bilateral
relations under the Europe Agreement. The system of sub-committees continued to function well as a forum for technical discussions. The Joint Parliamentary Committee, comprising representatives of the

Hungarian and European Parliaments, held its 17t meeting in Februa 2 in Budapest.
In general, trade relations between the European Community and Hungary remain good and trade continues to expand. In 2001, EC imports from Hungary amounted to €24.1 billion, and EC exports to
Hungary to € 23.6 billion. The EC accounts for about 74% of Hungary’s total exports and 58% of its imports. In 2001, the main product groups imported from the EC were machinery, followed by transport

equipment and chemical products. Hungary’s main exports to the EC ¢ machinery, followed by transport equipment and textiles.

Under the agreement resulting from the first round of trade negotiations in the agriculture sector (adopted on an autonomous basis pending the conclusion of an Additional Protocol to the Europe Agreement),
approximately 87% of EC agricultural imports from Hungary and 98% of EC agricultural exports to Hungary are duty-free or benefit from preferential rates (average trade figures 1998-2000).

Negotiations on a further round of liberalisation, covering more sensitive sectors, began at the end of 2001 and were concluded in April 2002. The result of this further round, applicable as of July 2002, enhances
the existing agricultural trade preferences between the parties and promotes the full or partial lifting of import duties, either within tariff quotas or for unlimited quantities, in sectors such as cereals, dairy

products, beef and sheep meat. This new agreement also includes a commitment by the parties to remove export refunds for certain sectors.

In April 2002 the Association Council decided to further liberalise trade in processed agricultural products between the EC and Hungary, essentially through the mutual reduction of custom duties. The decisions
came into force retroactively from January 2002.

An Additional Protocol to the Europe Agreement entered into force in January 2002. It provides for preferential conditions for trade between the EC and Hungary of certain fish and fishery products.
An anti-dumping proceeding concerning imports of hot-rolled coils originating, zuter alia, in Hungary was initiated in December 2001.

In March 2002, in response to protectionist measures by the US, which greatly restricted access to their market and created the risk of considerable trade diversion, the EU initiated provisional safeguard
measutes, with erga omnes effect, on imports of certain steel products. The measures were partly confirmed in September 2002.

In September 2002 Hungary gave its approval to the Annex to the Protocol to the Europe Agreement on conformity Assessment and Acceptance of Industrial Products (PECA) on Good Laboratory Practice.
Implementation will help remove barriers to the functioning of the internal market, as there will now be mutual recognition of good laboratory practice between Hungary and the Member States. Amended

antitrust implementing rules under the Europe Agreement were adopted by the Association Cou ncil and entered into force in Hungary in April 2002.

Hungary has adopted legislation in July 2002 to bring motorway construction under standard public procurement rules. The alignment of Hungarian legislation with EC rules on public procurement in general is
expected to be completed in the course of this year.

Accession Partnership

A revised Accession Partnership was adopted in January 2002. Its implementation is reviewed in Part D of this Report.

Action Plan for reinforcing administrative and judicial capacity

As announced in the Commission's 2001 Enlargement Strategy, in spring 2002 the Commission and Hungary jointly developed an Action Plan to strengthen Hungary's administrative and judicial capacity, on
which a common understanding was reached in March. The revised Accession Partnership adopted in January has served as the point of departure for this exercise.

The purpose of this Action Plan is jointly to identify the next steps required for Hungaty to achieve an adequate level of administrative and judicial capacity by the time of accession, and ensure that all necessary
measures in this regard are taken, providing Hungary with targeted assistance in areas that are essential for the functioning of an enlarged Union. As such, the Action Plan is a key tool for meeting the common
objective of the EU and Hungary, i.e. to ensure that Hungary's prep arations for accession take place as effectively as possible within the planned timeframe.

The implementation of the Action Plan is reviewed in Part D of this Report.

National Programme for the Adoption of the Acquis

In March 2002 the Hungarian Government adopted the revised National Programme for the Adoption of the Acquis (NPAA). This has served as one of the bases for the preparation of the Action Plan for
reinforcing Hungary’s administrative and judicial capacity.

Community Assistance

Three pre-accession instruments have been financed by the European Community to assist the applicant countties of Central and Eastern Europe with their pre-accession preparations: the Phare programme;
SAPARD, which provides aid for agricultural and rural development; and ISPA, which finances infrastructure projects in the fields of environment and transport. The support provided by these programmes is
focused on the Acces sion Partnership priorities, which are intended to help the candidate countries meet the criteria for membership.

For the years 2000 to 2002, total financial assistance to Hungary amounts to around € 96 million annually from Phare, € 38.7 million from SAPARD and between € 72.8 million and € 104 million from ISPA.

The Phare programme has been providing support to the countries of Central and Eastern Europe since 1989, helping them through a petiod of fundamental economic and social transition and political change.
Its current "pre-accession" focus was established in 1997, in response to the Luxembourg European Council’s launching of the present enlargement process.

Phare provides the applicant countries of Central and Eastern Europe with support for institution building, investment to strengthen the regulatory infrastructure needed to ensure compliance with the acguis, and
investment in economic and social cohesion. This support comprises co-financing for technical assistance, "twinning" and investment-support projects, to help these countries with their efforts to adopt the
acquis and strengthen the institutions necessary fo r implementing and enforcing the acguis. Phare also helps the candidate countries develop the mechanisms and institutions that will be needed to implement
Structural Funds after accession and is supported by a limited number of measures (investment and grant schemes) with a regional or thematic focus. In the context of the Action Plans for strengthening
administrative and judicial capacity, particular emphasis is placed on the issue of institution building and associated investment intended to ensur e compliance with the acguis. For 2002, the Commission has
mobilised special financial assistance of up to € 250 million to accompany negotiating countries' efforts, over and above the indicative annual allocations for each of the Phare countries, bringing total
Community assistance for strengthening the administrative and judicial capacity of the negotiating countries in 2002 to around € 1 billion.

The Phare programme allocated commitments of € 1.03 billion to Hungary during the 1992-1999 period, € 119.8 million in 2000, and € 108.8 million in 2001. The 2002 Phare Programme for Hungary consists
of an allocation of € 87 million for the National Programme, complemented by € 24.7 million under the Phare 2002 supplementary institution building facility. The 2002 Phare programme focuses on the
following priorities:

* developing of administrative capacity in sectors including agriculture, social policy and employment, regional policy, the environment, justice and home affairs, and customs;

* cstablishing capacity for the efficient use of future Structural Funds assistance;



* participation in Community programmes and agencies.

An additional € 19 million have been allocated for cross-border co-operation programmes (CBC), whereof € 10 million for co-operation with Austria, € 5 million for co-operation with Romania, € 2 million for
co-operation with Slovakia and € 2 million for co-operation with Slovenia.

Hungary also participates in and benefits from Phare-funded multi-country and horizontal programmes, such as TAIEX, the Small- and Medium-sized Enterprises Facility, SIGMA and the nuclear safety
programme.

Furthermore, Hungary participates in the following Community programmes: fifth Framework Research Programme (including Euratom), Leonardo da Vinci, Socrates, Youth, the Multi-annual Programme for
Enterprises and Entreprencurship, Culture 2000, Life IIT and Fiscalis. Following the ratification and entry into force of the agreement, Hungary’s formal participation in the European Environment Agency
started in January 2002. In order to streamline Community le ocedures and thereby facilitate Hungary’s future participation in Community programmes, a Framework Decision was adopted in December 2001 by
the Association Council establishing the general principles for such participation.

Overall, the impact of Phare has been positive. Effective transfer of know-how, equipment and financial resources has taken place in a number of important fields such as agriculture, aid co-ordination,
education, trade and investment promotion, transport and the environment. Phare support for the environment, privatisation and restructuring and SME development has contributed to the successful
development of sector strategies and essential institutional and financial mechanisms serving en terprises in these sectors

For example, in Hungary, Phare has played a particularly important role in the following:

* In the justice and home affairs sector, € 30.3 million was allocated between 1997 and 2001 to purchase surveillance equipment such as patrol boats, mobile thermal camera systems and radio
communication equipment in order to step up the fight against cross-border crime and prevent illegal immigration, particularly at Hungary’s southern and eastern borders. This investment was
complemented by twinning operations aimed at strengthening border management systems and tra als (€ 3.9 million since 1997). The 2002 programme also includes a (€ 6 million) project for establishing
an information system in line with Schengen requirements.

Support for the Roma minority

has been a priority of the Phare programme since 1999. Several projects have been carried out to promote the social integration of the Roma population in Hungary, by reducing the primary school drop
out rate and focusing on supportive schooling and on vocational training at the level of secondary education. Practical support was provided by renovating two dormitories in a school for exceptionally
able Roma pupils and by providing 17 school buses. T he Phare contribution to these projects amounted to € 7 million;

In the social and employment sector, in response to a need identified during the negotiations, a twinning project is being financed under the 2001 National Programme (€ 2 million) to strengthen "autonomous"
social dialogue. The objective is to help establish of a functioning social dialogue system by complementing the existing tripartite social dialogue structures with more independent bipartite channels. The project
supports the creation of sectoral committees that will not on vide the social partners with the opportunity to exert influence on domestic issues but will also prepare them for participation in similar sectoral
structures at European level.

* In the area of regional policy, Phare has provided considerable support since 1998, both for institution building through twinning projects and for pilot investment projects. As a result, under Phare 2002,
the Commission and the Hungarian Government have agreed on a comprehensive two-year framework (2002 — 2003) for programming, implementing and monitoring Structural Fund-type measures as a
precursor to actual implementation of the Structural Funds. This scheme, with an approved contribution of € 41.5 million in 2002 and a planned contribution of over € 70 million in 2003, will be co-
financed by Phare and the Hungarian Government.

The 2000 Phatre Review confirmed the accession-driven approach and emphasised the importance of helping countries to prepare for the Structural Funds. The trends introduced in 1997 have continued, with an
increased role for Commission Delegations, further streamlining of procedures and increasing emphasis on raising the verifiable and quantifiable impact of Phare projects on institution building, investment in
compliance with the acguis and economic and social cohesion.

The Review also provided for the possibility of further decentralisation of Phare management, by waiving the requirement for ex ante approval by the Commission Delegations for tendering and contracting. For
this to be possible, strict pre-conditions covering programme management, financial control and structures regarding public finance must be met. An extended decentralised implementation system (EDIS)
should be put in place for each negotiating country at the latest by the time of accession. High Level Working Groups are being established for each country to oversee this process, along with other key
procedural steps in the run up to accession.

The Hungarian SAPARD programme was approved by the Commission in October 2000. The indicative allocation for SAPARD in Hungary for 2002 is € 39.8 million at 2002 prices (allocation 2001: € 39.4
million at 2001 prices).

The programme is based on two major priorities, namely improvement of the agricultural sector and processing industry’s competitiveness, focusing on environmental protection aspects, and the enhancement
of capacities for adaptation in rural areas (renovation and development of villages, diversification of activities, development and improvement of rural infrastructure).

The Multi-annual Financing Agreement (MAFA), setting out the rules for implementing SAPARD, and the .Annual Financing Agreement (AFA) setting out the Community financial commitment to Hungary for the year
2000, are both in force since June 2001.

The Commission agreed to the text of the AFA for 2001 in November 2001, which is still unsigned.

The following structures are responsible for the implementation of SAPARD; the National Fund, located within the Ministry of Finance administers SAPARD funds under the responsibility of the National
Authorising Officer (NAO) and is responsible for the national accreditation of the SAPARD Agency; the Managing Authority is located within the Ministry of Agriculture and Regional Development (MARD);
the SAPARD Agency is established within the Ministry of Agriculture and Regional Developme nt and has got its own regional offices; the State Audit Office will act as the Certifying Body

The Hungarian authorities are proceeding with the preparation of their implementing and paying structures (SAPARD Agency and National Fund). No Community funds can be released until the Commission
Decision conferring provisional management of aid to Hungary is taken.

A Monitoring Committee has been established by the Managing Authority and has met once.

The ISPA programming framework is governed by the national strategy papers, which the Hungarian authorities drew up in 2000 for transport and environment. The main transport objectives are: promotion of
integration into the EU; improved co-operation with neighbouring countries; contribution to balanced regional development; protection of human life and the environment; and effective market-oriented
transport regulations. For the environment, priority project areas for funding inclu de waste management and waste water projects. The strategic objective for Hungary is to achieve sustainable development by
integrating environmental protection considerations into all sectoral policies. The two priority areas for the first stage of ISPA financing (2000-2001) are water protection and municipal waste treatment. The
priorities for the period 2000-2006 also include air quality.

For the years 2000 and 2001, the full (mid-range) allocation for Hungary has been committed, i.e. € 178.8 million (€ 88 million in 2000 and € 90.8 million in 2001). The allocation for 2002 is approximately € 93.9
million.

Nine environmental projects were approved in 2001: a technical assistance (T'A) project for the implementation of urban waste water directives (€ 0.14 million), a further two TA measures for drinking and
sewage water project preparation (€ 0.3 million and €1.1 million), a sewage network treatment project in Sopron (€ 9.3 million), an extension of the sewer system in Pecs (€ 10.8 million) and four solid waste
collection systems in Miskolc, Tisza Lake, Mid- € 32.15million). Two transport projects were approved in 2001: one providing TA for rail projects (€1.5 million) and a road rehabilitation programme for achieving
11.5 tonnes load-bearing capacity on roads 3 and 35 (€ 20 million).

Two transport projects wete presented for approval in 2002, addressing the rehabilitation of the Szolnok-Lokéshasa railway line and the rehabilitation of roads 2, 6, 42, 47 and 56 for achieving 11.5 tonnes load
bearing capacity. In the environmental field, five regional solid waste management systems are currently being approved, in South Balaton and the Sio valley atea, in the regions of North Balaton , Homokhatsag,
West Balaton and the Zala valley area, and in the north-east of Pest County. Further projects are in preparation.

A Gap Assessment has been carried out in preparation for the decentralisation process (EDIS).

Contracts have been signed for three projects in the transport sector. Tenders for the remaining projects under ISPA 2000 and 2001 are currently being launched or in preparation.

Twinning

One of the main challenges still facing the candidate countries is the need to strengthen their administrative and judicial capacity to implement and enforce the acguis. As of 1998, the European Commission
began to mobilise significant human and financial resources to help them with this process, using the mechanism of twinning administrations and agencies. In 2001, the Commission strengthened this emphasis

on institution building further, th rough the launch of the Action Plans for strengthening administrative and judicial capacity.

The twinning process makes the vast body of Member States’ expertise available to the candidate countries through the long-term secondment of civil servants and accompanying short-term expert missions and
training.

A total of 503 twinning projects were funded by the Community between 1998 and 2001. Between 1998 and 2000, these projects primarily targeted the main priority sectors identified in the Accession
Partnerships: agriculture, the environment, public finance, justice and home affairs and preparation for the management of the Structural Funds. Since 2000, other important sectors of the acguis have also been
addressed through twinning, such as social policy, the fight against drugs, tran sport, and telecommunications regulation. Twinning now covers all sectors pursuant to the acguis.

Thanks to the strong support of the EU Member States, 103 twinning partnerships were funded by Phare 1998, involving all the candidate countries and almost all the Member States. These first-generation
projects have already come to an end. Under Phare 1999, a further 123 projects are cutrently being implemented and the programming exercise for Phare 2000 included a further 146 twinning projects. The 2001
programming exercise includes 131 twinning projects embracing all the Phare beneficia ry countries, as well as Cyprus and Malta. Under the 2002 programming exercise, 119 twinning projects have already been



planned and approved for implementation. A substantial number of additional twinning projects are planned and these should be approved and implementation launched before the end of 2002. They include
twinning projects identified in the Action Plans for strengthening administrative and judicial capacity in the negotiating countries. It is estimated that around 300 twinning projects are oper ational throughout the
candidate countries at any one time. Furthermore, the candidate countries are being offered a further way of drawing on Member States' expertise through "Twinning light"; a mechanism to address carefully-
circumscribed projects of limited scope, which emerge during the negotiation process as requiring adaptation.

For Hungary, 23 twinning projects were financed under the 1997, 1998 and 1999 Phare programmes; 22 of them have been completed. Fight additional projects, financed under Phare 2000, are cutrently being
implemented. They provide assistance in the areas of agriculture, the environment, regional development, social policy, customs and the fight against drugs. 17 twinning projects financed under Phare 2001 have
already started. They cover areas such as energy, market surveillance, agriculture , the social dialogue, the environment, justice and home affairs, traffic control, regional policy and the future management of the

Structural Funds. Five "Twinning light" projects, also financed under Phare 2001, have been launched. Concerning the 2002 Phare programme, eight out of 12 twinning projects have already been approved by
the Commission. Under the same programme, three "Twinning light" projects have already been identified, two of which have already been launched.

Negotiations

Since the opening of the accession negotiations, substantive discussions have been held on the individual chapters of the acguis and, by December 1999, negotiations on all chapters (except Chapter 30 —
Institutions) had been initiated. The Institutions Chapter was opened in June 2002.

By 15 September 2002, the following 26 chapters had been provisionally closed: free movement of goods, free movement of services, free movement of capital, free movement of persons, company law,
fisheries, transport policy, taxation, economic and monetary union, statistics, social policy and employment, energy, industrial policy, small and medium-sized enterprises, science and research, education and

training, telecommunications and information technologies, culture and audio-visual polic y, regional policy and co-ordination of structural instruments, environment, consumers and health protection, justice
and home affairs, customs union, external relations, common foreign and security policy and financial control.

Criteria for membership
Political criteria

Introduction

The political criteria for accession to be met by the candidate countries, as laid down by the Copenhagen European Council in June 1993, stipulate that these countties must have achieved "stability of institutions
guaranteeing democracy, the rule of law, human rights and respect for and protection of minorities."

In its 1997 Opinion on Hungary's application for EU membership, the Commission concluded:

""The Hungarian institutions work smoothly, the various authorities being mindful of the limits of their powers and of the need for cooperation. Elections have taken place in free and fair conditions and have allowed a switch in political power in
1990 and 1994. The opposition plays the customary part in the operation of the institutions.

There are no major problems regarding observance of fundamental rights in the country. The rights of minorities are guaranteed and protected. Although some improvement is still needed, progress has been made in the form of measures recently taken
by the government to ensure justice and protection for the Roma (gypsies). Efforts to combat corruption need to be made more effective.

Hungary presents the characteristics of a democracy with stable institutions which gnarantee the rule of law, human rights and respect for, and the protection of, minorities.""
In its 2001 Regular Report, the Commission found that:

"In its 1997 Opinion, the Commission concluded that Hungary fulfilled the political criteria. Since that time, the conntry has made considerable progress in further consolidating and deepening the stability of its institutions guaranteeing democracy,
the rule of law, human rights and respect for and protection of minorities. Over the past year, further efforts have been made in this direction. Hungary continues to fulfil the Copenhagen political criteria.

In the area of public administration reform, positive steps were taken with the introduction of a new legal | % increasing ility and efficiency of the administration. In addition, better salaries and career possibilities have made the civil
service more attractive. Efforts also continued in the area of training, which has become an important element of the career structure.

Within the judiciary, the overall efficiency of courts further improved after the introduction of additional measures in the area of institution building, notably the modernisation of IT systems, procedures, continued training and new staff. However, the
continned overloading of the Supreme Court reduces its ability to provide guidance to lower conrts and to unify the courts’ practice. The scarce budgetary resonrces make it difficult to imple the ining elements of the judic form.

The fight against corruption remained high on the political agenda and new legislation on asset declaration and more severe punishment was adopted to address the issue. Corruption however remains a problem, and the new measures would need to be
implemented quickly to make the fight more effective.

As regards human rights and freedoms, progress can be reported with regard to asylum, where the situation considerably improved due to faster and better procedures and more appropriate reception facilities. However, there is a need to address police
bebavionr, notably with regard to reported cases of ill treatment. In the area of public service media, a solution needs to be found regarding the composition of the Supervisory Boards of Trustees.

.

New policy instruments and measures were adopted for the Roma minority. This process was accompanied by a signi) increase of b ry means for the further imp jon of the medium-term action programme, already adopted by the
Government in 1999. Support measures in 2001 mainly focused on the areas of education, employment, social policy, legal protection and culture. In this context, it will be important to enhance efforts to fight against widespread discrimination and
1o fully implement and enforce the legislation already in place. The Roma minority should also be given the possibility to participate more actively in public life.

Hungary had implemented the short- and medium-term priorities of the 1999 Accession Partnership priorities which related to the continued imple jon of the medium-term action programme for the Roma and the increase of budgetary means
for this purpose, as well as the further reform of public administration and of the judiciary.”

The section below provides an assessment of developments in Hungary, seen from the perspective of the Copenhagen political criteria, including the overall functioning of the country’s executive and its judicial
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system. Such developments are in many ways closely linked to developments regarding Hungary’s ability to implement the acguis, in particular in the domain of justice and home affairs. Specific information on
the development of Hungary’s ability to imple in the field of justice and home affairs can be found in the relevant section (Chapter 24 — Co-gperation in the field of justice and home affairs) of part B.3.1. of this report.

Recent developments

Following Parliamentary elections in April 2002, the former Centre-Right Government was replaced by a Socialist-Liberal Coalition. Participation in the elections was the highest ever. The elections were free and
fair and in line with international standards and commitments on democratic elections.

Accession to the European Union has continued to be the key priority for the new Government and there remains consensus amongst all political parties in Patliament over accession.
Democracy and the rule of law

Hungary has achieved stability of institutions guaranteeing democracy and the rule of law. This was the conclusion of the 1997 Opinion and the subsequent Regular Reports, and has been confirmed by
developments over the past year. This section focuses on the most significant developments since the last Regular Report.

The parliament
Parliament has continued to function smoothly and further progress has been made on legislative work with good overall results regarding alignment with the acguis communantaire.

Following the elections, a new legislative programme started in June 2002, with sessions every week instead of every third week. The new House is now composed of four political patties. As no extremist party
passed the electoral threshold of 5%, none is represented in Parliament. The constitutional obligation to ensure direct parliamentary representation of minorities in a systematic manner remains unfulfilled. The
Hungarian Constitutional Court had ruled in 1992 that the absence of such a system was unconstitutional. However, in the recent clections, four members of Parliament of Romani origin were elected via the
national party lists.

The four Ombudsmen continued to fulfil their mandate in the areas of civil and political rights (the responsibility of the Ombudsman and his Deputy), national and ethnic minorities, education, data protection
and freedom of information. The Ombudsmen are elected for six years by a two-thirds majority of votes in Parliament. The last vote took place in December 2001, when the Ombudsman for data protection

was elected.

The Ombudsmen ate responsible for investigating violations of constitutional rights and for initiating general or individual measures to remedy such violations. However, the Ombudsmen are not entitled to
impose legal sanctions on perpetrators of infringements of constitutional rights.

Modifications to the Law on Ombudsmen came into force in December 2001, clarifying the scope for control. Thus, the Ombudsmen are entitled to control all governmental authorities, as well as a number of
other organisations, such as the public service providers or public prosecutors.

The executive

In line with the 2001 reform of the legal framework for civil servants, further progress was made during the reference period to modernise the public administration and to enhance its professionalism. However,
the issue of financing of local self-governments, referred to in previous Regular Reports, has not yet been addressed.

Implementation of public administration reform has continued according to schedule; the re-structuring of central public administration was already largely completed in 2000. The main focus of the reform
process was deconcentration (devolving official powers to lower-level organs of state administration), decentralisation (devolving official powers to organs outside the system of public administration) and



deregulation (reviewing existing and planned legislative acts to simplify the legal system). Following the Parliamentary elections of April 2002, the portfolio of certain ministries was restructured and two new
ministries were created (Ministry for Labour and Employment, the Ministry for Information Technology and Telecommunications), whereas two others were abolished (Ministry for Transport,
Telecommunications and Water Management, Ministry for Social and Family Affairs).

Within the Hungarian public administration, the legality of administrative decisions and actions is ensured through judicial review (although there are no courts specialised in administrative law). Liability is
institutional, not personal to the individual official. Appeals are brought against the administrative authority, not against the civil servant responsible for a decision, action or fault.

At the level of counties (of which there are 19, with Budapest also having county status), towns and villages, certain administrative tasks are assumed by the self-governments, which are elected every four years.
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The 3 158 local sclf-governments have, in particular, powers and rights in the areas of basic welfare services, such as social and health care, and education. Most of their revenues come from the central

government budget, with predetermined distribution keys. The proportio n of revenues at the free disposal of self-governments has fallen steadily since 1990 and currently represents only 5% of locally collected

personal income taxes. As mentioned in previous Regular Reports, this situation has led over the years to a deterioration of the financial situation of self-governments. According to a 2001 report by the State

Audit Office, one third of the self-governments need additional financial resources to carry out their increasingly wide range of tasks resulting from decentralis ation. This problem has not been addressed over

the last year. Concerning the overall administration, the following new measures have been taken during the reference period:

For the first time, by end-October 2001, senior civil servants had to declare their own assets and those of their relatives living in the same household. The declarations cover real estate property, savings,
securities and company interests. Members of the Government, state secretaries and deputy state secretaries are obliged to make such declarations annually. The heads of ministerial divisions and departments,
public notaries, officials with decision-making rights in public procurement cases and civil servants subject to national security checks have to present such documents once in every two years. The Government
Control Office is responsible for monitoring the declarations and investigating questionable vatiations.

A system of performance appraisal of civil servants was introduced in January 2002 and the first staff reports are to be produced by the end of 2002. These will be used in setting the remuneration for the
following year, which might be up to 20% higher or lower as a result.

To complete the reform, an Inter-Ministerial Committee on Public Administration was set up in February 2002 to produce an action plan based on the conclusions of the 2001 Regular Report and on the
recommendations of the OECD report on the regulatory regime. The Hungarian Institute for Public Administration is in charge of implementing this action plan.

In spring 2002, 450 civil servants were appointed as senior civil service staff (300) and to law enforcement agencies (150). The appointments ate part of a new scheme for civil servants — introduced by the Law
on Civil Servants of June 2001 — aimed at making government more efficient, strengthening strategic planning skills and helping to prepare more efficiently for EU membership. Participants in the scheme were
selected on the basis of a simple application. Minimum requirem university degree, civil servant status and a declaration of personal assets, but no professional track record was required. A committee of three
experts did the pre-selection, and the Prime Minister took the final decision. Once appointed, the civil servants in question can be dismissed only in exceptional circumstances, and receive a particularly high
salary. Their status is totally incompatible with any other remunerated activity or involvement in political matters. In July 2002, the selection criteria f or the appointment of this special staff were made more
transparent through an amendment to the law on civil servants.

Progress was made in preparing for e-government with the opening of an Internet portal. The portal aims at promoting a more effective use of data related to public administration, accessible to the public and
enabling citizens to conduct their official affairs more quickly and more flexibly.

Following a complex review of the salary structure for the public setvice, the gap between earnings in the public and private sectors was further reduced: in January 2002 law enforcement officers received an
increase of around 70%, while other civil servants received a further salary increase of 30% (which resulted for the latter in an overall increase of 70% from 2001 to 2003).

As part of the reform, training has continued to be a priority. The 2001 Law on Civil Servants introduced a compulsory specialist examination for promotion to management positions. So far, more than 16 000
civil servants have taken this examination under the supervision of the Institute of Public Administration.

The reform of the public administration at central level has neatly been completed. The 2001 Law on Civil Servants, of which parts entered into force in 2002, was an important step forward in the consolidation
of the legal framework for civil servants. However, the introduction of the senior civil service scheme without fully transparent selection and appointment criteria has increased the scope for politicisation of the
administration.

At the local level, the lack of sufficient financial resources puts the autonomy of the local administration at risk. The financial reform of local administration should be speeded up to allow the authorities to carry
out their new additional tasks in the context of decentralisation and with a view to EU accession.

The judicial system
Several important steps have been taken over the past year to continue implementation of judicial reform. However, the budgetary resources available for this purpose remain limited.
The Code of Civil Procedure and the Code of Criminal Procedure regulate the jurisdiction and competence of courts.

Under the Constitution, the coutts are responsible for the administration of justice, with the Supreme Court exercising control over the operation and judicial procedure of all other courts. There are three levels
of courts. First instance jurisdiction in most matters rests with the local courts. Appeals against their rulings may be made to the county coutts or to the Budapest Municipal Court, which in addition has first
instance jurisdiction in a range of other matters, such as civil law cases with a minimum value of HUF 10 million (€40 000 ) and criminal law cases with a sentence up to life imprisonment. The Supreme Court is
the final court of appeal and oversees the uniform application of the law by courts, while the Constitutional Court is in charge of constitutional matters. The Supreme Court also hears appeals against decisions by
military courts.

A National Council of Justice makes judicial appointments, except to the Constitutional Court, and prepares each year the proposal for the budget for the administration of the judicial system.

The Constitutional Court is charged with reviewing the constitutionality of laws and statutes brought before it as well as the compliance of these laws with international treaties that the Government has ratified.
Parliament elects, by a two-thirds majority, the 11 members of the Constitutional Court, who serve nine-year terms. The Constitutional Court operates to full strength. Citizens may appeal direct to the
Constitutional Court if they believe that their constitutional rights have be en violated.

Recruitment to the judiciary consists of several stages — clerkship, examinations, and probationary period — leading to final appointment. The President of the Republic appoints judges, on nomination by the
National Council of Justice, for three years, after which they may be re-appointed for an indefinite period subject to an evaluation of their performance.

Besides being prevented from joining political parties or engaging in any political activity, judges do not have the right to be involved in business activities or to be members of an arbitration court. Furthermore,
members of the Constitutional and Supreme Coutts are not allowed to be members of Parliament or to be employed in local government. Since December 2001, judges are required to make asset declarations,
which are collected and monitored by the National Council of Justice.

The remuneration of judges has progressively been raised over the years, but increases have remained below the annual inflation rate since 1998, resulting in a decrease in real terms. In order to remedy the
situation, the Government has proposed to increase the basic salaries of judges by 50% as of January 2003.

The prosecution system is a centralised body within the judicial system and independent from government. The Prosecutor-General is the leader and supervisor of the system. He is elected by Parliament, on a
proposal by the President of the Republic, for a six-year term. The Prosecutor-General is answerable only to Parliament, to which he reports on his activities. One of his tasks is to appoint prosecutors, who may
not be members of political parties or pursue any political activity.

Trials are, in general, public. Defendants are in principle entitled to counsel during all phases of criminal proceedings and are presumed innocent until proven guilty.
Judicial proceedings are reasonably expeditious. The majority of proceedings at first instance are finished in less than one year.
During the reference period the following new developments can be reported.

In line with the constitutional requirements, a decision was taken in June 2002 to establish five Regional Courts of Appeal. These Courts will hear appeals from the county courts, currently heard by the Supreme
Court. The introduction of this new tier of courts should reduce the backlog of cases before the Supreme Court and enable it to concentrate on its main functions, i.e. to guarantee the uniform application of law
by courts and provide judicial guidance to lower courts, and to examin e applications for the review of final judgements as extraordinary remedy. The five Regional Courts of Appeal will come into operation in
July 2003 (Budapest, Pécs and Szeged) or 2004 (Gyér and Debrecen). It is estimated that around 6 000 appeal cases will be immediately transferred to the Regional Coutts from the Supreme Court. The decision
to create a new tier of courts had been taken in 1997, but the Government postponed implementation for budgetary reasons. In November 2001, the Consti tutional Court ruled that the failure to establish
appeal courts violated the Constitution.

At the level of the Supreme Court new rules for the review of final judgements entered into force in January 2002, following the amendment of the Code of Civil Procedure. The new rules restrict the
possibilities for the review of final judgements. Exceptional review may be submitted only if the judgement to be reviewed infringes legal provisions which vitally influenced the merits of the case, and if the case
differs from the binding decisions of the Supreme Court on uniformity of interpr etation of law, or if it is contraty to current judgement practice. This should reduce the number of requests for judicial review
addressed to the Supreme Coutt, and thereby contribute to reducing the backlog of cases the Supreme Court faces at present.

In the prosecution system, a comprehensive structural reform was implemented during 2001 to address the fight against new forms of crime, in particular organised ctime, economic and environmental crime,
and corruption. The core elements of this reform were the establishment of a Central Investigation Office at the Budapest Metropolitan Public Prosecution Office, with nation-wide competence to investigate
cases of national importance, and an increase of staff. The Chief Public prosecutor h ad been designated the Hungarian single contact point for EUROJUST.

At the beginning of 2002, a system of predefined distribution of cases was introduced for courts. This makes the order of the distribution of cases public and thus contributes to the transparency of court
proceedings.



At the level of courts, the overall number of staff has continued to increase. At the end of the first quarter of 2002 the number of posts for judges was 2 604 (2 599 in April 2001). In addition, there were at that
date 345 court secretaries (274 in 2001) and 470 junior clerks (453 in 2001).

The development of the Court Information System, which also provides access to Internet and on-line access to CELEX progressed and is now operational at 18 county courts, the Budapest Municipal Court,
the Supreme Court, and the National Council of Justice. The system should be finalised by the end of 2002 and all 152 courts should be connected to the system,

The training of judges in Community law, which started in September 1999 with Community assistance, continued; by March 2002 1 872 of the 2 604 judges had received training and 60 judges had become
national trainers.

As regards court infrastructure, technical facilities are still inadequate and judges have to spend a large part of their time on administrative matters connected with their cases. The new profession of "legal
assistants", created in 2001, should help to improve this situation, but so far there are is not enough well-trained staff available to fill such posts.

Moreover, the budgetary resources of the judicial system remained limited. The annual budget proposal, prepared by the National Council of Justice, requires government approval. Over the last four years the
Government regularly reduced the proposals of the National Council of Justice by about 40%; the judicial chapter of the central budget shrank from 2.6% in 1999 to 1.96% in 2002. As a consequence, it has not
been possible to invest in buildings and information systems as planned, or to raise the number of judges and court staff in step with the growing caseload. To strengthen the financial independence of the
judiciary, the Government has submitted a new law to Parliament in August 2002, which would empower the National Council of Justice to submit its proposal for the 2004 annual budget directly to Parliament.

There remains also room for improvement as regards the citizen’s access to justice in the context of the availability of legal aid (see also under Civil and political rights)

Overall, the constitutional and legislative guarantees of judicial independence are well-established in Hungary and the system of judicial self-administration functions efficiently. The decisions to introduce the
Regional Courts of Appeal and to strengthen the judiciary’s financial independence are important steps as regards the improvement of the judicial capacity.

Anti-corruption measures

Surveys indicate that corruption continues to be a problem in Hungary. In line with the long-term anti-corruption strategy adopted in 2001, a number of new measures have been taken during the reference
period.

Declarations of assets became compulsory for senior civil servants as from the end of October 2001 (see above under The executive).

In December 2001 this obligation was extended to the President of the Republic, judges, ombudsmen, chairman, vice-chairmen and controllers of the State Audit Office, chairman, vice-chairmen and employees
of the National Bank, public notaries, mayors, members of local governments and other persons entitled to manage public properties. The first set of declarations of assets for these categories had to be
submitted to the competent authorities within the first three months of 2002. They are subject to regular controls. As mentioned in last year's Regular Report, members of Parliament are also required to make
asset declarations. These are regulatly published in the Hungarian Official Journal.

The revised Law on Public Procurement adopted in November 2001 tightened up the surveillance of contract award procedures. Among other things, it introduced in particular an obligation to supply data
related to the awarding of contracts concluded under public procurement procedures. In addition, the penalties for remedy procedures were differentiated according to the seriousness of the offence committed.
The impact of the revised Law on tackling the problems of corruption in this area rem ains to be seen.

In December 2001 a new law was adopted concerning the liability of legal persons. Under this law, penalties may be imposed upon a legal person in respect of crimes committed by a natural person for the
benefit of a legal person. The law will come into force upon Hungary’s accession to the EU.

Within the amended Penal Code, which entered into force in April 2002, more severe punishments and sentences for bribery were introduced. Rules on the immunity of elected persons exercising public powers
and those on the possible confiscation of property gained through contacts with organised crime were made more stringent. In order to apply more efficient measures against bribe-takers, bribe-givers may be
exempted from punishment if they provide information to the authorities and help to identify the bribe-taker. Officials may now be punished if they fail to fulfil their obligation of reporting the case to the
competent authorities.

With the entry into force in December 2001 of the new law on combating terrorism, on tightening the provisions to prevent money laundering and on the ordering of restrictive measures, measures to prevent
and combat money laundering imposed stricter requirements on auditors, accountants, tax-advisers, real estate agents, traders of high-value moveable assets, and members of legal professions. These persons
must also report any data, facts or circumstance indicating money laundering to the police. The scope of business secrecy — banking secrecy in particular — has been restricted (see also chapter 4 - Free movement of
capital).

Practical measures revising the salary structure in the customs service, whereby salaries were increased and a bonus system introduced, should have a positive impact on problems of corruption in that area.

On the institutional side, the Ministry of the Interior and the Ministry of Justice share overall responsibility for the implementation of the anti-corruption strategy. In addition, several enforcement agencies such
as police, tax administration, and customs authorities have now a special unit to detect corruption. The corruption cases of high-level authorities (Members of Parliament, Ministers, heads of public departments)
are in the hands of a special department at the Prosecutor{{PU2} ice, the Central Investigation Office.

Hungary is a party to the Council of Europe Convention on Money Laundering, Search, Seizure and Confiscation of the Proceeds from Crime; the Criminal Law Convention on Corruption, which entered into
force in July 2002; and the OECD Convention on Combating Bribery of Foreign Officials in International Business Transactions. Hungary has not yet signed the Council of Europe Civil Law Convention on
corruption. It has concluded bilateral agreements of relevance for the fight against corruption with 45 countries. A further 17 bilateral agreements are under preparation.

Hungary is participating in the monitoring of anti-corruption measures effected by the OECD Working Group on Bribery in international commercial transactions, and is a member of GRECO, the Council of
Europe Group of States against Corruption, which has made provisions in its statute for regular evaluation of its member countries. An evaluation of Hungary took place in October 2001, but the report has not
yet been adopted by GRECO.

Despite these efforts, overall public perception of efforts to fight corruption has not really improved and many areas in the public sphere continue to have a bad reputation in this respect.
Human rights and the protection of minorities

Hungary continues to respect human rights and freedoms. This was the conclusion of the 1997 Opinion and the subsequent Regular Reports, and has been confirmed over the past year. The following section
focuses on the most significant developments since the last Regular Report.

Hungary has acceded to most of the major human rights instruments (see annex). In May 2002, Hungary signed Protocol No 13 to the European Convention on Human Rights on the abolition of the death
penalty in all circumstances.

Whilst the Constitution provides for equal treatment and protection against discrimination, Hungary does not yet have a unified law against discrimination. The current anti-discrimination legislation is fragmented,
with provisions in, among others, the Laws on Labour, Public Education, Health Care and Minorities. Moreover, there is no comprehensive system to effectively enforce the implementation of anti-
discrimination legislation. Thus, the majority of anti-discrimination provisi ons are not yet backed up by appropriate sanctions.

The new Government has now decided to present a comprehensive anti-discrimination law to Parliament in autumn 2002, which should ensure the transposition and implementation of the anti-discrimination
acquis based on article 13 of the EC Treaty (see Chapter 13 - Social policy and employment).

Civil and political rights

During the reference period, some further progress was made in this area, notably regarding the respect of basic constitutional rights and asylum. However, some issues continue to merit
attention.

According to the Ombudsman for Civil Rights, the number of complaints lodged in the area of civil and political rights has declined over the last year. Most of them concerned property rights
and rights to legal remedy, and related to the functioning of the mayor’s office and the courts. As regards basic constitutional rights, the overall number of complaints in 2001 was significantly
less than a year before (210 in 2001 compared to 599 in 2000).

According to the opinion of the Ombudsman for Minorities the situation concerning degrading treatment by the police has been improving marginally over the past year, but there continue to be reports of ill-
treatment and forced interrogation, and, in one case, a police raid on a Roma settlement. Although the data protection law prohibits the identification of individuals by ethnicity, Roma are patticularly at risk of
such treatment. During 2000, the Public Prosecutio n Office reported 850 cases of ill treatment during official proceedings and 283 cases of forced interrogation. As in catlier years, only a very limited number of
cases (11%) were followed up. Further efforts by Hungary will be needed to ensure an effective system for addressing complaints of police misconduct.

Hungary continues to be primarily a country of transit and destination for #rafficking in human beings. Trafficking is prohibited by law and the penalties have been stricter since April 2002, when the amendments to
the Penal Code entered into force. Trafficking in human beings was defined as a crime in 1999 and since then international police co-operation has started and continuously improved. Since the entry into force
of the Law on Entry and Stay of Foreigners in January 2002, de tected traffickers may be expelled from Hungary with immediate effect. Special facilities for victims are available in the form of a victim protection
fundand victim protection offices. A person can be kept in pre-trial custody by the police for 72 hours, a relatively long period of time. After the expiry of this time the persons concerned must be released unless
the court has ordered pre-trial detention.

Hungarian prisons continue to be overcrowded, but apart from this problem, meet international standards. Over the reference period, additional facilities have been made available following the modernisation
and extension of some old buildings and construction of a new penitentiary institution. Under the Government’s long-term development programme, further projects are under way to improve overall
accommodation facilities in Hungarian prisons.



The possibilities for /gal aid are different in criminal and in civil proceedings. Contrary to the principles generally applied to legal aid, existing provisions are rather restricted in a criminal case. A free defence
counsel may be ordered by the police, the prosecutor, or the court if the accused has not yet appointed one and if defence counsel is compulsory (i.e. for serious offences, or whete the accused is under
preliminary arrest, deaf, dumb, blind or mentally ill, or does not speak Hungarian). However, if convicted, the accused must pay all the costs of the proceedings. As of July 2003, new legislation will enter into
force, extending the rights to a free defence counsel, which will become dependant on the income situation of the accused. In civil proceedings the principle of access to justice includes the right to legal aid (full
or partial) if the financial circumstances of the party concerned are such that he or she is unable to cover the costs of the procedure. A person who has been granted legal aid is also exempted from advancing and
paying costs arising in the course of proceedings. Legal aid can be granted upon request of the person concerned. A party to whom legal aid has been granted, but who loses the case must pay the costs of the
other party. With a view to facilitating access to justice, the Government has prepared a proposal to modify the rules on legal aid to bring them in line with European standards. The Government should be
encouraged to submit the draft la w to Parliament without further delay.

In addition to the existing legal provisions, free legal information setvices are offered by 13 offices, set up under the authority of the Ministry of Justice. The offices provide legal advice, covering the
interpretation of legal rules, the identification of competent authorities and/or the applicable procedure. They do not prepare petitions, claims, pleas or any other documents for submission to the courts or
authorities, nor do they represent citizens in legal proceedings. In 2001 the offices gave advice to 3 449 citizens.

As mentioned in the previous Regular Report, new legislation on asy/um and the residence of foreigners entered into force in January 2002. These laws introduced a legal remedy against the rejection of visa
applications and reduced the maximum period of detention for illegal migrants by the Border Guard from 18 to 12 months. Further elements included the definition of unaccompanied minors and the re-
definition of temporary protection and safe third country. An accelerated procedure for processing asylum applications was introduced and the number of grounds for rejecting an asylum claim as "manifestly
unfounded" was increased.

According to the Office of Immigration and Nationality, which is in charge of asylum matters, the number of applications for refugee status rose in 2001 to 9 554, an increase of about 22.5% compared to 2000 .
The number of asylum-seekers granted refugee status, however, remains at an extremely low level. In 2001 only 174 applicants were granted refugee status. In general, cooperation between the Border Guards
and the Office for Immigration and Nationality should be improved as regar ds the handling of asylum cases.

On the basis of the Criminal Code not only racially motivated violent actions but also racially motivated non-violent actions inciting hatred against groups of people are punishable. As a positive development, a
fine was imposed by the National Media Council on a radio station in January 2002 for regularly broadcasting language insulting such groups as Jews and Roma.

Hungary continues to respect freedom of expression. The Constitutional Court had declared disproportionate draft legislation that would have restricted the freedom of the print media to publish critical opinions on
public persons. Since May 2002, the Government and opposition are again equally represented in the Presidium of the Boards of Trustees for the supervision of public service media. However, during the
clection campaign, the presence of Government parties was more evident in public service media, while private media generally provided a more neutral coverage of events, as underlined by the OSCE in its final
observations report on the Hungarian Parliamentary elections.

Freedom of religion is enshrined in the Hungarian Constitution and no particular problems have been reported in this respect.

Sexual orientation plays a role in the armed forces, where homosexuals are excluded from serving as professional soldiers. In September 2002, the Hungarian Constitutional Court declared unconstitutional the
provisions of the Penal Law, setting a different age of consent for homosexual and heterosexual intercourse. The relevant provisions will have to be repealed.

Economic, social and cultural rights
Since last year’s Regular Report, Hungary has continued to make progress in this area, notably as regards equal opportunities.

The legal framework on egual opportunities was strengthened in 2001 with the adoption of the new Labour Law (see Chapter 13 - Social policy and employment). Women represent 45% of the economically active
population. They are increasingly participating in active political life. Following the Parliamentary elections of April 2002, the number of women represented in the House has slightly increased (from 31 to 34
seats, representing 8.8%). Another three women became Ministers a nd one became Speaker of the House. In general the level of women’s political participation is higher in local government than at national
level.

A national programme for disabled persons had already been adopted by the Government in 2000, containing measures in the fields of public health, employment, social cate, education, traffic, housing and other
areas of state administration. Implementation of the programme seems still rather slow; as setvices for the disabled remain limited and access to public buildings is difficult.

In the area of social dialogne, the new Government indicated its firm intention of improving the involvement of the social partners in the decision-making process. (see chapter 13: Social Policy and employment) For this
purpose, the social partners and the Prime Minister signed an agreement on the restructuring of the system of the social dialogue. In a first step the Labour Law was amended in July 2002, extending further the
rights of the trade unions. At the same time, the formerly abolished National Interest Co-ordination Council was re-established; its task is to discuss various aspects of economic development, such as matters
affecting economic Policy, the budget, taxation, wages, labour related legislation and social benefits. Efforts should be continued to fully respect trade union rights at enterprise level and bipartite dialogue should
therefore be further developed.

Hungary is a party to the Eurgpean Social Charter. It has not yet signed the revised European Social Charter.

Minority rights and the protection of minorities
Since the last Regular Report, efforts in this area have focused mainly on the further implementation of the medium-term programme for the social integration of the Roma.

The Law on the Hungarian Minorities living in Neighbouring Countries ("status law") entered into force in January 2002 and created some political concern in the region, notably in
Slovakia and Romania. The law was designed to foster the position of the Hungarian minorities abroad and granted them, on the basis of registration, in Hungary, certain rights and
privileges in the areas of education and culture. Following the recommendations of the Council of Europe’s Commission for Democracy through Law (Venice Commission) on the roles
and tasks of kin-states and home-states in minority protection, Hungary adopted in December 2001 and January 2002 legislation implementing the status law, which is broadly
compatible with these recommendations. As agreed in a Memorandum of Understanding between Hungary and Romania, the law should have been revised in certain points in June
2002, but no progress can be reported in this respect. As regards Slovakia an agreem the application of the law is still pending. Hungary committed itself to repeal before accession any
provision which would not be compatible with EC law (see Chapter 27 - Common Foreign and Security Policy).

Hungary has a well-developed institutional framework protecting the interests of its minorities and promoting their cultural and educational autonomy. The Office for National and Ethnic Minorities, established
in 1990, is in charge of developing a policy framework for minority issues.

The 1993 Law on Representation of National and Ethnic Minorities enabled minorities to choose their representatives at the level of self-governments with considerable power, through which they could voice
demands and make proposals. Two elections have been held since 1993 within this framework and there has been a significant increase in the number of self-governments established, of which there are
currently 3 158.

The Ombudsman for the Rights of National and Ethnic Minorities monitors the implementation of minority rights and investigates complaints of violations. In 2001, some 453 new cases (431 in 2000) were
registered at the Office of the Ombudsman, of which 292 (291 in 2000) affected the Roma Community. Most cases targeted the activities of local governments (118), police (49) and coutts (31). Around two
thirds of these cases wete followed-up by the Ombudsman.

In June 2002 the Prime Minister’s Office became responsible for National and Ethnic Minorities; a political State Secretary is in particular in charge of Roma related issues, which were separated from minority
affairs in general. Within the Ministries of Education and Employment and Labour, Ministerial Commissioners in charge of Roma affairs had been appointed.

In addition, 2 Roma Coordination Council had been set up. The Council is a consultative body headed by the Prime Minister and responsible for steering the development of a new Roma policy. It is assisted by
the secretariat of the political State Secretary for Roma affairs in performing its tasks.

Furthermore, the monitoring system was strengthened and the concerned Ministries were requested to provide sytematic data on the implementation of the medium-term programme.

There are 13 recognised minorities in Hungary.

Amongst those, it is the Roma community that is most seriously affected by social inequalities: around 70% of Roma of working age are at present unemployed. Only 33% of Roma children start secondary
education (compared to 90% of non-Roma children) and the percentage of Roma with higher education is small (scarcely 1% of the total). Housing conditions are very poor for a large proportion of Roma and

often do not meet the most basic health and safety requirements. Recent health surveys conf irmed a life expectancy for Roma of 15 years below the Hungatian average.

Despite the efforts of the Government to address the situation through the continued implementation of the 1999 medium-term programme for the social integration of the Roma, members of the Roma
community continued to suffer from widespread discrimination in education, employment, the criminal justice system and access to public services, health in particular.

The implementation of the 1999 medium-term programme has further progtessed, but slowly, due to ineffective planning and lack of proper co-ordination between the Ministries involved. Support measures
mainly focused on the areas of education, employment, social policy, legal protection and culture. Certain forms of assistance were targeted specifically at the Roma while some other resources were made
available in general to persons belonging to national or ethnic minorities or concentrated on economically/socially disadvantaged groups. However, the programme itself does not provide a detailed strategy for
addressing the problems specified.

The total amount of Government resources that was made available for actions benefiting mainly the Roma increased from around € 18 mio in 1998 to around € 38 mio in 2001. The budgeted figure for 2002 is
€ 49 mio, representing a 15% increase (9% in real terms).

So far, some results within the medium-term programme have been achieved in the areas of education, employment and health. Some positive developments can be noted also within the judicial system.



In the area of education, measures undertaken include the provision of scholarships (12 500 in 2002 as 7 580 in 2001), the construction of student dormitoties and support for vocational education programmes
and certain pilot projects such as the Ghandi Secondary School. Specific educational and teaching materials for Roma education have been prepared and are being used as of the 2002/03 school year. However,
the measures do not address the frequent transfer of Roma children out of the mainstream system into special education facilities. According to estimates there are still around 150 schools in Hungary where
special Roma classes are maintained.

Employment initiatives generally focused on public work schemes. At local level, the Roma self-government concluded agreements with labour centres, creating increased access to these facilities for Roma.
Employment perspectives within this initiative are however limited to the short- or medium-term.

In the area of health, the National Health Programme, as part of the economic development plan (Széchenyi Plan), provides targeted support to Roma on drug prevention and health development, and provides
nursing care where needed.

Within the judicial system the overall attitude towards Roma has slightly improved during recent years and courts have started to sentence perpetrators of racially-motivated crimes against Roma, according
material compensation for injuries and ordering apologies.

Persons belonging to national and ethnic minorities may receive legal assistance free of charge through a special Anti-Discrimination Network of legal aid offices set up by the Ministry of Justice in co-operation
with the National Roma self-government and the Office for National and Ethnic Minorities. The Network, established in late 2001, offers free counsel and representation to individuals claiming discrimination.
Between October and December 2001, the Network had handled some 200 case s, of which 140 could be closed. Most of the cases related to housing (43), ctiminal law (32), social issues (26) and employment
(20). However, the operation of this Network is rather restrictive and covers only issues related to discrimination against persons belonging to national and ethnic minorities. Furthermore, the fact that this
system does not cover the costs of the legal proceedings, which must be paid by the plaintiff if the case is not upheld, acts as a disincentive.

On the whole, the Hungarian Government has continued to make efforts to address the situation of the Roma minority. In this respect the medium-term programme offered a good basis, yet continued efforts,
including efforts to tackle the specific problem of discrimination, are necessary to achieve positive changes in the situation of the Roma. Roma policy is not well integrated into general social development
strategies and exists as a separate and parallel project. In this respect the long- term strategy proposed by the Government in summer 2001 would have been a further step in the right direction; however, it had

not yet been adopted. The Government is currently revising its Roma policy and the forthcoming adoption of a new comprehensive anti-discrimination law will be a major step forward in this regard.

As reported in previous years, Hungary is a party to the Council of Europe Framework Convention on National Minorities. The Resolution adopted by the Committee of Ministers of the Council of Europe on
the basis of the opinion on Hungary by the Advisory Committee on the Framework Convention largely endorsed the above assessment.

General evaluation

In its 1997 Opinion, the Commission concluded that Hungary fulfilled the political criteria. Since that time, the country has made considerable progress in further consolidating and deepening the stability of its
institutions guarantecing democracy, the rule of law, human rights and respect for the protection of minorities. This has been confirmed over the past year. Hungary continues to fulfil the Copenhagen political
critetia.

Public administration reform at central level has been completed to a large extent. In this respect, the 2001 Law on Civil Servants, partly enforced in 2002, was an important step forward in the consolidation of
the legal framework for civil servants. Following a complex review of the salary structure, the gap between earnings in the public and private sector was further reduced. A financial reform of the local self-

governments is still outstanding.

Within the judiciary, the constitutional and legislative guarantees of judicial independence are well-established in Hungary and the system of judicial self-administration functions efficiently. The decisions to
introduce the Regional Courts of Appeal and to strengthen the judiciary’s financial independence are important steps as regards the improvement of the judicial capacity.

In line with its anti-corruption strategy, the Hungarian Government has continued to adopt a series of legal and practical measures to fight corruption, which remains a cause for concern. It is important that the
new decisions be implemented quickly to better address the situation.

Hungary continues to respect human rights and freedoms. In the area of public service media, political parties are again fully represented in the Supervisory Boards of Trustees. New steps were taken to improve
social dialogue.

With a view to addressing the difficult situation of the Roma, the implementation of the 1997 medium-term programme continued. The institutional framework has been further strengthened and a new

monitoring system introduced. Still, Roma policy is not well integrated into general social development strategies and exists as a separate and parallel project. Roma continue to suffer discrimination. The
Government is currently revising its Roma policy. The envisaged adoption of a comprehensive long-term strategy and comprehensive anti-discrimination legislation would be major steps forward in this regard.

Economic criteria

Introduction

In its 1997 Opinion on Hungary's application for EU membetship, the Commission concluded:

"Hungary can be regarded as a functioning market economy"; "it should be well able to cope with the competitive pressure and market forces within the Union in the medium term".

In its 2001 Regular Report, the Commission found that:

"Hungary is a functioning market economy. Provided that it fully maintains and implements its reform programme in a consistent manner, it should be able to cope with the competitive pressure and market
forces within the Union in the near term."

In examining economic developments in Hungary since the Opinion, the Commission’s approach was guided by the June 1993 conclusions of the Copenhagen European Council, which stated that membership
of the Union requires:

* the existence of a functioning market economy;
* the capacity to cope with competitive pressure and market forces within the Union.

In the analysis below, the Commission has followed the methodology applied in the Opinion and in the previous annual Regular Reports. The analysis in this year’s Regular Report takes stock of the
developments since the Opinion was drafted.

2.2. Summary of economic developments since 1997

On the basis of far-reaching institutional and structural reform, Hungary achieved robust economic growth and falling unemployment, combined with sustainable external deficits. After several years of structural reforms that encouraged
the emergence of a dynamic foreign-led export sector, the focus of economic policy since 2000 has shifted towards an immediate improvement of living standards through wage and pension increases, and
of infrastructure throu gh public investment, at the cost of a higher budget deficit. The resulting strong domestic demand, both private and public, helped to moderate the decrease in economic growth
since the second half of 2001. Average real GDP growth between 1997 and 2001 was strong, at an annual rate of 4.5%. The current account deficit peaked at 4.9% of GDP in 1998, and has continuously
declined since. The low external deficits were easily financed, thanks to the continuous inflow of foreign direct investment (FDI). Inflatio n, which had remained relatively high, only started to decline
after the depreciating exchange rate target was replaced by an inflation target as the main monetary policy anchor in mid-2001. The general government deficit measured according to harmonised EU
standards (ESA95) has averaged 5.4% of GDP since 1997. Over the period since the Opinion, general government gross debt has declined rapidly, from 64.2% of GDP in 1997 to 53.1% in 2001. A fiscal
stabilisation package during the period 1995-1998 effective ly balanced the economy, and laid the foundations for rapid growth thereafter. Since 2001, fiscal policy has turned expansionary to support
growth during the economic slowdown. The introduction of a mixed public-private three-pillar pension system in 1998 constituted a major step towards long-term sustainability of public finances.
Reforms of the health-care system have been initiated, but need to be further advanced.

Main Economic Trends

Hungary 1997 1998 1999 2000 2001 Average 2002 latest
Real GDP growth rate per cent 4.6 4.9 4.2 5.2 38 4.5 29Q1
Inflation rate per cent 185 142 10.0 10.0 9.1 124 6.8 June B

- annual average

- December-on-December per cent 18.6 101 11.4 10.0 6.8 11.4 4.8 June
Unemployment rate 9.0 8.9 69 6.6 57 7.4 56Q2
- LFS definition per cent

General  government  budget || per cent of 6.8 8.0 53 30 41 5.4

balance GDP




Current account balance per cent of -21 44 B = -3.4
million -840 2059 1969 1627 1.248° 549 | 11799 Jan.June ©
ECU/€

Gross foreign debt of the whole || per cent of || 1163 94.7 95.0 725

cconomy exports  of

- debt export ratio goods  and
services
million 21354 20090 22,688 22.448
ECU/€

Forcign direct investment in flow 48 43 42 36 47 4.

- balance of payments data per cent of
Million 1.928 1815 1873 1.837 2730 2037 474 nr anele
E

Sonrces: Enrostat. National sources. OECD exxternal Debt Statistics

a series break as a result of some technical changes to the definition.

b Moving 12 months average rate of change.

 Source: Website of the National Bank.
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by expanding the growth base of the cconomy, where the most important factors include an improved infrastructure and increased labour market participation. Plans for structural reform had been bundled since zom: in the so-called ‘Szechenyi Plan’, which has achieved some first positive results with regard to tourism infrastructure, access to financing for SMES and private housing construction. The new govermment has
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public motorway construction programme, while the restructuring of the railway system proceeds rather slowly. A few remaining enterprises are being restructured by the priva on agency for later sale, while a number of enterprises earmarked as ‘strategic” are intended fo remain in state ownership. The opening up of the telecom market in early 2002 was a step forward in price liberalisation, and will continue with the
partial opening up of the electricity market as of January 2003, according to the electricity law adopted in December 2001. However, public transport, household energy and certain publicly subsidised pharmaceuticals remain tightly regulated. The business tinues to be good, and is supported by the high degree of credibility attached to the country’s proven track record of successful macro-economic management over the.
review period.
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Northern H mained at 8.5% (with evidence suggesting a con siderable level of hidden unemployment adding to this ratio) while Budapest and the indusiri the country enjoy virtually full employment. The employment rate at the national level has been steadily increasing from 52.7% in 1997 to 56.6% in 2001, generating a downward trend in the unemployment rate from 8.7% to 5.7%.
Ve cmplaymcnl have both grown steadily, the female employment rate has grown faster,stating from a lower level. Female unemployment (5.1%) was even lower than male unemployment (6.3%) in 2001. At 44.8%, the share of long-term unemployment in total unemployment is high and points to a rather low active labour reserve. This share as consanty deeined rom a 50.8% peak in 1998, Youth

loyment as a perceniage of the 15 fo 24 year ld popultion stod at only 3.9% in 2001, a rate that had also constantly fellen from 6.1% in 1997. Pensions and wages, and in partculr the satutory minimum wage — which was lfed 0 a level above halfof the national avera ¢ in wo steps  inereased substanially in 2001 and 2002. Living standards for the low-skilssegment of the workforee have improved
e e of this trend could also d by pricing out parts of the lower skilled work force in certain industrics.

Main Indicators of Economic Structure in 2001

Population (average) Thousand 10,190

GDP per head * PPS 11,900

per cent of EU average 51
Share of agriculture ® in:
gross value added per cent :
- employment per cent 6.1

Gross fixed capital formation/GDP per cent 23.4

Gross foreign debt of the whole per cent 44.6
economy/GDP ©

Exports of goods & services/ GDP per cent 60.5

Stock of foreign direct investment Million € :
€ per head * :

Long term unemployment rate per cent of labour force 2.6

a Figures have been calculated using the population figures from National Accounts, which may differ from those used in demographic statistics

* Agriculture, hunting, forestry and fishing.

Data refer to 2000.

Assessment in terms of the Copenhagen criteria

The existence of a functioning market econony

The existence of a functioning market economy requires that prices, as well as trade, are liberalised and that an enforceable legal system, \g property rights, is in place. stability and consensus policy enhance the per y. A well-developed financial sector and the absence of any significant barriers to market entry and exit improve the efficiency of the economy.

The EU accesion process coninues 1o provice  key anchor for the cconomic poliy agenda. Populas consensus for a free market economy and EU accession has been strong throughout the economic reform process and has never been called into question. Al political parties that are represented in the newly elected Parliament strongly support EU accession. The structural reforms and institutionl deepening required by rapid transition have at no.
point endangered social and political sta bility in ungary, and the momentum of progress has been well maintined. The two Pre-accession Economic Programmes (PEPS) which Hungary submitted to the Commission in 2001 and 2002 reflect the highly-developed analytical and technical capacity of the Hungarian authorities. Co-ordination functions reasonably well between several ministries, the National Bank and other institutions
in medium-term economic planning, In general, the considerable degree of credibility attached to Hungarian government f orecasts and related commitments

involve s contributed to the successful creation of a stable and predictable market environment.
DR g e oo 200 o sy e f B s s i L0 s e ek 5 20 ) el b S s 2001 e 1 by b e o i il C2 2 i poliopptfed in 200 oy i dinf « iy, the composition of GDP growth changed considerably. Higher transfers
and mbnu\m;,,cx and pensi ons growth have led o an expansion in consumer demand, up by 7.6% year-on-year in the first quarce of 2002, with private consumption expanding twice as quickly as govemment consumption. Fxports were st growing strongly in 2001 and early 2002 (by 9.1% and 6.3% respecively), as were imports (by 6.3% and 7.5%), although the rates have declined markedly from their eaicr levls of over 20% in

! P iovement grow aca e 5,134 T 2001 srch e slowly e I calie ycars, when it ad becn on o th min acorsingrowth i the firstquare of 2002, however the earon-yeatrat rose strongly sgan o 8.6% Corporae nvesment coninues (0 be weak, whie public nd hovschokd investment keep providinga strong stimolus, i pardculr o the consiuction industy. The stabily of development throughotast
year's economic slowdown once again provided evidence of Hungary’s abilit to abs i shocks through sound f

The exernal balance has firtber improved and the curentaccount deicit remains modest, while s financing is wnproblematic. The cusrent account deficit peaked at 49% of GDP in 1998, but has since declined continuously to a mere 2.2% of GDP in 2001, The main reasons for this quite favourable result were an improvement in both the trade and services balances, to which tourism is an ever more important contributor, along with lower.than-expected
S s el s b e, Onieor L s e e an SR slmos T e i sy and thus appear quite low in view of Hungary’s status as a p ¥ high The figures for the first half of 2002 do in fact indicate a slight increase in the defici, in the wake of economic recovery.
Financing of o be thanks to the d w of FDI. Hungary’s increasing abiliy to borrow on intemational mark

provides further scope for financing the

wings-investment gap.

The sustained declive in unerployment s one of Hungary's major suesses on it path of ransion. Since 1997 unemployment gradually fel from 9.0% in 1997 to 5.7% in 2001. This sustained reduction in the rate of unemployment was accompanied by a rapid increase in jobs in the late 1990s, which strongly contributed to economic growth. Even in the present difficult cconomic environment, flexible labour markets kept unemployment at 5.9%
during May-July 2002. Adjustment in the t-hit exporting sector so far appears to have been achieved primasily through a lowering of labour-use intensity, with the numbers of hours worked steadily declining since the beginning of 2001. Some layoffs in manufacturing industry have been largely offset by an increased demand for labour in the expanding services sector. There are sill lsbour shortages in the industrialised regions, and in
particular in the skilled work segment.

A fornard-looking and transparent inflation tagefing gime suceeded in breaking bigh iflaion expectations. Unii last year, inflation rates were stubboraly high, at an annual 12.4% on average over the review period. In mid-2001 the National Bank of Hungary (NBH) reacted to this major macro-economic imbalance by adopting an inflation-targeting monetary policy, which was supported by the abandonment of the crawling: peg exchange rate system
d accompanied by the opening-up of sh ort-term capital markets. Inflation has since fallen rapidly, t 4.6% year-on-yeas by July 2002, Disinflation over the past year was based primasily on strong nominl exchange rate appreciation, low oil prices, strongly declining food prices, deflation in producer prices and a favourable base effect, but was also supported by the cconomic slowdown and by capping the sise in administered prices. The
end-2002 and 4.5% by end-2003 was agreed between the new government and the NBH. These levels appear achievable without a significant cost for the real economy;

NBH’s open and transparent publication policy has been rewarded by the markets with an increased propens r inflaion expectations to match the NBH’s guidance. Recenly a relaxation of the iniiall very ambitious inflation targets to 2 maximum of

A flesible exchange rate sysem combined with a inflation-tageting sonetary palicy supports macr-ecomomi stabily. A devaluating crawling peg was abolished last year in favour of a more flesible exchange rate system with a 30% trading band. Subsequently, the currency was allowed to rapidly appreciate by some 10% in nominal terms, close to the upper range of its new intevention band, where it appears to have stabilsed. In real terms, the exchange
rate appreciated by roughly 1 5% over the past year. The new monetary policy framework appears suitable to Hungary’s state of economic development. roduction has been the main contribution to the effective reduction of inflation over the past year. Under the new regime, the main tools of central bank monetary policy have been the setting of benchmark inferest rates and verbal interventions, and so far the NBH has
refrained from market intervention. As a result of the crawling peg, real exchange rate developments have been very flat over recent years, but with the introduction of the more flexible exchange rate system, a continuous upwards trend can be observ

Afier the achievement of a commendable degree of consolidation of public finances, the budget situation has worsened since 2001. By 2000, general govemment net borrowing had been brought down to 3% of GDP, from 6.8% in 1997 and a peak of 8% in 1998. However, pre-election and counter-cyclical spending increased the deficit again to 4.1% of GDP in 2001. While transparency of the budget was improved before
1998, the previous govemment increasingly resorted to off-budget spending, in particular for motorway construction. The fiscal stabilisation programme in the 1995-1998 period helped reduce the expenditure ratio from 52.2% of GDP in 1997 to 48.9% in 2000, but lately this ratio went back up to 50.2%.

Reflecting the business as well as the political cycle, fiscal ,mm .y in 2001 and 2002 has been eased significantly. The diret fiscal impact on demand i estimated by the NBH at roughly 2% of GDP in 2001 and around 3% for 2002. Although the fiscal expansion has been dampening the economic downturn during the slowdown of world markets in 2001 and 2002 to date, it could become pro-cyclical during the economic
recovery, and result in an unfavourable public finance situation. An addit ional budget for 2002 was presented to Parliament, and the overall deficit projection has been revised upwards 1o 5.5-6% of GDP for 2002, from the original estimate of 4.9%. A swift tightening of fiscal conditions, starting with the 2003 budget, will be necessary for the re-stabilisation of public spending, which otherwise would threaten to
compror targets. Accordingly, a reduction P ‘govemnment deficit s highlighted as the main medium-term policy objective in the Hungarian 2002 PEP.

The ongoing reform of the pension system helps 10 ensure longer-term budgetary stability. Tn 1997, Hungary introduced a comprehensive muli-pillar reform of the pension system. Existing employees were offered a choice between the state-run pay-as-you-go system (first pillar) and the private funded system (second pillar). By the end of 2001, the second pillar covered 2,25 million Hungarians. A state-guaranteed
minimum benefit for privately funded pensions was abolished fast year, wh ich reduced the public fiabilty for the pension system. According to the new government's plans, the second pillar will be made mandatory for new market entrants from 1 January 2003. The government will also implement the planned increase in its contribution to the second pillar from 2003 onwards, from currently 6% to 8% of the national
wage bill, a move which was postponed repeatedly by the previous government. As an immediate effect, this increase will put some pressure on the general government de due to a reduced surplus in the public first pillar. The management and performance of the second pillar need to improve. Despite the rather conservative investment behaviour of the pension funds, average annual administration fees appear excessively
high. In a situation of modest real returns, this situation could threaten both the popular credibility and the longer-term sustainability of this private segment of the Hungarian pension system.

i e L R LA S Sl i et L My T el s state-run universities, and receive a lean monthly allowance from the National Health Fund which is based on the number of cases treated and meant to cover their operating costs. Since the issue is highly controversial, several reform concepts that were
propose 10 mode nly. made with regard to improving the IT infrastructure of the National Health Fund Administration, as well as with regard to the legal framework for hospitals and general practitioners. On 1 January 2002 a law allowing hospitals to turn d d ed into force. The new law allows owners o operate hospitals in
R e e e e govmmen\ s programme declared health care reform a numb priority.

Hungary is growing out of the high deb levels inherited from the past. At the beginning of transition, the country had high levels of indebtedness and was not granted any debt relief. Despite incipient fiscal relaxation, general government gross debt continued to decline to 53.1% of GDP at the end of 2001, from 64.2% in 1997. Over previous years, GDP growth had regularly outpaced real interest rates, while real
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replace maturing f e, th e budget’s exposure to exchange rate developments. Finally, increasing demand for (ver g-term Hungarian govemment bonds enables the debt maturity to be extended.

Hungary has a proven track record on stability and a credible economic policy mix which has helped to steer the country through the various ups and downs of ts rapidly maturing economic transition. Generally, co-ordination between the government and the National Bank on matters of economic poicy functions well. Where diffe as in the recent public debate between the.
the NBH about the latters ambitious inflation targets for 2 d beyond, these issues are not allowed to get out of hand, and a compromise is usually hammered out swiftly.

e e N e s e e e ) g e it el et s e i i s e t for 18.5% of the
prices in the energy, transport and drugs sector have been kept at very low levels for some time. The adverse effects of nominal price caps have been somewhat attenuated since last year with faster-than-projected disinflation. Regulated prices in the telecom sector were abolished from 1 January 2001. In the pharmaceuticals field a planned price rise in prescription drugs recei was postponed by six months
o the end of the year, while over-the-counter medications were freed up as of 1 July 2002. A new system of gas price regulation took effect on 1 July 2002. Gas and electricity prices are now set once a year by the Energy Office (on | January for electricity, on 1 July for gas), based on expected price developments and according to the principles of asset and cost-based pricing. Legislation was adopted in December 2001 to
open up the electricity market for large corporations, which corresponds to a volume of about 30 to 35 percent of the market, in 2003. A similar law on the liberalisation of the gas market envisaging a market opening of around 20% as of January 2003 is still pending in Parliament.
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various stages of the process a number of new ed, suc has a high with an between land and asset ownership. New legislation on agricultural land was presented in July 2002 which addresses some of these problems. Private housing construction has been given a major boost since 2001, on the back of a highly popular state-backed mortgage scheme.

Dhe privaisation process has been broadly conpletedsine 1997, and the government s preparin fo the sale ofremaining items. Pivte ownership hs become the dominant o of ownership. The sl of state-owned asets were mostly caried out swifly and carly on, ofen 1 st foriga investors. The st hrough the privatisation agency APV, il holds stakesin 162 compaies,of which 93 are classified as
“strategic”. APV's role in recent years has switched from of a selling agency as well as of remaining obligations from previou uch as invest ‘The new government has recently speeded up preparations for the privatisation of some remaining enterprises following their restructuring by APV.

There are no significant legal or institutional barriers to the establishment of new firms in Hungary, and property rights are clearly established and transferable. The economic framework is favourable to enterprise creation. The public administration provides a one-stop registration for new companies, which can be founded with very low minimum capital requirements. The legal framework for bankruptey is quite good,
but its implementation with regard to company liquidation and the t reatment of creditors’ claims is still lengthy and cumbersome.

The financial sector’s privatisation was largely completed in 1997, and private ownership and foreign participation are prevailing. The Hungarian financial system with its open capital markets is highly integrated with global markets and the international financial system. Banks clearly dominate the financial sector, representing around 80% of total assets, but insurance and securites are growing faster, and are slowly
increasing their market shares. Total state ownership in inancial sector, including minority stakes, was 25% at the end of 2001. However, the assets of banks majority-owned by the state only accounted for 9% of total banking sector assets at the end of 2001, The Hungarian banking sector is reasonably profitable and adequately capitalised. Non-performing loans were just 2% at the end of 2001, down from 3.2% in 1997
‘The overall financial intermediation ratio, measured by total domestic credit as a percentage of GDP, was 50% in 2001. The private sector credit-to-GD P ratio increased from 24.2% in 1997 to 31.3% in 2001. This is still rather low, but it mainly reflects the easy access by the enterprise sector to foreign financing, and in particular the high share of inter-company loans for foreign-owned companies. Fast credit growth
together with increased lending to smaller creditors reflects the transition to a mature financial system. On the basis of strong government incentives, lending o households and SMES is accelerating rapidly, and shows signs of being= ont=""> the most important channel for future financial deepening. Interest spreads vary considerably across different market segments, with spreads of about 3% in the highly comperitive
corporate market, and spreads i the more risky retal sector as high as 12%.

The non-banke financial setor s small, but The g rapidly, and foreign participation is close to 90 percent. Insurance accounts for roughly 7% of households® financial assets. Hungary’s capital market plays only a minor role, with only a modest national and international market for government bonds. There is no significant corporate bond market. controlling about 11% of consumer savings. The
majority lled by banks. The stock exchange does not play a major role in domestic corporate finance or at international level. In addition, rading in Hungarian blue chip equity is increasingly done abroad, which fu rther reduces the trading volume in Budapest.
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The capacity to cope with competitive pressure and market forces within the Union

2 el e e amark table It also reqires a sufficient amount of human and physical captal, including infiastructure. State enterprises need to be restructured and all enterprises need t invest to improve their fficiency. Furthermore, the more acces
outside finance and the mor ssful they are at restructuring and innovating, B axetes will e the upmm © udupt ot e T o bligwons of membership the highe the degee of economic mtgaton it schiewes with he Union befor acccsion. Both the volume and the e f productstaded vith EU Mermber Sttesprovide vidence of such tegtaton.

nterprises have to

The degre of macrveconomic stabilisation and the advanced stage o strutural eforms allow economic agents fo make decisions in a climate of stability and predictabiliy. Maczoeconomic stability has continuously strengthened over the review period, but has recently been marked by growing fiscal imbalances. Macroeconomic policy has been conducted with a high degree of predictability to allow proper decision-making by economic agents. Co-ordination of
economic policies benween diff erent institutions in combinarion with increase scability 0 a steadily for economic activity




The quality aflf;/ubamﬁz/u s an important asset in Hungarian competitiveness and gronth, Hungary ranks high with regard to all major education indicators. The percentage of the 25-64 year-old population with university education, which indicates the share of highly-skilled human capital, is 14%. More importantly, the trend has been continuously rising since the start of transition. Enrolment in tertiary education at 72%, and the net entry rate to
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income has been exempted f base, encouraging retrees to start partic in segments of the labour market have been opened to foreigners. On the demand side, social security contributions for employers have been lowered in several steps, and tax relief is being granted to employers of disabled persons. The labour market i slowly reacting to this active labour market policy, although there have been eyclical setbacks.
Unemployment levels within what are considered high-risk groups are finally going down. However, the slowly y over the pa has been interrupted by the economic slowdown. Combined with a shrinking population and the low mobility of the Hungarian labour force, this could create a bottleneck for growth in the longer run.

Hungay has experonced rasonably bigh velsof goss five capitlformation ver the et i peiod, Fied investment s a percentage of GDP grew from 22.2% in 1997 t0.24.2%in 2000, and declined again to 23.4% in 2001. The additions to the capital stock in combination with catly corporate restructuring are bearing fruit and the physical infrastructure has gradually and visibly improved. Investment by centeal and local govemment declined
from 4% of GDP in 1997 to 3% in 2001. This trend reflects a streamlining of public spending, but also

Hunigary has constanthy recived bigh FDI inflons. Average annual inflows have been 4.3% since 1997, Despite a strong drop in overall corporate investment in 2001, FDI net inflows ~ both in the form of inter-company loans and primarily greenfield investment — remained high, at 4.7% of GDP. Cumulative FDI inflows per capita at the end of July 2001 amounted to €2,400. Since privatisation is no longer a relevant source of FDI creation in
Hungary, these figures reflect s of Hungary as a location for foreign investment, based on competitive total labour cost, a iberal foreign trade regime and  predictable and business-friendly policy framework. The quality of the investment is y high-tech and serv Under its national development plan, trying to diversify further the pattern of specialisation towards services, and in particular
tourism and business services, and also to atiract foreign investors to underdeveloped regions.

e y has been slow. Expends research and development has grown slightly from 0.7% of GDP in 1997 to 0.8% in 2000, the overwhelming and growing share of which is generated in the manufacturing and business
sign s of innovation initiatives to improve the creation of research-industry networl

The proc bas ben uneven s in forign ownerhip has been procecding consideably faste than tha of domesic frms. As a el the process of apid modenistion did notsprcad evenly over the . but led to the tare ted in certain sectors and regions. Large multinational corporations, often operating in industril free
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Shifs i the seconal sruetue o the econarny bave changed Hingary's cconomit landseape. In 2001, agriculture was a surpsise contributor to growth, and its share in GDP increased to around 5% due to a record harvest. In previous years, the share of agriculture in GDP had dropped from 5.9% in 1997 t0 4.1%

stable around 33% of GDP otal employment, the share of services over the same period expanded somewhat from 61.4% to 62.6% of gross value added between 1997 and 2000, and from 59% to 59.6% of total employment.

Y in 2000, The sector's share in total employment also declined from 7.8% in 1997 o 6.1% in 2001. While the share of industry remained rather

Tihe importance of small and mediunr-sized enterrises (SME) has been growing constanty, in terms both of GDP coiribution and of enplgymens. The SME sector accounts for roughly two thirds of total cmp]m AR U ) s o s T R B e L 1 S 5 i U e e s
enterprises, at about 8%, It s not ye ¢ possible to say whether this development is purely mirroring the global business cycle, to which the export-oriented enterprises in the free zones aze an SMES, figures p wstainable redlirection of economic contributions.

A ier-eredit scheme and the provision of business knon-bow are adarssing some of the ot presing problens that have been rstraining he cconomic poentia of the SME sector In 2001, the government adopted a number of measures to further enhance the economic environment for SMES, in particular through a scheme that provides small and micro companies with access to business advice and credit, Commercial banks had long remained cautious in
lending money to SMEs. In the framewor k of the new scheme, the government started a credit card programme in mid-2002, giving very small companies fast access to inexpensive credit backed by state guarantees. The scheme is available to almost 700 000 micro and small companies, and allows cardholders to receive HUF 1 million (€4,100) of revolving eredit for a three-month period at subsidised nominal interest rates of around
10%

Tihrough an ative investment promation poliy, Hingary ereated new indsty custers, in partcular in the cectical machiney, astomative and lctonis ndistres. Thanks to the high level of foreign ditect investments and the openness of the Hungarian cconomy, industrial free zones play a significant role n the economy. However, some of the existing support schem e o
incentives was presente d to Parliament before the summer. The new rules would phase out implicit suppo tax breaks in favour A T T i DR 0 s o O S AR e o T e e By o B R T A SR e

B gy 5 el ey i o o A U1 ooy e iy eing ot bl 20 s ] s o8 g e e s oot 12314 ECDR) e i ot 0 1001 g e coum oy e i and o the main traded goods. In 2001, the Hungarian export basket contained
65 o bigh e added, chnclogyintensive an d know how-intensive procucs. Hunguran expors 6 the LU aceounted for 1430 of ol expors in 2001, whle impore rom the U were 57:8% of the torl. 1 general, rade ith developed maske ccomomies b intensiid ovee the e pesod. I ndoste e S e i oo oo Large enterprises working in industrial frce zones played a significant role in the
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will e crucial with regard to the adjustment of corporate wages with untry’s overall economic development.

Hugary's sustained expors pecformancs, in the contest of strong rel apprecition of the cvrrency and a lobal cononic downium, s a lar indicator of the copeftiveness of e connty's manfacturing base. By starting reform early and accumulating a large stock of FDI, Hungary obtained a considerable competitive: edge. The real exchange rate based on unit labour costs, which had depreciated by a total of 52% over the second half of the 1990s, jumped by 9.1% in
2001 growing more rapidly than labour produciivity. The CPI-based real effective eschange rate increased by around 10% in 2001. While such rapid appreciation can result in a loss of external competitiveness, it has consideably contributed to bringing down inflation via lower imported price inflation, and thus improved the overall macro-cconomic balance of the cconomy. In fact, the appreciation appears to have been broadly absorbed
by very high enterprise profits of azound 13-15% of GDP over the past five years . In addition, the resilience of exports to the strengthening currency as observed since mid-2001 confisms thar, as Hungary is a small, open and industial-processing-based economy, currency appreciation leads to its comperitiveness being as much improved by cheaper imports and lower inflation as it s impeded by costlier exports.

General evaluation

The 1997 Opinion lready acknowledged the comprehensive reform efforts undertaken by the Hungarian authorites to transform their economy: Since the Opinion, and against a challenging international economic environment, economic performance has improved. Macroeconomic stability has been achieved, reforms have continued while the Hungarian authorities” commitment to the economic requirements of EU accession has been
sustained.

Hence, it is concluded that Hungary is a g economy. Th of path should enable Hungary to cope with competitive pressure and market forces in the Union.
Improvements can be made to macroeconomic management by reducing the general government deficir, thus preventing fiscal policy to become pro-cyclical and supporting a further reduction of the inflation rate. A more fundamental reform of the health care sector now needs to be embarked on. Wage developments vill have to be brought in line again with productivity growth in order not to compromise the country’s comperitiveness.

Ability to assume the o

ligations of membership

Introduction
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hermore, it includes an evaluation of Hungary's track record since the 1997 Opinion. It also provides, for each of the negotiating chapters, a summary evaluation of the extent to whic m: d, as well as an overview of trnsitional arrangements that have been grante.

This section is structured in accordance with the list of 29 negotiating chapters, and ssess Hungary’s y to implement the acgis in its various aspects. Hungary's progress in translating the acguisinto its official language is assessed in a separate section.

In December 1995, the Madrid European Council remarked on the need to create the conditions for the gradual, harmonious integration of the candidate countries, particularly through the adjustment of their administrative structures. Taking up this theme, in Agenda 2000 the Commission underlined the importance of effectively incorporating Community legislation into national legislation, and the even greater importance of
implementing it properly i the field, via the appropriate administrat ive and judicial structures. This is an essential precondition for creating the mutual trust indispensable for future membership.

In June 2002, the Seville European Council repeated how important it was that candidate countries should continue to make progress with the implementation and effective application of the acguis, and added that candidate countries must take all necessary measures to bring their administrative and judicial capacity up to the required level. Building on the assessment of Hungary’s administrative capacity provided in the 2001 Regular
Repor, the present Report secks to add futh th and detail, focusing on the main. structures required for various aspects of the acgui.

Inits 1997 Opinion on Hungary's application for EU membership, the Commission concluded:

“If Hungary continaes it ffrts on transposition ofthe acqus rlating particularty o the single marke, and infenifes it worde on its implementation, Hungary should become capable i the medim ern of pplying it il n adlition, partiular ffrts will b neded 10 mee the acgquis i setors such as environment, customs More generlly, irther, il be indispensable i Hangary i 1o hane th structures fo apply and enfore the acqui s ffctively.”

In the 2001 Regular Report, the Commission found that

“"Hungary cotinued o make pogress i aligning and implementing the acquisin many aras. In the eporting period, the degre capacity needed o stifactorily implement the acqui.
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market surveillance systen. With regard fo public pocurement,eforts wil be needed 1o acbieve full alignment and fo ensure transparency and enforcement ofthe current e at all kels o government and i al sectors, i pariculr in oforay anstraction. I the feld of sevies, banking and insrance leisation has largely been aligned, and the supervisory autbority appears o be wortking satisfactory. Capital moverents were almost fuly liberalied. The adpon of an important new law o the fight against
oy g i oms ,  lhas o nomous svings oks 1 o s et 5 et of o ool oo Tk Foee (T, g af Porlsent n el of oy o s Hgarion biion i e o il and el oy s vy v i e s oy b ety ood ot . comtion ])a/ln, il and el ik o st id ol v e o e i e s, ot
eforts e needed 10 align state aid scheves, in partinlar the fscal aid schemes. Both anti-trust and stase aid exforcement bodies are working satifactor
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sime of acession. In the ofthe National Bark was consolidated with the adption of a new k. Wit egard 1 indstial policy and smalland medinnn-sied enterprises, Hiungary ade furtber progress by the adoprion and impleentatio of the Segcheny Plan. The issue o the mstructuring f the Hungarian stel indstry has progresed in e porting perid.

Significant progress was alo made in he area o eniroment, otaby thrngh the adoption of kgilation on Ensronmental Ipact Asessment, on water, waste on cenicals and on The adrinisirative capacity i 1hs sector was also improted, strengtbening, lasks betneen

As fo agriculture, progess in the reporting period was liited 0 the food saféty and veteinary sctors, whil the ispection arvangements i the veterinary and plyto-sanitary areas still ned fo be updated. Farther effrts are necded fo establish n fime the necesary procedsres and sirctures for Hingary's paricpation in the Conmon Agriultural Poliy. Legal alignment neds fo be sustained in the area of transport, and efforts are meded 1o cary out the mstrcturing of the r ctor that i indigpensable 1o prepare or the
implementation f the mardket acess acquis. In addltion, appropriate institutions will bave 10 b s s in rcer o enorc the acquis adquaely. In he energy sector, only it pogres was made. The necssary egal framework for the paricpation o Haungary i the iniernalenergy manket stllneds fo b created. No progres coul be noted with egard fo the adlo-visual ector

Considerable progres was made i e area f socil policy and empleymens, notably through she adaption of the revised Labour L. As o social dialogie, onfdence-building measires are eeded 1o enbane rel dialgoe.

In lation to regiona poliy, Hungary bas been wgnss in prparing for progranming Funds and in a5 wel as financia. . need 1o b further strengtbened. Effctive iner-miisterial coondination sechanisns shoudd also be st and an even wicer appliction of e principle o partnership should b ensured,
The progress made i lgal terms i e telconmnications setor eeds o be followed by appropriae exforament measure.

1n the area of Jstice and Home Affirs,signifcant progress was achieed rongh firiher algnment with the acquisin e ieldsof visa poli, migraion and asylm. The fight against fraud, cormption, money landering and orgaised erim was made more fficint throgh th adoption of addtional lgislation and reinforced institusional sructurs. As regards external borders, stratgy on the infgrated clopment of bordererssing poiis was adupred. The Scbengenn Action Pl addlr eses e main ises of the
agui
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laid down i the Treay.

As to financial control, some progress has been made both as regards external audit and public internal financial control. Howerer, the adinistrative capacity in general and the functional independence of the auditors in the internal audit sector shold be further strengtbened. As 1o financial and budgetary provisions, further effrts continue 1o be needed in order to et Community requivements with regard fo cofinancing and multi-anmial programmin
./ Fat o /o i pat i g IL perdince of A e /o dgetar o further of dy rege e fomancing presreemin;

Hugary made furthe progress i building sp s adivistraive capacity to qpply he acgisin ast areas. Hweser, with rgard fo he adiisirative and udlicial cqpaciy irther ffoss will have fo b e in particlar i areas b andiv-visnal 3 Further efrts are alio required i establishing he neessapy adwinisrative capaaty to e the sound, effient and ontrollable management of EEC finds.
Hungary bas Assion excyption of cetain tens i e fied f agiculture, ancli-visnal poliy, five movemen of goods and competition poliy. In addition, Hiungary has implemente a number ofmediunterm prirtis i the areas of social policy and employment, entironment and Justice and Home Affars (on asylum maters and visa polig)."
The chapters of the acquis

As indicated, the following review of Hungary’s ability t assume the obligations of membership has been structured in accordance with the list of 29 negotiating chapters. Accordingly, this section opens with an assessment of progress relating to the comerstones of the internal market which are kno wn as the "four freedoms
including sectoral policies, economic and fiscal affaies, regional policy, environment, justice and home affairs, external policies, and financial questions.

ind continues with a systematic review of progress on each of the chapters, covering all aspects of the aggis,

Progress since the last Regular Report
Hungary has continued to register steady progress in the field of free movement of goods.

In the area of horizontal and procedural measures, Hungary continued the rapid adoption of European standards as Hungarian national standards. By December 2001, the Hungarian Standards Inseitution (MSZT) had implemented 11968 Furopean standards as national standards, or 90% of all European standards. They include 96% of the Furopean standards harmonised to the New Approach Directives. This, combined with the
adoption in December 2001 of Act CXII on national standardisation and the entry into force in January 2002 of o the Copyright Act, p o voluntary standards, paved the way for full membership of CEN and CENELEC. The MSZT became a full member of CENELEC in June 2002 and should become a member of CEN in January 2003,

Hungary has continued transposition as regards sector specific legislation. In the areas covered by New Appmad Diretives, Community rules on equipment for use in poenially explosive atmospheres, personl protetive equipment, radio and telecommunications terminal equipment and lifts were transposed. As regards sectors covered by the Ol Appruach Dinciines, some fusther pieces of legislation were adopted in the fields of
cosmetics, metrology, medical devices, pha maceuticals for human and for veterinary use, motor vehicles and classification of woo

As regards the issue of foud safty and foodstslgsltion (e also Chaprer 7 - Agriautum), Hungaey has made significant progress with the entey into force in January 2002 of amendments to the Food Act and subsequent implementing legislarion that entered into force in May 2002.

Progress has continued to be made in institutional development, with the establishment of bodies involved in market surveillance and inspection, such as the Lift and Elevator Supervision Body and the Market Surveillance Council, and the reinforcement of the capacity of some existing bodies. Furthermore, as announced in last year’s Report, Hungary decided to set up a National Food Safety Agency, but its functions have stil to be.
specified.
With regard ised sectors, legislation on cultural goods has been adopred in November 2001 However, there have been no developments regarding the transposition of the aeguis on firearms.

In the arca of public procurement, Hungury has adopeed legislation in July 2002 amending the regime for award of contracts in the field of motorway construction. This legislution has entered into foree in August 2002. However, all remaining shortcomings concerning motorway construction as well as those in the arca of public procurement in general have still to be addressed. Legislation had also entered into force in January 2002
fine-tuning public procurement rules. In 2001, the to tal number of public procurement procedures processed increased slightly to 3846, with the tofal value increasing by almost 16% compared to 2000 to HUF 607 billion (around € 2.4 billion). The proportion of open procedures rose to 78 % in value terms in 2001, and in terms of aggregate value, almost 8% of the tenders were won by bidders with headquarters abroad, mostly in the.
EU. In temms of administrative capacity the Council for Public Procurement and its administrative authority, the Public Procure sbitration Committee, have been strengthened. The number of public procedures addressed to the Abitration Committee rose by 21% in 2001

Overall assessment

As regards horizontal and procedural measures, the New and Global Approach is well established in Hungary. As stated in the 2001 repost, the infrastructure required for legislation, standardisation, acereditation and certification is in place. Full membership of CEN should be achieved by January 2003, As regards safety checks on products, while the infrastructure is now in place, efforts need to continue to strengthen
cmimstative co-operaion borvcen competent setony and suesellinc uhoriies a1 10 cnure he Full mplementaion ofthe Centel Informaton Sysem on Market Surveilance (CMSIS), which has becn flly opcesions since Jane 2002 Continucd infenteucture developmont s sequitd 2 rgiuds maskersurvllanee and esin and cricaton. Safey contolchecks all do ot ake lac o he border and nced 6 be adeensd.
However, steps are being taken to fully equip the border facilites and to provide appropriate training

A large part of the sector-specific acgus s also in place. With regard to the New Apprach Dinctives, work semains to be done on construction products, civl explosives, in vitro di medical devices and The outstanding legisative issues under the Old Appmach celate maily to metrology, where an impact anlysis has been carried out in relation to legisation aimed at harmonising with the acguis; transparency of
pricing of phar maceuticals for human use; and the acguis on chemicals,

The transposition and implementation of the food safety aags s almost completed and remaining efforts between now and accession will need to focus on further amending the Food Act and related legishation and on bringing these into line with EC law. The Food Act vill require changes in particular on infant formulae, definitions, remaining pre-market approval procedures, food contact materials, additives and production licence.
Implementing decrees will need to be adapted in parti cular on labelling, novel foods, food for special nutritional uses and control

Institutionally, Hungary has decided to set up an Agency to deal with fi and dinate some of the bodies involved in food safety. The responsibiliies of the Agency will need to be clrified in the light of the competencies of the institutes and ministries involved. Better co-ordination between the bodies i charge of food safety will need to be ensured 50 a5 to set up an effective rapid alert system for
ind feed and a national contact point is stil to be designated. Such improved co-ordination between the minisries and agencies involved will fciliate controls and assessment for novel foods and genetically modified foods, which do not at present take place. Hungary is promoting the introduction of Hazard Analysis and Critical Control Points (HACCP) principles across the entire food chain and HACCP training, which is now

mandatory, is taking place. HACCP is now applied by 30-40% of food business operators — this accounts for 83% of Hu n food production.

As a result of a new screening of laws and regulations which Hungary carried out in order to identify those measures that might be in conflict with the Asticles 28 to 30 of the EC. Treaty, a number of measures were identified. However, this screening was incomplete and nceds to be carried out in a more comprehensive way in order to idenify all the national measures that could be contrary t the acguis
Tt was already highlighted in the 2001 report that the principle of mutual recognition will have to be well stablished by accession. For this to occur in good time, a detailed review of the national regulations that do not yet comply with the principle of mutual recognition needs to be carried out urgently. Further delays have resulted in the aeguis on firearms not yet being transposed and this needs to be dealt with speedily.

A pastcular effort will be needed to adopt legislation on public procurement and to ensure that legislation and practice are brought into line with Community standards. In particular, further efforts are necessary to addsess shortcomings such as coverage (e.g.limited d

of public works, far and with regad to time limits and the treament of utilites.

As noted in the 2001 report, Hungary had already put in place the necessary bodies to implement this part of the agis. The relevant bodies have since been strengthened, but the rising number of complaints means that further reinforcement i still required if these bodies are to discharge their duties in a satisfactory manner. Efforts are sl needed and P

Conclusion

Inits 1997 Opinion, the Commission concluded that significant progress had been made and that Hungasy was progressively taking on the acguis related to the free movement of goods, and had already taken on the most important directives. Implementation had generally been good. It was pointed out that fusther work was required in the areas of standards and certification. It was highlighted that special attention will have to be paid to
type-approval of motor vehicles, tractors and motorbikes, the procedures for and the rules on label tion also needed to be paid o ensuring that national legislation in areas not covered by Community harmonisation would not act as a barsier t0 trade, and to check that the measures in force are proportionate to the objectives pursued

Since the Opinion, Hungary has made steady progress in transposing the acgis in this area, and has continued to h and y and Hungary has overall achieved a high degree of transposition of the acguis in the field of free movement of goods, with the exception of that on public procurement. Administrative capacity is generally good.

Negotiations on this chapter have been provisionally closed. Hungary has not requested any transitional arrangements in this area. Hungary is generally meeting the commitments it has made in the accession negotiations in this field.

In order to complete preparations for membership, Hungiry's efforts now need to focus on the adoption of the limited amount of g legislation, and on fi and institutional capacity. A particular effort will be needed to bring public procurement legishation and practice into line with Community standards.

Progress since the last Regular Report

The porting period has seen C y pr . and prepa for compl , as well as for the required h d.
Good progress can be reported in the area of mutual recognition of professional qualifications, with the entry into force, in January 2002, for the greatee pat, of the Act on the Recognition of Foreign Degrees, Diplomas and Certficates. This Act provides the framework for a system of mutual recognition in accordance with Community practice. Legislation was also adopted in relation to the health professions. The Act on Bty
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June 2002 (entry into force September 2002) aligaing the rules of P a pharmacy. Further rvice training req pl resulted o secondary legislation, which entered into force in September 2002,

Some progress can be reported on citizens” rights. The Law on Entry, Stay in Hungary and Immigration of Foreigners entered into force in January 2002 and implementing measures have since been adopted. Legislaion on student rights has been further aligned. There were no notable developments in the area of voting rights.

There have been some the area of free e o the public sector for EU mig . Prepa ha ed o facilitate Hung

y’s partcipation in the European Employment Services system (EURES).

Hungary has continued to make legislative preparations in order to be able to apply the Community system of co-ordination of social security and has continued to develop I capacity in this area, through staff numbers and training of personnel. A bilateral agreement on social security with the Netherlands, relating to the export of social security benefits, was ratified and entered into force in March 2002

Overall assessment

Hungary is now aligned almost fully with the acguis in the area of mutual recognition of professional qualifications. With the adoption of the Act on the Recognition of Foreign Degrees, Diplomas and Certificates the establishment of the necessary administrative bodies has been provided for. Outstanding issues include alignment with EC legislation on lawyers. Efforts will need to be maintained in order to ensure full alignment by
accession and should now focus on appropriate staffing of the various competent authorities. By accession, it has to be ensured that all Hungary’s legislation is aligned with Community rules, in particular with respect to nationalit, residence and lnguage requirements. Legislation on mutual recogaition needs to be monitored to ensure that it distinguishes between academic and professional recognition and includes simpler procedures to
allow the provision of services. With respect t professional qualifications obtained ¢ harmonisation, Hungary needs to introduce measures to ensure that all its professionals can, as of accession, meet the requirements laid down by the directives

Hungary was already largely aligned with the acguis on citizens’ rights. Preparations should continue, however, to align with the provisions on voting sights, in particular relating to the European Parliament clections.

In the area of the free movement of workers, legislation is only partially aligned and efforts are required to ensure complete alignment by accession, including the social and cultural integration of migrant workers and their families.

As regards future the European ) system (EURES), efforts should continue, especially with regard to language training.

With a view to the future co-ordination of social security systems, work needs to continue to develop the necessary administrative structures and institutional capacity needs to be strengthened further through training and recruitment of additional staff so as to enable Hungary to apply the acguis on co-ordination of social security.

Conclusion

Inits 1997 Opinion, the Commission concluded that Hungary’s legislation already recognised the principle of non-discrimination between nationals and foreigners legally residing in the country, and that training, for those professions where a minimum co-ordination is foreseen in the directives, was broadly in line with the aguds, although some adaptation was sill necessary. It added that the necessary structures in the area of the free
movement of persons seemed to be in place, but that it was difficult to assess their real effect and enforcement. The Commission further indicated that, from a technical point of view, adaptation of regulations would be necessary in the medium term. With regard t0 co- it euriey the Commission concluded tht, abough cot technical adapraions & s necessary, major problems were not to be expected
However, further preparation and training would be needed to have the required administrative  apacity and structures in place.

Since the Opinion, Hungary has made progress in aligning with the acgei in this area, and has further strengthened the regard to the
has generally been ca out in a timely manner.

of socil y . The process of bringing Hungary’s legishtion and structures in relation to the free movement of persons into line with the agais has developed satisfactorily and, although further efforts are required, legislative and other work

e T e e e e L e
Hungary is generally meeting the commitments it has made in the ac cession negotiations in this f




In order to complete preparations for membership, Hungary's efforts now need to focus on the adoption of outstanding legislation with regard to voting rights, lawyers and free movement of workers, and on further capacity to ensure mutual profe qualifications and in relation to the co-ordination of social security

Progress since the last Regular Report
Since last year's Regular Report, Hungary has made good progress regarding financial services and enhancing administrative capacity

In the field of the right of establishment and the freedom to provide services (other than financial services), there were no significant legislative or administrative developments.

In the field of financial services, a new consolidated Capital Market Act entered into force in January 2002. This new legislation has amended lcglslnu(m on the capital market and has brought further alignment with the aguis on investment services, public offering and trading of securiies, investment funds, investor protection and supervision of the financial sectors. The Act also establishes new types of investment funds, but falls short
of fully implementing the Communi ty directive on undertakings for in (UCITS). The legal neting was also introduced in December 2001 and entered into force in January 2002,

There were no particular in the the period under review

A e s TR S Al G Jummn 2002 have further réinforced its independence. The HFSA has become more independent since January 2002, although it still does not have the power o issue its own regulations. The tofal staff of the Authority in 2001 was 534, As a result of inspections carried out in 2001, measures were taken in 1744 cases. In 221 cases fines were

imposed, and in 42 cases licences were withdrawn or liquidati on " y Authority have continued throughout 2001, Furthermore, the HFSA signed a Memorandum of Understanding with the Austrian and German Insurance Supervisory Authorities, which further develops the supervisory system.
Concerning the protection of p data and the free data, while there were no p the reference period, December 2001 saw the election of the Parliamentary Commissioner for Data Protection.
Fusther alignment has been achieved with information society regulations with the adoption of legislarive measures in September and December 2001, Furth di i the adoption of legislation in December 2001

Overall assessment
“The fivedon to provide cross-border sevices is ot yee fully in place. Howeves, the entry into force in December 2001 of legislation on the mutual recognition of qualifications (see Chapter 2) will facilitate effective access of non-nationals to industrial, trade, tourism and agricultural activities. Restrictions on the acquisition of real estate, in particular as regards agricultural and forestry activity, continue to hamper effective acces .

On the other hand, Hungary has, at this stage, achieved a substantial degree of alignment in fincial semiies, The consolidated Capital Matket Act s a significant picce of legislation which further fine-tunes Hungarian approximation with the acgs. In particular, this law addresses investor compensation schemes.

While progeess in the area of financial services has been steady and substantial, there are some outstanding issues in relation to capital requirements and bark accounting, In relation to banking, alignment with Community rules on consolidated supervision is needed. Further efforts will also be needed to transpose in good time before accession the acguis relating to core EC insurance provisions.

“The Hungarian Financial Superviso

v Authority is an effective body, but it should be given the power to issue its own regulations.

As far as Articles 43 and 49 of the EC Treaty are concemed, Hungary sl has to complete a screcning of its legislation in order to identify and eliminate legal provisions and administrative practices, which are in conflict with the Treaty

Concerning the protection of personal data and the free movement of such data further alignment is needed by adopting a new Data Protection Act, which is to be submitted to Parliament by end 2002.
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independence needs to be assured and it Linp regard rules in the private sector.

Good progress has been made in aligning with the rules relating to information suicy snices, Some be needed to complete the agguis on e-commerce and media society, in particular in relation to the transparency directive govening this area and satellite broadcasting.

Conclusion

Inits 1997 Opinion, the Commission concluded that the acguis in this sector had already been largely transposed and that important progress had been achieved. Considerable progress had been made in adoping the aguis relating to financial services (banks). Regarding the financial marke, the legislative framework was said to be largely in compliance with EC eriteria on many points. The Commission indicated however that full free
establishme nt in the areas of banking and insurance had stil to be adequately introduced in the sectors’ legishive frameworks and duly implemente

Since the Opinion, Hungary has made steady progress in most areas of the chapter, both in terms of legislation and in bolstering the administrative and regulatory infrastructure required to supervise the financial services sector. Hungary’s alignment process is now well advanced, but further legishtive alignment is sill needed with regard to some aspects of the aggis.

Negotiations on this chapter have been provisionally closed. Hungary has been granted a transitional period (uniil 31 December 2007) to ensure it legislation on investor compensation schemes fully complies with the acguis. Hungary has been granted eclusion of two specialised insitutions from the scope of application of the banking dirceives. Hungary is generally meeting the it has made in the tations in
this feld.

In order to complete preparations for membership, Hungiry's efforts now need to focus on completing alignment with regard to securities and data protection, per institutions and on effective establishment and the provision of cross-border services.

Progress since the last Regular Report
Good overall progress has been made in this field, with important developments as regards the removal of Hungary from the Financial Action Task Force (FATF) list of non-co-operative countries

02 of the Act on the Abolishment of the Foreign Exchange Restrictions and on the Amendments of the Related Acts has lifted all restrictions on foreign exchange operations (thus completing last year's foreign exchange liberalisation). Tn addition, there is now full convertibiliy of the national currency. The Capital Markets Act also entered into force in
th regard to the aaguis on payment systems, further alignment has taken place in the area of cross-border credit transfers and electronic payments,

In the area of capital movements and payments, the entry into force in Janu:
January 2002 and provides for, among other s, new investment fund opportunities

Land legislation was adopted at the end of 2001 and entered into foree in Januasy 2002 with the aim of encouraging family farms. This legisation was revised in July 2002. It will need to be further adapted to comply with the agguis and with negotiated transitional arrangements on the puschase of land

As for the agguis on money laundering, Hungary adopted in November 2001 the Act on Combating Terrorism, on Tightening up the Provisions on the Impediment of Money Laundering and on the Ordering of Restrictive Measures. This legislation, which entered into force in December 2001, has been instrumental in bringing Hungary in line with the aeguis and in the removal of Hungary from the FATF list of non-co-operative

countries in June 2002
Overall assessment

With respect to the liberalisation of capital movements, only a few Further measures remain t be taken. As highlighted in the 2001 report, there are stil certain restrictions on direct investment. Institutional investors sill face restrictions on investment in foreign assets and the state maintains golden shares in a limited number of privatised companies. In this regard Hungary stll needs to modify its Act on Privatisation and to conduct a
case-by-ca se examination of existing special ights. This was expected to be done in January 2002, but has been delayed.

Full aligs the acquis needs to be achieved, notably with settlement finality. There are no major pr with respect to the ps sccurities

With respect to real estate, Hungary sill needs to enshrine in is legislation the transitional arrangement granted and liberalise all other transactions where restrictions remain.

As well as being instrumental in Hungary’s removal from the FATF list, Hungary's new legislation on money laundering aligns further with the aeguisin this area. A satisfactory imetable for savings books has been Hungary has demonstrated its serious intent to combat such crimes. Improvements in administrative capacity and structures have been promised. The number of staff assigned to
the finandial intelligence nit operating withi Organised Crime Directorate of the National Police has doubled since lat year. Further staff resources have been decided by the govemment, but this decision has yet to be implemented.

Conclusion

Inits 1997 Opinion, the Commission concluded that Hungary’s efforts to liberalise its capital markets had met with considerable success in several areas. It pointed out that further efforts were il required, though, especially in liberalising outward capital movements and s on institutional investors (e
Since the Opinion, Hungary has made steady progess in aligning with the aguis in this area. While Hungary’s legislation is now largely aligned with the arguis further efforts are required in particular as regards land legishation.

Negotiations on this chapter have been provisionally closed. Hungary has been granted a transitional arrangement for five years after accession during which it may maintain its national provisions on the acquisition of secondary residences. Hungary has also been granted a transitional period for seven years after accession with regard to the acquisition of agricultural land. However, EU nationals who want 10 establish themselves as self-
emploed farmers and who have been legally resident and acive in farming in Hungary for at least three years continuously are excluded from the scope of this transitional period. Hungary is generally meeting its commitments it has made in the aceession negotiations in this field

efforts now need to foeus on the adoption of the few remaining legilative measures sell needed, and on introducing a complaints and redress procedure for the settlement of disputes on cross-border credit transfers.

In order to complete preparations for membership, Hungry'

Progress since the last Regular Report

Since last year's Regular Report, Hungary has made further progress in the areas of company law and the protection of intellectual and industrial property rights.

Regarding as such, no significant an be reported. As regards accounting, modifications o the Act on Accounting, which were adopred in November 2001, have established the legal basis for the introduction of national accounting standards. Amendments in January 2002 t the Act on the Chamber of Auditors provided for the establishment of an external quality assurance system. Due to modifications
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Some progress was made in the field of industrial and intellectual property rights with the entry into force of legislation on copyright in January 2002 th the acguis on datab uding the s geneis protection. The Act on protection of designs entesed into force in January 2002

“To enhance administrative capacity, staff numbers in the Hungarian Patent Office have continued to increase to over 260. Furthermore, training of judges in Community law has continued so that, by the end of 2002, over 1500 judges will have been trained.

As regards the Regulation replacing the Brussels Convention on jurisdiction and enforcement of judgements in civil and commercial matters and the Rome Convention on the law applicable to contractual obligations, no progress can be reported.

Overall assessment

In the field of company lawa signifi falignment has et are of a technical nature. Provisions on cconomic interest groupings sill need to be introduced.

As ; work ha ied on the introduction of nati g standards and steady progress has already been achieved with the adoption of legislation in this area and negotiations on the creation of the National Accounting Standards Board.

I the field of industrial and inelkctual property rights, Hungarian legislation has been aligned further with the acguis Fusther efforts are required to achieve alignment with the acguis on copyright i the information society and resale rights. Also, Hungary will need to fully implement the acguis on the legal protection of biotechnological inventions.

Hungary has not yet joined the Furopean Patent Organisation

Administrative capacity continues to be sufficient, with staff reinforcements made in some cases, and training actvities have confinued. Demand is also strong with patent applications up by 30% in 2001. There has also been a significant increase in trademark cases pending before the courts as a result of changes to the law, which requites that three professional judges sit in chamber for these cases.
pacity 3 g with patent appl i by gni pending e &l pe i
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counterfeiting and piracy should remain  prio

Preparatory work is ongoing to apply the new Regulation replacing the Brussels Convention as of accession.

Conclusion

Inits 1997 Opinion, the Commission condluded that Hungary had already taken on the most important Directives in the sectors included under this part of the aguis but that further work was required in all areas. It was highlighted that efforts would be required in the area of patents concerning pharmaceuticals. The Commission added that special attention should be pid to enforcement, in particular with regard to intellectual and
industrial propert . Efforts of a lesser degree were reqired to align legisation in the fild of company law.

Since the Opinion, Hungary has made progress on alignment with the acguis in this area, and has f the Hungary has o0 2 ign the arguisin the area of company law, and with regard to industrial and intellectual property rights, although further efforts are il required with respect to patent proteetion, copyright in the information society and resale righs.

Negotiations on this chapter have been provisionally closed. Hungary has not requested any transitional arrangements in this area. It has agreed to the U proposal reating to industrial property rights for pharmaceutical products and Community Trademarks. Hungary is generally meeting the commitments it has made in the accession negotiations in this feld

In order to complete preparations for membership, Hungary's efforts now need to focus on ensuring full lignment with the acguis along the lines set out above, y © piracy and controls and apid and deterrent legal action. Co-ordination between and training for enforcement bodies (customs, police, judiciary) should be improved.

Progress since the last Regular Report
Since last year's Regular Report, Hungary has made progress in this arca.
In the anti-trust field, secondary legislation in the form of block exemptions in the arca of vertical restraints and horizontal co-operation agreements came into force in April 2002, In January 2002, the EU-Hungarian Association Council adopted amended anti-trust implementing rules under the Europe Agreement, which entered into force in Hungary in April 2002.

“The Office for Economic Competition, together with its decision-making Competition Council, has continued to build on its enforcement record over the past year. In 2001, it took 120 anti-trust decisions (compared to 144 in 2000), ewo prohibitions (two with fines). The decisions included 30 cases of abuse of dominant position, 10 cases of restrictive agreements and 80 merger cases. Staff has increased by 14 to a total of 124, and training
efforts continue.

In the field of state aid, amendments to the state aid legislation, strengthening the previous sate aid control system, entered into foree in January 2002. The Act on Public Finance now includes a general prohibition of state aid. The new legislation on exemptions from the prohibition to grant state aid contains the basi principles of state aid control. However, important fiscal aid shemes are still excluded and regional aid ceilings remain
100 high. The legislation also provide s for increased control and monitoring as regards aid granted by local authoriies. Hungary's annual state aid report for 2000 was presented to the European Commission in Apsil 2002

The State Aid Monitoring Ofice within the Ministey of Finance has been further strengthened and now has a staff of 12, Training activities In 2001, there were pinions taken in state aid cases.

Overall assessment
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of the application of th e EC ani-trust rules, efforts to futher strengthen the should continue by I most serious distortions p and by imp especially among the business community, as s training the judiciary

cal aid and does not include a regional aid map with acceptable maximur aid intensities (a3 justified by GDP figures). An immediate closure of incompatible fiscal aid
uropean Commission’s survey on state aid in the FC and are of good qualty. The State Aid Monitoring Office is functioning

AS regards state aid, the overall assessment is not yet positive, in particular because of Hungary's incompatible fis Hungurian legislation stil needs to be further aligned with the acguis, in particular since the legishation does not allow for the full control of fi
schemes s required, as s a conver sion of individual aid benefits (most of them lasting until 2011) into aid arrangements that are compatible with the agus. AS regards transparency, state aid reports have been submitted for the years up until 2000, which closely follow the methodology and the presentation of the
well (staf increases may have to be considered, depending on norification levels), an decisions are generally respected by the Government. Increased awareness of the rules is important, especially among aid grantors, the business community and the judiciary

Conclusion

Inits 1997 Opinion, the Commission concluded that the progress in approximation of legislation was significant in the field of anti-trust and that the skills of and efforts made so far by the Hungarian anti-trust authority represented a significant step forward towards credible compeition law enforcement. In the field of state aid, however, the Commission added that more needed to be done to achieve the degree of transparency required.
The role an d powers of the monitoring authority had to be clearly defined o ensure the compatibility with the Community rules of the aid granted. Furthermore, the Commission noted that a considerable effort would be necessary to fulfil the requirements in the field of state aid over the medium term. Close co-operation with the Commission would be necessary in this fiel

Since the Opinion, Hungary
record. Overall, on pacities an ungary is reasonabl

made steady progress in adopting anti-trust legislation, developing the Office for Economic Competition's administrative capacity and establishing an enforcement record. Steady progress has also been made in adopting state aid legislation and increasing the transparency of the system, as well as in developing administrative capacity in the State Aid Monitoring Office and establishing an enforcement
advanced, except in the area of fiscal aid.

Negotiations on this chapter continue. Hungary has not requested any transitional arrangements in this area.

In order to complete preparations for membership, Hungary's efforts now need to focus on ensuring that it continues to update its alignment as the acguis in this area evolves and, most importantly, on continuing o develop a track record of proper application and enforcement of both anti-rust and state aid legislaion. In particular, Hungary will need to ensure the immediate closure of incompatible fiscal aid schemes, as well as the
conversion of individual aid benefits into aid a rrangements that are compatible with the acg,

Progress since the last Regular Report

Since the last Regular Report, Hungary has made limited progress in the area of agriculture, both with aligning legislation and with ap

Agdculture in Hungary accounted for 4,37 of gross value added in 2000 compared with 4.9% in 1999. Employment in agriculture has declined considerably over recent years, and now accounts for 6.1% of tofal employment.

In 2001, cereal production was substantially higher than in 2000, owing to  larger area under production and far higher yields. In the dairy sector, milk production increased slightly, mainly due to higher average yield per cow. Beef and veal production continued their g rend, as did pigmeat pr . pr strongly increased.

1 2001, oversll agricultual rade between Hungary and the EC increased significantly, lagely du to the « double-zexo ageement ». EC. imports of agrcultural products originating in Hungary increased by 12 % to € 1,327 million. EC exports to Hungary increased by 17 % to €709 millon. The trade balance in favour of Hungary amounted to € 618 million compared to € 538 millon in 2000. EC imports from Hungary were dominated by
oil seeds, vegetables a ables, fruit or nuts. Meat, residues from food industries and fruit and nuts were the main export goods from the EC.

Hungary has taken further steps to develop its agricultural policy. Some decisions have been taken on the future management of the common agricultural policy measures. Hungary also introduced various types of measures to promote family farming activitics.

In 2001 agricultural support in Hungary increased from HUF 138 billion (€ 538 million) to 191 billion (€ 744 million), including HUF 50.4 billion (€ 196 million) for rural development. The same figure will apply in 2002. In 2002, export refunds were substanially reduced (from 13 to three sectors), and a new set of agei-environment measures was created. Market access support amounted to HUF 38 billion (€ 148 million) in 2001, and
Tlion) are budgeted for 2002. Production aid support amounted to HUF 67 billion (€ 261 millior) in 2001, and the same amount is budgeted for 2002,

Area-based subsidies are provided in the arable crop sector, without size limit for rice and hemp for fibre, and within specified farm size limits for all other arable crops. Export subsidies can be granted in the grain sector, although they have been reduced since January 2002. A subsidy is also paid to milk producers who deliver raw milk fulfilling the FC quality and hygiene requirements. Also tobacco growes receive subsidies in the form
of a quality premium.

Horizontal issues

Since last year's Regular Report, Hungary has made on related to the Eurmpean - and Guaranie Find (EAGGF). In Janwary 2002 the Agricultural Intervention Centre (ATK), with a curtent staff of 165, was formally designated as the paying agency for the EAGGF Gus
into a single agricultural age r all EAGGF funds.

antee Section. In August 2002 it was decided that AIK would be merged from July 2003 with the SAPARD Agency

The only progress that can be reported on the setting up of the Inegrated Adinistration and Control $ystens (LACS) is a Government decision defining the immediate tasks to be accomplished, together with a feasibility study on IACS implementation, in July 2002.

Regarding frade echanisms, Hungary has established a working group of all the Hungarian authorities involved in customs clearance and intemational trade.

A regards gualiy pli, a system similar to the EC system for pr of designa f origin, geographical indications and certificates of specific character, which had been in place since 1998, was implemented in practice in 2001 and 2002 when the first five product names were registered,

Since Hungary’s legishation on organic farming is already aligned to the aguis, no new developments are to be reported on this sector.
Preparations for Hungary’s participation in the Far Awouniany Data Network. (FADN) continued. Hungary decided to set the minimum threshold for FADN farms at two economic size unts.

Common Market Organisations



Since last year’s Regular Report, Hungary has made limited progress on implementing measures related to the Furopean Agricultural Guidance and Guarantee Fund (EAGGE) (see abore)
The Research and Information Instiute for Agricultural Economics has been appointed as the authority responsible for the price monitoring and reporting system.

The Agricultural Market Regulation Act came into force in November 2001. It establishes national measures for the b the market for agricultural produce and cost-effective agricultural production. It provides the legal basis for secondary legislation passed between December 2001 and August 2002 establishing several national support schemes.
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No progress can be reported on arubie a

y 2002, the sugar beet delivery rights were allocated by the Sugar Product
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Council. According to the new legislation, a maximum o of sugarand | ofisoglucose p in Hungary may be sold on the domestic market by the undertakings to which a quota has been allocated. AIK is in charge of quota management.

As segards speialied cops i the fruit and egetable sector, 18 producer organisations have received preliminary recognition. They benefit from public financial support of up to 20% of their marketable production.
In December 2001 the Commission adopted a decision by which fresh fruit and vegetables originating in Hungary can be imported without routine inspection of conformity to EC marketing standards by the Member States, provided that the products have been examined beforehand in Hungary. Hungary exports annually to the EC around 85 000 tonnes of fruit and vegetables, in particular peppers, cherries and plums.

In the wine seetor, since January 2002 the rules on statistical survey, harvest, production and stock declarations have been applied in Hungary. Data on the general statstical survey of vineyards were published in July 2002 The National Instiute for Wine Qualification (private storage, distllation, specific aids) and the National Institute for Agricultural Quality Control (production potential, vineyard restructuring) have been designated to
carry out the official contro 1 o the specific measures under the wine CMO after accession.

Hungary also adopted the legislation needed to comply with the acguis in the spirits sector, in particular for *Vilmos’, rum, whiskey and pilinka. From July 2002 the name pilinka may only be used for the desigaation of fruit or geape mare spirits, and the use of ethyl alcoholin its production is forbidden.
AS regards aninal prodicts, 00 progress can be reported in the dairy sector.
Hungary has fully applied the SEUROP classification system for beef since January 2002. No further progress can be reported in the e sector.

A Government decree on marketing standards for eggs entered into force in Janua

¥ 2002, in line with EC legislation.

Rural development and forestry
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funded rural development meas ures and will also serve as the EAGGF Paying Agency. Since the Hungarian SAPARD Ageney has not yet received provisional conferral of management, and therefore the implementation of the SAPARD progeamme has not yet begun, it is not p()(ubk 10 assess the sate 0 preparation for fp el development p Hungarian Government has
decided that the Ministry of Agriculture and Regional Development will be responsible for the preparation of the Agriculture a nd Rural Development Operational Programme.

In the forestey sector, the Hungarian legishtion on classification of wood in the rough has been aligned to the acguis

Veterinary and phytosanitary issues, including food safety

Since last year's Regular Report, further has been made in transposing acquisin i . and certain structures have been strengthened.

On the basis of the new framework legisation in the veterinary sector, which was adopted in 2001, 19 G y rules have been adopted and entered into force. New legisation on marketing and use g adopted in December 2001 and entered into force in June 2002. An implementing decree on import of feeding stuffs entered into force in August 2002.
In the field of animal wefar, transposition of the agguis on the protection of farm animals was completed in 2002.
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of Animal Health and Food Control € of the veterinary P are employed.

s,
On public bealth and. animal bealih in 2002 legislation was adopted on animal health requirements of animal breeding and on animal diseases.
Work was undertaken to upgeade the nine border inspection posts that Hungary wishes to maintain afier accession, to bring them up to the standard required by the agguis. Three of them have been completed and opened.

The

ral Veterinary Institu

has been appointed as the national reference laboratory for TSE.
Hungary has made progeess in preparing the internal market control system. Preparations for setting up an animal identification system for bovines, sheep and swine have continued.

Since November 2001 Hungary carried out more than 40,000 prion tests on cattle aged over thirty months for BSE.and no positive

s were found. It has already adopted most EC requirements in this are. At rendering plants, beef must be separated from other me:

. Since 2001 specific risk material (SRM) rules are applied and fallen stock is bumt after rendering, although its use is not yet forbidden by la.

Hungary is also anational plan for upgrading food to meet EC requirements. Al establishments that are supposed to be operational after accession have been inspected by the competent authority, and a plan to correct any deficiencies has been drawn up.
In the phytosanitary scctor, despite the fact that most legislaion is in line with the acguis, some fusther progress was made in the reporting period.

Although no progress is reported on plant beal, in the pesiide secora new dectee in March 2002 fixed the maximum level of pesticide residues in and on plants and plant products.

Legal harmonisation on seed and plant propagating material has been virtually completed. The National Institute of Agricultural Quality Control is responsible for the implementation of the EC. rules in this field, and it was accredited by the International Seed Testing Association (ISTA) at the end of 2001. The Institute’s IT system and technical infrastructure have been improved.

p issues have been strengthened in parts. . one for q one for virology, have been bul. The Central Service for Plant Protection and Soil Conservation was established for per g offical tasks and for <o acti the Services in the counties. Within this Service a Directorate for Registration was also established.

A decree was adopted in 2001, establishing compulsory registration, under the Central Service for Plant Protection and Soil Conservation, for producers and importers subject to phytosanitary control.

Hungary is developing ten phy:

osanitary border inspection posts (BIP) in line with EC requirements,

As regards food safety (we alo Chapter 1 — Free movement of god), some progress has been made, particularly regarding the food and th measures o deal with BSE.

A Deputy State Secretary within the Minist Authority.

of Agriculture has be

appointed to deal with food safety issues, including the establishment of a National Food Safety Office, which will become the counterpart of the European Food Safe

Overall assessment

In terms of preparations to apply the Common Agricultural Poli

¢, considerable further efforts are needed. Market intervention systems in line with the aguis are not yet fully established, although similar systems existin the milk and sugar sectors. Schemes have been introduced to facilitate access by family farmers to bank loans and the land market.

In the area of horizontal measures, even if the final decision on the future paying agency for EAGGF Guarantee market-related measures (AIK) has been taken, significant progress remains (o0 be made in terms of defining the precise tasks of AIK, setting up appropriate organisation and procedures, and preparing it for acereditation. Hungary should define, too, whether AIK will also be the paying agency for EAGG Guarantee rural
development measures

Conccrning LACS, although the sysem for animal dentfcation s relatively advanced, he esablishment of & pareel identificton system and the connection of the sepusae LACS databases need t0 be tackled urgently. Hungary has decided o build the blocks from exsting arial photographs. However, the process of digtalistion i s fa e advanced. Only a small pilot project has been onganised. A number o decisons remin (0 be
taken in key areas for building the Land Parc el Identification System Very serious efforts are urgently needed in order for Hungary to be able to build up an operational IACS by accession. The necessary decisions must be taken immediately and the related funding put in place without delay if Flungary s to be in a position to administer and control efficiently the aid-schemes of the Common Agricultural Policy as of accession. If
the required administration and control structures are not fully npcnunml or do not operate correctly upon access ion, Hungary will be unable to fully benefit from the support systems under the Common Agricultural Policy, or will be required to reimburse EC funds already received.

In the fields of EADN; guality poliy, orgaic farming and trae mechanisns, Hungary's stage of preparation for accession is advanced.

Important decisions still need o be taken by Hungary on for the of Common isati of tasks among the Ministry, its county offices and the ATK.

No decision has been taken up t0 now on the future role of the product councils that currently manage a number of significant tasks in Hungary’s agricultural policy. However, a decision on the body in charge of price monitoring and reporting has been taken, even if there is no legal obligation for operators to provide regular price data.

For arable crops a number of mea

stll need to be taken, such as the establishment of a register of warehouses suitable for intervention and of the. centres, Unlike for sectors, Hungary has a transitional market regime for arable crops.
As regards sugar, Hungary is well advanced as a resulf of the adoption of a transitional masket organisation, although an inter-branch agreement remains to be concluded between representative professional organisations of the sugar beet growers and the sugar indusiry
Significant steps have already been taken towards harmonisation in the fruit and vegetable sector, with rules and administrative procedures on recogaition in place. Work on the introduction of rules for operational programmes and funds needs to be continued.

In the wine sector, some of the necessary administrative decisions have been taken, and Hungary has decided to establish the vineyard register in 2003, on the basis of the results of a general staistical survey conducted in 2001, It has also decided to designate in autumn 2002 the institutions that will be involved in the common market organisation for wine. The Hungarian Wine Codex is under preparation. Hungary's administrative
capacity in this field can be considere ufficien.

Hungary has a voluntary quota system for milk since 1996, managed by the product council, accompanied by a system of buy-up prices. The sector is managed by the company Livestock Performance Testing Ltd, which is responsible for the quality testing of milk and milk products. About 85% of milk complies with EC standards. Hungary needs to decide which body will administer the quotas and control the producers upon accession.
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Agency, i ts capacity t implem e T T o A A ST e (T D agency) amalgamated into a single body, which will acilitte the implementation and management of future rural development measures, very serious efforts will be required to achieve the necessary administrative capacity by the date of accession. The Ministry of Agriculture also needs
t0 ensure that appropriate. c\pcmu: 10 develop the Guidane and Guasantee funded s devel opment prograsmmes s acalabe and closl Coonlnted i o evas e,

Hungary should also focus on the preparation of a rural development strategy for the period subsequent to accession. The existing agri-cavironment scheme should be developed. A National Foresiry Programme, co-ordinated with the Rural Development Programme and a forest registry, remains to be completed.

Land reform is sillan issue of major concern for Hungary

agriculture. As a result of and privatisati properties is less than 3 hectares. Such fragmented land ownership cre:

an urgent need for consolidation, in particular among smaller farms, Incentives to farms should take into account their profitability in the longer term.

In the veterinary field, a Veterinary Act i in place, based on the introduction of the principle of regionalisation, separation of the tasks of official and private veterinarians, amendment of the animal passport rules, extension of the list of norifiable diseases. This Act needs to be implemented through a number of decrees, half of which have already been adopted by the Hungarian Government, In particular, legislaion has to be aligned as
regards the use of fallen stock and the rules on specific risk material (SRM),

Part of the decrees to implement the Act on feeding stuffs sl remain to be adopted.

Hungary should ensue that the plans for the upgrading of its red meat cover all are urgently needed to ensure that all remaining issues ae duly addressed, and that the appropriate financing is secured to guarantee the implementation of the acguis by allestablishments evaluated.

The whole national bovine herd has been identified individually (eartagged) and registered in the central database. An internal cattle ‘passport”

ystem registers However, s s still need to be taken in this respect and the current system must be brought into line with the relevant EC legislation.

Further efforts are needed to ensure that the seven remaining border inspection posts will be set up upon accession. In particular, for the Ferihegy Airport BIP it is unlikely at this stage that the plans for completion in 2002 will be respected.

In itary sector, has been made in transpo legislation, but this process is not yet complete. Further efforts are needed as regards the issuing of plant passports, registration of pesticides and control of pesticide residues. Also, the legislation on sced varieties needs to be further harmonised. Preparations of the administrative structures in this field have improved and should be continued.

As regards food safety, although progress in preventing BSE and in monitoring the upgrading of meat establishments is continuing, there are serious difficulties in setting up the National Food Safety Office. Clear rules among the Ministries involved, continuity in management and adequate resources are highly necessary for an effective start of the Office activities.

Conclusion
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- the Opinion, Hungary has made progress towards alignment with the EC agricultural agguis and, more recently, has progressed with developing the necessary administrative capacity to implement the acguisin this area. However, preparations have ofien been delayed due to a lack of decisions at alllevels, in particular as regards the preparation for the management of the Common Agricultural Policy. Hungary’s legislation in this area is
now largely i line with the a Serious further efforts are, however, needed to increase its administrative capacity i this sector.

Negotiations on this chapter continue, although all negoriation issues in the veterinary and phytosanitary fields have been clasified. Hungary has been granted a transitional arrangement for public health in a number of high capacity red meat establishments (until 31 December 2006) and a transitional arrangement (unil 31 December 2009) for construction elements covering existing laying-hen cages located in twenty-one establishments
brought into service before 1 July 1999. Hungary is meet ing the majority of commitments it has made in the accession negotiations in this field. However, delays have oceurred in the transposition of some parts of the aguisin the veterinary sector (animal identification and registeation system, TS issues). These issues should now be urgenly addres

I order 0 be seadyfor memmbership, Hungany's cffots now need t0 focuson nmhsmpthu to implement and enforce the acguis,in particular in the veterinary field and that of food safety; ensuring that establishments are duly upgraded to meet Community standards; and continuing to adequately prepare Hungary's institutions to manage the Common Market Organisations
f the Int

and the rural development measures. With regard o ate e e s e N e e S S e e s e e

Progress since the last Regular Report
Limited further progress has been made over the last year with regard to the alignment with the acgis.

With ement was carried out.

spect 1o resource management, the service in charge of fisheries in the Ministry of Agriculture and Regional Development has been extended. In December 2001, training for county veterinarians on fish-size me

As inspection and controls, limited f some fish farms a Hazard Analysis Critical Control Points (HACCP) system can be reported. In Hungary the County Animal Health and Food Control St " for th of controls.

Concerning market policy, in 2002 Hungary started th afish g . Furth in May 2002 a decree of the Ministry of Agriculture transposed the azguis on marketing standards and on the health conditions for the production and the placing on the market of fishery products. However, progress on the establishment of produces

? organisations has been limited,

As regards state aid to the fisheries sector and international fisheries agreements, there are no new developments t0 report.

Overall assessment
Since Hungary is a landlocked countey, only a small part of the acguis elating to fisheries is applicable to this country
Although the basic framework legislation is mostly in line with the Common Fisheries Policy, further amendments to the Hungarian legislation are required, in particular to establish the conditions for the control of live and fresh imported fish,

Ef

forts must also be pursued for full alignment with EC hygiene standards.

Particular attention should be paid to the nced to establish the framework for the management of structural projects under the Financial Instrument for Fisheries Guidance (FIFG).

Conclusion

Inits 1997 Opinion, the Commission concluded that Hungary would not encounter any major difficultes in integrating its fisheries sector into the Common Fisheries Policy, and that it would be necessary for Hungary to ensure compliance with the EC health, hygiene and environmental standards,

Since the opinion, Hungary has progressed in the indicated dircetion. Aligament of the Hungarian legislation with the acguis in the fisheries sector is now well advanced. Overall, Hungary’s pacity in this sector can as adequate to cope with the Common Fisheries Policy

N

sotiations on this chapter have been provisionally closed. Hungary has not requested any transitional arrangements in this area. Hungary is meeting the majority of the commitments it has made in the accession negotiations in this field. However, a delay has occurred as regards of legislation and th letion of th the system for size control on imports, which was scheduled to enter into force in
January 2001, This needs to be addressed.

In order to complete preparations for membership, Hungary's efforts will now need to focus on finalisingits and on preparing f the structural measures in this field.

Progress since the last Regular Report

During the past year, Hungary has continued to align its legslation with the aaguis and made further progress in this area, particularly in the fields of road and railway transport, as wel y in the road and aviation sectors

As regards Trans-European Transport Networks, 466 km road sections have been marked out as the most urgent ones for rehabilitation in the feamework of the "National Road Habilitation Programme”. The programme has been continued with a view to meeting the requirement of the increased maximum axle load of 11.5 tonnes for trucks in 2009, Progress was achieved in the framework of the motorway construction programme
financed under the Széchenyi Plan. Furthermore, relef for international road traffic was provided by the reopening of the reconstructed Maria Valeria Bridge between Esztergom and Sturovo (Slovakia). In 2002, the Hungarian government is spending HUF 117 billion (around € 456 million) on motorway development.

e e O 5 g e 5 D T o R B s ¥ professional comp for road pa operators. Furthermore, Hungary continued legal aligament with the acgs
on the transport of dange rous goods. Hungary ratified the INTERBUS Agreement on the international occasional carriage of passengers by coach and bus in January

The General Transport Inspectorate (GTI) performs key supervisory and control functions. An increase of staff levels by 44 additional experts has been approved for 2002, In addition, the technical equipment of control units performing roadside checks will be upgraded. As part of the implementation of Community legislation on driving and resting times, 10 instructors and 300 road controllers were trained in the reporting period. In
addition, training was provided by the GTI on the control of dangerous goods, on customs controls and on labour safety supervision.

On railigys, progress was made with the transposition and implementation of the revised railway acguss. This was based on implementing legislation on the interoperability of high-speed railway systems and on the functions and powers ufrhc cailway authority, which provided for the new tasks of the railway authority as regards the licensing of railway undertakings and the interoperabiliy of high-speed railway systems. Restructuring of the
railways continued, and the amended ralway act, which regulates conditions for access to the milway network, entered into force in January 2002. The act stipulates that paration of passenger and freig] P ¢ Hungarian State Railways Co. (MAY) will enter into force in January 2003.

On inland waterways transport, legislation declaring certain natural and arificial surface waters suitable as waterways for shipping enteed into force in 2002. Legislation on technical requiements for inland waterway vessels was also introduced.

As regards air transport, Hungary had already aligned its legislation with a substantial part of the aviation acguis. Further alignment took place through the adoption of implementing legislation under the Aviation Act on the licensing of ground and the licensing of P

The national carrier MALEV continues to undergo restructuring. MALEY is now an independent company with an independent management, and the staff has been reduced. The programme for MALEV included the complete replacement of all Tupolev itcrafi by a modern fleet in 2001. Fusthermore, a regional subsidiary called MALEY EXPR
agreement between MALEYV and a European air carrier has been established.

was established with new aircraft with capacity for 50 passengers. A co-opertion
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Ferihegy International Airport, a separate joint sto ck company was set up in January 2002 to operate the airport independently from HungazoControl, zpubllc central budgetary agency providing air traffic control. Based on a Government Decision, the National Airspace Co-ordination Committee was set up to co-ordinate between civil needs and military airspace requirements as a reflection of the need for airspace management and
Hungoar's incmationsl obigaons. A gl masitme wandpors, Hungaey s mace g00d pogess in taneposing e a 5 on Py St ool 1 I additio, lgslation on the first halfof 2002. As , the one inspection b in Mobdcs.

Overall assessment

Under the new government structure, transport maters have been covered since May 2002 by the Ministry of Economic Affairs and Transport. The main supervisory institution is the General Transport Inspectorate (GT1). Although the administrative capacity of the GTI has been sigaificantly strengthened during the period of 2001-2002 (recruitment of 420 staff), there is sill a need to further strengthen this body, which oversees the
activities of the road, rai |, inland and maritime transport sectors. This concerns in particular the different sub-sectors of land transport

As regards Trans-European Transport Networks, the Hungarian authoritie ¢ o tak he ob priorites of the Community guidelines on the Trans-European Transport Network (TEN-
nceded for the development of the road and rail infrastructure

1) and the requirements on TEN financing, Special emphasis should be given to ensuring the necessary administrative capacity (both in qualitative and quantitative terms) to prepare for the significant investments that will be

Concerning road tansport, Hurgary sl neds o adop legidation on sandard ehecking procedures and on echrical contols forcommercal sicle, Further effres are el seuied on the implementation ofsocl uls amision 0 the occupation and chcks on divng times and rest periods). An amendment o has to be made to Hungarian lgilaion on vehice asation in order 0 gradually approsimat to the aegis i this e
As regards administrative capacity, the road police and the Road Transport General Inspectorate need to be further strengthened through additional staff and continuous training in the enforcement of social, technical and safety acguis and on the five-year development plan for

In the railways sector, further efforts are necessary in order to allow for the implementation of the revised railway agguis. Laws on the independence of essential functions, such as the allocation of rain paths and the charging for rai infrastructure use from the provision of rail transport services, as well as on the allocation of railway infrastructure capacity and the levying of charges for the use of railway infrastructure are still missing.
Community legislation on the inte roperability of conventional railway systems has not been transposed yet cither. On administrative capacity, all the institutions needed to implement the relevant agguis are in place. The capacity of the Railway Inspectorate within the GTI should be further strengthened by increasing staff 50 as to be able to make progress with harmonising legislation and to handle upcoming regulaory tasks. As regards



further restructuring of MAV, the Hungarian Government has not yet decided whether there is a need to separate infrastructure and commercial activities into independent companies. The infrastructure and operation accounts have already been separated. The licensing of railway undertakings, the issuing of safety certificates, the allocation of capacity and infrastructure user charges, and market supervision are to be carried out by
independent organisations.

With regard to the inland waterways sector, alignment has been completed with the exception of the establishment of the Inland Waterway Fund. As for administrative capacity, the organisation of the Shipping Department within the GTI and the other authorities will have to be reinforced by new staff, and the funds required for the operation will have to be inereased. Budgetary funds should be provided for this development of the
administrative organisation. The purchase of a second i nspection vessel is envisage

Concerning air transport, all administrative structures are now in place. A key question remains the financial prospects of the national carrier, MALEV, which continues to be a loss-making enterprise. New staff will have to be recruited for the Civil Aviation Authority in view of the increasing tasks of the body.

In the field of maritime transport, although Hungary is a landlocked county, alignment with the acguis on Port State control is almost complete. Transposition has t be finalised as regards legislation on passenger boats, Ro-Ro vessels, shipping vessels longer than 24 metres and of persons travelling on p

Conclusion

Inits 1997 Opinion, the Commission concluded that, subject to a number of conditions, the transport sector was unlikely (0 pose any major problems to Hungary as regards the adoption of the agguis. It requested that the operation of the domestic road haulage market be improved, progress be made with technical checks on passenger cars and the arrangements on financial transparency and acess rights in the rail sector be clarified. The
Commission enco uraged Hungary to devote adequate attention in the pre-accession period to making the necessary resources available to lay the foundations for the Trans-Furopean network. The Commission added that it would also be advisable that Hungary's administrative structures, and in particular bodies supervising areas such as safety, be rapidly reinforced.

Since the Opinion, Hungary has made steady progress in aligning legislation. Its legislation in the transport seetor is now to a great extent in line with the EC acguis; the relevant framework laws are i place and only a limited amount of implementing legislation remains to be implemented. Hungary has also gradully reinforced its administeative capacity, but needs to make futher efforts.

Negotiations on this chapter have been provisionally clo
2006) and on nois

thorised weights and dimensions (until 31 December 2008), on vehicle tases for vehicles exclusively engaged in domestic transport (until 31 December 2005), on road freight cabotage (for a maximum of 5 y
concerning the gradul reciprocal access to the cabotage market in the road haulage sector. The country is generally meeing the commitments it has made in the accession negotiations in this field.

osed. Hungary has been granted transitional arrangements on maxi ars after accession), on full access to the Trans-European Rail Freight Network (until 31 December
he

ireraft (until 31 December 2004). Hungary has agreed to 4 transitional arrangement put forward b

In order to complete preparations for membership, Hungary’s efforts now need to focus on adopting the remaining legislation in the road and eail sectors and in inland waterways. As regards administrative capacity, particular attention will need to be paid to fusther strengthening the General Transport Inspectorate and its sub-Inspectorates, especially for the eal and road sectors.

Progress since the last Regular Report

Since the last Regular Report, Hungary has made limited progress with aligning its tax legislation with the acguis. The of Hungary's tax

n the indirect taxation, no progress can be reported regarding VAT. As concerns excise, the gradual increase of duty levels continued. In particular, the level of duty on lower-taxed fruit and wine brandy was increased, while the duty on sparkling and sillintermediate alcoholic products was brought up to the EC minimum. Furthermore, the specific duty on cigarettes of the price category most in demand was increased as of
Jnmnn 5002, 8wl o te e duty on fine cut tobacco.

There are no developments to report in the area of direct taxation.

As regards administrati ion and mutual assistance, some progress was made in November 2001 with the amendment of the rules on taxation and on mutual assistance for the recovery of claims, which will only enter into force upon accession.
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technology were further improved.

ntrol Administration. In addition, a new central Excise Directorate was set up in order to reinforce the effectiveness of the excise administration. Infrastructure and information
Hungary has taken significant steps to prepare for interconnectivity by starting to develop an in-house VAT Information Exchange System application and by preparing for the installation of CCN/CSI (Common Communications Network/Communication System Inteeface). Preparatory activities have also been launched for the development of the SEED (System for Exchange of Excise Dats) database.

Overall assessment

In the area of indirect taxation, alignment has to be completed regarding VAT (reduced rates, refund for foreign taxable persons not established in Hungary and the abolishment of the zero-rate) and excise duty (introduction of a single rate for fruit brandies and other spirits in line with the . minimum level).

With regard to direct taxation, further alignment s sill needed in order to bring the Hungarian legislation fully into line with the aguis, in particular with regard to the abolition of the withholding tax applied to dividends distributed to EU-based parent companies of Hungarian subsidiaries. The review of legislation by the Commission to ensure compliance upon accession with the Code of Conduct for Business Taxation is in process. The
Commission’s iniial technical asses of potentially harmul measures applied in Hungary is ongoing. With regard to administrative capacity, Hungary has strengthened and modeised its tax administration: both the Office in charge of direct taxes and VAT (APEH) and that in charge of excise duties (VPOP) have adequate legislative and structures as well as adeq 1o ensure . enforcement and
control of taxes. Preparations have started for the implementation upon aceession of the Central Liaison Office and the Excise Liaison Office.

Hungary still needs to finalise work to ensure that the computerised tax information system is fully operational ahead of accession, including links with the customs information system and interconnectivity with EC systems.

Conclusion

In its 1997 Opinion, the Commission concluded that the aguis in respect of direct taxation should present fi It further noted that, as regard: cct taxation, provided p continued in these areas, Hungary should be able to comply with the VAT and dutics within the . The Commission added that it should be possible to start participating in mutual assistan
o2 the ta adminiration developed s sperts i this reapect.

Since the Opinion, Hungary has gradually continued its alignment with the aeguis, although a number of weaknesses remain to be addressed, Hungary has also with ping Jpacity to impl aaquisin this area, P is still needed to ensure its proper and effective functioning upon accession.

Negotitions onthis chapter hav been provisionally losed. Hungary was granted transiional perods uni 31 December 2007 o coninue appyin a educed VAT rate ot lowr than 129 on the supply of cerain hesing product, on distrct heaingservice and estautant srvies, Hungy was also graned a ansiona period unil 31 Decermber 2007 0 apply a lower excis duty rate (no lower than 50% of the sandard ) to
aleoholic d under the " qu of; scheme in distilleries p than 10 Hl of pure alcohol a year, but not more than 200 HL. In April 2002, Hungary requested the re-opening of the chaper. Hungary is generally meeting the commitments it has made in the accession negotiations in this fiel

In order to complete preparations for membership, Hungary a5 of VAT and excise, Community t

efforts now need to focus on finalsing alignment — except for areas where transitional arrangements were agreed —in the

tons, and on pursuing the measures taken to reinforce the t

Progress since the last Regular Report

A detailed assessment of the various aspects of Hungary’s economic policy has been given above, in the Chapter discussing the economic eriteria (B-2). Therefore, the present section is limited to a discussion of those aspects Fconomic and Monetary Union Aeguis — as defined by Title VI of the EC Treaty and the other relevant texts — which candidate countries should implement before accession, . the prohibit ic sector
financing by the central bank, the prohibition of privileged access of the public sector to financial institutions, and the independence of the national centeal bank. As to the process of liberalisation of capital movements, upon the completion of which compliance with the EMU acguisis conditional, this aspect has been covered above, in the section on Chapter  — Free movement of upital

Since the last Regular Report, Hungary has p in the area of Monetary Union, given that Hungarian legisation s largely aligned with the EMU-related acgui
This concerns in pasticular the areas of prohibiti i 2 ing by the central bank and prohibition of privileged access of the public sector to financial institutions, where alignment with the adguis has been completed.
As regards the independence of the central bank, in July 2002 the Parliament adopted an amendment to the Act on the NBH, which is in line with the agus. Tl concerns of regime and the definition of the organs of the NBH, the General Assembly, the Monetary Council,the Boards of Directors and the Supervisory Board and their scope of authoriy.

Overall assessment

Hungary will participate in EMU upon accession with the status of a country with a derogation under Article 122 of the FC Treaty, and it will need to implement the necessa

y changes to its institutional and legal framework by the date of accession.
Hungary’s legislation is largely in line with the provisions of the agui as regards the prohibition of direct public sector financing by the central bank.

In the

of central bank independence, Hungarian legislation i also in line with the provisions of the acguis

Conclusion

Inits 1997 Opinion, the Commission stated that the Hungarian Central Bank was formally independent from the govemment. In practice, however, the appointments of new governors had coincided with changes in the government. Since the launch of the stabilisation package in March 1995 the objective of the Central Bank has been to curb inflation. Finally, in the Opinion it was stressed that a (then) recent amendment o the Law on
the Central Bank had almost el iminated any differences between this Law and the Treaty provision conceming the prohibition of budget deficit financing by the Central Bank. The Commission concluded that Hungary’s participation in the third stage of EMU as a non-participant in the Furo area should pose no problems in the medium term, provided that central bank legishation was made fully compatible with EC rul

Since the Opinion, progress was initially slow, but major steps forward have been taken over the past two years, and Hungary has in the meantime achieved a high level of alignment with the EMU-related acguis.

Negotiations on this chapter have been provisionally closed. Hungary has not requested any transitional arrangements in this area and is generally meeting it has made in the in this domain.

In order to complete preparations for membership, Hungary

efforts should now focus in particular on further reinforcing its administrative capacity in this

Progress since the last Regular Report

Hungary has continued to make further progress in the reporting period. AS regards statistical i there were

No pasticular developments can be reported cither which European economic and and were already put in place

No recent changes have been made in the area of demographic and social statistics, which ar

Ircady well developed and compliant with EC standards.
As regards sttisics at regional level, no fusther progress can be nored, since a lasge amount of regional statistics has been made available. Fine-tuning concentrated, in the reporting period, on the delivery of the full set of variables of the regional accounts.
i g progr e i 2 porting pe: Y i

As to macro-economic statistics, financial accounts, Government finance statistics and especially public deficit and debr statistcs started to be developed.

In the sector of business statistics a series of actions was undertaken for f - Continuous work was also undertaken on the Business Register.
AS regards transport statistics, new surveys for international road freight transport have been introduced.
As for external trade, the introduction of INTRASTAT, which will measure the trade between the Member States, was identified as a top-priority. A detailed implementation plan was set up for its introduction.

A regards agricultural statistics, no further progress could be noted in this sector, the agguis has been hargely completed.

Overall assessment

Statistical infrastructure and legal and organisational elements are in place including the required human resources,
In the area of national classifications, the focus should now be on continuous updating according to the development of European standards.

Demographic and social statistics are well developed, as s llustrated by the successful implementation of the Population Census of 2001, which now provides data at all relevant regional levels. The Labour Force Survey is well designed and close to full harmonisation. Concerning health, safety and consumer protection statistis, further methodological development is under way. The Survey on income and living conditions is under
preparation by adding the necessary questions to the current Household Budget Survey

The overall level of compliance in macro-cconomic statistics is good. Business statistics are also largely compliant. The degree of compliance of short-term statistcs is equally high.
Transport statisties are well developed and staisties on external trade with third countries are well established.
Concerning agricultural satisics, they are produced in co-operation between the Ministry of Agriculture and Rural Development and the Central Statistical Office. Important staistis like the Farm Structure Survey, Crop Production and Livestock are completely harmonised.

Prories of the coming years are preparaion fo the INTRASTAT system an the further development of macro-cconomic satistic, in pasiculas inancal accounts, debt and defct satisics and coverage of ntonal ccounts. In agicalture, Hungary's futhereffots should focus on agro-monctay siaisics and on animal product satic.In transport saistics, the surve on caiageof dangerous goods needs © be implemented in
2003, Th pl the statistical system is also an important ssue that needs to be addressed. The HCSO (Hungarian Central Statistical Office) should strengthen its role in the Statstical Council, an advisory body to the office, and should generall sharpen its profile as the co-ordinator of the Hungarian Statistical Syster.

Conclusion
In its 1997 Opinion, the Commission concluded that, provided that continuing progress was made, Hungary should have been able to comply with EU requirements for official statistics within the following few years.
Since the Opinion, Hungary has made very good progress, in particular in developing the necessary administrative capacity. Hungary’s legislation is now largely in line with the acguisin most statistical fields.

Negotiations on this chapter have been provisionally closed. Hungary has not requested any transitional arrangements in this field. Hungary is generally meeting the commitments it has made in the accession negotiations i this area.

In order to complete preparations for membership, Hungary's efforts now need to focus on the further develop statstis, on the prep for INTRASTAT and on the implementation of agriculture and transport statistics

Progress since the last Regular Report

Considerable progress has been made in this area since the last Regular Report

After the entry into force of the amendments to the Labour Law in July 2001, legal approximation continued with the transposition of the Insolvency Dircetive in the second half of 2001 New staffing and training courses have been provided in the course of 2001 and 2002, A one-year training programme for labour law judges, aimed at facilitating cffective enforcement of labour rules, is also under implementation.

In the field of equal treatment of men and women, Hungary has transposed a large part of the aaguis. EC legislation on equal treatment in agriculture and self-employment and on equal access to employment and vocational training was transposed in the second half of 2001. Hungary has also been undertaking efforts to promote mainstreaming, to train the legal professions, to raise awareness and to tackle inequalities, in particular on
the labour market

In the area of health and safety at work, substantial progress was made with the transposition of the EC legislation regarding work on board fishing vessels, safety and health for workers at the workplace, personal equipment, screen equipment, temporary ox mobile construction sites and safety and health requirements for the use of work equipment by workers at work. Also, the institutional framework has been strengrhened. Following
the change of Goverament in May 2002, relate d competencies are now shared between the new combined Ministry of Health, Social and Family Affairs and the Ministry of Labour and Employment Afairs.

The National Labour Inspectorate was designated as the national focal point for the European Agency for Health and Safety. Stricter rules on labour protection supervision have been introduced. The Inspectorate will be boosted by 80 new officials in 2002, Training activities will continue throughout 2002,
In the area of social dialogue, the new Government has started to restore confidence and trust between the social patners and to create a more favourable climate. Improvement of the social dialogue is now a priosity, and one of the Government's first resolutions expresses its commitment to restructure and improve the system of social dialogue and the effective involvement of the social patners in the decision-making process. The

declared aim of the Government is, therefore, nly to consult the social partners but also to reach agreemens in the negoiations. To that end, the social partners and the Prime Minister signed the Agreement on Restructuring the Social Dialogue System. The National Interest-reconciliation Council (NIRC) was established in July 2002 as the legal successor of the National Labour Council. The work of the Council will be suppored by a
number of special fora such as the National ILO Couneil, the Council for Furopean Integration and the new Sectoral Council, s well as by several technical committees.

Hungary continued to take steps in respect of public health policies, strategies and programmes. The 10-year "For a Healthy Nation" public health action programme approved in June 2001 is currently under implementation. Steps have been taken to improve the administrative capacity through the reorganisation of existing structures. Progress has also been made on health information and monitoring, In June 2002, the Padliament
adopted a decision on certain long-term tasks in relation to the national public health situation. It invited the government to update and extend the 10-year action programme by 15 December 2002, The tobacco legislarion has been partialy transposed during the reporting period. The relevant enforcement agencies made essential efforts to ensure implementation of tobacco legislation. As regards the implementation of measures on
the control ., the National Centre of Epidemiology at the National Public Health and Medica 1 Officers’ Service has been designated as a pi for the control The Centre s prep: full participation in the activities of the Community networ

As regards Employment Policy, the Joint Assessment on Employment Policy Priorities for Hungary (JAP) was signed in November 2001. As pat of the monitoring process of the Employment Policy Review, the Hungarian Govemment submitted a progeess report on implementation of the priorites identified in the JAP to the Commission in May 2002 This report represents an important step in assessing the extent to which Hungary
is progressing towards its objectives of labour market reform and adapation of its employment system in order to prepare for full participation in the European Employment Strategy upon accession. The situation in the labour market remained substanially stable with an unemployment rate of 5.7% at the end of 2001. 45% of all unemployed are long-term unemployed; long-term unemployment is thus sill around 2.5%. The newly
established Ministry of Employment and Labour will assume responsibility as the Managing Authority for the Human Resource Development Operational Program me.

As concens the European Social Fund (ESF), the establishment of the ESF Inter-ministerial Task Force and the role of the National Development Plan Thematic Working Groups on Human Resources Developr Regional D proved the co-ord ESF-related policies and activities

As a follow-up to the Gothenburg Furopean Council, where the EU invited the candidate countries to translate the EU objectives into their national policies, the Commission and Hungary have initiated a joint co-operation exercise to prepare for future participation in the EU social inclusion process after accession. This exercise consists in joint identification of the social exclusion challenges and relevant policy responses. In this
context, the Hungarian Central Statistical Offic ¢ co-operates with Eurostat to produce data on poverty and social exclusion. Preliminary figures suggest that overall income disparities seem to be relatively moderate, with a poverty rate after social transfers of 9%. However, for members of the Roma community, the poverty risk is very high. A political sate secretary has been appointed with specific responsibility to deal with social
inclusion under the competence of the newly c

ed Ministry of Health, Social and Family Affairs.

As regards other areas of social protection, implementation of the National Progeamme for People with Disabiliies has produced initial results in the areas of work 3 health care, ed  training, employment, sports and lisure time, and social welfare.
It fied of ani-discrimination, addiiona inancial resources have been llocatd to Roma programnes, and the staffofthe Offi for Ntional and Fithnic Minorieshas been incressed. An Inter-Miisteril Colificaton Committee o Ant-Di a the adoption of a new law to ensure the full enforcement of the anti-discrimination provisions contained in the EC Treaty. In
June 2002, the the ereation of a ne w et combat abos discimination ainst women, dsabled people, Roma and othes minory SEoups.

Overall assessment

In the area of labour law, the overalllevel of legal approsimation is rather high. However, further cfforts are needed and related changes would require modifications to the Labour Law, which were promised by the new Government when coming into power in May 2002, The preparatory work accomplished so far provides a firm basis for completing the entire labous law approximation by the end of 2002, The Direcives on part-time
work and transfers of undertaking s, which were scheduled for transposition in 2001, have not yet been transposed. The approsimation of the labour law should be completed by the end of 2002 with the transposition of the fixed-term work Directive, the European Works Council Diective, the new working time Dircetive and the scetoral working ime Directive. Hungary will also need to transpose the Directives on information and
consultation of workers and on workers' involvement in the European Company.

With respect to equal treatment for women and men, Hungary is well advanced regarding transposition and implementation. However, further efforts are needed for awareness-aising campaigns, the training of judges and lawyers and the setting-up of a body for the promotion of equal treatmen.

Regarding health and safety at work, through the important progress made in the transposition of the adguis in 2002, legal alignment is almost complete. However, the new provisions on safety and health for workers at the workplace and on the use of work equipment by worke
be done with respect to the effective implementation of the aeguisin this area. In this respect, attention should continue to be paid to small and medium-sized enterpris

it work will only enter into Force at the time of accession. The remaining agguis will be transposed and implemented by the ime of accession. Work remains to

In the area of social dialogue, with the new Government a substantial improvement and climate of confidence could be noted, and the goodwill to actively promote sound developments in social dialogue seems t be restored. Autonomous bipartite social dialogue needs to be reinforced at scetoral and enterprise level, and its coverage extended, both in terms of enterprises and of percentage of the labour force covered by collective
agreements

In public health, the ten-year public health programme sets the necessary frameswork for developing the sector, but should be more focused on structural adjustments and ways ficiency. Efforts to capacity should be pursued. Furthermore, Hungary will have to align its tobacco legishtion with the requirements of the Tobaceo Directive. With regard to communicable disease surveillance and control,
Hungary has the necessary capacity 10 undertake the measur es needed to fulfil and implement EC. requirements. These include the modesnisation of training for epidemiologists, continuous professional teaining, the strengthening of the county public health institutes and close integration of parallel surveillance programmes for specific diseases. Work to develop a health monitoring system to obtain health data and indicators comparable
t0 the EU system, which stasted in 1998, should be continued. Efforts to improve the health status of the population need to be pursu ed.

Regarding employment, the signature of the Joint Assessment of the Employment Policy Priorities of Hungary (JAP) by the Furopean Commission and Hungary represents an important step in the preparations for accession. Progress in the implementation of these policies is assessed regularly. It will be important to ensure effective monitoring of the phasing-in of the priorities and commitments contained in the JAP. Hungary’s policy
response to meeing the challenges of labour market tran tion and human resource development needs o be accelerated. Employment policies shold aim at increasing the oversll employment rate, in particular for women, addsessing regional mobilty and reviewing the tax and benefit systems to increase incentives for inactive people to seek and accept job offers. The Public Employment Service needs to be further strengthened, in
el i b oo g e g ol e B o o T e ot s e s T et e e i R O et e anctl strengthened through the newly established Ministry of Employment and Labous, which wil assume responsibiliy as the Managing Authoity for the Human
Resource Development Operational Program

The role of the ESF National Implementing Agency, in operation since June 2001, sl remains to be clasified in the framework of the future intermediate body and implementation arrangements being established.



A national integrated strategy on promoting social inclusion, taking into account the EU objectives, needs to be developed. As poverty and social exclusion are multidimensional by natuse, it is important to promote an integrated approach mobilising various governmental bodies and all relevant stakeholders in the process. It is also crucial to improve and develop social statistics systems on poverty and social exclusion in line with the EU
e e e e T

As regards other areas of social protection, sustained efforts are required to implement the reforms that have been introduced, including the health care reform, which will help further improve the level and efficieney of social protection. The strategic aims of the National Programme for People with Disabiliies should be pursued fusther, in particular the goals of facilitating their social integration and fighting all forms of discrimination.
Although the Government has taken steps o t ackle the problem of access to public buildings, the implementation of related measures is slow.

urther fforts are
Govemment stil n

50 needed to ensure alignment and enforcement of the aaguis on anti-discrimination. Even if anti-discrimination rul
s 10 prescnt e draf v t th e Parlament Discriminacion i the Sld o cmployment s sl idespread,n pie of he et

and principles already exist in Hungary, there is currently no institutional system to enforce the anti-discrimination legislation. Also, as to
extensive system of anti-discrimination sanctions under the new Labour Code. An adequate system of sanctions needs to be developed.

ccommendations of the Inter-Ministerial Codification Committee on Andi-Di wtion to adopt a new v, the

Conclusion
In its 1997 Opinion, the Commission concluded that Hungary was likely to be able to take on the aeguis in the social area in the medium term, provided that it pursued work in terms of adoption and application of the EC acguis. Issues requiring atention included the health system, tobacco legislation, long-term unemployment and social security and welfare.

Since the Opinion, Hungary has made good overall progress, especially in the last two years,in aligning with the agguis in all areas. In particular, good progress has been made in the spheres of labour law, equal treatment between men and women, health and safety and the adoption of a public health programme. The main part of Hungary’s legislation in this area is now in line with the aguis

Negotiations on this chapter have been provisionally closed. Hungary has been granted a transitional arrangement for the implementation of EC legislation on tobacco, in particular the masimum tar yield of cigareties, until 31 December 2005. Hungary is generally meeting the commitments it has made in the accession negotiations in this field.

In order to complete preparations for membership, Hungary’s efforts should now focus on completing transposition (on part-time work, transfers of undertakings, and anti-discrimination) and effectively implementing the agis in the a
of both staffing and technical faciliies

s of public health, health and safety at work and anti-discrimination, on developing social dialogue in line with the EC practice, and on further strengthening the National Labour Inspectorate, in terms

Progress since the last Regular Report

Since last year's Regular Report, Hungary has made progress in preparing for accession in the field of energy, although alignment with the agis in both the electricity and gas sector has been slower than originally envisaged. However, a major positive development s the adoption of the Electricity Act as an important step towards integrating Hungary into the internal EU electricity market,

With regard to security of supply, Hungary adopred on secuity stockp fimported crude oil oducts in 2001. The modified provisions wil parely enter into force in 2002 and party at the time of Hungary’s accession to the EUL

As regards the issues of competitiveness and the internal energy market, the most important development of the reporting period was the adoption of the Electricity Act in December 2001, The Electricty Act aims to align Hungary’s legislation with the aguis and constitutes an important development in the energy sector. It provides for a minimum opening of 33% of the market by the beginning of 2003, corresponding to
approximately 200 eligble customers. Customers with a al consumption exceeding 6.5 GWh can select their electiciy providers for 50% of their needs. This limitation, as well s a limitation relted to electricty imports, il remain in place unil accession. However, certin provisions of the new law — especially those related to the status and independence of the Hungarian Energy Office, which is the market regulator, and those of the
independent system operator MAVIR R, —already entered into force in February 2002. The Electricity Act also pr egulated third party access to the grid, for factivities an spacity through an authorisation procedure,

No progress was made in the gas sector, where alignment with the aggs has not yet been completed. However, a new system of gas price regulation took effect in July 2002.
With respect to solid fuels, the share of coal in energy supply declined from about 27% in 1998 0 about 16% in 2001. In addition, the Government closed a further two mines in the reporting period.

Responsibiliy for energy policy lies with the recently established Ministry of Economic Affairs and Transport, where a separate Directorate-General deals with energy policy. Within this Directorate-General, a separate division is responsible for energy regulatory matters. The Ministry regulates the prices for electricity and for natural gas, with annual tarif schemes being adjusted in January for electriity and in July for gas. The Energy
Dircctorate-General of the Ministry of Economic Affairs and Transport and the Hungarian Energy Office currently share the regulatory tasks concerning electricity, gas, quality of public services and consumer protection. New institutional functions were delegated to the Hungarian Energy Office (HEO), including the monitoring of trade and foreign trade to ensure that the level of services within the electricity and gas industries is not

impaired by the liberalisation process.
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six years, during which h y be removed under ial is ensured by the fact that the Office covers its operating costs from licensing duties

At present the Hungarian Energy Office has a staff of 88, as compared to 83 in 2001. In 2001, the HEOQ issued 112 resolutions, 50% of which were related to the supply of electriciy. The Energy Interest Reconciliation Council, which is a tr-partite consultative body embracing the regulator, the consumers and the suppliers of the industsy, meets on a regular basis to discuss problemaric issues.

regards energy efficiency and renewable energy, alignment with the agguir was continued in the reporting period by the adoption of additional lgislrion on the energy labeling of a number of household products. Furthermore, an energy eficiency programme was introduced in 2001 with the main objectives of and ergy awareness. The original amount of HUF 25
s o o e ot o T s 0 VA o 0 A Ao P S 60 . e 30 M A S R S 1 e ) CmE e e i 5 S g, T o mg it cnerty baanee s 3616 The sim of the Hungewian govermment within the famework of he
Hungarian Energy Conservation Programme and Action Plan s to reach a share of renewable encrgy cons n of at least 6% by 2010,

The main administrative body in this area is the Energy Centre, which deals with energy efficiency, renewable energy, environmental protection, labelling and energy statisties. The staff of the Centre was in 2002 from 20 0 65 (40 per staff and 25 contracted staff)
In the field of nuclear energy, Hungary operates one nuclear power plant located at Paks. There are four VVER 440/213 type units in operation.
As regards nuclear safety, Hungary has made progress in the strengthening of the independence of the regulatory body. However, the amendments to the relevant legishation have not yet been adopted by Parliament. With regard to the specific recommendation in the June 2001 Council Report on Nuclear Safety in the Context of Enlargement that Hungary complete the regulatory assessment of the bubbler condenser containment

function under design basis accidents, Hungary, together with th Re public and Slovakia, is financing a set of additional experiments to support this review. The evaluation of the results is due to be presented by December 2002 to allthree regulatory authorities. AS regards the Council Report’s recommendation for Hungary to complete, within the legal framework, the strengthening of the independence of the Hungarian National
Atomic Energy Authority (HAEA) from the promotion of energy of nuclear facilites, no progress has been made during the reporting perio

Overall assessment
With regard to security of supply, current levels of oil stocks exceed EC requirements. The strategic oil stocks are held and managed by the Association of Crude Oil and Oil Products Stockpiling.

As regards the intemal energy market, with the exception of the internal gas market, the legislative framework is in place. The adoption of the new Electricity Act, which is an important step towards alignment with the Flectricity Directive, needs, however, to be followed up with appropriate implementing legislation. In the field of electricity, the legishtive framework for the internal market is thus now in place, including the mechanism
for efficient regularion in this area

The rapid adoption of the Gas Act, which is delayed in Parliament, is, together with the adoption of implementing legislation, reqired to bring Hungarian legislation gradually into line with EC requiremens,
Further efforts are needed to improve energy efficiency and to encourage the use of renewable energy. The adoption of the energy efficiency programme is a significant step in the right dircetion. The programme should be fully implemented.

A for adminsttive capacity,th regltory uncions re in place, noably the Hungarian Encrgy Offce, and seem, for the ime being, approprite both in terms of safing and However, a h At be needed in the future, given the increased obligations and responsibiliies deriving from the liberalisation of the gas and electricity markets. In addition, the Energy Centre is well
placed and has, afier the considerable increa se in staff in 2002, sufficient administrative capacity to carry out

The European Union has repeatedly emphasised the importance of a high level of nuclear safety in candidate countries. In June 2001 the Council of the European Union took note of a Report on Nuclear Safety in the Context of Enlargement. This Report contains recommendations to all candidate countries to continue their national safety improvement luding the safe f spent fuel and radioactive waste and
the safety of their research reactors.

Dusing the first half of 2002, a special Peer Review on nuclear safety assessed the progress made by candidate counies in implementing all recommendations. This exercise under the auspices of the Council resulted in a Status Report, published in June 2002, which concludes that Hungary has accepted and addressed all the recommendations contained in the Report on Nuclear Safety in the Context of Enlargement of June 2001 Most
recommendations have been adequately addressed. With regard to one specific ecommendation concerning completion of the full verification of the containment bubbler-condenser systems for the Paks NPP units 1-4, Hungary has indicated adequate measures, but the Status Report emphasises that Hungary is expected to ensure that they are implemened.

As regards administrative capacity, the Hungarian National Atomic Energy Authority (HAEA) seems, for the time being, to have sufficient staff available. It exercises its functions as the competent regulatory authority and maintains a register on nuclear and However, its from the p of facilities seill needs to be strengthened.

Long-term solutions for spent fuel and nuclear waste will continue t need attention.

Hungary will need to ensure compliance with Euratom requirements and procedures. In this respect, due attention must be given to preparing for the implementation of Euratom Safeguards, in particular regarding the reporting of nuclear material flows and inventories directly by the persons or undertakings ope installations or It should be noted that Hungary has concluded a Full Scope Safeguards
Agreement with the IAEA.

Conclusion

Inits 1997 Opinion, the Commission coneluded that, provided efforts were maintained, Hungary should be in a position to comply with most of the then existing FC energy legislation in the next few ears. It added, however, that matters such as the adjustment of monopolies, access to nerworks, energy pricing, state interventions in the solid fuels and uranium sectors, and the development of energy efficiency needed to be closely
followed. The Commission fur ther pointed out that, although no major difficulties were foreseen regarding compliance with Euratom provisions, nuclear safety standards should be tackled appropriately in order to bring the powerp the safety level required. It further stated that longer-term solutions for waste would need attention.

Since the Opinion, steady progress has been made, notably with regard to the intemal energy . p
both legal teansposition and administrative capacities.

; the promotion of nuclear issues, and the gradual development of administrative capacity. The preparations for the internal gas market have not proceeded as quickly as foreseen. Overall, Hungary has achieved a good level of alignment with EC requirements in this sector, with regard to
Negotiations on this chapter have been provisionally closed. Hungary has not requested any transitional arrangements in this chapter. Hungary is meeting the majority of the commitments it has made in the accession negotiations in this field. However, delays have occurred as regards the adoption of the Gas Act. This issue needs to be urgently addressed. Delays in the Electricity Act, the adoption of which was foreseen for the end of
2000, have been made up; the Act was adopted in December 2001.

In order to complete preparations for membership, Hungary's efforts now need to focus on ensuring full and timely implementation of legislaion in this area, in particular with regard to the internal energy market (notably gas), on the improvement of energy efficiency and on maintaining the administrative capacity in the sector, in particular the Hungarian Energy Office, the Energy Centre and the National Atomic Energy Authority

Progress since the last Regular Report

Since last year's Regular Report, Hungary has made further progress with the development of is industrial policy
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infrastructure. The impact has so far been posi tive: In 2001, HUF 1189 billon (€ 463 million) out of the aggregate HUF 167.1 billion (€ 651 million) of funds requested were awarded. These grants were expected to generate investment to the value of HUF 463 billion (€ 1.8 billion), creating 34 057 new jobs in 2001. However, only one third of the Széchenyi Plan funds allocated by the Ministry of Economic Affairs has a beer

e, o th frevalnt post nancin sysem. A supplementaey pla, the icheny waslunched i October 2001 wich road consiuction 3 Siate upport fo housin consucion as s Argee components. 1 Auguse 2002, the Govermment announced the feesing o  rge part of the Séchenyi Pla progeamenee. The $séchenyi Plan el b seviscd t concentetethe funds on SIE development nd EU preaceesson projecs
il b iegted ot che National Devclopment Progtamme by 2001

The Ministry of Economic Affairs and Transport, as the central body responsible for the formulation and co-ordination of industrial policy, involves the line ministries responsible for managing specific industrial branches in the formulation of enterprise policy. The key implementing agencies influencing industrial policy in Hungary are the Privatisation Agency, the Comperition Office, the Hungarian Development Bank, the Investment
and Trade Development Co-operation Agency with its nine r egional offices (FDI and export promotion), the Hungarian Foundation for Enterprise Promotion (MVA), and the SME Agency with its network of 20 local enterprise agencies. The business community and social partners are involved in the policy-making process.

The privatisation process is almost complete, and more than 80% of GDP is generated by the private sector. However, the steel sector, with Dunaferr as Hungary's main steel producer, is sl subject to privatisation and restructuring. The Hungarian Privatisation Agency (APV R, currendy under reorganisation, only carried out six privatisation transactions in five companies during the period under review. However, another agency, the
Hungarian Development Bank, was increasi ctive i asset management and privatisation deals. With its new president, APV Re. plans to operate as a holding company managing all state enterprises.

In 2001 Hungary witnessed further growth in both domestic and foreign investments. In 2001 the real growth rate of fixed capital formation was 3.1%, and the share of gross fixed capital formation in GDP reached 23.4%.

Overall assessment

Hungary has successfully implemented an industril policy based on market-diven principles, liberalisation and deregulation. It has also been attracting high levels of foreign dircet investment (FDI) and technology-intensive indusiry to the country, which mainly exports to the EU. The Széchenyi Plan and Széchenyi Plus Progrmme were important steps towards the elaboration of an integeated industrial strtegy. Restructuring and

privatising th ¢ highly indebted Dunaferr steel plant remains a challenge that needs to be tackled.

An important dimension of industrial policy s the control of state aid (iee aio chgpier 6 — Compeiton Poliy).

Conclusion

Inits 1997 Opinion, the Commission concluded that, given the extent of restructusing and modernisation efforts undertaken so far, there were good reasons to expeet that most setors of Hungarian industry, and especiall those benefiting from foreign investment, could in the mid term be comperitive operators in the Single Market,

Since the Opinion, Hungary has made good progress in creating an appropriate market based business environment, privatisation and restructuring. However, imbalances remain between regions, and between the modern, exp d multinational companies and local iy not dircetly affected by inward FDL The principles of Hungarian industrial policy are now generally in line with the concepts and principles of EU industrial
olicy.

Negotiations on this chapter have been provisionally closed. Hungary has not requested any transitional arrangements. Hungary is generally meeting the commitments it has made in the accession negotiations in this field

In order to complete preparations for membership, Hungary’s efforts now ne

to focus on the conerete and swift implementation of the medium-term economic development plan, the restructuring of the steel sector (D

of the pr process, as well as the p oflocal-mark d small businesses.

Progress since the last Regular Report

Since the last Regular Report, Hungary has made further progress with revising its SME poli

y and putting in place supportive mechanisms for business promotion. Efforts to improve the business environment have continued.

In April 2002, Hungary endorsed the Furopean Charter for Small Enterprises as the basis for its action to support and develop small enterprises. The European Charter, adopted by the European Council in June 2000, is the reference document in the field of enterprise policy within the socio-economie strategy set up at the Lisbon European Counci. The reporting process on the implementation of the European Charter in Hungary
started in May 2002.

The implementation of the Széchenyi Plan, launched in 2001 as Hungary’s main instrument for its SME policy, has started. Of the 21 tenders originally announced under the Plan, 20 were available to SMEs. In August 2002, the Government announced the freezing of a lasge past of the Széchenyi Pl The Széchenyi Plan wil be revised the funds on SME devel and EU pre-accession projects.

The Ministry of Economic Affairs and Transport i the central body responsible for SME policy, and consults other ministies, chamby 1 p associations.

Access 10 finance remains the main obstacle to the development of Hungarian SMEs. However, good progeess has been made in this area thanks to govemment support schemes for SMEs. In August 2002, the Ministry of Economy and Transport launched the Széchenyi Credit Card for small entrepreneurs, committing HUF 700 million (€ 2.73 million) for subsidising the interest rate and providing guarantee support for 2002, The aim of
the card s to provide short.term loans to SMES in a sim d easy way. Commercial banks are also beginning t0 show interest in financing SMEs.

Hungary made p vith the the busi i Several specific measures to simplify the administrative environment have been introduced. These include the facilitation of the transfer of ownership for small companies, the streamlining of the procedures to close down companies and the simplification of certain bookkeeping rules. Changes o taation rules include preferential measures for small
enterprises allowing them to deduct money on their inves tment and R&D activities and to benefit from tax allowances on the interest on loans

No further progress can be reported as regards the SME definition applied by Hungary.

Overall assessment

) S £ et e s e Ty e e it i oy e S e A e vailable and the means The various SME should be made more visible to the SME community in both developed and less advanced
regions,as carent I information services e seateed beteen diffsent conact poimts 4nd 4 ot services e ocated i the capil and i couny st o bigae towms. Als, he serices valble a not auFcienly o ordmated and there i  ceta e of ovenap berween nszuments. The Secretait fo the Co oxdinaion of Evcrprse Assistance for EU Integeaion, csblished a he Mintes f Fcomomic Affr in March 2001,
has been reviewing the current programmes in favour of SMEs and the available funds i n order to streamline assistance and advise the various bodies on the infoomadon seeds of SIEs

Efforts should be strengthened to prepare for the full use of the structural funds in the area of devel ¢ final adjustments to the SME definition are needed in order to bring it fully i line with the EC Recommendation.

Conclusion

Inits 1997 Opinion, the Commission concluded that the on-going efforts to strengthen SMEs during the pre-accession period would need to be continued. However, no specific problems were foreseen in Hungary’s integration in this sector.

Since the Opinion, Hungary has made steady progress. In the last two years, Hungary has targeted SME development as one of ts steategic development objectives under the Széchenyi Plan. Today, Hungary’s policy towards SMEs is generall in line with the principles and objectives of EU enterprise policy

Negotiations on this chapter have been provisionally closed. Hungary has not requested any transitional arrangements. Hungary is generally ithas made in the accession negotiations in this field.

In order to complete preparations for membership, Hungary's efforts now need to focus on the swift and y of the SME supp  their improved co-ori and on of overlaps. Increasing the visibiliy of the various services and programmes for SMEs and improving access to finance, especially micro-credit, remain crucial tasks

Progress since the last Regular Report

Continued progress has been made in this area since the last Regular Report.

Supporting R&D and innovation has become one of the declared national prioritis in the Hungarian National Development Plan. In this framework, new National R&D Programmes were launched in 2001 to support the. of research, develop innovation projects with much higher ficant salary increases for R&D institutes in 2001, Budget resources for
competition-based national R&D support schemes were in creased in the 2001/2002 biannual budget.

In February 2002, the Hungarian Ministry of Economic Affairs and Transport launched a 10-year development plan, including sub-programmes such as the Human Resources sub-programme, which will focus on closer collaboration between univ d multinational enterprises. The sub-p for R&D and Innovation Management aims at creating the infrastructure conditions for this.

In order to support companies in their cfforts to increase theis reseach activiies, the government introduced some further tax benefits. In detail, up to 200% of a company’s research expenditure has now & from tax, which will be of p for SMES, given that they are normally notin a position o conduct expensive in-house research.

During the reference period, Hungary has continued to be associated with the Fifth EC Framework Programme and with the Fifth Euratom Framework Programme. Hungary has expressed interest in being associated with the Sixth EC Framework Programme (2002-2006),

Overall assessment

The framework for co-operation in the field of science and technology (including National Contact Points) is well established. Although Hungary’s participation in the relevant Community R&D programmes can be considered as successful, further efforts should be made to increase the participation of SMEs. The gross domestic expenditure on R&D is il reatively low and needs to be increased, which is envisaged by the Ministry of
Fducation.

The departments in the Ministry of Education responsible for Research and Science policies provide sufficient and skilled staff. In general, Hungary has a long tradition of Research and Science and a well-functioning network of institutes, uiversities, academies and company R&0D facilties. At some laboratories, the infiastructure necessary for the given research has been developed. However, in most of the laboratories the state of
equipment s dilapidated, and its use and maintenanc e pose a problem, which needs to be addressed. A programme for large instruments and measuring faciites for research institutes and research groups is provided by the Central Fund for Technologieal Development

Conclusion

Inits 1997 Opinion, the Commission concluded that for Hungary no major pected in this ficld and would be of mutual benefit

Since the Opinion, Hungary has made continuous progress and strengthened the co-opesation with the EU in this field.

Negotiations on this chapter have been provisionally closed. Hungary has not requested any transitional arrangements in this area and is generally it has made in the in this field.

In order to complete preparations for membership, Hungary’s efforts now need to focus on fusther reinf lated capacity and inf this is a key factor in ensuring Hungary’s successful association with the relevant Community Framework Programmes.



Progress since the last Regular Report
Some further progress has been made in this atea over the past year.

During the reference period, Hungary continued to participate in the second generation of the Leonardo da Vinei, Socrates and Youth Community programmes (ie stion A.b— Relations btween the Enopean Union and Hingap)

Regarding the Directive conceming education of children of migrant workers, the Ministry of Education launched a comprehensive programme with the aim of fully implementing the Directive. Within the framework of a national rescarch project, a survey on migeant workers was completed in December 2001. Also, the Government undertook a number of actions in the reporting period in this sector with a view to increasing the
level of education of socially disadvantaged children, with speci al emphasis on improving the integration of the Roma minority into society. Furthermore, in June 2002, a special Ministerial Commissioner in charge of matters relating to Roma and disadvantaged young people has been appointed by the Ministry of Education.

Some further progeess has been mad in the reform of the Hungarian education and training system. The Act on the entering and residence of foreigners, aimed a fully transposing and implementing the Directive on the right of residence for students, entered into force in January 2002 (e Chapier 2 - Five sovenent of persons).

The Act on Adult Education was approved by Parliament in December 2001, including implementing legislation. Based on the concept of lifelong learning, the new law takes into account the relevant experience of the EU countries and the recommendations and proposals of recent EU education policy documents. The main objectives of the new framework legislation are: the creation of opportunities for every citizen to receive
continuous training and education, the introduction on a wide scale of the use of the most advanced training programmes and methods, and the improvement of quality control procedures.

In addition, the "teacher’s career model”, which was drawn up in November 2001, states that the average net income of teachers per capita should reach 125% of the national average salary per capita by 2006 at the lates.

Overall assessment

Hungary has created the necessary financial and institutional conditions for effective participation in the relevant Community Progeammes. Participation in the Community Soerates, Youth and Leonardo da Vinci stisfactory, and agencies are op

A regards the Directive conceming education of children of migrant workers, the Hungarian regulations in force are already in line with the acguis and implementation is under way.
Legislation for vocational education and texining systems i also in place, including the regulation governing the organisation, management and financing of vocational education and training.

“The Ministey of Education has the overall responsibility for the sector of education and voeational training. The Ministry has a key role to play in the development of human resources, which has been identified as a major element of the strategy enabling Hungary to face economic, social of the 21 century

Conclusion

Inits 1997 Opinion, the Commission concluded thar, i the perspective of accession, no major problems were expected in this field for Hungary

Since the Opinion, Hungary has achieved steady progress, including with regard to its participation in relevant Community programmes. Hungary’s preparations for accession are now at an advanced level.
Negotiations on this chapter have been provisionally closed. Hungary has not requested any transitional arrangements in this field. Hungary is generally meeting the commitments it has made in the accession negotiations in this domain.

In order to complete preparations for membership, Hungary

efforts now need to focus on further developing its administrative capacity in this domain.

Progress since the last Regular Report

Since last year's Regular Report, Hungary has made major progress in terms of both liberalsation of the telecommunications market and implementation of its regulatory framework.

the t, Hungary opened the main fixed voice market in December 2001 with some temporary exceptions. In a few primary areas liberalisation will begin only from November 2002 on the expiry of local telephone concessions with exclusive rights. As regards the regulatory framework, with the entry into force of the new Communications Act in December 2001, ¢ he Hungarian
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As regards the institutional and administrative framework, the National Regulator is the Communicarions Authority (HIF), which is a central public agency with dependent of players and fi the guidance of the Government and under the supervision of the relevant Minister.

With the new Government,responsiilsy fo telecommunications has been shifted o the new Ministry for Information Technlogy and Communications. The orly division remaining under the responsiblty of the Prme Minister's Offce will be the Disision of Flectronic Government. A Natioal Information Socity Stategy has been claborted with the aim of promoting the development of the information sociey: An important
the mation Society and Economic Development Programme, which takes into account the priorities of the eFurope+ Action Plan.

As regards postal services, postal liberalisation is proceedling in line with the acguis. Only those services which are permitted by the EC Directive remained in the reserved category. The Communications Act of December 2001 is also aimed at ensuring universal service funding for postal services. The incumbent operator, Hungarian Post, which provides univesal services and is entiled to the provision of reserved services, has started to
introduce a cost-based price sy stem and separate accounts,

Overall assessment

Hungary will need to transpose the updated telecommunications aeguis before accession and to complete the implementation procedures as soon as possible afterwards. Some important adjustments are sill needed in the field of carrer selection and transparency of aequis 1n partieular, it is important for the National Regulatory Authority to exercise its powers in a clear way in order to reduce the
b c of baricrs to marketenty that new cntrans face: Also, the universal srvice provsion ate ot yet cntirlyin lne with the agis. Hungary sl nceds 0 implement several items ofsecondary lgilation by the end of 2002 and has commited sl to do 5o in time. Amended 1mplumunnn;, Ielation il s, have o be adoped for the Universal Telcommanicaions Service Fand. Hungny has ot vt bee able 0 cvauntethe
economic implications of fully implementing the universal service agg i, 50 as A decision on this

“The Communications Authority has been established on a reasonably independent basis and seems to be adequately staffed. However, more attention should be paid o universal service issues. Full co-operative working relations with the Competition Authority are important to effective implementation of the azguis

Much progress has been made in the telecommunications sector over the las few years and the infrastructure’s size and degree of modenisation i a welcome achievemen, partcularly in temms of the penetration of mobile and Inernet services. Penetration in mobile services has exceeded 50%. There are thrce GSM operators but UMTS licences have yet to be issued. Fixed network modemisation is complete, but penetration peaked at
37% and is now slowly falling. Price rebalancing still has some way to go, an sphasis on is needed. Universal P siill have to be fully enforced and aligned with the acguis. Hungary has not yet been able to evaluate the economic implications of fully implementing the universal services asguis 5o as t achieve affordability and a decision on this point remains outstanding,

A regards postal services, Hungary has made good progress but needs to complete the transposition and implementation of the arguis, New legishtion has stil o be adopted on the Universal Postal Service Fund.

Conclusion

In ts 1997 Opinion, the Commission concluded that Hungary should have lttle difficuley in adopeing the EC model of telecommunications liberalisation in the medium term be

wse it had already implemented most of the agis. It added that if forcign invesment continued at its current pace and if a sd introduced, the sector should be able to face full comperition.

Since the Opinion, Hungary has made considerable progress, particularly in terms of iberalsation. The present level of aligament is good, however, Hungary will need to transpose the updated aquis and to complete the ed soonas p

Negotiations on this chapter have been provisionally closed. Hungary has not requested any transitional arrangements in this area. Hungary is generally meeting the commitments it has made in the accession negotiations in this domain.

In order to complete preparations for membership, Hungary’s efforts now need to focus on ensuring an service, on of the regulatory framework for and on the postal

Progress since the last Regular Report
In the audio-visual sector, Hungary’s legislative alignment with the arguis has improved significantly since last year’s Regular Report.

In July 2002 the Hungarian Pariament finally approved the new Media Law, which had been pending since its submission in December 199, Certain provisions, including on European works, will enter into force from the date of accession. Provisions on discrimination based on nationality will be abrogited at the sume date; the rules on exclusive broadcasting rights will enter into force after a certain delay, but before the date of

With the adoption of the ne law, the aeguis has been largely transposed into Hungarian legislation.

“The Ministey of National Cultural Heritage and the Ministey of Justice are in charge of broadeasting legislation in Hungary. The National Radio and Television Board of Hungary (ORTT) is the national regulatory and monitoring body with “The ORTT Board is an independent legal entity ly to Parliament. The original staff of 100 has been increased by two more lawyers,

In the field of culture, Hungary has been participa the Culture prog since 2001,

Overall assessment

The entry into force of the entircty of the amended media law will bring a substantial degree of alignment with the audio-visual aeguis, However, some issues remain to be clarified, in particular in the area of European works. In this respect, any necessary further adjustments to the Hungarian legislative or regulatory should be made

With the adoption of the new law, further strengthening of the National Radio and Television Board may be required. The independence of the regulatory authority continues to be respected, both financially and politially. However, transparency should be further increased, in particular concerning frequency allocation and distribution of the Broadeasting Fund, and efforts should also be made to improve reposting capacities on
broadeasting activiies

Hungary is a party to the Council of Europe Convention on Transfrontier Television and its amending Protocol.

Conclusion

In its 1997 Opinion, the Commission concluded that, provided that progress towards legislative alignment - accompanied by the necessary structural adaptations - was pursued, Hungary should be able to meet EC requirements in the audio-visual sector within a few yeats.
Since the Opinion, Hungary has made signfcant progres, especally his yeae Hungary's gl alignment s nov el advanced. The necessry adminteative seucares ax n phce.

Negoriaons on this chapteshave been peovisionally closed. Hungaey has o rqested any tansional ssangementsinthis area. Hungay s gencrally meting the commitments it as e i theaceession negorions in his eld.

In order to complete preparations for membership, Hungary should focus on ensuring effective regulation of the sector and completing the final legislative adjustments necessary to be fully in line with the aguis.

Progress since the last Regular Report
Since the last Regular Report, progress has been made in preparing for the implementation of structural policies.

Concerning territorial organisation, Hungary confirmed to EUROSTAT in January 2002 the provisional NU

designating the y as one single 10 NUTS level 1, with seven NUTS level I. This provisional NUTS ck was ageed with the Commission.

There have been since the last Regular Report regarding the legislative framework.

Withsegard toinsituconal structure, Hungary has s defind the sesponsibilies of varous minsies n erms of programming and managing the Sixucural Funds and the Cobesion Fund. The sesponsibilty fo the co-ordinrion of programming and implementation of Stuctural and Cohesion Fund asistance has been ransfered 10 nes stacause wihin te Peime Miniter's Ofice, the Nationl Devclopment Oofic. This offce ill
co-ordinate the preparation of the O oy T T e oy T RO el G R e (e P s sponsibilty for regional development has been transferred to the Regional Development Office within the Prime Minister’s Office. The ministries in charge of establishing the managing authorities of the various operational programmes have been

formally designated and specific ministerial units/departments have ben idenificd to that cffce. Finally, the Ministry of Finane been designated as single paying authoriy for the Structural Funds and the Cohesion Fund.
While the programming processsared i January 2001, of and the op programmes for Objective 1 have been considerably delayed in The firs part of the plan, includi iption of the current situation, the analysis of strengths and weaknesses and the development strategy, is under preparation and discussion with all relevant bodies and partners concerned. The
approval by the o e e P took place in September 2002

In the context of the recent reorganisation, Hungary has adopted measures to ensure a wider application of the partnership principle. A separate unit responsible for partnership, information and communication has been established in the National Development Office, reflecting the Government's willingness to give a higher profile to the association of the partners in the programming and implementation of Structural and Cohesion
inds assistance. In this contest, the Regional 1) ment Councils and Agencies play a pivotal role in organising the involvement of patners at regional and local level. A Reconciliation Council of Development Regions, consisting of the presidents of the Regional Development Councils, has been established a5 a consultative forum with a view to developing a common position of the regions on questions such as their involvement in the
preparation and implementation of Structural Funds assistance.

With regard to monitoring and evaluation, preparatory work on the ex-ante evaluation of the first chapters of the development plan, and on a macro-economic impact study, has been undertaken by the Ministry of Economy. The National Development Office, to which the overall responsibiliy for evaluation has been transferred, s setting up a monitoring and evaluation unit comprising seven experts. An evaluation sub-commitiee.
within the Interministerial Co-ordination Committee on Develo pment Poliey has also been established.

The software for the monitoring system for collecting, reporting and monitoring data under the pre-accession instruments (MEMOR) has been developed. The system also includes a Structural Funds module, which will be tested in ped to f and Cohesion Funds assistance,

The financial control department of the Ministry of Finance has the overall responsibilit for the regulation and development of the Public Interal Financial Control q and control systems for Structural and Cohesion funds. Functionally separate internal audi units have been established within the line ministries. The Ministry of Finance has designated the Office of
the National Authorising Officer as the unit in ¢ harge of setting up the single paying authority. This Office was reorganised in December 2001 and currently includes the N aooa P through which pre-accession funds are channelled. Within the Hungarian Treasury System, theee separate units have been established (Debt Management Agency, Public Finance Office and Treasury). The system for payments under the Structural and
Cohesion Funds and for the matching national co-finance has been outlined.

“The Ministry will also have overall respo y he-spot checks and, in the those tasks, will draw on the existing audit capacity within the miniseries in which the managing authorities will be located as well as in the Govemnment Control Office (GCO). The GCO has been designated as the body respo f winding-up of the assistance.

A system of multi-annual planning of budgetary expenditure, including provisions for transfers between budget appropriations, already exists in Hungary in relation to p funds. A has been prepared g the verification of principle.

In relation to statistical information, the compilation of regional data for analysis, evaluation and monitoring has continued.

Overall assessment

Hungary has already organised it territory into units corresponding to the NUTS classification. As regards the legislation necessary to implement the asguis covered by this chaper, the Government is, however, commited o further amending the Act on Public Finance with a view to adapting s current feamework for mult-annual budget programming as well as for transfers between budget lines in order to ensure the increased flexibilit
required for the efficient management of Structural Funds assistance

Hungary has designated the bodies, which will for the ofthe Sttutura and Cohesion Funds, However,the allocaton of tasks hs sl o be completed, i particla s they et t the designation o all he inermedise bodie,th funcions thy will perform on behlf of the respective managing authoriy and the dfiiton of th system for eporting and monitoring on the performance of thei taks. The
capacy witin the bodies deniid a5 p  as well as of the b nvermedite borlies g under tei espons, nccds v be Futhe strengthend i th Shor er. Furthe Seps st lso b aken t ensure efecive inet miisterilco-oxdnation.

s other
ancial a

Further progress must be made with the technical preparation of projects eligible for Structural and Cohesion Funds assistance (project pipeline). The capacity of regional and local actors as well
transparency, efficiency and reliabilty in the implementati on of programmes. It should also continue to work towards developing the structures and co-ordination mechanisms necessary to manage

it partners to prepare, and implement projects, needs t be considerably strengtheney
sistance from the European Social Fund in the European

Hungary will also have to ensure that project selection and decision-making is managed within a framework established on the basis of
ind the Social Inclusion process.

With regard 0 he preparation of plan and the operational programmes has heen considerably delayed over the reporting period. Considerable efforts on the past of all actors concerned, as well as strong and effective inter.ministerial co-ordination, will be needed in order to maintain the tmetable in line with the commitments undertaken by Hungary during the negotations for finalising the programming
document, without comprormisig he quabty of th process o dimiishing the ense of 0vmeabi’ 10 b developed through close assoriaion of ekt parnces

Work on ensuring compliance with the aeguis requirements for monitoring and evaluation must continue, in particular as concerns the es-ante evaluation of the development plan and draft operational programmes. To ensure effective and efficient implementation of the Structural Funds programmes, an effective system and capacity for monitoring and evaluation must also be established, both centrally and within the implementation
structure being put in place.

Hungary continues to advance the process of establishing its inancial management and control systems. In this context, it is inalising the specific procedures for financial control, auditing, and certification of expenses and correction of irregularities specifically applicable to the Structural and Cohesion Funds. However, the appropriate systems and procedures for financial management and control sill need to be strengthened, in particular
e e e e e e e e P through training and in order to fulfil the the Structural Funds regulations.

The system eavisaged for ex-ante checks on payments of national and Community funding to final beneficiaries sill appears quite centralised and may need to be reviewed in order to process payments to final beneficiaries in a more efficient way

Conclusion

Inits 1997 Opinion, the Commission observed that Hungay was introducing the legal basis for a comprehensive regional policy, and commented that its administrative capacity o manage integeated regional development programmes seemed satisfactory. It also noted that Hungary needed to further develop institutional capacity and strengthen co-ordination among miistries and between the central and the local level. The Commission
concluded that, subject to the introduction of the remaining reforms, Hungary should be ready to apply Community rules and channel effectively the funds from EC Structural Policies.

Since the Opinion, Hungary has made steady progeess in legislative terms, and, more recently, has moved forward with developing the necessary administrative capacity. With the Govemment decisions taken in June 2002, Hungary has established a more efficient institutional framework for programming and implementation of Structural and Cohesion Funds. This creates the conditions for substantial progress. However, the
administrative capacity in all Ministries and bodies concerned still needs to be considerably improved in order for Hungary to be able to properly implement the Structural and Cohesion Funds upon aceession.

N

sotiations on this chapter have been provisionally closed. Hungary has not requested any transitional arrangements. Hungary is generall ithas made i the accession negotiations on this chapter.

In order to be ready for membership, Hungary’s efforts now need to foeus on finalising the programming documents and on developing the necessary implementation capacity in accordance with the imetable agreed through sustained action atall levels. Inter-ministerial co-ordination needs to be fusther strengthened and the correct applicarion of the partnership principle ensured. Hungary has started to take measures in that respect.
Ongoing efforts now need t be substantially stepped

Progress since the last Regular Report

Since the last Regular Report, Hungary has made good progress through the adoption of legislation in the air, water, industrial pollution control and genetically modified organis and has improved its y to impl enforce

gration of policies and the promotion of sustainable development are ensured by the Hungarian National Environmental Council (NEC), consisting of representatives of the scienific community, NGOs and industry. The NEC is an advisory body to the government and has the right and the obligation to express its opinion on planned legislarion and progeammes in all fields. Furthermore, the
H\mgﬂnm cconomic sirategy and seetoral development proge ammes are being formulated taking into account environmental considerations.

In the field of horizontal legislation, the on on Access to Information, Public Participation in Decision-making and Access to Justice in Environmental Matters (the Aarhus Convention) was promulgated into Hungarian legislaion at the end of 2001, Furthermore, Hungary raified the Kyoto Protocol in August 2002

As regards air quality, Hungarian legislation has been harmonised with the Diectives on non-road mobile machinery, and on consumer information on fuel economy and carbon dioxide emissions in respect of the marketing of new passenger cars, in July 2002.

In the aligament has p with the adoption of legislation transposing the agguis on incineration of waste, packaging and pa . waste from the y and the lists of waste and hazardous waste. In order to ensure better enforcement of the legislation in this area, a legal act on waste management fines has been adopted. The law on waste and the law on packaging and
prckaging waste were adopead in May 3002

In the field of water quality, new legishation has been adopted on the quality of drinking water, discharges of dangerous substances, on qualiy requirements of natural on the d and operation of natural bathing places, on the d of waste water on registration and reporting obligations regarding urban waste water and on sewage fines. In addition, Hungarian legishation has been further
aligned with the argui a regards measurement, control and information in respect of discharges of waste watr and sewag, special rules on sewage, on emission limit values for waste water and sexeage and the rules of application thercof.

No further legal developments can be reported in the field of nature protection. 53 sites have been identified by the Hungarian authoriies as special protection areas (SPAs), and buffer zones will be ereated around these areas.

wu has be

wdous industrial plants. A special Integrated Pollution Prevention and Control (IPPC) Burg
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established at the Institute for nage the Ministry of assist with the f the Directive (application of "best available techniques", preparation of national guidance for different sectors, data collection, evaluation and reporting)

ln the field of genetically modified organisms and chemicals, i the aeguis was continued with the adoption of a law on restrictions on the marketing and use of certain dangerous substances and preparations. A database has been set up at the Agricultural Biotechnology Centre, which includes information on all activities of genetically modified organisms (GMO). A Permitting Authority for GMOSs was established at the
nis

of Economic Affairs.




With regard to noise, legislation on in by equip outdoors entered into force in January 2002

As regards nuclear safety and radiation protection (seealio Chapier 14 - Ererg), a law on permitting shipments of was adopted and entered into force in April 2002.

ungary bas carcd out  ange of actions 0 develop s administative capacity inthe feld o theenvironmen. Wt management (previously Minisi of Transporg and s qualty monitoring (previousy Minkteyof Healh) have been enrustd (0 the M of Enironment. Despitc the appasent complexiy of the Hungarian emvionmental adminstaiv systcm, the necessay co-ordiarion and co-operaion beeween th diferent
Mmmms authorities and institutions involved is en sured to a large degree by detaik . p relatively p This is strengthened by the existence of an inter ministerial working group meeting on a regular basis and dealing with all ssues relting to the transposition and implementation of the environmentl acgis

Overall, the number of personnel dealing with environmental issues increased by 114 in 2001 and 251 in 2002. A further increase of 460 is envisaged for 2003, The staff of the Miniscry of Environment (MOE) was increased by 102 in 2001 and 110 in 2002, while an additional 323 are foreseen for 2003, Hungary has also provided training for staff at alllevels in nearly all sectors, with the exception of IPPC.

The present permitting system in Hungary is very complicated, and for a new installation o start operating up to fourteen different permits may be needed. With the introduction of IPPC, for which Hungary has opted for one integrated permit, the system will become simpler and hopeflly more effective. The process to issue integrated permits for new installations (some 30 installations) according to national legislation started in June.
2002, and for existing ones (some 970) is planned to s tart immediately after accession.

As regards planning and programming, a number of plans still have to be established such as the National Waste Management Plan, regional plans (by the Regional Environmental Inspectorates - RELS) and local plans (by the municipalicis) and individual waste management plans (by the different operators), air qualiy action plans, and water pollution reduction programmes for the discharge of List II substances. A complex range of
institutional responsibilities is involved in environmental mo nitoring, Aceredited laboratories carry out the ‘monitoring of water quality. Hungary currently possesses 43 automatic monitoring stations, monitoring the substances regulated by the daughter Directives, which are capable of being upgraded to monitor all fourteen substances of the Air Quality Framework Directive, and 331 manual ones measuring SOz, Nox and dust.
Four stations belong to the Meteorological Institute and three mobile ones aze used by inspectors for inspection purposes. Eleven new automatie stations are sill expected to be put into operation, three in the counryside and eight in Budapest.

Perniting and enforcement are notseparted in Hungaryall lecnsing authories have the responsibility of checking and enforcng theiz own presciptions. The primay method o compliance checking s sic visis bu slf moritoring is growing in importance Inspections wsually coer only one nsizonmental medium. Horwever, there v ben some new inatves 10 introduce malt-sectonl integrted inspectons,sometimes caried
o e e E Gy ey et ]Vt o N o eyl e el P e i) s o P in their annual work plans. As regards enforcement, an inspector can, in case of a penalty or an 1o remedy, change a process, decrease production or as a last resort shut down.
Enforcement notices, administrative fines, personal fines, and reports to the Public Prosecution Offices are common forms of actior

Overall assessment

Hungary has achieved considerable alignment with the EC environmental acguis. In order to complete alignment, measues still need to be adopted in the fields of air quality (sulphur content of liquid fuels, 0zone and tropospheric ozone, designation of zones and agglomerations), waste management (end of lfe vehicles), nature protection (birds and habitars), chemicals and genetically modified organisms (biocidal producrs, asbestos,
deliberate release of genetically modified organisms). The most important picce of legislation that has sill not been adopted s the National Waste Management Plan (NWMP). Corresponding delays occurred as regards the establishment of regional and local waste management plans, the separate collection and sorting of municipal waste, and the programme for the separate collection and disposal of spent batteries and accumulators,
o) e i W s aramon e e kb il e i s i e i e U W s Sy i e Dt B e e e i e o o e e S e e T i e s e sl
‘monitoring network need particular attention. Also, Hungary has not yet joined the EU's early warning system, ECURIE, which provides for an early exchange of information in the event of logical emergencies, and cer exposu "

The principle of integration requires continuous attention both at national and Community level. Hungary needs to continue integraring environmental protection requirements into the definition and implementation of all other sectoral policies 50 as to promote sustainable developmen.
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ministries are involved in eavironment al ssues, each of which has various implementing bodies at regional and national level. However, there continues to be no clear division of competencies between the ministries involved in tutional set twelve REIS, 19 counies, seven regions and nine national parl

The twelve REIS, structured on a regional basis, are the main competent authorities. The final concept on the future development of the Tnspectorates (rationalisation, possible full independence from the Ministry), as laid down in the 2001 Government Decree on Public Administration, should be elaborated on the basis of existing plans. The division of tasks and competencies between the Chief Inspectorate and the Regional
Inspectorates should be rationalised.

The Chief National Environment Inspectorate (NEI) has concluded formal co-operation agreements with the police, the consumer protection service, the Mining Office, the National Public Health Service and the water management authorities. However, further efforts are needed to enhance inter-insticutionl co-operation in environment matters,

The total staff today
and the Technical §

1 230 in the Inspectorates, 388 of which are inspectors. Some 60 new staff at Inspectorates are to be recruited in the course of 2002, 39 of whom will be recruited from the National Public Health Service (ANTSZ) for the additional task of air quality monitoring, Qualified staff are also to be recruited in 2002 to the National Park Dircctorates, the Ministry of Environment including the LIFE-office, ANTSZ (300),
fety Inspectorate. Howeve , staffing is not yet satisfactory, and should be further enhanced. Additional raining and equipment is also needed, in particular to implement the IPPC Direcive, in order to be able to meet the increasing requirements before accession.

I e o L s e 5 o Ty e i R, I e i s s s U e MO I e s e o i U et ST o Sl ) A o G | R T e
N et e S e e b e e e T e e e S o e e T R e e L e 0 review the overall national system at this time.

A complex mnge of institutional responsibilties is involved in environmental monitoring, This complexity results in duplication. This conceens in particular water quality monitoring, where similar activities may be undertaken by the REIs and the Regional Water Directorates. While all REI laboratories are accredited, the laboratories of other regional authorities are not all accredited, and the analyses they conduct may not be compaible
with the REI laboratories. In other areas, no unified data register is in operation. Moreover, no adequate system of data supply is operational yet, which makes the exchange of information at intemational level diffiult,
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accession or to serve as a basis for the corresponding permit ting.

A regards inspections and enforcement, a range of inspection types are available, linked to strong conditions for assessing permits backed up by efficient monitoring, The frequency of inspections and staff capacity are in general sufficient,at least to cover pre
to considerably strengthen the NEI in view of the considerable amount of cases it will have to handle in the future in its capacity as an appeal body, and the advice and assistance it would have to provide to the REIs both for complex permitting issues and integrated inspections. The inspection activity of self-govemments needs to be reviewed. Greater flexibil
reviewed to become more deterrent and effective.

 tasks. But integrated inspections need to be developed, which will probably result in an increased need for staff and certainly for adequate training, Ther
y needs to be available for non-compliance responses,

is an imperative need
, and fines should be

Furthermore, considerable investments need to be secured, also in the medium term, to ensure the implementation of the environmental acgds.

Conclusion
I 197 Opinionhe Cmmisoncondhat l oo e ol iy oo b e e . I s i ol v e ofpics o g s s ssind g s ol (e urban vaste s water, apects of- and i poluion leislation) could be achieved only
in the long t o the very long term. The Commission noted t il in the structure of system and its instruments, while at the same time applying the proposed national environment accession strategy. In addition, it depended also on an increase in public and private investment.

Since the Opinion, Hungary has achieved considerable progress in aligning with the EC environmental agguis, in particular over the past two years. Hungary has also maintained a significant investment level and has improved its administrative capacities

Negotiations on this chapter have been provisionally closed. Hungary has been granted transitional arrangements with regard to the aeguis on packaging and packaging waste (unil 31 December 2005), on urban wastewater treatment (until 31 December 2015), on large combustion plants (until 31 December 2005) and on the incineration of hazardous waste (until 31 December 2005). Hungary is meeting the majority of the commitments it
has made in the accession negotiations. However, delays ha ve occurred in the areas of horizontal legislation (adoption of a national climate change strategy) and waste management (adoption of the National Waste Management Plan and of regional and local waste management plans, legislation on P waste oils). These issues need to be urgently addresse.
In order to complete preparations for membership, Hungary's efforts need to focus on finalising transposition (in the sectors of ar quality, waste management, p hemicals) and on

Progress since the last Regular Report

During the reference period limited progeess was made in this

ector.
No further progress in alignment with the acguis was made as concerns safety-related measures.
AS regards non-safety-related measures, Hungary continued alignment in the areas of mail order, electronic trade and package tours in the reporting period.
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the Ministry of Economic Affairs. Participan ts include, 5 from the e activites, the Hungarian Customs and Finance Guard, the National Association for Consumer Proteetion, the EC Delegation and the General Inspectorate for Consumer Protection (GICP)

The GICP, which is under the responsibiliy of the Ministry of Economic Affairs, is, together with the regional inspectorates belonging to the Ministry of Interior, the central authority in charge of enforcing legislation on consumer protection. The GICP also manages the market surveillance activities in co-operation with other market surveillance authorities such as the Veterinary and Food Control Department of the Ministry of
Agdculture, the Public Health Service of the Ministry of Hea lth, the Hungarian Customs and Finance Guard and several NGOs. The GICP and the regional inspectorates verified over 30 000 trading units in 2001 supplying all types of food, consumer products and services. There was a major increase in the number of product prohibitions in 2001 127 products were banned for reasons of safety, as compared to 73 in 2000. As a result of
market surveillance work carried out by the GICP and the regional inspectorates, the distributors in a number of cases voluntasily withd rew the products against which it had issued a safety warning. 20 927 general comphints were introduced in total and 3) 812 quality complaints were submitted to the relevant officials at the GICP and the county inspectorates

A Central Market Surveillance and Information System (CMSIS) was established in 2001 and started to operate in early 2002, It is co-ordinated and managed by the GICP. Through the exchange of information, the CMSIS is closely inked to the TRAPEX (Transitional Rapid Information Fxchange System on Dangerous Products), whose Co-ordination Secretariat operates within the GICP facilites in Budapest.

“The TRAPE:

system launched 142 non-food alerts in 2001. Hungary showed itself to be the most active country in the region on this issue.

The Govemnment considerably increased its support for the operation and activities of civil organisations specialised in consumer protection. In 2001, these organisations were provided with more than HUF 73 million (around € 285,000) by the Hungarian government. In 2002, approximately HUF 96.6 million (sround € 376,000) will be made available. Tn 2001, ten NGOs created the "National Federation of Associations for Consumer

Protection in Hungary” (FEOSZ) with the aim 0 a common position in relation to consumer policy

The Hungarian authorities supported the work of the arbitration bodies to the tune of HUF 28 million (around € 109,000). For 2002, the central budget contains an allocation of HUF 59 6 million (around € 232,000) for this purpose. The arbitration boards handled more than 430 cases and disputes in 2001

Overall assessment

As regards safety and non-safety related measures, Hungary’s legislation is largely in line with the acgis on misleading advertising, consumer credit indication of prices and package travel, holidays and tours. Further efforts are stil needed, however, in particular in the areas of product safety, liablit for defective products, distance contracts, injunctions for the protection of consumer interests, and certain aspects of the sale of co goods and
ssociated guarantees in order to achieve full lignment on accession.

There has been good progeess in creating the relevant policy and management structures and information systems direeted towards effective implementation of the provisions of the General Product Safety Directive. Important efforts have been made as well to ensure the effective operation of the TRAPEX alert system. However, sustained efforts are needed in the area of market sureillance, where additional staff, raining, budgetary
and IT resources are indispensable. Inspection capacities fo r products imported from third countries should also be improved.  Also, the arbitration bodies requie more budgetary resources and training,

Fducation and training on consumer protection at primary and secondary level should be introduced.

Further support for consumer organisations is needed in order to enable them to protect consumer interests effectively. More efforts should be made by the government to ensure that consumers' interests are treated as a horizontal issue in the d P Moreover, organisations should be more actively involved in developing consumer product safety standards. Progress also remains to be made with
enhancing consumers' and producers' awareness of their respectiv e rights and responsibiliies.

Conclusion
In its 1997 Opinion, the Commission concluded that, to the extent ongoing efforts were pursued, Hungary was likely to be in a position to take on the full consumer protection arguis in the medium term. It added that work should concentrate on completing, updating and unifying legislation, as well as establishing the necessary structures.
Since the Opinion, Hungary has continued to make good progress, and few problems have been encountered. Hungary's legislation is now largely in line with the aguis in most safety- and non-safety-related areas.

Negotiations on this chapter have been provisionally closed. Hungary has not requested any transitional arrangements and is generally meeting the commitments it has made in the accession negotiations in this domain.

In order to complete preparations for membership, Hungary's efforts now need to focus on completing the transposition and implementation of the acguis in this area, thereby ensuring that the administeative structures in place effectively fulfil their tasks in terms of Fusther be devored 0 ? and producers’ awareness.

Progress since the last Regular Report

Since the last Regular Report, considerable progress has been registered in Hungary in numerous fields such as visa poliey, the Schengen Action Plan and the fight against fraud and corruption

Following the entry into force on 16 November 2001 of the C

operation Agreement berween Hungary and Europol, the Data Protection Supervisory Body of the International Law Enforcement Co-operation Centre (NEBEK) was st up, with five staff. After several months of the post being vacant, the new Parliamentary Co Data protection was ppointed in December 2001 for a period of six years.

As to visa policy, new visa obligations were introduced for nationals of Cuba, the Seychelles and the Republic of South Afica. The visa requirement has been abolished for the special administrative regions of Macao (December 2001) and Hong Kong (February 2002). The new Act on the Eniry and Stay of Foreigners, which entered into force in January 2002, provided the legislacive framewwork for the introduction of a new visa sticker
with higher security standards. These st arted to be issued as of September 2002. An electronic Consular Information System supporting the issuing of visas (recording and storing the visa applications, printing the issued visa stickers) has become operational at the Office of Immigration and Naturaisation. All consular missions are now connected to the Consular Information System. The establishment of the register on visas and visa
applications s in progress.

At external borders, the infrastructure has been further modernised and upgraded in line with the Schengen/EU requirements. Infrared surveillance equipment, fast patrol boats, patrol equipment and eriminal investigation devices have been deployed. Document.reading devices were also installed in the course of 2001. In addition, some 26 vehicles, dubbed Schengen standard buses, have been equipped with document-checking
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been made concerning the use of information technology, and fusther steps were taken with a view to future connection to the VISION system an d the development of SIREN

Thrce border crossing points (Zihony, Tompa and Gyula) long the future external borders of Hungary have sirted © operate according 0 Schengen/ EU reguirements a  pilot project. Furher contact points at Hungary's land borders with Austi, Slovakia and Slovenia ae being esablished in order (0 faclat border tafic and migration control. Over the st year some §7.5 millon legal border crossings were reisered including
30.7 million vehicles. 308nbs people were trned back for non-comp proper entry and travel

Also, the staff of the was and training in acguis-spe as well as in languages for the border guards continued. Training of 50 future liaison officers and

for the Schengen
In July 2002, Hungary submitted a revised Schengen Action Plan.

As far as migration s concerned, an amended Law on Entry and Stay of Foreigners entered into force in January 2002, which introduced the unified residence permit and simplified expulsion rules. Anyone wanting to stay longer than 90 days in the country can apply for a one-year extendible visa. Residence of unlimited duration will be granted after five years of stay in the country, instead of three as before, and people with at least eight
years of immigrant status can apply for cit zenship. This means that foreign nationals will be able to initiate naturalisation procedures 13 years afier artiving in the country.

The new law also introduced stricter rules for taking action against those who "promote” illegal migeation and illegal employment e.g; employers employing foreigners illegally

On the administrative side, the Office of Immigration and Nationality (OIN) became the body responsible for migration matters, for which a central alien policing register was established in January 2002, s new seven regional directorates (Budapest, Debrecen, Gydr, Miskole, Pécs, Szeged and Székesfehérvir) and fourteen customer offices have to deal with some 100 000 requests a year nation-wide. In addition, some 20 000 pending
cases were taken over from the police and public administration offices and procedures slowed down in the first months of 2002.

‘The newly amended law on asylum entered into force in January 2002 It i largely in line with the acguis and well implemented. During the reference period, the overall living conditions in the reception facilites for asylum seekers were further improved and now broadly correspond to European standards and practices. In June 2002, a new refuugee integration cenire was opened with a capacity of 300 persons.

Hungary continued to be a target country for asylum seekers and the number of applications for refugee status rose in 2001 by about 22.5% compared to 2000. The number of registered refugees reached 9 554 in 2001 (7799 in 2000), the largest number since the early 90s. The number of asylum seekers actually granted official refugee status, however, remains at a low level. In 2001, only 174 applicants were granted
official refugee status and 297 the status "authorised to stay& quot; (a humanitarian residence permit).

“The Office for Immigration and Nationality (OIN) ~ besides the above mentioned migration matters - is also in charge of asylum applications.. The of the Office revi s against their decisions. Against these decisions an appeal to the Budapest Municipal Court can be made and in the last instance to the Supreme Court..

EURODAC.

AS preparation for the introduction of the Automatic Fingerprint Identification System (AFIS), a central unit has been established at National Police Workstati o be set up at the regional directorates of the Office for Immigration and Nationality. The system in development is to be compatible

A working group, composed of various ministries, the Office for Immigration and Nationality, the UNHCR, NGOs and refuigee representatives, is currently developing a strategy for the integration of refugees. In the meantime, measures for the integration of refugees are supervised by the Office for Immigration and Nationality.

Hungary has concluded new readmission agreements with the Benelux countries and iniialled a new one with Estonia and Slovakia. The re-ad agreement with Albania entered into force in December 2001. The agreements already in force with Romania and Croatia have been amended in order to ensure alignment with the requirements of the acguis.

With regard to police co-operation and organised crime, the police co-operation agreement between Hungary and the European Police Office (Europol) entered into force in November 2001. In April 2002, the Interational Law Enforcement Co-operation Centre became the single contact point for international co-operation for all Hungarian law enforcement agencies. Deployment of the liaison officers (one police and
one customs officer) to Europol took place in April 2002. Following the ent ry into force in April 2002 of a new Witness Protection Law, a specific Unit (31 persons) has been established within the Police Operational Support Directorate.

Hungary continues to be primarily a country of transit and destination for traficking in human beings. Trafficking is prohibited by law, and the respective sanctions harve become stricter since April 2002 when the amendments to the Penal Code entered into force. Since the entry into force of the law on entry and stay of foreigners in January 2002, defected traffickers may be expelled from Hungary with immediate effect.

of the burden of proof in cases of forfeiture of assets, the criminalisation of

in February 2002, a substantial package of amendments to the Penal Code was adopted in order with the acguis and the UN Convention on Trans-n Crime. These amendments came into force in April 2002. It covered the following main issues: introduction of the new concept of organised criminal group, the s
obstruction of justice, of bribery and of participation in an organised cr iminal group, stricter pmvlsmns o fra cking n eates s e lon oF i aboly offoel bl ol o pasave bty

A new agreement was concluded with FRY in November 2001 to improve the fight against cross-border crime.

Hungary signed the United Nations Convention for the Suppression of the Financing of terrorism in November 2001. Hungary is party to all other terrorism-related UN conventions. Hungary also joined the EU Common Positions on the fight against terrorism. In March 2002, new legal measures were taken to freeze financial assets of terrorist and terrorist organisations.

In order to ensure the effect
purchased.

mplementation of the policy on counter-terrorism, a new unit has been established in the organised Crime Directorate of the National Police Headquarters. The Counter-Terrorist Subivision is responsible for detecting and preventing terrorist related crimes and has a staff of 9. In order to develop the equipment used in the fight against terrorism, firearms and other equipment have been

In the context of the fight against fraud and corruption (see also section .1.1. ~ Democracy and the rule of faw), in December 2001, a new law was adopted concerning the criminal liability of legal persons.. Under this law, penalties may be imposed upon a legal person in respect of crimes comitted by a natural person for the benefit of a legal person. The law will come into force upon Hungary’s accession to the EU.

DLty G et st A U kS e oo ol S A Comt e e el e el el et e o il 4 made more stringent. hose giving the bribe) may be exempted from punishment if they
p and help to identify the er. T e e e e e L S e e e e e e e

An anti-fraud interministerial co-ordination Committee was created in November 2001, which s to contribute to the safeguarding of the financial interests of the Community. In addition, in 2002 an amendment to the penal code was adopted, which makes fraud against the financial interests of the Communities a criminal offence.

tutional side, the Ministry of the Interior and the Ministry of Justice have the overall for the of the strategy. In addition, various bodies have been set up to make the fight against corruption more effective. Notably, in the police force, a special anti-corruption unit was established in February 2002 to investigate allegations of corruption ag:
Prosecutor General's Investigation Oﬁ'c,c o A el e e T i, G T, e RS  GE Po ii  eics gencrxlly persons of public interest. (see also political criteria).

st police officers. The

In the area of drugs, the implementation of the National Strategy to Combat Drugs and Drug Addiction continued. Progress was made in the areas of prevention, research, improved therapeutic capacities and the establishment of Co-ordination Fora on Drug Affairs in the Ministry of Health. The legal status of these fora is, however, not clearly defined, and the level of resources as regards staff and budget is poor. The
amendment to the Code on Criminal Procedure, defines the productio n, supply. distribution, engagement in the trafficking of, importing, exporting or transiting through the territory of Hungary chemical materials used for the production or manufacture of narcotic drugs as a crime. A National Contact Point for Co-operation and Information Exchange was established.

In the context of the fight against money laundering (see also Chapter 4: Free movement of capital), a new law entered into force in January 2002. It contains provisions on the phasing out of anonymous saving deposit books, securities and the licensing of currency exchange Only credit institutions and their agents are authorised by the Hungarian Financial Supervisory Authority to offer currency exchange services. The,
Taw also provides for the identifica tion of the beneficial owners of bank accounts. In June 2002, the OECD Financial Action Task Force removed Hungary from its list of non-co-operative countries.

A Financial Intelligence Unit within the National Police Headquarters i responsible for analysing suspicious transactions (staff: 18). The number of suspicious transactions reported to the Financial Intelligence Unit has grown significantly over the last two years.
Hungary has promulgated agreements on eustoms co-operation with Argentina, the Federal Republic of Yugoslavia and Kyrgyzstan in 2001 and with Latvia in 2002.

Witha view to Hungary's par

ipation in European networks and institutions (European Judicial Network, EUROJUST), the Ministry of Justice and the Prosecutor General have been designated as contact poins.

In March 2002 Protocols 1 and 2 to the European Convention for the Prevention of Torture and Inhuman or Degrading Treatment of Punishment entered into force.

Overall assessment

As regards data protection, the p P of personal data and f data of public interest will need to be full aligned.

In the area of visa policy, legislation should be further aligned as regards EU visa obligations and U visa-free travel,

The number of staff of the Aliens Policing Disision of the Office for Immigration and Nationality has to be increased in order to ensure that visa applications are dealt with expeditiously

As regards external borders, the law of January 2001 on the protection of the state border and the border guard aligned the Hungarian legislation to a large extent with the Schengen,/EU agguisin this field. Hungary has made impressive progress in the implementation of the Sehengen Action Plan and been very active in concluding bilateral agreements on border control, border surveillance and police co-operation. Hungary has not yet
been able to conclude al necessary bilateral agreements.

Hungary is well advanced with up-grading border crossing points. The border guard is making good progress in recruiting more personnel and must maintin its efforts in line with its staffing strategy. Equipment is being improved in order to reach the necessary standard. Hungary must mainain its efforts on training the border guards. There is a ned for  flexible training system, which will be able to implement ongoing training of
personnel and respond to new training needs



Regarding the development N.SIS and SIRENE, and preparations for the future connection to the VISION system, preparations should be continued.

¢ ' migration, further re-admission have to be concluded (notably with Belarus, Pakistan, the Russian Federation, Peru), whilst some other agreements will have to be aligned (Ukraine, Slovakia, Slovenia).

All the provisions of the Law on Hungarians Living in Neighbouring Countries adopted in June 2001, including those concerning migration, will have to be applied in accordance with the acgu from the date of accession (s also Chapler 27: Common Foreign and Security Poli).
The new legislation on asylum is lagely in line with the acguis and is, in general, well implemented. Officials dealing with asylum issues display a high level of professionalism. There is sill a need to define better the criteria determining whether a person who has entered Hungary llegally should be kept in a reception centre or in 2 border guard detention centre. Care must be taken to ensure that persons who have entered Hungary ilegally
and been placed in border guar d detention centres can obiain access to a lawyer and that applications by such persons for asylum are presented promprly to eligibility officers for consideration. The capacity of reception centres is generally adequate. Further training is necessary with regard to foreign languages, as wel as in order to apply the criteria and mechanisms for determining the responsible member state (Dublin Convention), to

implement EURODAC and to develop the integration capacity for refugees. Social integeation measures should also be extended to persons granted "authorised to stay” status, who are currently excluded.
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technical erime o nsic invest hould be furcher developed.

Hungary still needs to ratify the 2000 UN Convention (Palermo C its Protocols (the Protocol on firearms remains to be signed), as well as the 1999 UN Convention for the Suppression of the Financing of Terrorism. It needs to sign and ratify the Second Additional Protocol to the European Convention on Mutual Legal Assistance in Criminal Matters of November 2001 and to accede
o ed Corveations I Piceiple 2 O e 5 Stegy o Orgaci &1 G 1 i Hungary is not yet party. Furthermore, the introduction of a uniform digtal communications network should be completed.

So far, Hungary has concluded some 28 bilateral inte I border organised crime.

In the area of the fight against fraud and corruption, the legal framework is almost entirely in line with the aeguis. In particular, the introduction or public servants s a signifi p forward in the fight has to be devoted to the fight against corruption. While the establishment of special units to investigate corruption within the police force and within the Prosecutor General's

office are important step ds, these would need more staff and training . In addition, co-operation between the vasious agencies should also be improved. Hungary o 5 T A S e (S (oA 5 (5 A 5 A o S
Hungary has not yet signed the Council of Europe Civil Law Convention on corruption.

Anti-money laundering laws are cfficiently implemented. In particular, the Hungarian Financial Supervisory Authority s a competent body, possessing adequate powers and sufficient staff. Its working methods are in line with European standards. It ensures strict enforcement of the rules concerning identification of customers, of bank account owners and of the nature of banking operations. It is also overseeing the withdrawal of
anonymous passbooks, which was decided in December 2001 . However, the rules determining which financial institutions are to be selected for investigation remain unclear. The Financial Intelligence Unit needls to be fusther upgraded with regard to staff and information technology equipment. There is also room for improvement as regards the co-operation with the Hungarian Financial Supervisory Authority

In the field of drugs, the full implementation of the National Strategy to combat Drugs should be ensured, in particular by putting more emphasis on supply reduction aspects; more financing is lso neces

y for prevention programmes. Hungary also still needs to ratify the 1995 Agreement on Ilicit Traffic by Sea.

In the area of customs co-operation, Hungary should in pasticula finalise preparations for the implementation of the Naples II Convention.

Regarding judicial co-operation, Hungary should take further measures to ensure implementation of the Community instruments in the area of jucicial co-operation in eivil matters, notably as regards mutual recognition and judicial decisions. Di between competent j authorities should be made possible.

Hungary has ratified all human rights legal instruments which ae part of the Justice and Home Affaies arguis

Conclusion
In its 1997 Opinion, the Commission concluded that Hungary was well on track to meet the justice and home affairs acguis within the next few years, assuming that progress continued at the current rate and effective training and institutional development programmes were implemented in the key justice and home affairs institutions,

Since the Opinion, progress has been steady in terms of legal alignment and building up the necessary administrative structures. Hungary's lgislation is almost entirely aligned with the acguis

Negotiations on this chapter have been provisionally closed. Hungary has not requested any transitional arrangements in this area and is it has made in the in this field.

In order to complete its preparations for membership, Hungasy’s efforts now need to focus on alignment (d tion, visa policy), on f " its management capacities and the human and material resources of its law enforcement agencies, and on meeting the practical requirements of Schengen. The efforts should in particular focus on ensuring the implementation of its Schengen Action Plan
according to the announced time schedule.

Progress since the last Regular Report

Hungary has achieved further progress in the customs field since the last Regular Report.

¢ reporting period, Hungary continued to strengthen the administrative and operational
/CS1 syseem are under way.
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capacity of the Hungarian Customs a nd Finance Guard. Hungary has in p 0 revialise ) ‘The Hungarian I system (VAMKER - computerised customs d lating to customs procedures. Preparations for joining the

A National Inter-Operability Implementation Strategy was finalised in January 2002, and additional staff (40) was appointed by the Ministry of Finance for the implementation of the strategy within the nest two years,

‘The Chemical Testing Institute was empowered to take decisions in frst instance. s laboratory faciliies were improved with a mobile laboratory service, and the st level (27) seems sufficient to implement the obligations deriving from the Binding Origin Information/ Binding Tariff Information system. Hungary and the Czech and Slovak Republics signed a ts-lateral co-operation agreement between customs laboratories in January
2002. As regards border management, following their moderni sation several P opened in 2002 on the f rontier of the EU at Letenye on the border with Croatia (March), at Rsszke on the border with Yugoslavia (April, at Zihony on the border with Uksaine (July) and at Tartand and Gyula on the border with Romania (Jul).

In the framework of a Memorandum of Understanding between the Hungarian Customs and Finance Guard and the General Inspectorate for Consumer Protection, two working groups, on T and market surveillance, were set up.

Training of customs s@ff on interception of nuclear and radioactive materials at border points was carried out in P

Overall assessment
In general, Hungary is already well advanced in this area. Hungarian legislation has already to a large extent been aligned with the acguis since 2000. Hungary should continue its efforts to complete alignment in the area of customs free zones, the number of which needs to be reduced significantly. Adaptation of the preferential rules of origin used under Hungary's Generalised System of Preferences (GSP) to those of the Community will
only tak ¢ at the time of accession.

As regards the dop pacity to imp acguis, Hungary continued to train customs officers and to upgrade the relevant equipment. It already has experience in applying provisions and procedures that are similar and in some cases identical 1o those of the Community
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origin. Systems like quotas, suspensions and the integrat ed tariff, which y in Hungary as in the

eas such as non-preferential origin, inward and outward processing are applied. For example, in Hungary, the Binding Origin Information system is currently only used for preferential origin, whereas in the Community it is also used for non-preferential

Continuous efforts are still needed in these fields, including language training and training on the relevant areas of copyright and phyto-sanitary legislation. Concerning the further development of the IT systems, major problems remain to be addressed. However, subject to work proceeding as planned, Hungary should be in a position to meet its obligations in a relatively short term.

Conclusion

Inits 1997 Opinion, the Commission concluded that Hungary was making a major effort 10 align its organisation and staff to the duties that have to be casried out by a modern customs organisation. The Commission added that, if Hungary reinforced its efforts, particularly in relation o project management in the computerisation area, Hungary should be ready to fulfl the responsibiliies of an EU customs administration within the next
Few years.

Since the Opinion, Hungary has achieved steady progress in aligning with the acguisin this area has also gradually developed and reinforced the necessary administrative capacity. The alignment of the customs legislation with the acguis is now almost completed and administrative capacity is at a relatively advanced stage, although a number of issues remain to be tackled in this regard.

as be

granted a transitional period uniil th

end of the third year following the date of accession or 31 December 2007, whichever is the earlier, for compliance with the Common External TarifF as regards the opening of a yearly tariff quota for aluminium, not alloyed. Hunga

yis generally meeting the commitments it has made in the accession negotiations in this

Negotiations on this chapter have been provisionally closed. Hunga
fild.

In order to complete preparations for membership, Hungary's efforts should now focus on ensuring ful interconnection of its national systems with the EC customs IT systems, and on strengthening the customs services’ capacity to combat fraud and economic crime, in close co-operation with other enforcement bodies. As regards the alignment with the acguis, Hungary has to take the necessary steps to prepare for the application of
measures and provisions that will be introduced o the date of accession, including in relation to free zones.

Progress since the last Regular Report

Since the last Regular Report Hungary has continued to align with the aegsis on the common commercial policy and to co-ordinate its positions and policies within the World Trade Organisation (WTO) with the EU, in particular with regard to the Doha Development Agenda negotiations.

As regards the common commercial policy, upon accession Hungary will be required o align its tariffs with those of the EC. Hungary’s applied tariffs cusrenty average 11.7% (MEN) on ll products, 30.9% on agricultural products, 14.8% on fishery products and 7% on industril products. By comparison, EC tariffs currently stand at 6.3% on all products, 16.2% on ageicultural products, 12.4% on fishery products and 3.6% on

industrial products,

As regards bilateral agreements with third countries, Hungary has concluded a free trade agreement with the Federal Republic of Yugoslavia, which entered into force in July 2002. In January 2002, Hungary concluded a non-pre
negotiated without the EC being sufficiently consuled ly informed in advance,

atial agreement with the United States, which foresees a reduction of triffs, in some cases to the level of the EC’s common extermal taiff, for seventy pr on an MEN basis. This ag

Hungary, as a member of the Central European Free Trade Agreement (CEFTA), signed the Additional Proocol no. 10 on the liberalisation of agricultural and food trade and no. 11 related to rules of origin of goods in November 2001.
With regard to development policy, co-operation and assistance, Hungary is an active member of the OECD and is adapting its development practices to the principles laid down by the Development Assistance Committee, Preliminasy work has started to set up the organisational and institutional framework necessary for development co-operation within the Ministry of Foreign Affaies in the second half of 2002. A detailed budgetary

plan for the Fund of the Intemational Development Co-oper ation is under preparation and will probably be approved as part of the Stae Budget for 2003, For the implementation of humanitarian aid initiatives, the authorities continue to co-operate with Non-Governmental Organisations established in Hungasy. Total bilateral and multilateral exteenal assistance given by Hungary to developing countries in 2001 amounted to € 20
million (€ 20.5 million for offcial aid (OA) and € 8.5 million for official development assistance (ODA)

Overall assessment

The EU and Hungary have established a framework for co-operation regarding WO issues both at ministerial and at departmental level. Hungary has been supportive of EU policies and positions within the WTO framework, in particular also during the preparation for and the launching of the Doha Development Agenda. This close co-operation should continue. Close co-operation is also needed and should continue to ensure the
smooth alignment of Hungary’s GAT itments with the EC’s commitments and MFN exemptions, and appropriate steps have been defined to this extent. Hungary is an observer to the WTO plurlateral agreement on trade in Civl Aircraft. With regard to the WTO Agreement on Trade in Textiles and Clothing (ATC), co-ordination has taken place within the third stage of integration under the ATC o align Hungary’s integration
programmes with those of the FC,

Besides the new ageeements mentioncd above and the Furope Agrecmen, Hungary has concluded biltealageeements with EFTA, Turkey, Lac, Fstonia, Liduaria, Larvia and Crontia. Hungary is aso a CEITA member. Hungary needs o ensure that the Union is kept ully informed bt about xising tade agreements and about any negoriations aimed at th conclusion of new tade agreements with  hird couniy. Pioet accession,
Hungary will need to renegoriate or renounce all international age cements concluded with third countries, including the Friendship and Navigation Treaty with Japan, that patible with its asan EU ) E

Concerning the licensing of traded goods, the Licensing and Administrative Office within the Ministry of Economie Affairs and Transport continues to be in charge of, inerafi, the issuing of export licenses for arms.

Hungarian legislation on export control of dual-use goods has been amended, and alignment to the lst of dual use goods under control is under elaboration. Ful alignment to the aegis, in particular the general export authorisations, can only take place upon accession. Hungary keeps the industry regularly informed of developments in this field and has developed bilateral contacts with the EU Member States to exchange best practices on
export control issues.

Export credits azc in line with EC rules. However, fusther efforts ate required to strenghen the institutions in the field of forcign trade licensing:

Hungary’s aligament with and future participation in the common commercial policy
the promised action plan. Further efforts are d to ensure that the administrative capacities with a view to Hungary working groups for d
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in EU lopr are in place upon accession. The administrative infrastructure, which needs to be in place with respect to customs services, i discussed in the chapter on customs union (see Chgpter 25~ Cistoms urion),

Development and humanitarian aid are admiristered by the Ministry of Foreign AFffairs. Hungary still needs to progressively shape a development policy in accordance with EC lines.

Conclusion

Inits 1997 Opinion, the Commission concluded that Hungary was well placed to be able to meet Community requirements in this field.

Since the Opinion, Hungary has made good progress. It has now reached a good level of alignment with the acguis in this area

Negotiations on this chapter have been provisionally closed. Hungary has not requested any transitional arrangements. Hungary is generally ithas made in the accession negotiations in this field.

In order to complete preparations for membership, Hungary’s efforts now need to focus on finishing the process of legislative alignment, including bringing ts bilateral agreements with third countries into fll . as well as on

b pacity to fully implement and enforce the EC agguis in this field upon accession. This includes the shaping of a development policy
that is in accordance with EC lines. y will lso need to put in place the necessary administrative structures, which will allow its participation in EEC. committees and working groups. Fusther progress is also lcqum:d in the field of fﬂrclgr\ rade licensing

Progress since the last Regular Report
As in the previous year, Hungary confirmed again its good track record in Common Foreign and Security Policy

Hungary has shown a keen interest in continuing its active participation in political dialogue with the U, including ESDP developments. It has actively participated in exchanges in this context with the EU and, for ESDP, in both EU+15 format meetings (i.. with non-EU European NATO members and candidates for accession to the EU) and EU+6 format meetings (. non-EU European NATO members). Hungary has
participated in all the relevant meetings including at the level of Political Di rectors, European Correspondents and Working Groups.

As regards EU statements and declarations, Hungary c
terrorism in December 2001 it has taken the appropriate me:
a5 equipment to the Rapid Reaction Force. Furthermore, it h

0 align tself regularly with EU declarations, common positions, joint actions and other CFSP instruments to which it was invited to associate itself, including negative measures. In particular, Hungary aligned with the EU Action Plan of September 2001 and the four Common Positions on combating terrorism. With the adoption of a new law on the fight against
s to implement these positions (se alio chapier 24 - st and Home Affir. In November 2001 Hungary raified the Rome Statute establishing the International Criminal Court. Hungary confirmed its preparedness to contribute both to EU Rapid Intervention Force missions and to EU civilian instruments for crisis management. In this context, it offered 671 soldiers as well
committed itself to making 107 policemen available to the Eur opean Union's crisis management contingent of 5 000 to be set up by 2003,

Hungary participated in the Capabilitis Improvement Conference of November 2001 and the EU +15 +6 Defence Ministers’ meeting in May 2002, It has shown an active interest in participating in the forthcoming EU Police Mission (EUPM) in Bosnia and Herzegovina.

On the regional level, in 2001 Hungary co-chaired the Working Table on security issues in the context of the Stability Pact for South-Eastern Europe. As of June 2001, Hungary assumed the rotating presidency of the Visegeid Group, but dialogue was limited due to disputes on the Hungarian "status law" and the Czechoslovak Presidential Decrees of 1945. A meeting of the Prime Ministers, planned to take place in Budapest in March
2002, was cancelled, but the dialogue was e-¢ stablished by the new Hungarian government in May 2002. At this occasion, the Hungarian Goverment expressed its willingness to fusther enhance the dialogue with the neighbouring counties. In this respect, the new "Visegrid Scholarship programme” will give a new impetus. The V4 started to improve co-operation with the Ukraine.

Hungary made considerable efforts to support international peacekeeping missions. It participated in a sei

és 0f NATO, KFOR, SFOR and other peacekeeping and observer operations. So far, 460 Hungarian p in peacekeeping 40 of them are still serving under the flags of the United Nations and the OSCE in Bosnia and Herzegovina and on the Sinai Penins,

Bilateral relations remained equally consructive with most of its neighbours. However, some political tensions arose with Romania and Slovakia concerning the Law on Hungarians living in Neighbouring Countries ('status law"), which entered into force in January 2002. This law had been adopted in June 2001 without due consultation of Hungary's neighbours. It was designed to
foster the positon ofthe Hungarian minriies abroad and graned them, bass ofreglstration n Hngary, cerain rights and privileges intheareas ofeducation and cultre. Followng the recommenation ofthe Couneil of Europe's Commission for Democracy hrough Law ("Venice Commissio) o th rles and fasks of in-staes and home-sate in minariy protetion, Hungary
adopted in December 2001 and January 2002 legislation implementing the status law, which is broadly compatible with these As agreed ina between ry and Romania, the law should have been revised in certain points in June 2002, but no progress can be reported in this respect. As agreement on th

of the law is still pending. Hungary committed itself to repeal before accession any provision, which would not be compatible with EC law. (see Chapter 27 - Commion Foreign and Srcumy Policy).

Overall assessment
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eredit allowanc es. The Szeged Process has set itself a new objective of promoting European i perspecives via regional co-operation,

Hungasy has subscribed to the content and principles contained in the EU Code of Conduct on Arms Exports, and it continues to make more efforts to ensure the full implementation of the Code's crieria. The Hungarian Ministry of Foreign Affairs has an administrative set-up, which is basically compatible with EU CFSP structures. It has a European Correspondent, but no Political Ditcetor yer. However, there i an equivalent post
whose holder assumes the Political Dicetors tasks tion meetings with the EU. The ministey is connected to the Associated Correspondents’ Network informarion system through which the EU communicates within the CESP with the associated partners.

Conclusion
In its 1997 Opinion, the Commission concluded that the assessment of Hungarian foreign and security policy to date led to the expectation that as a member it could effectively fulfilits obligations in this field.

Since the Opinion, Hungary has made considerable progress in aligning its foreign policy with the Union’s Common Foreign and Security Policy. Alignment s to a large extent complete.

Negotiations on this chapter have been provisionally closed. Hungary has not requested any transitional arrangements in this area and is generally it has made in the in this field.

In rde to complee preparion o membesip Hungary' ffrts now nesd 1 focuson nsrin,ta s orin poliey orentation eais i n it Union's devloing forignan sty plc,adoptingth lgilion on conomic snctions an frling the devlopmen ofthe necesry ainstraivestrcars npatula,Hungany should cnurs that i naina polcis anpract o confom 10 the 5 common
positions, should defend these positions in international fora, and should ensure that ll sanctions and restrictive measures can be duly implemented. As regards the "status law?, the Commission will continue to monitor the situation and wil equest Hungary to bring the law — at the latest upon accession — in line with the anti-discrimination provisions enshrined in the EC'T

Progress since the last Regular Report
Since last year's Regular Report, Hungary has made litle progress in this area.

1o the e of b eema Finarcll Cootea! PIEC), gy has vl s st fo bt i, Throogh armcnin th Publc Fioancn A, s Homgaie St ey L (ST) b b i ot sepsais v, o) dealig i appepiaions e comimionc of the Sete o s pervisin th il i et offcs, () macagiog d (©) yments under
the state budger. This is part of a general reform in p ublic finances designed to separate regulatory and cash transfer functions and to make Hungary’s public finances more transparent. Furthermore, the amendment of the relevant government decree, which came into force in January 2002, si alia, a series of “he supervsion o budgeteny commitement t the fovelof spending centcs

No further progress was achieved in the field of internal audit

As regards external audit, no frther devclopments regarding ezl uh;,nmumun be reported, since the relevant legislation is a

dy largely in line with the acguis. The administrative capacity of the uun;,mm State Audit Office (SAO) has been further serengthened. A total number of 322 persons participated in financial control training between 2000 and March 2002 The SAO is currently preparing a new strategy targeting further

s g train ing of auditors. In y decision, the SAQ informs Parliament on a regular basis on the state of follow-up of its recommendations by relevant government bodics. All SAQ reports are sent to Parliament and made public
e e e e e e e Ay e e e (e e e e e e e e e i I T e e e e e e e e e within the and to elaborate audit plans. The amendment
also (pccmc( the sanctions to be applied in case of misuse of funds. Hungary has made progress towards tended Decentralised System (EDIS). In December 2001 the Government Control Office (GCO) carried out a systems audit on the financial management system for pre-accession funds. The gap assessment exercise, which is the first step leading to EDIS, has been completed in February
2002, Fvery ins d by the gap has elaborated its action plan for filling the gaps identified. The et o £ it somel sy For o ecdation of e SAPARD Agencyisin the last phase .

In November 2001, the anti-fraud co-ordinating service was set up as a separate unit within the Ministry of Finance’s Department for Legal Affairs and Co-ordination. It is responsible for the co-ordination of all legislative, admiistrative and operational activities related t the protection of the financial interests of the European C ities. In addition, a Standing Inter-Ministerial Committee was set up in order to faciliate co-

ordination with other Hungarian instituti volved in the protection of the Communities’ financial interests. While both bodies were set up as of January 2002, they have not yet become fully operational,

Overall assessment

With regard to Public Internal Financial Control (PIFC), Hungary needs to redefine s present internal audit functions and structures according to international practice and separate any managerial functions (like inspection and monitoring) from the audit function. To that end, the Ministry of Finance has decided o rewrite the relevant decree incorporating clear definitions of managerial accountability and the role of functionally
independent internal au dit services. It will also have to clasify the various interpretations of audit co-ordination in current laws and regulations to establish a clear hierarchy in guidelines relating to internal audit harmonisation in the entire public sector. The Ministry should consider embedding the newly defined audit function (with the main principles of modern internal audit and functional independence) into the Act on the Public
Finance System.



Hungary will have two separate and fully-fledged systems for internal audit, one centralised, managed by the Government Control Office under the Prime Minister and one d d in the Budget Chapters and subordinated institutions, managed by the Ministry of Finance. This may lead to lack of clasity and direction gaps. The Ministry, which is also responsible for the co- mdmm(m between both internal audit systems, should ensure
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Facilties for PIFC should be streamlined and provided on a regular, sustainable basis within a well-defined framework

i the area of external audi, Hngary aseely meets invesnasonally aceepred standards. The independence of he Sate Audit Offce SAO), including is inancial independence,i fully nsured by the xising lgislation. The SAQ has a wide audi mandate incluing public finance, socl scuricy, ocal goverments and FC esouces down o the end users. However, the SAO’s audit docs not yetcover th atestation of financilsatements
in line with internat i general,the SAO has competent staff with goo levels of higher educational and professional experience. It has issucd a series of audit manuals relating to vasious types of audits based on INTOSAI (Intenational Organisation of Supreme Audit Institutions) standards.

With regard to the control of structural action expenditure, further efforts need to be made in order to enhance Hungary’s capacity to manage pre-accession funding and future structural funds, in particular through the
complete the remaining steps leading to EDIS in th t part of 2003 in order to allow EDIS accreditation o be achieved in the second part of 2003

tablishment of clear public internal financial control rules and procedures, together with a substantial reinforcement of Hungary's administrative capacity in this regard. Hungary should maintain the current pace to

With a view to ensuring the suitable protection of Communities’ financial interests, Flungary needs to refine the legislation necessary to allow th th ks, i necessary jointly with the relevant EC bodies, and to effectivel
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has been madl, but further efforts are needed to meet the requirements for internal financial control and internal audit

exchange information regarding irregularities and investigations with OLAF and between the different competent Hungarian institutions and bodies. Furthermore, Hungary
s made significant efforts in setting up an adequate management and control system that can ensure proper implementation of ISPA assistance. In generl, good progress

< dir="">

Conclusion

Inits 1997 Opinion, the Commission concluded that Hungary, in the medium term, should be able to fulfil it obligations in relation to the financial control structures without any problems, provided that measures currently envisaged were put in place.

Since the Opinion, steps forward have been taken, but sustained efforts in this area ase sequired, especially concerning the redefining and upgading of the internal audit function in its PIFC systes with the acguis in this sector and the implementation of an EC-compatible PIFC have not yet been completed.

Negotiations on this chapter have been provisionally closed. Hungary has not requested any transitional arrangements and is generally meeting the commitments it has made in the accession negotiations in this a

In order to be ready for membership, Hungary now needs to focus its efforts on implementing sound financial control systems by completing legisltive alignment (protection of EC. financial interests and implementation of PIFC) and completing and strengthening the required institutional structures. In order o tackle the weaknesses in the PIFC sector, Hungary is in the process of redefining its internal audit functions and structures
according to intemational practice and to redraft the re spective legislation. Efforts need, however, to be considerably stepped up.

Progress since the last Regular Report

Hungary has made some progress in this area since the last Regular Report.

As regards the national budget and EC co-financed measures, amendments to the Laws on Budget and on Public Finances entered into force in October 2001, the provisions on budgetary sanctions for inappropriate spending. They also for the f public funds and theis control.
A regards the own resources system, new legislation came into force in July 2002 on the transitional sugar regime based on sugar and isoglucose quotas. The Agricultural Intervention Ces esponsible for g the quota syste the-sp the sugar p panies, which have to provide monthly statistics on their production, sales, and stock levels.
For the purpose of calculating the GNP resource, further progress was made with th of the ESA 95 methodology. As regards pacity, Hungary has continued ax and improving its information technology. For the purpose of own resources, appropriate steps have been taken to ensure adequate co-ordination between the various authoritis involved in the

application of the own resousces system.

Overall assessment

The legal framework for budgetary management and for the transparency and efficiency of financial flows to and from the FC budget is largely in place. Also the techical and administrative capaciy with regard to the operational management of own resources is in place, except for sugar levies. For the later, national procedures and competencies on how sugar levies are to be forwarded to the Commission’s account are stil to be
defined.
Overall preparations for the application of the agguis on own resources are progressing well,although there is room for further improvement.

A regards traditional own resources, the necessary institutions for establishing, accounting for and recovering customs duties and sugar levies are in place. Hungary stll needs to further develop reporting and q (the *A” and B’ accounts) and designate. p "A'and B

As regards VAT, Hungary has achieved a good degree of alignment, although a number of issues (reduced rates, the refund system to foreign tasable persons and the abolition of the zero-rate) sl remain t be tackled. The provisions on intra-Commaunity supplies and acquisitions are to be inserted in the national VAT Code. Hungasy will need to continue to make substanial efforts to be able to calculate the weighted average rate (WAR)
in accordance with ESA 95 and to determine the impact on the VAT base of the requested special arrangements in relation to the acguis (the vaious correetions to receipts and financial compensations in base). Hungary should continue to participate in the VAT simulation exercise, which is the key tool for effectively testing Hungary’s capabiliy in the fild of the VAT resource.

As regards the GNP resource, Hungary’s statistical system is broadly in line. Hungary is already able to caleulate GNP according to ESA 95, but further adjustments will be necessary, in particular as regards th the non-financial

As reguds the adminisraive capacity necessary 0 co-ordinite financial relatons with the EC, a specal Unic for EU Affis within the Fiscl and Financial Pliey Divison of the Miisty of Finance (saf: 3 co-ondintes the approprie implementaton of IS lgiltion rlating to own resources. This unit has prepared a manual on own resources based on the checklis of admiristratve condidons in the aren of the European
Communities’ own resources. After accession, the Unit {{P ill consist in co-ordinating the caleulation, control and payment of own res s co-ordinating contacts with and reporting to the EC in this area. Administrative preparations for the State Budget Office, which will be responsible for the own resources accounts, have started, with the structural and operating rules sill to be fixed. The account in the name of the
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The other institutions involved in the own resources system include the Hungarian Tax Authority (for collection of VAT), the Financial and Customs Guards (for collection of customs duties), and the Central Staistical Office (for calculating the GDP/GNI and the country’s weighted average rate).

Conclusion

Inits 1997 Opinion, the Commission concluded that Hungary would have to overhaul s current customs system in order to ensure that own resources were established, monitored and made available in line with Community regulations. In addition, for the purposes of aceurately caleulating the GNP resource, considerable improvement would have to be made to the national accounts to ensure that they were reliable, homogenous and
complete. Improving the statstics would also be essential for drawing up the VAT own resources base, which would mean bringing Hungary’s VAT system fully into line with the Community direcives.

Since the Opinion, Hungary has made considerable progress in this area, in particular as regards the national budget and EC co-financed measures. It has also ereated the main necessary administrative structures. The legal framework for budgetary management and for the transparency and efficiency of financial flows to and from the EC budget s largely in place.
Negotiations on this chapter continue. Hungary is generally meeting the commitments it has made in the accession negotiations i this area.

In order to complete preparations for membership, Hungary’s efforts now need to focus in particular on modiffing its accounting system in line with EC requirements, and putting in place the national procedures and competencies for the sugar levies. Further efforts are necessary in the field of the VAT base, GNP, particularly eshaustiveness of national accounts and fusther implementation of the ESA 95 methodology and traditional
own resources, notbly as regards the tasiff structure.

Translation of the acquis into the national la nguages
Applicant coutries are required to transhate the various legal tests consituting the acguis into their national languages by the ime of theie accession. Primary and secondary legislation alone represents a considerable volume of tests, roughly estimated at 60 000-70 000 pages of the Official Journal. In the framevvork of the translation of the acgui, the Court of Justice has defined a set of key judgements to be translated as a prior ity

(sepresnting sbout 15 000 pages). To help the canidte countie in this process, assstance is bein provided under the Phare programme. With the help of TAIEX, a dedicated database has been set up to act as a repository of all translated acts and as a tool through which candidate countries forward their translations to the Commission and the Council. The legal revisers of the Commission and the Council vet the submitted texts; they
y and liise with lised Tr anslation Coordination Units in each country.

“The number of linguist lawyers employed by the Ministry on a permanent basis has been increased from nine to 14, and four new posts have been announced. Considerable efforts have been made to increase the number of finalised EC terms in the course of the consolidation procedure carried out by the terminology group. As a resulf, 5 600 terms have heen approved and become available through the website of the Ministry of Justice.

In 2001 HUF 480 million (atound € 1.87 million) were allocated from the Central Budget for the translation and revision of Community legislation. In spite of the delay with translation projects duc to unsuccessful pr , the 2003 deadline sct for translation of the agguis can still be adhered o, provided that sustained efforts arc made.

tember 2002 some 35 000 pages of revised text were registered in the dedicated Commission database, in addition to 16 500 unrevised pages. Sustained further efforts are required in this area
Continued attention needs to be paid to the training of conference interpreters.

General evaluation

Since the Opinion, Hungary has made continuous progress in aligning with the acguis in all areas. Implementation of the new legislation has been proceeding well in most sectors. Considerable efforts have been made by the counry since 1997 to improve its administrative capacity needed for a satsfactory implementation of the acguis

Over the past year, Hungary has further advanced in a number of areas, such as social policy, justice and home affairs, telecommunications, culture and audio-visual and energy with regard to the adoption and the enforcement of the acguis. Among the sectors in which only limited progress was made in the reporting year as regards administrative capacity figure agriculture and regional policy. However, administrative capacity was further
improved in many other sectors, thereby increas ing the level of preparations to effectively implement and enforce Community legislation.

Overal, Hungary has achieved a high degree of alignment with the aggis and is also well advanced with regard to achieving adeq

te administrative capacity to implement the aeguis, However, further efforts remain to be made for Hungary to be fully capable of enforcing it by accession. Detailed plans have been agreed, in particular in the negotiations and in the Action Plan, to cover the remaining gaps.

Continued good progress could be noted in the nernal manket sector. As described in last year's report, the major part of the arguis has been adopted, and administrative structures are in place. Since transposition of the aaguis is very advanced as regards the fiee movement of goods attention is now focusing on enforcement, for example on the effective establishment of the Food Safety Ageney as well as on market surveillance. The necessary
infrastructu standardisation and certification is in place. Progress could be noted with the adoption of legisltion on procurement in the motorway constrution sector. However, fusther cffcm are needed to align with the aeguis on public procurement in particular as far a3 its correct application s concerned. In the field of seices, Hungary’s legislation is lasgely aligned. On data protection, however, legal alignment has to be completed and

the appropriate administrative structures strengthene lowing the adoption of legisktion on the fight against money laundering, Flungary was removed from the OECD Financial Action Task Force list of in June 2002. Also in the sector of five marement of apital new legislation on land was adopted. However, further adaptations are sl required. Administrative capacity to ensure the due supervision of financial
services is adequate. In the field of apany fan, Hungarian legis Targely in line with the acguis. IVile Hungary bas a relativey god exforsemen recrd, border control measures e fo be :/rmA//mr(rf with et 1o inselkctual popesy it an e s aganc, infnsiid. In o, firsher ffors are sl ecssary o align Siae aid schemes, in parsicalar e iscal aid schemes. Both anii-frust and State aid exforeement s continsed o work
satisfactor

In taation, Hungary's egislation i fo a large extent algned with the e B of e gy a5 mards VAT and s ity st e compld, s ol b ot o s tha e computrise 3 ifoation st sl ol avad o asion. Incsons, oo s oyl with e ceqis. Futer s v s reards ustons wanhosig, teporayimportation, v o onmersial sonsimens Fngar ot o s he
adminisratie and operational capacity of the Hungarian Custons and raialie e Efforts should be continued fo ensure interonnectivity wish EC compuderised systms it ustoms area

With mgard 0 indhsiial oty and sl and medium-szed enteprises,the Széchenyi Pla will now cncentrate on SME EC, e inte National Deselopment Programme.

Good progrss was again mad i the area of environment, otably frongh the i the i, water, sectors. Homerer, the National Waste Maragemens Pl il neds fo be adopted. Adinisraivecapacity in his sctor was improved, inter lia, by changes in mivisteial responsiblties, but die attention showld be given o his isue in the future. 1 addition, eniromental investments e d fo be frber increased.

As fo agricultue, Hungary bas a steady basis upon whichfo implement the acquis. Hwever, the prparation of key management instruments such as he peying agency and he Interated Adinstration and Control Systen (LACS) has been delayed, and a number of deisins on the distribution of responsibilities are avaite. As regards LACS, serious eforts ae needed fo ensure tht a il functioning ssten will b soon i place. Delays have also occurred i mating the SAPARD Age ey operational, Steady
progress could be noed i the vetrivary and phylsanitary filds, but the pgrading of Bonder Insection Posts and of establisbments needs appropriae aftntion. Ongoing eforts need fo be substantally sepped up. Legal alignment proceced i the area of transpor in particuar i the road and rail sectrs. Altbough some additional seps have been faken, the rsircturing o the railsctr shoudd b completed fo flly inplement e et acess acquis. In adition , instittion-builing effots have 0 be irtber
enbaneed in his sector:

Considerable progres was e in the energy sector it the aption of he lectriity faw; @ fr the liberalsation ofthe H Hontver, nosimilar progress was made i the gas sector. Adivistrative cgpacity is at an advanced level. Good progress conld b mated i the andivvisual sector throngh the adoption of the media b itber ffrts are needed fo achiew il alignment.

Considerable progres was mad i the area f social policy and empleymens, notably with the adption of firther. 1o the Labour Law: As he new G and decded 10 set 4p a National nterest-Reconciliation Counc o enbane:real dalogne. The capacity to implement e acquis on 0y and bealt, inlnding g s been inereased,

In reation to rional poliy it was decided in June 2002 to establish a moe efficien institutional frumeword: fo programming and implementation of strctural and cbesion finds. Howerer, e aqpacity o the managing and peping anthbortes b 1o be strenghenec. Firtber progres s alo needed as regands he technical prepaation of projcts eligible for Community finding. Wil progress was made in establising financial management and conol systems, he programming proces sered from delays in the
reporing perid. Hungary'spreparations for e structural instruments bave fo b substantialysepped

Considerable progres was mad in the where the Hungarian with the adaption of he communicatins lan: Fffrss eed o fcks on ensuring affodable miversalservie

Inthe area of ustce and Home Afars sgnifican progress was acieved throsgh furtber algnment with fhe aaguis in he felds of visa polc, migration and syl The figh against frand, cornption, through the and rinfored. A resised Schengen Adtion P issuesof he i,
Inthe area of common foreig and security plis, Hungary sill eeds 1o find an agreement with Shonakia and Rovania o he iplementation of the Law on Hungarian minoritis iving in neighbonring countris. Alo, the lw needs o b aligned with the acquis npon accession.

As tofinancial conol, enbance ffors ae needed i the secor Pl Intenal Fiancial Control, boths i ferms of Igal alignment and adinisiative capacity. s onder fo fackle e weaenesss identifed, Flungary is in he provessof redefning it internal asit functions and strctures accorig o international practice and 1 e he respetive legistation. Effrss need, boweer,to b consideraby stepped .

Hungary bas ly the acquis in ost areas. However, irtber fforts will bave fo be made i particuar i areas such a agriculum, ransport, mgional policy, evironent and firancial contro. Farther action s also stll rquired in establshing the necesary adinistratve capacity fo ensare he sound, effient and controllable management of EC fnds,

Inthe accesion negoiations, 26 chapters hare been provisionally cosed. Fangary is generally meeting the commitments it bas made in he negtiations. Howerer, delays have occurred with egard fo the ransposiion of parss of the veerinary aaguis, lgislation on he size controlof imparid fish, he adaption o the gas law and several picesof environmenta lgisltion (national dimate hange siateg, National W Plan, regional. 5
waste oil. These issnes eed fo be adnssed.

Bearing i ind he prognss acheved since the Opinion, e evl of alignment iy that Hungary i time, and its track made i the negotiaions,the Commision aonsiders that Hungary will be able 1o assume the obligaions of membersbip in accodance it the enisaged tme frame. I the period leading up to acesion, Hiungary neds fo continue s prearations i ine with the commitments it bas made i e acession
egotiations,

Conclusion

Inits 1997 Opinion, the Commission concluded that Hungary fulflled the political eriteria. Since that time, the country has made considerable progress in further consolidating and deepening the stability of ts institutions guaranteeing democracy, the rule of law, human rights and respect for the protection of minorites. This has been confirmed over the past year. Hungary continues to fulfil the Copenhagen political riteria

Public administration reform at central level has been completed to a large extent. In this respect, the 2001 Law on Ci
outstanding.

il Servants, partly enforced in 2002, was an important step forward in the consolidation of the legal framework for civil servants. Following a complex review of the salary structure, the gap between camings in the public and private sector was further reduced. A financial reform of the local self-governments s stil

Within the judiciary, and of judicial are wellestablished in Hungary and the system of judicial self-administration functions efficiently. The decisions to introduce the Regional Courts of Appeal and to strengthen the judiciary’s financial independence are important steps as regards the improvement of the judicial capacity
Infine with ts anti-corruption strategy, the Hungarian Government has continued to adopt a series of legal and practical measures to fight corruption, which remains a cause for concer. It is important that the new decisions be implemented quicKly to better address the situation.

Hungary continues to respect human rights and freedoms. In the area of public service media, political parties are again fully represented in the Supervisory Boards of Trustees. New steps were taken 0 improve social dialogue.

With a view to addressing the difficult situation of the Roma, the of the 1997 med I framework has been further strenghened and a new monitoring system introduced. Still, Roma policy is not well integrated into general social development strategies and exists as a separate and parallel project. Roma continue to suffer discrimination. The Govemnment is currently revising its
Roma policy. The envisaged adoption of a Tong-term strategy and legishtion would be major steps forward in this regard.

The 1997 Opinion lready acknowledged the comprehensive reform efforts undertaken by the Hungarian authorites to transform their economy: Since the Opinion, and against a challenging international economic environment, economic performance has improved. Macroeconomic stability has been achieved, reforms have continued while the Hungarian authorities” commitment to the economic requirements of EU accession has been
sustained.

Hence, it is concluded that Hungary is a economy. Tl of h should ensble Hungary to cope with competitive pressure and market forces in the Union,

can be made to management by g the general . thus p g fiscal policy to become pro-cyclical and supporting a further reduction of the inflation rate. A more fundamental reform of the health care sector now needs to be embarked on. Wage developments will have to be brought in line again with productivity growth in order not to compromise the country’s compeitiveness

Since the Opinion, Hungary has made continuous progeess in aligaing with the acguitin all areas. Implementation of the new legislaion has been proceeding well in most sectors. Considerable efforts have been made by the country since 1997 to improve its administrative capacity needed for a satisfactory implementation of the agu

Over the past year, Hungary has further advanced in a number of area social policy, justice and home affairs, telecommunications, culture and audio-visual and energy with regard to the adoption and the enforcement of the aguis. Among the sectors in which only limited progress was made in the reporting year as regards pacity figure regional policy. However, administrative capacity was further
improved in many other sectors, thereby increas ing the level of preparations to effectively implement and enforce Community legislation.

Overall, Hungary has achieved a high degree of alignment with the aguis and is also well advanced with regard to q capacity to imp aequis. However, fusther efforts remain to be made for Hungary to be fully capable of enforcing it by accession. Detailed plans have been agreed, in particulas in the negotiations and in the Action Plan, to cover the remaining gaps.
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infrastructu standardisation and certification is in place. Progress could be noted with the adoption of legislation on procurement in the motorway constrution setor. Howeres, fashes cffons a1 e 1o aign it the s o pnhhc procurement in particular as far as its correct application s concerned. In the field of sevis, Hungarys legislation is lgely aligned. On data protection, however, legal alignment has to be completed and
Fi

the appropriate administrative structures strengthene lowing the adoption of legislation on the fight against money laundering, Hungary was removed from the OFC] Task Foree list of in June 2002. Also in the sector of five morement of eapital, new legislation on land was adopted. However, further adaptations are siil required. Administrative capacity to ensure the due supervision of financial
services is adequate. In the field of apany fan, Hungarian legislation is largely in line with the acgis. IVl Hungary bas a relatively god exforsement recrd, border conirol measures need fo i i vt st o il rpry ihs e b g infnsiid. In ), firther ffrs ar sl ecessary o align Sate aid schemes, i particlar e isal aid schemes, Both ani-frust and State aid exforeement s coninsed o work
satisfactor

In taation, Hingary's gislation i to  larg extent aligned with the acgui. Howener, ranspositon of the acgui, nolably as rgards VAT and excise iy, has 10 be completed. Efforts shoul be cntinaed to ensure that the computeried tax. information ssten s flly operational abead of acesson. In cstoms, gilation is largely alined it the acquis. Furtber fforts were made as egards customs warehousing, femporury importaion, valua non-commerial consignments. Hungary continued fo strentben the
administative and operational capacity of the Hungarian Customs and i ity enabling sstons. Efforts sould be coninsed fo ensure inereonnectivity wth FEC.computerised systoms in the customs aa.

With gard o industial pofiy and small and mediunr-sigd enteprises, the Segebenyi Pl will SME and EC, be nteated into the National Deselopment Programme.

Good progrss was again mad i the area of environment, otably shrongh the in the i, water, sectors. Homerer, the National Waste Maragement Pl il neds fo be adopted. Adinitraivecapacity in his sctor was improved, inter alia, by changes in ministeial responsiblties, but die attention showld be given o his isue in the future. I addition, enironmental investments e d fo be frtber increased.

As fo agricultue, Hungary bas a steady basis upon whichfo implement the acquis. However, the praration of key management instruments such as he peying agency and he Interated Adinstration and Contol Systen (LACS) has been delayed, and a number o deisins on the distribution of responsibilities are avaite. As regards LACS, serious eforts e needed fo ensure tht a il functioning ssten will b soon i place. Delays have also occurred i mating the SAPARD Age ey operational, Steady
progress could be noed i the vetrivary and phylsanitary filds, but the pgrading of Bonder Insection Posts and of establisbments needs appropriae aftntion. Ongoing eforts eed fo be substantally sepped up. Legal alignment proceced i the area of transpor, in particuar i the road and rail sectrs. Altbough some additional seps have been faken, the rsircturing o the railsctr shoudd b completed fo flly inplement e et acess acquis. In adition , instittion-builing effots have 0 be firtber
enbanced in this sector:

Considerable progres was mad i e enery sector with the adoption f he lcriity law, which paved e wepy for she iberalisation of he Hisngarian marker. Howerer, o mad i the gas sector, e, Good progres cond b oted it andiv-isual sector throngh the adoption of e media law, but furter efforts are ecded to acieve full aligiment.

‘Cansiderable prognss was made i the aea f socal poliy and employment, notably with the adption of furthr i o the Labour Lav. As 1o and decded foset p @ National Interest-Recondilition Connci o enbane: real dilogne. The apacity fo implement e acquis on 5 5 das been increased, atenion
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ring period. Hungary's peparations for the structural instruments bave o be sbstantially stcpped up.

Considerable progres was madk in the where the Hungarian with the adaption of he communicatins lan: Effrss eed o fcks on ensuring affodable miversalservie

Inthe area of Justice and Home Afairs, sgniican progress was abieved through futber alignment with the acqus i thefelds of s policy, migration and asphum. The figh against frand, cormion, 1g and org was the aduption and. A s Schengen Acion Plan addbesses the main isses of the acquis

1 the area of common fovig and security pliy, Fngary sill needs fo find an agreement wish Slovakia and Ronvaria o he implementation of the Law on Hngarian minorities ivingin neighbosring eountrics, Alo, he lw nieeds fo b aligned with the avquis npon accession.

As fofinancial contro, enbanced eforss are needed i the sector Pablic Internal Financial Control, bt in terms of egal B onder fo tackle e Hangary is in the process of

 functions.  pracice and 10 lgilason. Effrts need bawever, o be considerablystpped 1.

Hugary has continsed o make progress in building p s adivisraive capacty fo apply he acgis in ast areas, Fwever, irsber ffors will bave fo be macde i particuar i areas such s agricultur, ranspors, eional poliy, environnens and financial control. Firther action i also sl required i etablishing fhe necesary adbinstratve capacity fo ensire the sound, efciens and conrollable management of EEC fnds

Inthe acesion negoiations, 26 capters hane been provisionally cosed. Fngary is gnerally meeing the commitments it bas made i the negtiations. Howener, delays have occurred wth egard fo the transpasiton o parts of the veterinary aaguis, egisation on e sie controlof importd fish, he acdoption o the gas law and sveralpices of environmenta legsltion (nafional dimate change sirtegy, National Plan, rgional and. plans and
waste oil. These issues ed fo be adnsse

Bearing i ind he prognss acheved since the Opinion, e evl of alignment iy that Hungary in time, and its track made i the negotiaions,the Commision aonsiders that Hungary will be able 1o assume the obligaions of membersbip in accodance it the enisaged tme frame. I the period leading up fo acesion, Hiangary neds fo continue s prearations i ine with the commitments it bas made i e acession
negotiations.

Accession Partnership and Action Plan for strengthening administrative and judicial capacity: Global assessment
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s covering 2002 3, providing for another 15 months for priorities to be met. Furthermore, much has already been achieved based on previous Accession Partnerships. T focuses on P topics identified as requiring more work t prepare Hungary for membership. Therefore the analysis below only focuses on these specific topies and does not give an overall picture of the state
of preparation of Hungary in each domain.

The purpose of the Accession Partnership i to set out in a single framevork:

« the priority areas for further work identified in the Commission’s Regular Report;



*+  the financial means available to help candidate countries implement these priorities:
« the conditions which will apply to this assistance.
The Accession Partnerships are revised on a regular basis, to take account of progress made, and to allow new priorities to be set. The Council adopted  revised Accession Partnership for Hungary in January 2002, based on a proposal from the Commission.
The revised Accession Partnership has served as the point of departure for the Commission and Hungary to develop jointly an Action Plan to strengthen Hungary's administrative and judicial capacity
The purpose of the Action Plan s to identify jointly the nest steps required for Hungary to achieve an adequate level of administrative and judicial capacity by the time of accession, and ensure that all necessary measures in this regard are taken, providing Hungary with targeted assistance in areas that are essential for the functioning of an enlarged Union.
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capacity have been included in the Action Plans. Each of thes e priosites i treated separately in the Action Plans, and specific measures have been designed to address each of them.

In the following, progress in addressing each of these priorities is reported. For ease of reference and to avoid repetitions, wording from the Acwssion Parsaersbipsis rendered in Talics. As regards the measures for

cen by the Action Phan, implementation is checked against timetable:

ind reported

Political criteria

Several important steps have been taken over the past year to continue implementation of judicial reform. As foreseen by the Action Plan, a decision was taken in June 2002 to establish five Regional Courts of Appeal, which will e she backiig of caes a the Swpreme Conrt i respect t0 app arther effrss fo madernise he judicary were made with an overall increase of saff at all court levels, Furthermore, the development of
the Court Information System progressed and is now operational at 18 county courts, the Budapest municipal court, the Supreme Court, and the National Council of Justice. The fraining ofjudges in Community law, which started in September 199, continued, and by March 2002 around 75% of the judges had received training and 60) judges had become national trainers. Concerning fie egalaid,the existing provisions are rather restricted
for criminal ases, contrary to the principles generally applied. If convicted, the accused must pay all the costs of the proceedings. As foreseen in the Action Plan, the Government has prepared a draft law to modify the rules on legal aid to bring them in line with European standards. However, the draft has not yet been submitted to Parliament. So far, the budietary situation of the judicial system has hardly changed and resouces remain
limited. To address the situation , a new law, which will empower the National Council of Justice to submit its proposal for the 2004 budget diteetly o Parliament, is currently being processed by Parliament.

in last instancs

Inline with the longterm anti-ormption siriegy adopted in 2001 and following the Action Plan, a number of new measures have been taken during the reference period. In particular, the legal framework has been further improved with the adoption of revised laws on public procurement, criminal affairs, money laundering and taxation. Practical measures concemed the introduction of a bonus system and a salary increase for the customs
services, which should also have a positive impa ct. Finall, asset declarations became compulsory for senior civil servants as well as for the President of the Republic, judges, ombudsmen and certain other institutions and professions. On the insticutional side, the Ministry of Interior and the Ministry of Justice share overall responsibilicy for the implementation of the anti-cosruption strategy, and various additional bodies were set up to
make the fight against corruption more effecrive.

Inline with the Action Plan priority, the Hungarian Government has continued to make efforts to address the difficult situation of the Roma minority. Budgetary resources for the implomenation of he mediunr-term programme have been further increased. In the area of education, new teaching material was prepared, but this does not address the issue of #ranferring Roma children ont of the maistream system into secial edcation fuclis. According to

timates, there are s till around 150 schools in Hungary where special Roma classes are maintained. Further progress was made to ensure a proper inpact asessment with the introduction of a new monitoring system. In the fight against disriminafion, a special Ant-Discrimination Network of legal aid offices was set up by the Ministry of Justice in co-operation with the National Roma Self-Government and the Office for National and Ethnic
Minorites. The Network, established in late 2001, offers free counsel and repr esentation to individuals claiming discrimination. However, the scope of the operation of this Network is rather restricted and covers only issues elated to discrimination against persons belonging to national and ethnic minorities. Fusthermore, the fact that this system does not cover the costs of the legal proceedings, which must be paid by the plaindif if the
case is not upheld, acts as a disincentive. The legal framework for anti-discrimination is still fragmented and appropriate santions are missing . During the reference period, a new comprehensive anti-discrimination law was prepared and submitted to Parliament. Its adoption would be a major step forward in the regard and should address the Action Plan priority. Concerning the establishment of an efcive ssten for addrssing complaints of
police misondic, no progress can be reported. The relevant Action Plan measures were not properly implemente

Overall, the priorities faling under the politcal criteria have been partially met. The implementation of the measures under the Action Plan is pastially on track.

Economic criteria

Delays have oceurred with regard to the deuelopment and the inplementation of « comprebensive public health care o that ensures a high level of health protection at a sustainable cost to the government budget with a view to guarantecing medium-term sustainability of public finances. However, some progress has been made with regard to improving the IT infrastructure of the National Health Fund Administration, as well as with regard o the
legal framework for hospitals and general practitioners. The new government's programme declared health care reform a main priosiy.

Government acconnting at ol el and tineliness o data provision to central anthorites have been further improved both in legal terms and with regard to administratve capaciy. Since January 2002, local govemments have been obliged to present a preliminary annual financial report of the preceding year by 15 January at the lates to the Ministry of Finance. However, the legal rules regulating the reporting and bookkeeping obligation of public
finance institutions need further adaptations, as ¢ he Action Plan requires. Railugy nssmeturing has been continued with a view to reducing the med impact on by means of an the railway act, which regulates the conditions for access to the railway network and which entered into force in Janu s regards the establishment of the necessary andifions for an eficient agriouluralland market, this matter
has been partally addressed, as outlined in the Action Plan. New legislation on agricultur al land was adopted in December 2001, but the new government presented a new land package in July 2002, modifying the 1994 legislation further and clarifying, inter ali, the priority lst with regard to the purchase and lease of land. However, further modifications are needed. The National Land Fund has been established as the managing institution.
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Overall, the Accession Partnership priorities in the economic sector have been partially met. The implementation of the measures under the Action Plan is lasgely on track.

Ability to assume the obligations of membership
Chapter 1: Free movement of goods

Alignment of legislation concerning both the New Approach Directives and the fradiional sectoral hgisation has continued and is now almost complete. Legislation on the provision o information o techical standards and rgulations has been parcially aligned, with full conformiry scheduled for 2003, However, the l/u])/ru/rnm/mu of protcion of ])/mmm«//tlm/ st data has siill o be ensused. Inplementation of the fod acquis has progressed satisfactorly, and the
introduction of HACCP (Hagard Anaipsis and Critcal Control Points) principles is being promoted across the entire food chain, according to the schedule forescen in the Action Plan. The responsibilities of the m)a Safety Authority, established according to the Action Plan, will need to be defined quickly in order to ensure effective implementation of this part of the acguis and to co-ordinate the activities of the many bodies involved.
Otherwise mar ket surveillance and cnformity assessment siructures, whose reinforcement is foreseen in the Action Plan, are developing satisfactorily. The adoption of legisktion on public procurement in July 2002 in ¢a of motorway construction has gone a long way to increasing transparency and to »Ahgnln;, with the acguis, ”(Muu " remaining shortcomings concerning motorway construction as well as those in the area of public
procurement in general have siill o be addressed. Administrative ca pacity in this area has been strengthened, but further efforts vill be required. Steps have begun to check that legislation is in compliance with. ks 530 of the EC Treaty and this work will need to be completed. Overall, the priorities in this area have been met to a lange extent, The implementation of allitems highlighted in the Action Plan are on track.

Chapter 2: Free movement of persons

Hungary has now achieved almost full alignment with the acguis on the sisal recognition of prfesional qualfications and dilomas, and the rquined administratie siructures, edscation and frining are in place. 1t is considered that Hungarian professionals can, from accession, meet the requirements laid down by the directives. The ifaresent of the adinistrative structures fo the w-ordination of social scuriy, forescen in t he Action Plan, i behind schedlule.
The priorites in this area have been met t0 a large extent. Regarding the Action Plan, implementation of measures is partally on track.

Chapter 4: Free movement of capital

Hungary is meeting its obligations under this chapter. It has been removed from the FATF (Financial Action Task Fora) fst of non-<o-sperative conntries and has esablished a satisfactory timetable for the phasing ot of anomymons savings books. Further strengthening of the police’s fnancial intlfigence uni, as foreseen in the Action Pla

 has been decided, but the staff increas
movement of capital have been lasgely met. Implementation of the Action Plan is progressing well

have not yet been fully implemented. Thus, the pri s i the field of free

Chapter 5: Company law

Enjirsment of nelctual popesy rights s being strengthened and is considered satisfactory. The Action Plan foresees training activities for judges and all relevant enforcement bodies, which are on track. Further effors are, however, needed to strengthen customs bodies, thereby ensuring efficient border control measures. Overall, the prioriies in the area of company law have been met to a large extent. Implementation of the
measures under the Action Plan s on track.

Chapter 6: Competition

The legishtive framework in the st sector has been further improved and further steps to the fill eoreement of he s in he anti-frst secor have been undertaken. However, the same cannot be said for the State aid sedtor; where the alignment of incompatible aid schemes, in partcnar offisal aids, has sl not been properly addressed. Awareness of the res among il market parsicipants and aid grant ers has been further increased and should continue to be.
increased. The fraining of the judiiary on competiion matters has been intensified, but needs to be further enhanced. The Accession Partnership priorites in this sector have thus been only partially met. The implementation of the Action Plan s partially on track and partially delayed (alignment of state aids sector).

Chapter 7: Agriculture

The reinforcement f the adbivisrative structuns needed for rural deelipment programmes i lagging behind, due to late decisions on the competencies of the future managing authority. The important i of upgruding the capacity of the aricultural adinisiration and cmpleing the preparations fr the practical implementation o the common agricutural poliy has been addressed to a very limited extent and therefore needs urgent attention. Al though the measures
foresee inthe Action Plan fo cmpn th talsment o a ngurd e an scheciled for 2003, preparationsare ongoing and st be on rck withthe plan.Lide progrsscan b reporied on thearal i f s provasig bt ih v b st EC o sty standrd: Review of eislaion to cnsure ranposiion, imploweiaton and et of the aaquis i the weerinary and phytosanitar fieldis progeessing sl owly, and some

ommitments foreseen in the Action Plan are delayed, R T e b o e e ey e e L A R S ported towards meeting it priorities but the implementation of some measures under the Action Plan, in particular concerning controls and sanctions, is Slightly delayed. Concerning the deselopments af fhe
ek plyniary i et ot he easres fosesce i the Ackon Dlan e acheduled fr end 02, 50 0 progess can be seported. Oveea he Acccsion Paraceshp Pt n s £ have been met 103 it xtent. Tmplementadon of the mcasures undor the Acton Plan s only pasilly on track

Chapter 9: Transport Policy

Lagal aligmentin the road transport sector has continued, in particular as regards the control of driving time restrictions. New legislation on taxation with a view to respecting the minimum levels foreseen by the acquis has not yet been adopted, and Hungarian legislation has not yet been fully harmonised with the acguis on weights and dimensions. Administrative capacity in the road sector, which was also addressed in the
Action Plan, has been improved by an increase of staff in the General Transport Inspectorate (GTI) and by training provided by the GTI in different sectors, but needs further strengthening. Administrative capacity should also be further improved in inland waterways. Alignment in the railway sector, as required by the Accession Partnership, has been continued, but the restructuring of MAV has been proceeding rather
slowly. Staff of the Railway Authority has been i ncreased by three in accordance with the Action Plan. Alignment with the air transport acquis has continued, but further efforts are needed, notably concerning market access. Progress was made in all sub-sectors as regards the setting up of the required and th the existing ones. notably the GTI, as was also required by
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Chapter 10: Taxation

Aljgument of kgislation has continued in the area of excise duty, although some more progress is still needed. No progress can be reported on VAT, where alignment has not et been completed. As regards administrative capacity, Hungary has continued modernising its tax and improving Rl Hungary has also taken significant steps o prepare for interconnectivity and
B et e e e e e e e e e e T e e e e e e e K6 e b B e e e v
Conduct for Business Taxation is in process. As foreseen in the Action Plan, preparations hav e started for the implementation of the Central Liaison Office and the Excise Liaison Office. The priorities in the field of taxation have been partially met. The measures of the Action Plan are on track.

Chapter 13: Social policy

T e e e i e el e N e e e e e have by derably strengthened. A new e
ity o R R el ot Rt il el B ki L L

Epidemiology at he National Puble Healthnd Medical Office " Service as Hungarian counterpart ! i for the conirol o and he Healh monitoring and information system (c.g.seting up of a National Health Data Bank). Implementation of the acguis i the field of tobacco, as required by the Action Plan, has not yet been completely finalised. lmplemcnlxuon of
the measures of the Action Plan to complete the health monitoring and information system is behind chetul.The e ‘ovemment starte nereasingly support social partners'capacity-building efforts, in partcular with a view to their future role in the development and L ) b S B S D it o i
the social partners’ capacity to conduct social dialogue, which is a priority of the new government, and to ensuring due process also i the tripariite social dialogue. The social partners and the Prime an Agreement on the Sacial Di and the National Couneil (NIRC) blished in July 2002 as the legal successor of the National Labour Council. For the
time being, no national strategy on socal inclusion exists in Hungary. However, a number of preparatory steps have been taken, such a the signature of a "Joint Memorandum on Social Inclusion” with the Commission in July 2002, which sets the future prioritis a nd measures in this feld. also with a view 1o the future participation in the European strategy on social inclusion. The Accession Partnership priorities have
been met 10 a large extent. As regards the Action Plan, implementation of the majority of the measures foreseen in the Action Plan is on track, while work on a few subjects has to be accelerate

Chapter 14: Energy

Progress was made in aligning with the internal enegy market through the adoption of the Ekaticity Law in December 2001, However, the Gar Law is stil pending at Parliament. The remaining prie ditortions in the market il need o be eliminate

e regulaor, the Hngarian Energy Offce has been strengthened as regards staffing, as also outlined in even more detail in the Action Plan, but further efforts are needed. F nerg eficendy and the

promotion and use of renenuble energy soues have been enhanced. Fusthermore, fhe relvant institution in this area (Enesgy Centre) has been considerably strengthened in terms of staff — an issue that was required to be addressed under the Action Plan. However, continued efforts are needed. Hungary has accepted the recommendations of the Councl Report on Nuckar Safety in the Contet of Enlargenent, and is cuseently implementing them, as was
requested by the Action Plan. Work has been continued in order to assure a 4igh kel of muckar saey at the Paks Nuclear Power Plant. Overall the priorites in the energy sector have been met to a large extent. The implementation of the Action Plan is on track.

Chapter 19: ications and information

Transpositon and implementation of the acguis has been continued by the implementation of the new telecommunications law adopted in December 2001. However, a number of issues remain to be addressed, e.g. the requirements of carsier selection for local call, local loop unbundling, compensation for universal service, implementation of interconneetion acguis, number portability and leased lines regulation, in order t0 ensure that the
liberalis ed market actually functions. The Accession Pastnership prioriies in this sector have only been partially addressed.

Chapter 20: Culture and audio-visual policy
A considerable step forward has been made as regarcls aligent with the aaquis on "telision without fonters” by the adoption of the media law, However, further adjustments to the legislative and regulatory framework will be needed to assure full compliance with the acguis. The Accession Pastnership priority has been met to  large extent.

Chapter 21: Regional policy and co-ordination of structural instruments.

Hungary had difficulties in evordination and. “The proparation of the deveopment pla and by gperational programme has been severely delayed and the simctuns required for inplementation have just been designated and require considerable and immediate strengthening, In line with the timetble provided in the Action Plan, Hungary has commit ted itself to rrise he
systen of paynents and 1 align financial mancgement and conto procedures by the end of the year. Detailed tasks fo b peforned by the line miisries an ofber boes under e responsibily of the managing antborties bae o yet ined. In relation to the esalvation and monitoring syste, progress has been made in esablising a ysten fr the compierisd exchange ofdata but the ex e cvaluation proes, foreseen in the Act ion Plan, is behind schedule. Initial steps,
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Chapter 22: Environment

The priority aiguis on packaging contrl of major acident hasards has been met. T of the arguis as regards air gualiy,also mentioned in the Action Plan, has been continued by ensuring air monitoring in accordance with the acguis, while fi ould be noted in of the o municipal  nd hazards waste, due to failure to
e o N T S T e S T e T e T A A e et o T e e e e o s Sl SR G i el mwmx Ievel have been stengthned i accordance with the sequieenents of the Acton Plan, but furthr sus aned
efforts are nceded. The fuman nsources of the competent authorities i the sector of dheicals have also been increased, as required by the Action Plan. The infgration the it of allotber sctoral plices with a view 1o has continued. On indhs control and risk management, progress has been limited with regard to implementation, especially in ©

laion 0 intgrated pemiting. Thus, he pronties i the d of emvkomment have been prdally et The implesmentaion of th Acion Phan is actialy on sck
Chapter 24: Co-operation in the field of Justice and Home Affairs

and with the Action Plan. The electronic Cons:

e s R e D3 T SN S o T S T 0 O e e T S S T T e o e e i e ar Information system
supporting the issui n of visas has been completed and a line. Preparations ehengen Information st are under way. The existing databases, which will form the basis for the National Schengen Information System, have been transferred to the Ministry of Interior, but further work is necessary. In July 2002, Hungary submitted a revised Scbengen Adtion Plar, which covers the remaining tasks. Ineral
et el ot o xoent s and e iy s been e proved i with the Action P prioi. In Aprl 2003 he Intermaional Law Fnforccment Co operaion Cente beame the sigle contact poins o ntcmationl o-operaton forall ungaria e enforcement gencies. Deployment of he ison oficer t Eueopol ok plac i Apsl 2002

As a result of the Action Plan Hungary strengthened its figh against organied erime and money laundering with the consolidation of the legal framework. In the context of figting frad, cormption and mon
Police Hea dquarters is responsible for analysing suspicious transactions (staff: 18). The number of suspicious transactions reported to the Financial Intelligence Unit has grown significantly over th

laundering, e aw entered into force in Januacy 2002, which contains provisions on the phasing out of anonymous saving deposit books, securities and the licensing of currency exchange. A Financial Inteligence Unit within the National
ttwo years.

In the area of drgs, the National Focal Point was established in the Ministry of Health, and the investigaive powess of the Customs and Finance Guards were extended. The implementation of the national drug strategy is underway, addressing the Action Plan prioriies. In the area of judiial o gperation, the Chief Prosecutor’s Office was designated as the single contact point.

The Accession Partnership priorities in this area have been met to a large extent. The implementation of the Action Plan is mainly on track.

Chapter 25: Customs Union
The algnment inthe are ofatym s e ithth provisionsoftheaspi has ot been completedand rpites furder effors. T has been P P e T e A et e ot of the Hungarian which the Accession Partnership considered to be in need of urgent
action, Hung: taken significant steps to revitalise the development of interconnectivity-enabling system: mxxummnl system contains al information telating to customs procedutes. The preparation for oiniog the CCN/CS1 are undet way. A national Inter-Operabilty Implementation Srategy was St January 2002 and additional staff was recruited for its implementation over the next two years. Further substantial

e sl mod to b made t prepice the geound fo . well funchoning EC.compatble I system, which i n uegent Acdon Pla pioiy. Oreral, the porites i the sc of customs wion o been pastilly met. The implementation of the Action Plan is o track.
Chapter 28: Financial Control
The managerial acountability in budet spending centes mceds 0 be further enhanced. The adinistatie framework for internal andits at the kvel of intermal ancit sevices i budet spending nires has to be Fusther strengthened and rheir funcional independenc sill needs to be ensured. As regards the piection of the Communities’financial inensts, an anti-fraud co-ordinating service has been established inside nistry of Finance, and a Standing Inter-Ministerial

Committee has been set up in order to facilitate co-operation with other Hungarian institutions. However, neither body is fully operational yer. The measures foreseen in the Action Plan to further reinforce the legislation in order to strngfhen the fight againstfrand, notably i the area of VAT are scheduled for 2003, s0 no progress can be reported at this stage. frts 10 cnsure the correct se, control, monitoing and evaluation of EC pre-a assion finding
have been made as scheduled in the Action Plan. Thus, the priorites in the field of financial control have only pastially been met. However, implementation of the Action Plan i mainly on track.

Annexes

X

“onvenion rificd
Adberence to_following conventions | BG | CY | CZ | EE | HU | LV | LT | MT | PL | RO | SK | SI | TK

0 = Convention NOT ratified
and protocols

[BG=Bulgaria; CY=Cyprus; CZ=Czech Republic; EE=Estonia; HU=Hungary; LV=Latvia; LT=Lithuania; MT=Malta; PL=Poland; RO=Romania; SK= Slovak Republic; SV=Slovenia; T=Turkey

ECHR (Buropean | X |X [X |X |X |X [X |X |X |[X |X [X|X 1997 | 1998 | 1999 || 2000 | 2001

Convention on Human in 1000
Rights) Population (average) 10.291p| 10.267p| 10.2389" 10.211P|| 10,190p
in km?
Protocol 1 (right of property) | X X X X X X X X X X X X | X
Total area 93,030]  93030]  93030] 93,030 93030
Protocol 4 (freedom | X X X X X X X X X X X X | O = I I = = I I
eTETET: G a.l.) National accounts 1000 Mio Forint
Gross domestic product at current prices 8541  10087] 11393 13151 14,876
Protocol 6 (death penalty) X X X X X X X X X X X X |O 1000 Mio ECU/euro
Gross d ic product at current prices 40.4| 41.9' 45.1” 50.6” 58.0
Protocol 7 (ne bis in idem) X X X X X X X (o] (o] X X X | O ECUleuro
. Gross domestic product per capita a) at current prices 4,000| 4.200| 4,500” 5,100” 5,700
European Convention for | X X X X X X X X X X X X | X

g % change over the previous year
the Prevention of Torture % g P y

Gross domestic product at constant prices (nat. currency) 4.6 4.9 4.2] 5.2 3.8
European Social Charter (o] X X (o] X X o X X (o] X O | X |[Employment growth 0.0 14 3.1 1.0 :

Labour productivity growth 4.6 3.4 1.1 4.2 5
Revised European Social | X X o X o o X o o X o X | O in Purchasing Power Standard

Charter Gross domestic product per capita a) at current prices 9,200 9900 10600 11400 11,900
I |
Frax:nework' Col:n.renuon for | X X X X X o X X X X X X|o Structure of production % of Gross Value Added b)
National Minorities -
- Agriculture 5.9 55 4.9 4.3
X X X X X X X X X X X X o - Industry (excluding construction) 28.1 282 27.7] 28.7
- Construction 4.6 4.6 4.7 4.6 3

- Services 61.4 617 62.9) 62.4 3




ICCPR (International 1 1 Il L
Covenant on Civil and Str.ucture of expe.ndilure : as % of Gross Domestic Product M
Political Rights) - Final consumption expenditure 723 724 74.0| 72.9 74.9 “v2
- household and NPISH 50.3 50.8 52.4f 52.1 52.5 M3
Optional  Protocol to the | X X X X X X X X X X X X | o - general government 21.9 217 21.6} 20.8] 22.4 Total or
ICCPR (right of individual - Gross fixed capital formation 222 236 23.9| 24.2 234 e
communication) - Stock variation c) 55 13 135 17 B o
g a ) 0 i = = - I~ = o = = @ = = = @ - Exports of goods and services 45.5 50.6 53.0| 61.2 60.5 Tondi
econd Optional Protocol to ~ Imports of goods and services 455 52.7 55.5 65.3 62.6
ICCPR (death penalty) Depos
Inflation rate % change over the previous year uE
ICESCR  (International [X [X [X [X |X |X |[X |X |X |X |X |X|oO Lenang 2 Y Avera
. [Consumer price index 18.5] 14.2] 10.0][ 10.0][ 9.1
Covenant on Economic, I I - End of
SOCIZJ and Cultural Balance of payments in Mio ECU/euro
rights) [Current account 840 2,059 1,969 627)[ -1,248g - ETect
-Trade balance -1,726 -2,110 -2,059] -2,303
1 i X X X X X X X X X X X X | X
xports of goods , 5 i i
CAT (Convention against [Exports of good: 17,386 18,505 20,533 27,590
Torture) Imports of goods 19,112 20,615 22,592 29,892
-Net services 2,025 1,592 1,317 1,942
CERD (Convention on |X |X X X X |X [X X X X |X [X]|O
he Elimi . £ Al -Net income -1,264 -1,675 -1,556 -1,708 3 —n
rade
;_: < mlﬂatfl.on OR ial -Net current transfers 124 133 329 441 :
Dormg . O 2 -of which: government transfers -4 -41 -8| -14] : r iddle
mports
iscrimination) _FDI (net) inflows 1,928 1,815 1,873 1837 2,730 f—=
CEDAW (Coqvennon on | X 2 = = 2 X X X X = 2 2| ¢ Public finance in % of Gross Domestic Product LSms’c
eneral government urplus -6. -8.! -9.. -3.1 . R
the Elimination of All General g it/surpl 6.8 8.0 5.3 30 41p
FOf_mS of Discrimination (General government debt 64.2 61.9 61.0) 55.4) 53.1p
against Women)
Financial indil in % of Gross Domestic Product
(C)]IE’B‘X‘S; Protocol to the JO X |X O X (O |O O (O |O |X |0 O W& ot debtof the whole economy &) 52.0 47.9] 503 44.6
in % of exports|
CRC (Convention on the | X X X X X X X X X X X X | x Gross foreign debt of the whole economy e) 116.3 94.7| 95.0f 72.5]
Rights of the Child)

- Agricu

Indust

- Const

- Servic

Long-te

Infrastructure in km per 1000 km?

Railway network 83! 85 85 85

Length of motorways 381 448 448 448 448
Industry and agriculture previous year=100

Industrial production volume indices 111.1 112.5 110.4 118.1 104.1
Gross agricultural production volume indices 96.2 97.9 103.9 93.7 113.2p
Standard of living per 1000 inhabitants

Number of cars 227.0 220.0 225.0 235.0 244p
Main telephone lines 304.8 334.7 359.3 347.1 319.7
Number of subscriptions to cellular mobile services 69.5 102.2 161.3 306.9 4871
Number of Internet subscriptions : : 145 23.0 29.6!

p=provisional figures

a) Figures have been calculated using the population figures from National Accounts, which may differ from those used in
demographic statistics.

b) Including FISIM.
c) These figures include changes in inventories, acquisitions less di of and the
between the GDP and its expenditure components.
d) For 1996-1998 period, data were converted by using monthly average exchange rates. From 1999, the conversion is based
on the average rates of exchanges of Eurostat.
e) Series break after 1997.
f) The population data have changed, because on the basis of the 2001 Population Census Hungary has subsequently and

with a retroactive effect amended the data of the previous years as a result of which the rates of the natural increase and the|
balance of migration have also changed.

g) Source: Website of the National Bank

Methodological Notes

Inflation rate
As part of the preparations for the common currency the EU Member States (MSs) have designed a new consuner pria: index-in order to comply with the obligations of the EU Treaty. The aim was to produce CPls comparable between Member States. The main task was to harmonise methodologies and coverage. The result was the Harmonised Index of Consumer Prices (HICP). A similar exercise has been started with Candidate
Countsies (CC). In respeet t enlargement, it i s equally important that their economic performance is assessed on the basis of comparable indices. Some progeess has already been made towards adapring the new rules. Since January 1999 CCs report monthly to Eurostat so-called proxy HICPs that are based on national CPIs but adapted to the HICP coverage. They are not yet fully compliant with the HICPs of the MSs. In the table, the
proxy HICPs are back-caleulated to 1995 (cates from 1996)

Finance

Public finana: The government deficit and debr statsties of the Candidate Countries are provisional, i the sense that they do not yet fully comply with EU methodological requirements. Broadly speaking, the general govemment deficit / susplus refers to the national aceounts concept of consolidated general government net borrowing / net lending of ESA5. General government debt is defined as consolidated gross debt at end-year
nominal value. The series a re available from 1997; the 1996 data are an approximation derived from the IMFPs GES methodology

Gras foregn delt is of the whole economy, covering both short- and long-term, but excluding equity investment and money market instruments. The source for stock of outstanding debt is OECD, while the source of GDP is Eurostat. For the ratio of gross forcign debt to exports, the national accounts definition of exports of goods and services is used (source: Eurostar). The data for 2000 are Eurostat estimates, based on joint
OECD/IMF/BIS/World Bank serics.

Monetary agirgates are end-year stock data, as reported to urostat. Generally, M1 means notes and coin in circulation plus bank sight deposits. M2 means M1 plus savings deposits plus other short-term claims on banks. M3 means M2 plus certain placements in a less liquid or longer-term form. Not all countries produce an M3 series. Total credit means loans by resident monetary financial institutions (MFIS) to non-MF residents.

Interest rates: Annual average rates based on monthly series reported to Eurostat. Lending rates refer to bank lending to enterprises for over 1 year. Deposit rates efer to bank deposits with an agreed maturity of up to one year. Day-to-day money rates are ovemight interbank rates.
Eschange rates: ECU exchange rates are those that were officially notified until 1 January 1999, when the ECU was replaced by the euro. FEuro exchange rates are reference rates of the Furopean Central Bank. The effective exchange rate index (nominal), as reported to Eurostat, is weighted by major trading partners.
Resere asts are end-year stock data, as reported to Burostat. They are defined as the sum of central bank holdings of gold, foreign exchange, SDRs, reserve position in the IMF, and other claims on non-residents. Gold is valued at end-year market price.

External trade

border of the country. Trade data excludes direcs
he market value of the goods and the additional cost

and exports (curment prices). The daa s bas ecial trade system, according to which, external vices as wel as licences, know-how and patents. Since 1997, trade data includes trade between industrial customs free zones and foreign markets. Since 1997 also, operative leasing and repair are excluded from

;pon the spec soods crossing the
ade tu rnover. The data for 1996 were recalculated according to the methodological changes in 1997,

omp:
¢ of external trade turnover inchudy

freight, insurance

T asfstin. The customs documenation s the stistical data souce of esternal rade rurnover, The data are coleced according o the Combined Nomenclatu, The easir data are updated on the basis ofthe ler processing;
The term FOB means that all coss incurred in transport up o the customs fronicrare harged to the sller. The term CIF means hat te purchaser paysthe aditonal costs, Imports ae recorded on CIF basis on the datc of custom clearance, Exports ar recordec on FOB basis with the datc on which the commodics cros the state border.

Terms of e Ui value” indes: caleulrion is used for measuring price changesin extemal trade, with the exceprion of heterogencous commodiny groups, where the sample methox s applied fo the price observarion. Since the I quster of 1996 due to the moificaions in the caleulron of nit value indices and the applicaion of Fisher indices instead of Passche inics,the quartrly volume indices has been changed
Inport and eurt it EU-15. Data declard by the Republic of Hungary

Demography

Net migraion rat. Crude rate of net migration (recaleulated by EUROSTAT) for year X, is: population (X-+1) - population (X) - (X) + Births (X). This assumes that any change in population not attributable to births and deaths is attributable to migration. This indicator includes therefore also administrative corrections (and projection erors if the total population is based on estimates and the births and deaths on registers). Figures

are in this c ase more consistent, Fusther, most of the difference berween the Crude rate of net migration provided by a country o e e by Eurostatis caused by an under reporting or delay in reporting of migeation.

Labour force



‘The European Labour Force Survey is conducted in spring each year in accordance with Council Regulation (EEC) No. 577/98 of 9 March 1998. A detailed description of pl , the adj P 3
000

and east Furopean definitions, 2(

and the common Community coding currently used in the labour force survey is presented in the publications ‘Labour Force Survey — Methods and definitions, 1998 and ‘Labour I

Al definitions apply to peesons aged 15 years and over, living in private households. The conceps and definitions used in the survey follow the guidelines of the Intenational Labour Organisation. Persons carrying out obligatory military service are not included,

Persons. those who during the did any work for pay or profit for at least one hour, or were not working but had jobs from which they were temporarily absent. Family workers are included.
As from 2001 (Commission Regulation (EC) No 1897/2000 of 7 September 2000), unerployd persons comprise persons aged 15 to 74 who were:
(a) without work during the reference week, ic. neither had a job nor were at work (for one hour or more) in paid employment or self-employment;

(b) currently available for work, .. were available for paid employment or self-employment before the end of the two weeks following the reference week;

(¢) actively seeking work, i¢. had taken specific steps in the. period ending with to seek paid 1 found a job to start laer, .. within a period of at most three months.

Comparabilty with rests prior 1o 2001 unemployment resuls used to refer to persons aged 15 and more. Pessons who found a job to start ater used to b sployed with the unique cond
Daration of snempliyment is defined as:

(a) the dusation of search for a job, or

(b) the length of the period since the lastjob was held G this period is shorter than the duration of search for a job).

The ative populaton s defined as the sum of persons in employment and unemployed persons,

Inacive persons e those who are not classified as persons in employment nor as unemployed persons

Enploynent rates represent employed persons aged 15-64 as a percentage of the same age population.

Unenployment rats represent unemploed persons as a percentage of the active population aged 15 years and more.

Economic actvy rates vepresent the active population aged 15-64 as a percentage of the population of the same age.

Infrastructure

0 have no job in the reference week.

rce Survey in central

Railiay network. Al rilways in a given area. This does not include stretches of road or water even if rolling stock should be conveyed over such routes; e.g. by wagon-carrying trailers or ferries. Lines solely used for tourist purposes during the season are excluded as are railways constructed solel to serve mines; forests or other industrial or agricultural undertakings and which are not open to public traffic. The data considers the

construction lengt h of railways.
Length of motoray. Road, specially designed and built for motor traffic, which does not serve properties bordering on t, and which:
for the two d of traffi

(a)is provided, ecept at special points or temporarly, with sep ted from each other, either by a dividing strip not intended for traffic or exceptionally by other means;
(b) does not cross at level with any road, railway or tramway track, or footpath;

(€ is specially sign-posted as a motorway and is reseved for specific categories of road motor vehicls.

Entry and exit lanes of motorways are included irrespectively of the location of the signposts. Urban motorways are also included.

Industry and agriculture

Indstrial production volume indices Tndustrial prody mining. tricity, gas, steam and water supply (according to the NACE Rev.1 Classification Sections C, D, E).
Index of totalindustrial production includes the data of allindustrial enteprises. The indices by branches refer to enterprises with more than 10 employees

Gross agricultural production volume indices. Indices were calculated using the fixed price basis applied for national accounts. Until 1996 the prices of 1991,and from 1997 the prices of 1995 serve as fixed price basis in the caleulation.
Standard of living

Ninber of cars, Passenger car: road motor vehicle, other than a motor cycle, intended for the carriage of passengers and designed to seat no more than nine persons (including the driver).

The term "passenger car” therefore covers microears (ned no permit to be driven), tasis and hired passenger cars, provided that they have less than ten seats. This category may also include pick-ups.

Connected main line actually operating or temporarily suspended, main lines that equipment 0.2 . These P

institutional main lines, lines of public payphones and telecommunications service lines. Mobile phone lines are excluded. Connected main lines can be classified as dwelling, business and public main lines. ISDN channels are excluded.

Noie: Since the passing of the Hungarian Telecommunication Law, the Hungarian Central Statistical Office (ke the countries of the EU) has been collecting data on the main lines. Before 1993, the new Telecommunication Law, statistics surveyed main stations.

Nunber o Internt connections. Data collection of Internet connections started in 1999.
Sources
Total area, infrastructure, industry and agriculture, external trade, lsbour market: National sourees.

National accounts, inflation rate, balance of payment, public finance, finance, demography: Eurostat.



