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Some ethical dand social rootes and consequences of public corruption
in Hogaray
-experiences of the State Audit Office-

- The characteristics of the sitnation in Hungary before the polifical system
change in 1990

During the so called “socialist” phase of development the cm@ised and
voluntaristic economic governance system /the centrally plammed
ecopomy/ provided slbmost unlimited scope in the allocation and
acquisition of the cemtralised financial resources, for the enforcement of
the interests of individnals and groups of various sizes, in ways that were
different form the declared parms. The primary vemue of this was the
bargaining mechsnism operating at the various levels of the stare and party
govemnance, in institutional or informal ways. .

The means of enforcement - of interests adjusted to the bargaining
mechanisms /personal acquaintance, hunting parties, the granting of
mutnal favours etcj were regarded as inherent elements of the system and,
with the exception of a few flagrant cases, tliey were tacitly accepted. The -
phenomena of corruption and the combating thereof came into the focas of
the “official attention” only in other spheres of the social and economic
life, primarily in the areas relating to the lifestyles of the citizens and to the
sstisfaction of their day-to-day needs.




The slmost vmiversal and very wide gap between the supply of and
demand for goods and various types of services a. ‘sellers’ market’/
natyrally trigg&ed and almost amtomatically gencrate'd. the proliferation
. and sprﬁading of the varions forms of corruption. Among all causes of
cornuption thls has been the dominant factor. The deficiencies of the
operation of the state governing organisations /the lack of legal regulation,
the bureaucratic proceedings, poor cantrols, low level financigl and moral
rewarding of staff/ further aggravated the problems arising from the
economy of shortage. '

The investigation and sanctioning of acts of corruption - well known far
being restncted anyway - were also often hindered by party political
considerations. No wonder then, ﬁ:ﬁthe saying - which reflects quite some
celf-irony, resignation owing to helplessness and cynicism - that “socialist
relations will get you snything” became something of a proverb.

In the nineties a group of the legal snd administrative measures taken in
order to reform the economy created & number of - previously unknown -
economic institutions /business associations within the socialist enterpriss,
confractnal rumning of restaurants, shops, varous types of small
enterprises, co-operatives etc/. The new frameworks of the pursuance of
ecopomic activities, triggering wide ranging social movements, also
'bposted the growth of the black economy. /Use of | assets of state
enterprises free of charge, vnregulared cost accountng and price seting,
indnstrial contract work assignments granted to employees of agricultural
enterpriscs, activities performed without 2 licence etc/.




The situaﬁén following the system change and today

Since 1990 the Hungarian society has been living in an age of rapid social
and ecopomic changes, implementing a transition from the single party
system into g mult party one, from the party rule to the rule of law, from
cenfrally plammed amnnﬁy 10 a market economy, and a radical
transformation of the economic and ownership sttucture.

The - partial “dismentling” and reorgzmisation of the previous state
spparatus and the development of a democratic instinmtion system
fimdamentally operate against carruption, despiic the interim uncertainties.
Decision making and the processes are becoming more transparent, public
life is more open, social contral has strengthened by the operation of the
parties and civil crgenisations, the freedom of the press is observed ctc.

The effects of the economic system change on cormiption are, bowever,
franght with cantradictions. Soine saurces of corruption have disappearsd
but on the ot'her' hand, new siruations have emerged which provide even.
wider opportunities for economic abuse. The sources of com@ﬁon Telated
to the former econamy of shartage have almost completely disappeared in
the area of the supply of goods and materials, just as they have in that of

most of the services.



I would highlight two of the new factors contributing to the continued
expansion of the black economy and corruption: the total re~creation of the

legislation and other legal norms determining the canditions of the

economy, end the divestiture, the privatisation of the formerly overgrown
state property.

Owing to the urgency of the task pew laws and other types of statutes
have been almost “mass produced” recently, caming out in a rapid flow,
commaining immumerable loopholes, intermal confradictions. These
practically umavoidable deficiencies and disharmonies and the
wncertainties of the state organs - which have been partly related to the
quality of legislatian - have opened up a wide area for those “fishing in
troubled waters, for the obmining of illegal advantages and incomes.

And the privatisation of the state property was launched without a concept
clarifying the findamental questions and the necessary insumtional and
regulation conditions alsa evolved only slowly and through s mumber of
amendments. Notwithstanding the assumed the good intentions of those
involved in the preparations far decigion making and of the decision
makers; who - and how - could have preveated the accasionzl success of
efforts contrary to the public good and the aftempls to gain illegal
advantages. By todasy the privatisaton process has practically been
completed and so in this area the possibilities of abuse have contracted
substantially. |




The lessons drawn from the audits performed by the State Audit Office

The State Audit Office - as do the corresponding organisations in other
countries in geperal - controls the legality fregularity/ expediency and
effectiveness of the expenditure of public moneys.

Over the past ten years we have found - smaller ar larper - breaches of the
laws and regulations, inexpedient management, less than appropriately
considered decisions, in almost all areas of the management of public
moneys. Despite irrefutable facts, in the predominant percentage of the
explored cases it is not yet possible to decide whether the large aumber of
breaches of the law and regularions result from a lack of expertise, the lack
of clarity, of the legislation, from carelessness, or perhaps pre-meditated
motives, financial or other interests.

The most crifical areas include the financial management of local
govemments, the operation and decision msaking mechanism of the
privatisation orgenisation, the operation of the so called extra-budgetary
funds as well as the supporting of various public foundations and the
expendinure of their funds.

The fundamental source of the problems in this areas is stiuﬂiefactthat-
awing ’to its faults and deficiencies - the legislation adopted to date, the
regulation of the procedural and decision making regime does not impose
eppropriate reswrictions on efforts aimed to enforce partial interests. There
are no regoplar and efficient external professional controls operating eirher,
and the efficiency of the built-in internal controls is also rather poor.
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The legal regulation of the central budgetary .subsidisaﬁon of local
govermnments apd of the whole of their financial management is a lot more
complicated and a lot less mamure even than other regnletions in general - it
is not adjusted to the highly differentiazted material and intellectnal
/expertise, staffing/ resources of the variaus local governments.

In the area of the privatisation of state property - as I have already
mentioned - the long standing and almost unrestricted antonomy of those
involved in the preparation and the making of decisians - ar, rather, the
fact thar they are often entirely “left to their own resources™ - bas provided
room for the.pursuance and enforcement of efforts out of various motives
and interests. .

In the tendering system /in the process of bidding, evaluation and granting/ .
of the aids availeble from the extrs-budgetary finds the normative -
requirements have only slowly geined ground at the expense of the
freedom of deliberation.

in the case of the public foundations, central regulation of the available
subsidies bas been missing for years and many of such foundations have
still no intemal regulations at all, their boards of trustees often do not
prepare anmual budgets and do mot discuss the annual repofts on their
activities. o

Bach year the SAO has been reporting the explared violations and ﬂlé
deficiencies of the operation of the institutions to the Parliament and to
other organisatians authorised to take actions and it has even been
submirming propasals concerning the nature and the comtents of the

necessary actions.




The lcgislaﬁvi power, however - primarily owing to the very heavy work
load associated with the system change - has been capeble of taking in
these proposa]s only slowly .and always lagging behind a year ar two.
Disciplinary actions have been implemented with respect to only about 10
% of the organisarions concermed. Besides the recognition of self-mterest
there is practicelly no mechanism that could enforce the elimination of
fanlts and deficiencies associated with efficiency and performance. We are
hoping, however, that mn the wake of the stabilisation of the social and
economic conditians, the legal regulation and the msmm:mn system faster
progress may be made in this area as well.

_ The economies in transition, in the process of the construction of the legel,
institational and other constituents of democracies govemed by the rule of
lew and of market economies, &re in & lot more difficult position from the
aépect of combating corruption then are already consolidated, democratic
states. And here I do not primarily mean the lack of experience, mature and
advanced methods and means of countering corruption. I refer mnch more
to the large volume of these phenamena resulting form the aforementioned
features of the transition phase, the large degree of uncertainty of the
judgement of these phenomena and the problems of “manageability”.

The first and most important task seems to be the consolidation of the legal
' and institutional framework of the economy. The improvement of the
quslity, the degree of harmonisation and the practical applicability of laws
and other starutes, the clarification of the scopes of power and
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responsibilities of institutions and the further mvcmmt of the personal
and wd:mml condmons of the performance of the tasks. At the same 1ime
the oomplctc Implementauon of a system for the monitoring of the

enforcement of the legal norms and its feedback mechanistos will have to

be comtimued and completed.

For the citizens, .the actors of the economic and socizl life, therefore, the
predictability and the cansistency of the state should be proven. They need
rational, practicable and persistent regulations imposed by the state, proper
and disciplined operation of the institmtions, consistency in the practice of
calling entities o account for the perfarmance of their obligations. The stil
observed uncertsin treatment of legal norms, and what 1s even mare
harmfil, their “flexible” weatment - as influenced by various factors -
should be dane away w1th, along with the contredictions between the legal
framework and the detailed regulation of the implementation as well as the
delays of procedures and decision making processes.

All of our actions should be governed by the recognition that actors of the
economy and citizens may be expected to behave in complience with the
law and with ethical norms if the institrtion system, the manifestation of
the state, also operates like that. This is the only way in which the public
morale, undemmined by the “socialist relations” may change and no longer
tolerate the evasion of the law and corruption. '

The consclidation process has commenced. Over recent years the mumber
of amendments made to hastily adopted laws, their harmonisation and the
incorporation of the requirements of the EU norms has declined. A number




of laws have been introduced to reduce the possibilities of economic sbuse
/includmg the laws on the establishment of the Hungarian State Treasury
to manage the msh flows of the cenmral budgetary ofganisaﬁons, on the
regulation of public procurements, the prevention of “money laundering™
closely associated with orgenised crime, etc/. This process is far from
complete as yet. .
Furthermore, the creation of interest in “legalising” activities one of the
priority endeavours in the repfé;ssim of the black economy. It includes the
reduction of the taxes and contributions payable by businesses on the
employment of labour, the reduction of the bureancratic burdens bome by
enfreprepeurs etc. Initial steps have been taken in these areas as well

In its ov;rn area the State Audit Office also makes efforts to tmprove the
efficiency of its canfrolling activities by regular training of its personnel,
by the improvement of its andit techniques taking into account the EU
‘standards, by more carefully focusing its activities and arganising is work
Our strategic goal is to extend the auditing - by ourselves or by extwemal
andit firms - of the annmal budget reports of local govemments and the
central budgetary organisations, to cover all of these institutions.
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